NEW ISSUE - BOOK-ENTRY ONLY

In the opinion of Bond Counsel, under existing law and assuming continued compliance with the Internal Revenue
Code of 1986, as amended, interest on the Bonds is not included in gross income for federal income tax purposes and is
nol an item of tax preference for the purpose of computing the alternative minimum tax imposed on individuals and
corporations However, interest on the Bonds will be taken into account in determining adjusted current earnings for the
purpose of computing the alternative minimum tax imposed upon certain corparations. In the opinion of Bond Counsel,
the Bonds and the interest thereon are exempt from taxes imposed by existing Massachusetts laws, although the Bonds
and the interest thereon may be included in the measure of estate and inheritance taxes and of certain corporation excise
and franchise taxes. For federal and Massachusetts tax purposes, interest includes original issue discount. See "TAX
EXEMPTION™ herein,
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The Bonds will be issued by means of a book-entry-only system evidencing ownership and transfer of the Bonds on
the records of The Depository Trust Company {“DTC") and its participants. Detatls of payment of the Bonds are more
Jully described in this Official Statement. The Bonds will bear interest Sfrom the date of delivery and interest will be
payable on January 1, 1996 and semiannually thereafter on July 1 and January 1 calculated on the basis of a 360-day
year of twelve 30-day months. The Bonds are subject to redemption prior to maturity, as more Jully described herein.

The Bonds will constitute general obligations of The Commonwealth of Massachusetts (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.
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, see "SECURITY FOR THE BONDS” and “Appendix A —
Commonwealth Information Statcment” under the headings “COMMONWEALTH REVENUES — Limitations on
Tax Revenues”, “COMMONWEALTH PROGRAMS AND SERVICES — Debt Service” and “COMMON-
WEALTH BOND AND NOTE LIABILITIES”.

The Bonds are offered when, as and if issued and received by the original purchasers, and subject to the ungqualified
approving opinion as to legality of Ropes & Gray, Boston, Massachusetts, Bond Counsel. Certain legal matters will be
passed upon for the Commonwealth by Palmer & Dadge, Boston, Massachusetts, Disclosure Counsel. Certain legal
matters will be passed upon for the Underwriters by their counscl, Mintz, Levin, Cohn, Ferris, Glovsky and Popeo, P.C.,
Boston. Massachusetts. The Bonds are expected to be available for delivery at DTC in New York, New York, on or about
May 25, 1995.
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THE COMMONWEALTH OF MASSACHUSETTS
$499,095,000
General Obligation Refunding Ronds
1995 Series A

Serial Bonds

Maturity Amount Interest Rate Price or Yield
1958 51,060,000 4.60% t00%
1999 62,790,000 5% 4,75
2000 35,535,000 514 4.90
2001 72,630,000 4.90 5.00
2002 111,945,000 6l 5.10
2003 88,250,000 6% 5.20
2004 42,355,000 6% 5,25
2005° 15,875,000 6 5.20
2006 30,700,000 5.30 5.40
2007 570,000 5.40 5.50
2008 600,000 5.40 5.55
2009 635,000 5 5.60
20107 11,480,000 5 5.55
20417 12,040,000 5 5.60
2012° 12,630,000 5 5.65

$225,000,000

General Obligation Bonds
Consolidated Loan of 1995, Series B

Serial Bonds

Maturity Amount Interest Rate Price or Yield
1956 $6,710,000 4.40% 4.10%
1997 7,010,000 4,40 100
1998 7,335,000 4.60 100
1999 7,685,000 4.70 4.75
2000 8,060,000 4.80 4.90
2001 8,460,000 4.90 5.00
2002 8,890,000 5 5.10
2003 9,350,000 5.10 5.20
2004 9,840,000 5.20 5.25
2005° 10,365,000 5.10 5.20
2006 10,915,000 5.30 5.40
2007 11,515,000 5% 5.50
2008 12,160,000 5% 5.60
2009 12,845,000 54 5.65
20107 13,575,000 5 5.60
20117 14,340,000 5t 5.65
20127 15,150,000 54 5.70
2013° 16,010,000 3% 5.75
2014° 16,915,000 N3] 5.80
20157 17,870,000 3% 5.80

(accrued interest, if any, to be added)

‘Insured by AMBAC Indemnity Corporation. See "BOND INSURANCE".

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.
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No dealer, broker, salesperson or other person has been authorized by The Commonwealth of
Massachusetts or the Underwriters of the Bonds to give any information or to make any representations, other than
those contained in this Official Statcment, and if given or made, such other information or representations must not
be relied upon as having been authorized by either of the foregoing. This Official Statement does not constitute an
offer 1o sell or a solicitation of any offer to buy nor shall there be any sale of the Bonds offered hereby by any
person in any jurisdiction in which it is unlav/ful for such person to make such offer, solicitation or sale. The
information set forth hercin has been furnished by the Commonwealth and includes information obtained from other
sources which are belicved to be reliable, but is not guaranteed as to accuracy or completeness and is not to be
construed as a representation by the Underwrilers or, as to information from other sources, the Commonwealth.
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 hercunder shall, under any circumstances, create any implication that there
has been no change in the affairs of the Commonwealth, or its agencics, authorities and political subdivisions, since
the date hereof, except as expressly set forth herein.

IN CONNECTION WITH THIS OFFERING, THE UNDERWRITERS MAY OVERALLOT OR
EFFECT TRANSACTIONS WHICH STABILIZE OR MAINTAIN THE MARKET PRICE OF THE BONDS
AT LEVELS ABOVE THOSE WHICH MIGHT OTHERWISE PREVAIL ON THE OPEN MARKET. SUCH
STABILIZING, IF COMMENCED, MAY BE DISCONTINUED AT ANY TIME.
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OFFICIAL STATEMENT

$724,095,000

THE COMMONWEALTH OF MASSACHUSETTS

$499,095,000 $225,000,000
General Obligation Refunding Bonds General Obligation Bonds
1995 Series A Consolidated Loan of 1995, Scries B
INTRODUCTION

This Official Statement (including the cover pages and Appendices A through D attached hereto) provides
certain information in connection with the issuance by The Commonwealth of Massachusetis (the "Commonweaith”)
of $499,095,000 aggregate principal amount of its General Obligation Refunding Bonds, 1995 Series A (the "Series
A Bonds") and $225,000,000 aggregate principal amount of its General Obligation Bonds, Consolidated Loan of
1995, Series B (the "Series B Bonds” and collectively with the Series A Bonds, the "Bonds"). The Bonds will 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 intcrest on the Bonds. 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 "SECURITY FOR THE BONDS" 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 Series A Bonds are being issued to advance refund certain bonds of the Commonwealth as set forth
in Appendix B - Table of Refunded Bonds. The Series B Bonds are being issued to finance certain authorized
capital projects of the Commonwealth. See "THE BONDS--Application of Proceeds.”

Purpose and Content of Official Statement

This Official Statement describes the terms and use of proceeds of, and security for, the Bonds. This
introduction 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 February 22, 1995,
as supplemented by the Information Statement Supplement dated May 17, 1995 (collectively, 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
certain economic information concerning the Commonwealth. Exhibits B and C to the Commonwealth Information
Statement contain the financial staternents of the Commenwealth for the fiscal year ending June 30, 1994, prepared
on a statutory basis and a GAAP basis, respectively. Attached hereto as Appendix B is a listing of the bonds to
be refunded with the proceeds of the Series A Bonds. Appendix C attached hereto contains the proposed form of
legal opinion of bond counsel with respect to the Bonds. Appendix D attached hereto contains a specimen of the
bond insurance policy to be issued with respect to the Insured Bonds (as hereinafter defined).



THE BONDS
Gencral

The Bonds will be dated the date of original delivery and will initially bear interest from such date payable
semiannually on January 1 and July 1 of each year, commencing January [, 1996 {each an "Inierest Payment
Date"), until the principal amount is paid. The Bonds will mature on July 1 in the years and in the aggregate
principal amounts, and shall bear interest at the rates per annum (caleulated on the basis of a 360-day year of twelve
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 (0 the Bonds.

Book-Entry-Only System. The Bonds will be issued by means of a book-entry-only system, with one bond
certificate for each maturity of cach scrics immobilized at The Depository 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 io clearinghouse funds 10 DTC or its nominec as registered
owner of the Bonds. The record date for payments on account of the Bonds will be the business day nexi 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 Commonwealth will not
be responsible or liable for maintaining, supervising or reviewing the records maintained by DTC, iis participants
or persons acting through such participants. See "BOOK-ENTRY-ONLY SYSTEM".

Redemption

None of the Series A Bonds will be subject to redemption prior to their stated macurity dates. The Serics B
Bonds maturing on or prior (o July 1, 2005 are not subject 10 redemption prior to their stated maturity dates.

Optional Redemption. The Series B Bonds maluring on or after July [, 2006 are subject to redemption
prior (o their stated maturity dates on or after July 1, 2005, 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 fallows:

Redemption Dates Redemption Prices
July 1, 2005 through June 30, 2006, inclusive 101 %
July 1, 2006 through June 30, 2007, inclusive 1004
July 1, 2007 and thereafter 100

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

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




Selection for Redemption. In the event that less than all of any maturity of the Series B Bends is to be
redeemed, and so Jong as the book-entry-only system remains in effect for such Bonds, the particular Series B Bonds
or portion ol 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 Series B Bonds, selection for redemption of less than all of
any onc maturity of the Series B Bonds wilt 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 1ot within a maturity, each $5,000 of
principal amount of a Series B Bond will be considered a separate Series B Bond.,

Plan of Finance

The Series A Bonds are being issucd pursuant to the provisions of Section 33A of Chapter 29 of the
Massachusetis General Laws for the purpose of advance refunding the bonds set forth in Appendix B (the "Refunded
Bonds").

The Commonwealth, upon delivery of the Series A Bonds, will enter inte a refunding escrow agreement
{(the "Escrow Agreement”) with Fleet Bank of Massachusetts, N.A. (the "Escrow Agent™) for the Refunded Bonds.
The Escrow Agreement will provide for the deposit of the net proceeds of the Series A Bonds with the Escrow
Agenl in a scparate account to be applied immediately upon receipt to purchase non-callable direct obligations of
the United States of America (the "Government Obligations”) and to funding, if needed, a cash deposit in such
account. The Escrow Agreement will require that maturing principal of and interest on the Government Obligations,
plus any initial cash deposit, be held in trust in such account and paid to the Commonwealth solely for the payment
of the principal of and redemption premium, if any, and interest on the Refunded Bonds. According to the report
described in "VERIFICATION OF MATHEMATICAL COMPUTATIONS", the Government Obligations wilt
mature at such times and earn interest in such amounts that, together with any initial cash deposit, will produce
sufficient monies to make such payments on the Refunded Bonds 10 and including their respective maturity or
redemptien dates, cach as set forth in Appendix B. Interest payable on the Refunded Bonds on June 1, 1995 will
be paid by the Commonwealth when due from other available funds and not from any moneys available under the
Liscrow Agreement.

The Series B 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 Legisltature.

Application of Proceeds

The net proceeds of the Serics A Bonds will be applied as described in "Plan of Finance”. The net
proceeds of the sale of the Series B Bands will be applied by the State Treasurcr to the various purposes for which
the issuance of bonds has been authorized by the Legislature. Any accrued intcrest 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 uscd
o pay interest on the Bonds,

The purposes for which the Series B Bonds will be issued have been authorized by the Legislature under
various bond authorizations and arc included within the current five-year capital spending plan estahlished 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 Series B Bonds are to be applied in fiscal
year 1995 1o certain projects included within the categories of capital expenditures contained 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 Sperding 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 noled that Chapter 62F of the
Massachusctis 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. Currenily, 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
Commenwealth has pledged up to 15% of the Commonwealth’s income tax receipts to 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,
including the Bonds, and all claims with respect thereto. However, the property of the Commonwealth is not
subject to attachment or tevy 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 cnforcement, 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 all of the
qualities and incidents of negotiable instruments under the Uniform Commercial Code.

BOND INSURANCE

The Series A Bonds maturing on July 1, 2005 and July 1, 2010 through July 1, 2012 and the Series B
Bonds maturing on July 1, 2005 and July 1, 2010 through July 1, 2015 (collectively, the "Insured Bonds") will be
secured by a municipal bond insurance policy to be provided by AMBAC Indemnity Corporation (*AMBAC
Indemnity ).

The following information has been furnished by AMBAC Indemnity for use in this Otficial Statement.
Reference is made to Appendix D for a specimen of AMBAC Indemnity's policy.

Payment Pursuant to Municipal Bond Insurance Policy. AMBAC Indemnity has made a commitment to
issue a municipal bond insurance policy (the "Municipal Bond Insurance Policy") relating to the Insured Bonds
¢cffective as of the date of issuance of the Bonds. Under the terms of the Municipal Bond Insurance Policy,
AMBAC Indemnity will pay to the United States Trust Company of New York, in New York, New York or any
successor thereto (the "Tnsurance Trustee™) that portion of the principal of and interest on the Insured Bonds which
shall become Due for Payment but shall be unpaid by reason of Nonpayment by the [ssuer (as such terms are
defined in the Municipal Bond Insurance Policy). AMBAC Indemnity will make such payments to the Insurance
Trustee on the later of the date on which such principal and interest becomes Due for Payment or within one
business day following the date of which AMBAC Indemnity shall have received notice of Nonpayment. The
insurance will extend for the term of the Insured Bonds and, once issued, cannot be canceled by AMBAC
Indemnity.




The Municipal Bond insurance Policy will insure payment only on stated maturity dates, and on mandatory
sinking fund installment dates, if any, in the case of principal, and on stated dates for payment, in the case of
interest. If the Insured Bonds become subject to mandatory redemption and insufficient funds are available for
redemption of all outstanding Insured Bonds, AMBAC Indemnity will remain obligated to pay principal or and
interest on outstanding Insured Bonds on the originally scheduled interest and principal payment dates including
mandatory sinking fund redemption dates. In the event of any acceleration of the principal of the Insured Bonds,
the insured payments will be made at such times and in such amounts as would have been made had there not been
an acceleration.

In the event that any payment of principal of or interest on an Insured Bond which has become Due for
Payment and which is made to a Bondholder by or on behalf of the Issuer has been deemed a preferential transfer
and theretofore recovered from its registered owner pursuant to the United States Bankruptcy Code in accordance
with a final, nonappealable order of a court of competent jurisdiction, such registered owner will be entitled to
payment from AMBAC Indemnity to the extent of such recovery if sufficient funds are not otherwise available.

The Municipal Bond Insurance Policy does not insure any risk other than Nonpayment as defined in the
Policy. Specifically, the Municipal Bond Insurance policy does not cover:

1. payment on acceleration, as a result of a call for redemption (other than mandatory sinking fund
redemption) or as a result of any other advancement of maturity.

2. payment of any redemption, prepayment or acceleration premium.

3. nonpayment of principal or interest caused by the insclvency or negligence of any Trustee or Paying
Agent, if any.

If it becomes necessary to call upon the Municipal Bond Insurance Policy, payment of the principal requires
surrender of Insured Bonds to the Insurance Trustee together with an appropriate instrument of assignment so as
to permit ownership of such Insured Bonds to be registered in the name of AMBAC Indemnity to the extent of the
payment under the Municipal Bond Insurance Policy. Payment of interest pursuant to the Municipal Bond Insurance
Policy requires proof of Bondholder entitlement to interest payments and an appropriate assignment of the
Bondholder’s right to payment to AMBAC Indemnity.

Upon payment of the insurance benefits, AMBAC Indemnity will become the owner of the Insured Bond,
appurtenant coupon, if any, or right to payment of principal or interest on such Insured Bond and will be fully
subrogated to the surrendering Bondholder’s righis to payment.

AMBAC Indemnity Corporation. AMBAC Indemnity Corpoeration ("AMBAC Indemnity") is a Wisconsin-
domiciled stock insurance corporation regulated by the Office of the Commissioner of Insurance of the State of
Wiscoensin and licensed 1o do business in 50 states, the District of Columbia, and the Commonwealth of Puerto Rico,
with admitted assets of approximately $2,204,000,000 (unaudited) and statutory capital of approximately
$1,237,000,000 (unaudited) as of March 31, 1995, Swatutory capital consists of AMBAC Indemnity’s policyholders’
surpius and statutory contingency reserve. AMBAC Indemnity is a wholly owned subsidiary of AMBAC Inc., a
100% publicly-held company. Standard & Poor’s Ratings Group, Moody’s Investors Service, Inc. and Fitch
Investors Service, Inc. have each assigned a triple-A claims-paying ability rating to AMBAC Indemnity.

Copies of AMBAC Indemnity’s financial statements prepared in accordance with statutory accounting
standards are available from AMBAC Indemnity. The address of AMBAC Indemnity’s administrative offices and
its telephone number are One State Street Plaza, 17th Floor, New York, New York, 10004 and (212) 668-0340.



AMBAC Indemnity has entered into pro rata reinsurance agreements under which a percentage of the
insurance underwrilter pursuant 1o certain municipal bond insurance programs of AMBAC Indemnity has been and
will be assumed by a number of foreign and domestic unaffiliated reinsurers.

AMBAC Indemnity has obtained a ruling from the Intcrnal Revenue Service to the effect that the insuring
of an obligation by AMBAC Indemnity will not affect the treatment for federal income tax purposes of interest on
such obligation and that insurance proceeds representing maturing interest paid by AMBAC Indemnity under policy
provisions substantially identical to those contained in its municipal bond insurance policy shall be treated for federal
income tax purposes in the same manner as if such payments were made by the issuer of the Insured Bonds.

AMBAC Indemnity makes no representation regarding the Insured Bonds or the advisability of investing
in the Insured Bonds and makes no representation regarding, nor has it participated in the preparation of, the
Official Statement other than the information supplicd by AMBAC Indemnity and presented under the hcading
"BOND INSURANCE".

LITIGATION

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

There are pending in courts within the Commonwealth various suits in which the Commonwealth is a
defendant. 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. For a description of certain litigation affecting the Commonwealth, scc
"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 depository for the
Bonds. The Bonds will initially be issued exclusively in book-entry form and one fully registered Bond for cach
maturity of each series set forth on the inside cover page hereof, each in the aggregate principal amount of such
maturity, will be deposited with DTC.

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 securitics that its participants (the "DTC Participants") deposit with DTC. DTC alse facilitates the sctlement
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 climinating the need for
physical movement of securities certificates. DTC Participanis 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 Sccurities Dealers, Inc. Access to the DTC system is alse available 10 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 under the DTC system must be made by or through DTC Participants, which will
receive a credit for the Bonds in the records of DTC. The ownership interest of each actual purchaser of each Bond
(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 to receive written confirmations of their purchase providing details of the Bonds acquired, as well as
periodic statements of their holdings, from the DTC Participant or Indirect Participant through which the Beneficial
Owner entered into the transaction. Transfers of ownership interests in the Bonds will be accomplished by entries
made on the books of DTC Participants acting on behatf of the Beneficial Owners. Beneficial Owners will not
receive certificates representing their ownership interests in the Bonds, except in the event that use of the book-entry
system is discontinued.

To facilitate subsequent transfers, all Bonds deposited by DTC Participants with DTC are registered in the
name of D'TC’s partnership nominee, Cede & Co. The deposit of the Bonds 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; DTC’s records reflect only the identity of the DTC Participants to whose accounts such Bonds
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 (o 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 within a series 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. will consent or vote with respect to the Bonds. Under its 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 those DTC Participants having the Bonds 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 TOTHE
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 TG ANY OTHER ACTION TAKEN BY DTC AS BOND OWNER,

Reneficial Owners of the Bonds will not receive or have the right to receive physical delivery of such
Bonds, and will not be or be considered to be owners thereof. So long as Cede & Co. is the registered owner of
the Bonds, as nominee of DTC, references herein 1o the holders or registered owners of the Bonds shall mean Cede
& Co. and shall not mean the Beneficial Owners of the Bonds.

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



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 will be
delivered and registered as designated by the Beneficial Owners.

The principal of and intcrest and premium, if any, on the Bonds will be paid to DTC or its nominee, Cede
& Co., as registered owner of the Bonds. Upon receipt of moneys, DTC’s practice is to credit the accounts of the
DTC Participanis on the payable date in accordance with their respective holdings shown on the records of DTC
unless DTC has reason to believe 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 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 Commonweaith cannot give any assurances that DTC Participants or others will distribute payments
of principal of and interest on the Bonds 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, policies insuring the payment when due of the principal of and
interest on the Insured Bonds will be issued by AMBAC Indemnity.

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+".

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 all
of such rating agencies, if, in its or their judgmeni, circumstances so warrant. Any downward revision or
withdrawal of a rating could have an adverse effect on the market prices of the Bonds.

UNDERWRITING

The Underwriters have agreed, subject to certain conditions, to purchase all of the Bonds from the
Commonwealth at a discount from the initial offering prices of the Bonds equal to approximately .602% of the




aggregate principal amount of the Bonds, of which .502% of the aggregate principal amount of the Bonds represents
compensation to the Underwriters, with the remainder to be used to pay costs of issuance on the Bonds. The
Underwriters may offer and sell the Bonds to certain dealers and others (including dealers depositing Bonds into
investment trusts) ai prices lower than the public offering prices (or vields higher than the offering yields) stated
on the inside cover page hereof. The principal offering prices (or yields) set forth on the inside cover page hereof
may be changed from time to time after the initial offering by the Underwriters.

VERIFICATION OF MATHEMATICAL COMPUTATIONS

Emst & Young, LLP, certified public accountants, will verify the accuracy of certain mathematical
computations relating to (i) the sufficiency of maturing principal of and intercst on the Government Obligations and
any initial cash balance in the fund cstablished pursuant to the Escrow Agreement to pay when due the principal
of and interest on the Refunded Bonds being refunded from proceeds of the Series A Bonds and (ii) the actuarial
yield on the Bonds and on certain investments considered by Bond Counsel in their determination that the Bonds
are not arbitrape bonds within the meaning of section 148 of the Internal Revenue Code of 1986, as amended.

TAX EXEMPTION

Bond Counsel is of the opinion that, under existing law, except as described below, interest on the Bonds
is not included in gross income for federal income tax purposes. Interest on obligations such as the Bonds is not
an item of tax preference for the purpose of computing the alternative minimum tax imposed on individuals and
corporations under the Internal Revenue Code of 1986, as amended (the "Code"), but such interest is taken into
account in determining adjusted current earnings for the purpose of computing the alternative minimum tax imposed
upon certain corporations. See Appendix C - "Form of Bond Counsel Opinion.”

The Code imposes certain requirements and restrictions on the use 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 provide covenants or certificates evidencing 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 intercst on the Bonds from gross income for federal income tax purposes. Bond Counsel has not
opined as to the other federal tax consequences resulting from holding the Bonds.

Potential purchasers should be aware, however, of other collateral consequences that may result under the
federal tax law for certain holders of the Bonds. Interest on the Bonds is included in the measure of the
environmental tax and the foreign branch profits tax imposed upon corporations and may be included in passive
investment income subject to federal income taxation under provisions of the Code applicable to certain S
corporations. The Code further provides that interest on the Bonds may be includable in the modified adjusted gross
income of certain recipients of Social Security and Railroad Retirement benefits for the purpose of determining
whether a portion of such benefits shall be included in the taxable income of such recipients. In addition, certain
otherwise deductible underwriting losses of property and casualty insurance companies will be reduced by a portion
of the interest received by such companies on the Bonds and no deduction will be allowed for interest on
indebtedness incurred or continued to purchase or carry the Bonds or, in the case of a financial institution, that
portion of such institution’s interest expense that is atlocated to interest on the Bonds.

In the opinion of Bond Counsel, the Bonds and the interest thereon are exempt from taxes imposed by
existing Massachusetts laws, although the Bonds and the interest thereon mav be included in the measure of estate



and inheritance taxes and of certain corporation excise and franchise taxes. Bond Counsel has not opined as 1o the
taxability of the Bonds or the interest thereon under the laws of jurisdictions other than the Commonwealth.

For federal and Massachusetts tax purposes, interest includes original issue discount, which with respect
10 a Bond is equal to the excess, if any, of the statcd 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 all Bonds with the same maturity was sold. Original issue discount accrues actuarially over the term of
a Bond. Holders should consult their own tax advisers with respect to the computation 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 hereto as "Appendix C -- Form of Bond Counsel Opinion”.

OPINIONS OF COUNSEL

The unqualified approving opinion as to the legality of the Bonds will be rendered by Ropes & Gray 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 C. Certain legal matters will be passed upon for the State Treasurer
by Palmer & Dodge of Boston, Massachusetts, as Disclosure Counsel to the State Treasurer. Certain legal matters
will be passed upon for the Underwriters by their counsel, Mintz, Levin, Cohn, Ferris, Glovsky and Popeo, P.C.
of Boston, Massachusetts.

MISCELLANEOUS

Any provisions of the constitution of the Commonwealth, of all gencral 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 completcness 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 mercly as such and not as representations of fact. The various tables may not add due
1o rounding of figures.

The information, estimates and assumptions and expressions of opinion in this Official Statement are subject
1o 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. authoritics or political subdivisions since the date of this Official Statement, except
as expressly stated.

CONTINUING DISCLOSURE

For information concerning the availability of certain financial information from the Commonwealth, see
"Appendix A -- Commonwealth Information Staterncnt” under the heading "CONTINUING DISCLOSURE".




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 Ashburion 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 Lawrence D. Bragg, 111, Esq., Ropes & Gray, One International
Place, Boston, Massachusetts 02110, telephone (617) 951-7000.

THE COMMONWEALTH OF MASSACHUSETTS

By _/s/ Jaseph D. Malone
Joseph D. Malone
Treasurer and Receiver-General

By_/s/ Charles D), Baker
Charles D, Baker
Secretary for Administration and Finance

May 17, 1995
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THE COMMONWEALTH OF MASSACHUSETTS

INFORMATION STATEMENT SUPPLEMENT

May 17, 1995

This supplement to the Information Statement of The Commonwealth of Massachusetts (the
"Commonwealth") dated February 22, 1995 (the "Commonwealth Information Statement"), is dated May 17, 1995
(the "May 17, 1995 Supplement") and contains information which updates the information contained in the
Commonwealth Information Statement. The May 17, 1995 Supplement and the Commenwealth Information
Statement must be read collectively and in their entirety in order to obtain the appropriate fiscal, financial and
economic information concerning the Commonwealth through May 17, 1995, All capitalized terms not otherwise
defined in this May 17, 1995 Supplement shall have the meanings ascribed to them in the Commonwealth
Information Statement.

RECENT DEVELOPMENTS

Fiscal 1995 and Fiscal 1996

On March 14, 1995, in connection with the establishment of the fiscal 1996 consensus tax revenue estimate,
the Commissioner of the Department of Revenue testified at a hearing conducted jointly by the Ways and Means
Committees of the Legistature pursuant to Chapter 29, Section 5B of the General Laws that fiscal 1995 tax revenues
could be approximately $80 million less than the current estimate of $11.179 billion and that fiscal 1996 tax
revenues could be approximately $120 million less than the $11.720 billion estimated in the Governor’s fiscal 1996
budget recommendations delivered to the Legislature in January, 1995, Massachusetts law requires that on March
15 of each year the Secretary for Administration and Finance transmit a revenue estimate for the ensuing fiscal year
to the Legislature and certain other Commonweatth officers. On March 15, 1995, the Secretary for Administration
and Finance notified the Legislature and other Commonwealth officers that he would officially transmit revised tax
revenue estimates for fiscal 1995 and 1996 as soon as a consensus tax revenue estimate was agreed upon, which
is required by law to be established by May 15, 1995, On April 3, 1995, the Department of Revenue released its
preliminary tax collection results for March 1995, which indicate that March 1995 tax revenue collections increased
by approximately 7.5% from fiscal 1994 collections, lifting fiscal 1995 year-to-date tax collections to approximately
$5 million above the mid-point of DOR’s benchmark range.

On April 3, 1993, the House Ways and Means Committee released its proposed budget for fiscal 1996,
The proposal projects fiscal 1996 revenues of $16.788 billion, and recommends fiscal 1996 spending of
approximately $16.799 billion, The revenue projection is based on a consensus (ax revenue estimate of
approximately $11.639 billion, which was recently passed as a joint resolution of the legislature and signed by the
Governor. The fiscal 1996 consensus tax revenue estimate is approximately $112 million lower than the estimate
incorporated in the Governor’s fiscal 1996 budget proposal released in January 1995, determined without regard
to certain tax cuts originally proposed by the Governor. On April 13, 1995, the House adopted a fiscal 1996 budget
that appropriates total expenditures of approximately $16.8 billion, as compared to the Govemnor’s fiscal 1996
budget recommendation of $16.737 billion. On May 17, 1995, the Senate Ways and Means Committee released
its proposed budget for fiscal 1996 which recommends fiscal 1996 spending of approximately $16.8 billion. This
proposal is now being considered by the full Senate. See "Commonwealth Information Statement” under the heading
"1996 FISCAL YEAR" on page A-21.

On April 13, 1995, the Secretary for Administration and Finance transmitted to the Legislature and other
Commenwealth officers revised revenue estimates for fiscal 1995 and 1996, The fiscal 1996 tax revenue estimate
corresponds to the fiscal 1996 consensus tax revenue estimate of $11.639 billion. The aggregate fiscal 1995 revenue
estimate is approximately $49.5 million lower than the most recent official projection as reflected in the Governor’s
fiscal 1996 budget proposal filed in January, 1995. The fiscal 1995 tax revenue projection is currently $11.151
billion, which represents a reduction of $27.5 million from the earlier estimate, based upon an analysis of tax
revenue collections through March 1995, The fiscal 1995 forecast for federal reimbursements has also been lowered
by $17.6 million, primarily due to lower than-anticipated reimbursable spending in certain public assistance



accounts, The reduction in fiscal 1995 revenucs is expected to be offset by lower spending resulting from increased
reversions (including lower spending in public assistance programs) and, if necessary, utilization of part of the
contingency reserve currently included in the estimated fiscal 1995 financial statement. See “"Commonwealth
Information Statement” under the headings "1995 FISCAL YEAR" on page A-19 and "1996 FISCAL YEAR" on
page A-21.

On May 1, 1995, the Department of Revenue released its preliminary tax collection results for April 1995,
which indicate that April 1995 tax revenue collections decreased by approximately 7.3% as compared to April, 1994
collections, bringing fiscal 1995 year-to-date collections (o approximately $50 million below the bottom of the range
of estimated revenucs. The Department of Revenue attributed the Aprit performance primarily to processing and
calendar factors: the Telefile program, a touch-telephone income tax filing optien introduced in 1995, and other
processing factors accelerated the pace of refund return processing beyond that anticipated in the benchmark range;
additionalty, April had fewer deposit days and fewer days 1o receive and deposit sales and withholding payments
in the last days of the month, producing sales tax and income 1ax collections lower than in April 1994, On a year-
to-date basis through April, 1995, total tax revenues have increased 3.9% over fiscal 1994, Collections in May
through the most recently reported deposit day for the month, May 17, 1995, totaled $612 million, approximately
$106 miilion or 20.9% higher than collections through the comparable period for May, 1994.

On April 24, 1995, the Governor filed a fiscal 1995 supplemental appropriation bill recommending
approximately $16.7 million of expenditures related to collective bargaining and certain other persennel costs. The
Legislature has not yet acted upon this recommendation. On May 10, 1995, the House of Representatives approved
two supplemental appropriation bills for fiscal 1995, which relate, in part, to prior supplemental appropriation
recommendations. One bill authorizes fiscal 1995 expenditures of approximately $65 million, having a net
Commonwealth cost of approximately $27 million after factoring in revenue reimbursements that would result from
certain Medicaid expenditures authorized by the legislation. The other bill authorizes fiscal 1995 expenditures of
approximately $9.1 million for certain Department of Social Services programs. On May 17, 1995, the Senate
Ways and Means Committee approved two supplemental appropriation bills for fiscal 1995, One bill authorizes
fiscal 19935 expenditures of approximately $52.4 million (of which approximately $16.1 millien would be continued
to fiscal 1996), having a net Commonwealth cost of approximately $50 million. The bills will now be taken up by
the full Senate. The net amounts for both the House and Senate bills are included in the $83.8 million being
reserved for fiscal 1995 contingencies by the Executive Office for Administration and Finance. See
"Commonwealth Information Statement” under the heading "1995 FISCAL YEAR" on page A-19.

The revenues and expenditurcs of the budgeted operating funds presented in the following table are derived
from the Commonwealth’s audited statutory basis firancial statements for fiscal 1990 through 1994 and unaudited
current estimates for fiscal 1995 prepared by the Executive Office for Administratien and Finance. See
"Commonwealth Information Statement” under the heading “FINANCIAL RESULTS" on page A-13,




Budgeted Operating Funds Operations —- Statutory Basis

Beginning Fund Balabces

Reserved or Designated
Stabilization Fund (1)
Undesignated

Total

Revenues and Other Sources

Taxes

Federal Reimbursements {2}

Departmental and Other Revenues

Interfund Transfers from Non-budgeted
Funds and Other Sources {3}

Budgeted Revenucs and Other Sources

Mass Transit Assessments from
Municipalities

Interfund Transfers among Budgeted Funds
arxl Other Sources

Fotal Revenues and Other Sources

Expenditures and Uses

Programs and Services

Deht Service

Pensions

Interfund Transfers to Non-budgeted Funds
and Other Uses

Budgeted Expenditures and
Other Uses

Payment of Municipal Mass Transit
Assessments to the MBTA and RTA's

Interfund Transfers among Budgered
Funds and Other Uses

Total 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 Designated
Stabilization Fund {13
Undesignuted

Total

(in miflions)

Estimated
Fiscal Fiscal Fiscal Fiscal Fiscal Fiscal
1990 1991 1962 1993 1994 1995
$124.9 $174.5 $119.8 $236.2 51104 $79.23
- - 50.2 2304 3095 ig2.9
444.2 (1,278.9) 58.1 2.8 142.6 127.1
{319.3} (1,104 .4) 237.1 549 4 562.5 589.3
8,517.7 8,994 0 9,483.6 9.924.9 10,606.7 11,151.0
1,717.5 27771 2,393.5 2,674.1 2.901.2 3,017.0
1,131.7 1,204.9 1.187.3 1,327.1 1,187.9 1,245.5
041.3 656.6 663.9 778.5 853.9 897.4
12,008.2 13,633.5 13,728.3 14,709.6 15,549.7 16,3109
1239 130.2 130.9 137.4 140.4 144.3
911 149.7 3669 358.7 289.1 3258
12,2232 13,913 4 14,226.1 15,203.7 15.979.2 16,6810
11,770.2 11,9445 11,757.4 12,683.6 13,416.2 14,123.9(4)
T10.9 942.3 £98.3 1,139.5 1,149.4 1,236.8
671.9 7039 7515 868.2 008.9 918.0
46.7 64.0 8.8 51 48.4 60.0
13.259.7 13,654.7 13,416.0 14,696.4 15,522.9 16,398.7
123.9 130.2 130.9 137.4 140.4 1443
91.1 149.7 366.9 587 280.1 225.8
13,4747 13,934 6 13.913.8 15,192.6 15,952.4 16,768.8
{(1.251.5) 21.2) 3123 131 26.8 (87.8)
466.4 1,362.7 - . - -
1745 119.%8 236.2 110.4 79.3 16.8
-- 59.2 2304 09.5 3829 3979
(1,278.9) 581 828 142.6 127.1 6.8
31,104 4) $237.1 §549.4 $562.5 -i589,3 §501,5

SOURCE: Fiscal 1990-1994, Office of the Comptroller. Estimated Fiscal 1995, Exccutive Oftice for Administration and Finance,

(1) Stabilization Fund balances are not expendable without subsequent specific legislative authorization.

(2) Includes $513 million for fiscal 1991, $198.6 million for fiscal 1992, $2356.3 million for fiscal 1993, and $247.8 million for fiscal
1984 and an estimated $233.0 million for fiscal 1995 in federal reimbursements resulting from claims for reimbursement of certain
uncompensated care for Massachuseuts hospitals. See "Commonwealth Information Statement” under the headings "FINANCIAL

RESULTS -- Fiscal Years 1990 Through 1994" on page A-17 and "1995 FISCAL YEAR" on page A-19.

3 Interfund transfers represent uccounting transfers which reallocate resources among funds. Fund deficit support transfers of $234.8
million in fiscal 1991 have been eliminated 1o facilitate comparative analysis. See "Commenwealth Information Statement under the

heading "COMMONWEALTH REVENUES--Federal and Other Non-Tax Revenugs” on page A-26.
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(4} Inciudes $83.8 million currently reserved for contingencies. See "Commonwealth Information Statement” under the heading "1995
FISCAL YEAR" on page A-19.

On April 4, 1995, the House of Representatives approved a modified version of the legislation providing
for the establishment of the Metropolitan Highway System. The House version provides for the MTA initially only
to own and operate the third harbor tunnel (together with the two existing tunnels under Boston Harbor), which is
currently scheduled 1o be opened to commercial traffic by the end of calendar 1995. The House version authorizes
the issuance of up to $250 million of short-term notes by the MTA, which notes would be guaranieed by the
Commonwealth. The notes would be issued for various purposes authorized under the legislation. In addition, in
order to satisfy certain requirements relating to federal assistance for highway projects, the legislation also authorizes
$330 million of additionat capital cxpenditures by the Commonwealtl: for various transportation projects throughout
the Commenwealth, which expenditures are (o be financed through the issuance of general obligation bonds. The
Exccutive Office for Administration and Finance expects to offset any increases in Commonwealth financed
transportation expenditures duc 10 reduced federal highway aid with reductions in other categories of the Five-Year
Capital Spending Plan. The legisiation is now under consideration by the Senate. See "Commonwealth Information
Statement” under the heading "COMMONWEALTH BUDGET, FINANCIAL MANAGEMENT AND CONTROLS
-- OQverview of Capital Spending Process and Controls on page A-10."

Cash Flow

The most recent cash flow projection prepared by the office of the State Treasurer daied February 24,
1995, estimates the fiscal 1993 year-cnd cash position to be approximately $657.4 million. This projection is based
on the fiscal 1995 budget as originalty signed by the Governor and supplemental appropriations enacted to date.
The cash flow projection reflects actual results through January, 1995 and revenue and spending estimates as of the
date of the projection for the remainder of fiscal 1995. On November 22, 1994, the Commonwealth issued $240
million of general obligation notes 1o fund payments to the MBTA f{or ifs net cost of service. The notes mature on
June 15, 1995 (rather than later in fiscal 1996 as had been assumed in earlier cash flow projections). The cash flow
projection assumes the issuance of additional notes in June, 1995 to refinance such notes, although the projection
notes that such issuance may be deferred until fiscal 1996. (The prior cash flow projection had assumed that such
notes were paid from available funds and not refinanced and accordingly showed a smaller year-end cash position
as compared to the current projection.) The ending balance included in the cash flow forecast and the estimated
cnding balance for the Commenwealth’s operating budget 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. This cash flow
projection assumes that the Commonwealth will issue approximately $581 million of long-term general obligation
during the remainder of fiscal 1995 (which amount includes the $150 million of general obligation bonds issued on
March 2, 1995) to finance capital projects and that no more than approximatety $100 million of short-term operating
borrowings under the commercial paper program will be outstanding at any time during the remainder of fiscal
1995. As of May 17, 1995, no Commonwealth commercial paper is outstanding. 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 comumercial paper may be ocutstanding from time to time. See "Commonwealth Information
Statement” under the headings “1995 FISCAL YEAR -- Cash Flow" on page A-19 and "COMMONWEALTH
BOND AND NOTE LIABILITIES -- General Obligaticn Debt; Commonweaith General Obligation Notes" on page
A-45,

Commonwealth Revenues

The following table sets forth the Commonwealth’s actual revenues in its budgeted operating funds for fiscal
1990 through 1994, and currently estimated revenues for fiscal 1995, See “Fiscal 1995" above.




Commonwealth Revenues -- Budgeted Operating Funds
(in millions)

Estimated
Fiscal Fiscal Fiscal Fiscal Fiscal Fiscal
1990 1991(6) 1992(6} 1993(6) 1994 1995
Tax Revenues:
Alcoholic Beverages $ 70.8 5 662 §F 6335 3 66 $ 602 $§ 6800
Banks
Comumercial 64.5 27.4 17.6(8) 14.7 136.9 178.0
Savings 46.2 20.6 42.5 78.2 63.0 350
Cigarettes (1) 150.8 id4.4 139.9 190.2 2373 237.0
Corporations 698.4 612.2 643.8 737.4 782.3 867.0
Deeds 36.2 30t 322 34.0 39.4 42.0
Income 4,465.2(4) 5,045 1(4) 5,337.0 5,374.9 5,689.8 5,995.0
Inheritance and Estate 276.4 249.5 260.2 267.3 277.5 224.0
Insurance {2) 273.0 267.8 284 8 280.5 290.2 289.0
Motor Fuel 301.9 4642 541.1 557.2 562.6 572.0
Public Utilities 62.0 593 529 69.1 B1.8 88.0
Racing 317 27.5 26.1 15.7 142 13.5
Room Occupancy 56.6 56.0 559 59.3 62.8 67.0
Sales
Repular 1,370.5 1,392.1 1,443.6 1.548.1 1,664.3 1,787.0
Meals 295.9 291.7 296.3 303.2 323.4 347.0
Motor Vehicles 290.0 225.6 2387 272.9 3i4.5 3430
Sub-Total--Sales 1,956.4 1,909.4 1,978.6 2,1242 2,302.2 2,477.0
Miscellaneous 27.6 152 i35 6.6 6.5 6.5
Total §,511.7 8,9949 9,483 .6 $.929.9 10,606.7 11,151.0
Non-Tax Revenues:
Federal Reimbursements 1,717.5(5) 21774 2,393.5(T) 2,674.1(T) 2,901.2(7) 3.M7.0(7M
Departmental and Other Revenues 1,131.7 1,204.9 1,i87.3 1,327.1 1,187.9 1,245.5
Inerfund Transfers from Non-budgeted
Funds and Other Sources (3) 641.3 656.6 663.9 778.5 853.9 897.4
Budgeted Non-Tax Revenues
and Other Sources 3,490.5 4.638.6 4.244.7 4,779.7 49430 5,159.9
Budgeted Revenues and Other Sources  12,008.2 13,633.5 13.728.3 14,709.6 15.549.7 16,310.9
Mass Transit Assessments from
Municipalities 1239 130.2 1309 137.4 140.4 144.3
Interfund Transfers among Budgeted
Funds and Other Sources {3} 1.1 149.7 366.9 358.7 289.1 2258

Total Revenues and Other Sources $i2.2232 $139134 $14,226.1 $15208.7 15.979.2 $16,681.0

SOURCE: Fiscal 199(0-1994, Office of the Compiroller. Estimated Fiscal 1995, Executive Office for Administration and Finance,

(1} As a result of legislation enacted by voter initiative petition, this excise tax was increased cffective January 1, 1993, See "State
Taxes; Other Taxes” on page A-25.

[P4) Includes $7.6 million in 1990, $7.2 million in 1991, $6.6 million in 1952, $8.0 million in 1993, and $8.7 million in 1994,
respectively, in fees collected by the Division of Insurance relating to bigh-risk insurance,

(3) Interfund transfers represent accounting transfers 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 Stabilization Fund were $59.2 million, $170.0 million, $76.9 million, and $65.4
million in fiscal 1991, 1992, 1993, and 1994, respectively. See "Cornmonwealth Information Statement” under the heading *Federal
and Other Non-Tax Revenues” on page A-26.

4 Excludes $444.5 million collected in fiscal 1990 and $298.3 million 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.

(5 Excludes $244 million of revenues atuibutable to federal reimbursements for expenditures frem the Medical Assistance Liability Fund;
such revenues were dedicated to such fund.

()] Includes the impact of tax law changes under Chapters 121 of the Acts of 1990, as amended. The total fiscal 1991 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
chaoges are estimated at $1.329 billion and $1.318 billion, respectively.



N

(8}

Includes 3513 million for fiscal 1991, $198.6 million for fiscal 1992, $236.3 million for fiscal 1993, $247.8 million in fiscal 1994
and an estimated $233.0 million in fiscal 1995 in federal reimbursements resulting from claims for reimbursement of certain
uncompensated care for Massachusetts hospitals. See "Commonwealth Tnformation Statement” under the headings "FINANCIAL
RESULTS -- Fiscal Years 1990 Through 1994" on page A-17 and "1995 FISCAL YEAR" on page A-19.

Reflects setiement of cermain litigation, see Commonwealth Information Statement under the heading "State Taxes; Business
Corporations Tax" on page A-24.

Commonwealth Programs and Services

The following table identifies certain major spending categories of the Commonwealth and sets forth the

budgeted expenditures for each fiscal year within each category. The table sets forth actual expenditures for fiscal
1990 through 1994 and currently estimated expenditures for fiscal 1995. See “Fiscal 1995" above.

Commonwealth Expenditures - Budgeted Operating Funds
(in millions)

Estimated
Expenditure Fiscal Fiscal Fiscal Fiscal Fiseal Fiscal
Category 1990 1991 1992 1993 1994 1995
Direct Local Aid (1) $2.9369 $2.608.3 $2.358.9 $2,584 .5 $2,727.3 $2,982.2
Medicaid 2,120.6(2) 2.765.3(3) 2.817.7(4) 3.151.4(4) 333,145 34114
Group Health Insurance 433.4 446.0 466.1 491.2 4962 510.8
Public Assistance 1,000.9 1,092.3 1.065.0 1,074.49 1,103 1,120.1{6)
Debt Service (7) 770.9 9423 898.3 1,139.5 1,149.4 1,236.8
Pensions 671.9 703.9 751.5 86K.2 508.9 978.0
Higher Education 701.9 608.6 534.0 544 B{®) 672.5 T08.1
MBTA and RTA's 3545 4061 4496 499 0 522.3 520.1
Other Program Expenditures 4,222.0 4,017.9(9} 4.066.1(9) 4,375.7 4,584.5 4,871.2
Interfund Transfers to
Non-budgeted Funds(10) 46.7 64.0 2.8 51 48.4 60.0

Budgeted Expenditures and

Other Uses 13,259.7 13,654.7011} 13,416.00(11) 14,696.4 15,522.9 16,398.7(12}
Payment of Municipal Mass Transit

Assessments 1o the MBTA and RTA's 123.4 130.2 130.9 1374 1404 144.3
Interfund Transfers among Budgeted

Funds and Other Uses(10} 91.1 149.7 366.9 358.7 2891 2258
Total Expenditures and Other Uses $13474.7 $13.934.6 $13 913.8 $15.192.6 $15,952.4 $16,768.8

SOURCE: Fiscal 1990-1994, Office of the Comptroller. Estimated Fiscal 1995, Executive Office for Administration and Finance.

(1) Aid reported to cities, towns and regional school districts by the Depariment of Revenue on its official communication, the so-called
"cherry sheet”, excluding ceriain pension funds, and including $80.5 million in Commonwealth support to county jails, which is no
longer included on the cherry sheer.

(2) Fiscal 1990 Medicaid expendimres do not include $488.0 million in retroactive rate adjustments and spending relaied to services
rendered in prior fiscal years which were funded in the non-budgeted Medical Assistance Liability Fund.

(3) Includes $194.2 million for retroactive rate settlements, including $126.0 million raised through Fiscal Recovery Bonds issued in 1991
10 resolve the deficit for fiscal vear 1990,

(4) Encludes expenditures of $50.0 million in fiscal 1992 for retroactive rate adjustments and settlements.

(5) Includes approximately $22.3 million of expenditures previously off-budger and classified as administrative expenses.

{6) Inctudes approximately $33.3 million not previously classified as public assistance and $24.0 million not previously classified as
budgeted expenditures,

(] Excludes debt service on notes issued under 1990 mx legislation to fund the fiscal 1989 deficit and certain Medicaid-related expenses.
See "Commenwealth Information Statement” under the heading "FINANCIAL RESULTS--Fiscal Years 9% Through 1994” on page
A-17. Reflects reduction of fiscal 1992 debt service by $261.0 million as & result of the issuance of refunding bonds during fiscal
1992

(8) Reflects the transfer of $89.4 million in related mition tevenue and spending to an off-budgel trust fund. See "Commonwealth
Information Statement” under the heading "COMMONWEALTI[ PROGRAMS AND SERVICES -- Higher Education” on page A-35.

) Fiscal 1991 and fiscal 1992 expenditures have been restated to reflect surpluses in the Intragovernmental Service Fund of $3.8 million




in each year,

(103 Interfund transfers represent accounting transfers which reallocate resoutces among funds. Interfund deficit support transfers for fiscal
1991 of $234.8 million have been eliminated to facilitate comparative analysis. Includes interfund transters 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
$65.4 million in fiscal 1991, 1992, 1993, and 1994, respecrively,

(11} Reflects the transfer of approximately $89.4 million in related wition revenue and spending from an off-budget trust fund to budgered
accounts.
(12} Includes $83.8 million currently reserved for contingencies. See "Commonwealth Information Statement” under the heading "1995

FISCAL YEAR" on page A-19.

Local Aid. Under the constraints of Proposition 2%, the aggregate property tax levy grew from $3.347
billion in fiscal 1981 to $5.464 billion in fiscal 1994, representing an increase of approximately 63 %. By contrast,
according to the federal Bureau of Labor Statistics, the consumer price index for all urban consumers in Boston
grew during the same time period by approximately 85%.

Since the implementation of Proposition 2%, many communities have raised their levy limits by utilizing
statutorily permitted overrides. Override activity steadily increased throughout the 1980s before peaking in fiscat
1991 and decreasing thereafter. In fiscal 1991, 100 communities passed at least one referenda question and applied
$58.5 million to their levy limits. Since then, the number of successful overrides and the amounts that have been
added to levy limnits have decreased steadily. In fiscal 1992, 65 communities passed override referenda adding $31.0
million. In fiscal 1993, 59 communities added $16.3 million through override votes and in fiscal 1994, only 48
communities had successful override referenda which added $8.4 million to their levy limits. While Proposition
2% has constrained local capacity to raise revenues through property taxes, most communities still maintain
significant override capacity.,

In addition to overrides, Proposition 2% allows a community, through voter approval, to assess taxes in
excess of its levy limit for the payment of certain capital projects (capital outlay expenditure exclusions) and for the
payment of specified debt service costs (debt exclusions). Capital cxclusions were passed by 20 communities in
fiscal 1994 and totaled $1.3 million. In fiscal 1994, the impact of successful debt exclusion votes going back as
far as fiscal 1983, was to raise the levy limits of 208 communities by $119 million. See "Commonwealth
Information Statement” under the heading "COMMONWEAILTH PROGRAMS AND SERVICES -- Local Aid" on
page A-29.

MBTA and Regional Transit Authorities, MBTA operating expenses for fiscal 1994 totaled $785.5 million,
as compared 10 an earlier estimate of $793.3 million.

The following table sets forth for the calendar years ended December 31, 1990 through December 31, 1994
(preliminary), the amounts of (i) the MBTA's cost of service in excess of the MBTA’s income from its own
sources, (ii) 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 Agsistance and Interest Assessed
Year Ended Excess Operating Contract Other State and Qther or ¢ be
December 31 of Income Assistance Assistance (1} Assistance (2} Subtotal Charges (33 Assessed
1990 $ 5129 $ 183 $ 1157 $ M $106.3 $ 123 $118.6
14991 575.0 18.2 137.7 307.2 111.9 9.7 1216
1992 607.0 18.2 155.8 3154 117.6 7.0 124 7
1993 610.3 18.2 165.6 304.2(4) 122.3 5.5 127 .8
1994 (5) 220.4 16.1 177.6 276.0(6) 1204 10.6 131.0

SOURCE: Massachusetts Bay Transportation Authority.
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{n Contract 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.

{23 Additional contrace assistance and other siate assistance provided by the Commonwealth.

{3 Includes interest and other charges incurred in state borrowings by the Commonwealth and Boston Metropolitan District expenses
of $25,000 in each year.

(4} The Commonwealth’s fiscal 1595 budget contains appropriations, together with other prior approptiations, sufficient 10 provide this
amount of additional state assistance.

(5 Preliminary.

{6} The Governor's fiscal 1996 budger recommendation contains appropriations, together with other prior appropriations, sufficient 1o

provide this amount of additional state assistance.

Sce "Commonwealth Information Statement” under the heading "COMMONWEALTH PROGRAMS AND
SERVICES -- MBTA and Regional Transit Authorities” on page A-35.

Commonwealth Bond and Note Liabilities

On March 1, 1995, the MBTA issued $165 million of short-term notes for the purpose of refinancing a
portion of its notes that matured on that date. The new notes mature on March 1, 1996, Also on March 1, 1995,
the Southeastern Massachusctts University Building Authority issued its $35,715,000 Refunding Revenue Bonds,
1995 Series A, which bonds are guaranteed by the Commonwealth. The bonds were issued to refund certain
outstanding bonds of Lhe Authority, which were also guarantced by the Commonwealth. On March 2, 1995, the
Commonwealth issued its $150,000,000 General Obligation Bonds, Consolidated Loan of 1995, Series A, for the
purpose of financing various capital expenditures of the Commonwealth. On March 16, 1995, the University of
Lowell Building Authority issued its $23,895,000 Commonwealth Guaranteed Facilities Bonds, Fifth Series A,
which bonds are guaranteed by the Commonwealth. The bonds were issued for the purpose of refunding certain
outstanding bonds of the Authority, which were also guaranteed by the Commonwealth, and to finance certain
capital expenditures of the Authority. See "Commonwealth Information Statement® under the heading
"COMMONWEALTH BOND AND NOTE LIABILITIES" on page A-41. On May 2, 1995, the University of
Massachusetts Building Authority delivered its $22,600,000 Project Revenue Bonds, Series 1995-A, the payment
of the principal of and interest on which are guaranteed by the Commonwealth. The proceeds of such bonds will
e used to finance various capital expenditures of the University of Massachusetts.

On May 4, 1995, the MBTA delivered $288,110,000 its bonds in order to finance $200 million of capital
expenditures, including paying off its outstanding commercial paper and to refund certain outstanding certificates
of participation. As of May 17, 1995, the MBTA has approximately $144.5 million of commercial paper
outstanding. See "Commonwealth Information Statement" under the heading "COMMONWEALTH BOND AND
NOTE LIABILITIES -- Commonwealth Supported Debt; MBTA" on page A-49.

On May 17, 1995, the Commonwealth sold $225,000,000 of general obligation bonds for the purpose of
financing various capital cxpenditures and $499,095,000 of general obligation refunding bonds for the purpose of
advance refunding $477,095,000 of outstanding general obligation bonds. As a result of the issuance of such
refunding bonds, debt service requirements relating to the Commonwealth’s general obligation bonds will be reduced
by approximately $16.1 million in fiscal 1996, approximately $4.7 million in fiscal 1997 and by an aggregate
amount of approximately $12.4 million in fiscal years 1998 through 2013.

COMMONWEALTH BOND AND NOTE LIABILITIES

The following table scts forth the Commonwealth bond and note liabilities outstanding on April 1, 1995,
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Commonwealth Bond and Note Liabilitics
April 1, 1995
(in thousands)

Long Termi1) Shont Term
COMMONWEALTH DEBT
General Obligation Debt $8.403,363(2 $245,451(3)
Dedicated Income Tax Debt 831,210 0
Special Obligation Debt 403,770 0
Subtotal Commonwealth Debt 9,638,343 245.451(3)
COMMONWEALTH SUPPORTED DEBT
MBTA 2,111,670(4) 345,000(5)
Massachuseits Convention Center Autherity 173,664 G
Massachusetts Government Land Bank 25,170 0
Boston Metropolitan District 47 685 0
Steamship Authority 32.364 2,900
Regional transit authorities 3¢ 67,416
Subtoral Supported Debt 2,390,583 415,316
COMMONWEALTH GUARANTEED DERT
Higher education building authorities 237,787(6) 0
Town of Mashpee 200 4
Subtotal Guarantged Debt 237 987 0
TOTAL COMMONWEALTH BOND AND
NOTE LIABILITIES $ 12,266,913 3 660,767

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

)]

2)

Y

4

%)

(6)

Long term debt includes discount and costs of issuance, Does not include long term capital lease obligations. See "Commonwealth
Information Statement” under the headings "COMMONWEALTH BOND AND NOTE LIABILITIES -- Indirect Obligations;
Plymouth County Cerrificates of Participation” on page A-51 and "OTHER COMMONWEALTH LIABILITIES Long Term Capital
Leases and Centificates of Participation” on page A-54.

Includes interest on Commenwealth general obligation capital appreciation bonds 1o be accrued from April 1, 1995 through their
matarity it the amount of $339.2 million. On May 17, 1995, the Commonwealth also sold $225 million of general obligation bonds
for the purpose of financing various capital expenditures and $499,095,000 of general obligation refunding bonds for the purpose of
advance refunding $477,095,000 of outstanding general obligaton bonds.

Represents $240 million of Comumonwealth General Obligation Notes issued on November 22, 1994 for the purpose of financing the
MBTA's net cost of service and $5.4 million of the Commonwealth’s "minibonds" (which are redeemahle at the request of the holder
on ene business day’s notice and are treated as short term labilities). See "Commonwealth Information Statement” under the heading
"COMMONWEALTH BOND AND NOTE LIABILITIES -- General Obligation Debt: Commonweaith General Obligation Notes and
Minibonds" on page A-45.

The MBTA also delivered on May 4, 1995, $288,110,000 million of its bonds, inchud ing $200 million to finance various capital
expenditures (including paying off a portion of its outstanding commercial paper) and approximately 395 million te refund certain
outstanding certificates of participation.

As of May 17, 1995, the MBTA alsc has $144.5 million of commercial paper outstanding, $138 .4 million of which will be paid with
praceeds of the bonds referenced in footnote 4 above. See "Commonwealth Information Staterient” under the heading
‘COMMONWEALTH BOND AND NOTE LIABILITIES -- Commonwealth Supporied Debt; MBTA" on page A-49.

On May 2, 1995, the University of Massachusens Building Anthority delivered $22,600,000 of bonds to be guaranteed by the
Commonwealth for the purpose of financing various capital expenditures.

See "Commonwealth Information Statement" under the headin g "COMMONWEALTH BOND AND NOTE

LIABILITIES" on page A-41.



OTHER COMMONWEALTH LIABILITIES
Unemployment Compensation Trust Fuad

As of April 30, 1995, the Massachusetts Unemployment Trust Fund had a surplus of $!159 million. The
Department of Employment and Training’s April 1995 quarterly report indicates that the additional increases in
contributions provided by certain 1992 legislation should result in & private contributory account balance of $331
million in the Unemployment Compensation Trust Fund by December 1995 and rebuild reserves in the sysiem to
$1.3 billion by the end of 1999. S$ec "Exhibit A - Economic Information” under the heading “Employment--
Unemployment” and see "Commonwealth Information Stalcment” under the heading "OTHER COMMONWEALTH
LIABILITIES -- Unemployment Compeusation Trust Fund” on page A-56.

LITIGATION

There are pending in state and federal courts within the Commonwealth various suits in which the
Commonwealth is a party. In the opinion of the Attorney General, no litigation is pending or, (0 his knowledge,
threatened which is likely to result, either individually or in the aggregate, in final judgments against the
Commonwealth that would affcct materially its financial condition. The following updates the litiganon described
in the Commonwealth Information Statement and includes a description of any material litigation which has arisen
since the date thereof.

Update of Existing Litigation

On March 8. 1995, the Supreme Judicial Court affirmed the decision of the Superior Court in
Massachusetts Hospital Association et al. v. Department of Public Welfare et al. {Suffolk Superior Court No.
90-7116B),

In BayBank, et al v. Commissioner of Revenue, the banks challenge the inclusion of income {rom lax
exempt obligations in the measure of the bank excise tax. The Appellate Tax Board issued findings of fact and a
report in favor of the Commissioner of Revenue on September 30, 1993. The Supreme Judicial Court heard the
appeal on March 7, 1995. Taking into account all banks and all ycars at issue (1974 through 1986), there are 142
appeals consolidated in this case. The amount at issue is currently estimated ta be approximately $1.4 billion, which
amount includes interest of approximately $1.1 billion and amounts involved in other related applications for
abatement pending with the Commissioner of Revenue or with the Appellate Tax Board. 5.J.C. Docket No. 6318.

On March 30, 1995, the parties reported to the Supreme Judicial Court that they had agreed in principle
to settle the case and related litigation. The agreement in principle includes an agreement that the Commonwealth
will pay to the banks $25 million. payable in installments of $10 million on August I, 1996 and August L, 1997,
and $5 million and all accrued interest on the settlement amount on August I, 1998, with an option for the
Commonwealth ta prepay such amounts.

In Hayward v. National Information Systems, inc. {Norfolk Superior Court No. 92-2361). a lottery player
sought recovery of a $9 million jackpot allegedly wrongfully denied him by the State Lottery Commission and 1o
have that amount trebled under the Commonwealth’s Consumer Protection Act. In February, 19935, a jury returned
a verdict for the Lottery Comrissicn on all counts,

On March 22, 1995, the Supreme Judicial Court issued its opinion in Perini Corporation et al v.
Commissioner of Revenue, S. J. C. No. 6657. The court held that certain deductions from the nct worlh messure
of the Massachusclis corporate excise tax violate the Commerce Clause of the United States Constitution. The court
remanded the case for entry of a declaration and further proceedings, if necessary, to determine other appropriate
remedies. The Commonwealth has not yet determined whether 1o file a petition for a writ of certioran in the United
States Supremc Court. The Department of Revenue is analyzing the impact of this decision, but cannot vet
determine the likely effect on future aggregate annual corporale cXcise (ax receipts.

See "Commonwealth Information Statement” under the heading "LITIGATION" on page A-36.




AVAILABILITY OF OTHER INFORMATION

Questions regarding this May 17, 1995 Supplement or requests for additional financial information
concerning the Commonwealth should be directed to Kenneth Olshansky, Deputy Treasurer, Office of the
Treasurer-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 1o this May 17, 1995 Supplement should be directed to Walter J. St. Onge, III, Esq., Palmer & Dodge,
Onc 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/ Charles D. Baker
Charles D. Baker
Secretary for Administration and Finance

May 17, 1995
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EXITIBIT A

ECONOMIC INFORMATION

The information in this section was prepared by the Massachusetts [nstitute for Social and Economic
Research (“MISER") at the University of Massachusetts at Amherst and may be relevant in evaluating the
ecenomic 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 abour Massachuseits. 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. Information is
current as of March 29, 1995. Sources of information are indicated in the text or immediately folloewing the
charts and tables. Although the Commonwealth considers the sources to be reliable, the Commonwealth has
made no independent verification of the information presented herein and does not warrant its aceuracy.

OVERVIEW

Popularion Characteristics. Massachusetts experienced modest population increases between 1980 and
1990, The 1990 United States census count for Massachuselis was §,016.425 or 4.9 percent more than the
5,737,093 counted in 19830. While the Massachusetts population did not increase significantly between 1989
and 1993, it increased by 0.4 percent between 1993 and 1994. Bureau of the Census estimates for 1994 show
the Massachusetts population to be 6,041,123, In contrast, the total United States population increased by
approXimately 9.8 percent between 1980 and 1990, 3.6 percent between 1990 and 1993, and 1.0 percent
between 1993 and 1994. 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 Boston-Washington
corrider, which includes the states of Massachusetts, Maryviand, Delaware, Rhode Island, Corpecticur, 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 miliion.

Personal Income, Consumer Prices, and Poverty. Per capita personal income levels in Massachusetts
have been consistently bigher than those in the United States since [970.  While the growth in per capita
income has slowed and real income levels have even declined in Massachusetts since [988 (even as real income
levels in the United States continued to grow), real income levels in Massachusetts in 1993 remained well above
the national average: $24,475 compared te $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, pay has grown at a rate two to three percentage points higher than
that of the United States. As a result, preliminary data for 1993 show that the average level of pay in
Massachusetts was $30,229 while that in the United States was 526,362, 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, Between 1992 and 1994, however, the CPI-U for the Boston area
grew at a slower rate than that of the United States. In January 1995, the CPI-U for the Boston Metropolitan
area was 158.0 while that for the United States was 150.3; the percentage change from January 1994 was 2.9
percent and 2.8 percent, respectively. In addition to high income levels, Massachusetts has maintained a
poverty rate well below the national average. In 1993, 10.7 percent of the Massachusetts population was below
the poverty line, while 15.1 percent of the population of the United States feil below the poverty line.
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Employment, Total employment levels in Massachusetts, which declined between 1989 and 1992,
grew at a rate of 1.6 percent in 1993 and 2.2 percent in 1994, The only employment sector which did not
grow in 1993 and 1994 was the manufacturing sector, which has experienced declining employment levels
since 1985. The sector employing 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 employment
in 1994, 'The unemployment rate in Massachusetts, which was below that of the United States between 1979
and 1989, was higher than the national average between 1990 and 1993. In 1994, however, the unemployment
rate in Massachusetts was below that of the United States (6.0 percent compared to 6.1 percent) and in February
1995, the unemployment rate in Massachusetts was equal to that of the United States: 5.4 percent. The
Unemployment Compensation Trust Fund in Massachusetts contained a positive balance of §124.1 million on
February 28, 1995 and is expected to contain a balance of $362 million by December 31, 1995,

Fconomic 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. Massachusetts ranked thirteenth in the United States with nsarly $13.1
hillion in international exports in 1994, 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, consuiting, bealth care and
business services,

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 fourteen Massachusetts companies listed in the
1994 Fortune 500 are eogaged in the production of computer equipment, electronic components, or
scientific/photographic instruments. Non-manufacturing high technology jobs have continued to increase their
share of total 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 ceater for high technology industries.

The recession of the latc 1980s and early 1990s reversed the good fortupes which the construction
industry felt in the mid-1980s. The industry is recovering in the 1990s, however. Housing permits issued in
Massachusetts increased by 29.1 percent in 1992 and by 6.7 percent in 1993, This follows a prolenged decline
in demand that extended from 1986 to 199!. Relative housing prices in Boston continue to outpace those of the
rest of the nation, however. In 1983, the price for a singie family home in the Boston Metropolitan area was 18
percent higher than the national average; by 1993, home prices were 61 percent higher than the national
average.

The travel and tourism industry represents a significant component of the overall Massachusetts
economy. The Massachusetts Office of Travel and Tourism estimates that a total of 25.1 million people visited
the Commonwealth in 1993, spending $8.72 bllien.

Human Resources and Infrastructure. Skilled human capital is the foundation of Massachusetts’
economic strength. [t provides the basis for a technologically dynamic and industrially diverse regional
economy. The Massachusetts population is weli-educated relative to the United States population, with 27.2
percent of Massachusetts residents over the age of 23 having received Bachelor’s degrees, compared to 20.3
percent of the United States population. In addition, per pupil spending on public primary and secondary
education in Massachusetts has been significantly higher than the national average since 1980. Preliminary
estimates for the 1993-94 academic year show that Massachusetts spent twenty percent more per pupil than the
national average.
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The concentration of technical, engineering, managerial, scientific, and other professionat skills within
the Massachusetts work force is, in part, due to the 120 private and public colleges and universities located
throughout the state. The iargest and best known of these institutions include Amherst College, Boston
College, Boston University, Clark University, Harvard University, Holy Cross College, Massachusetts Instinte
of Technology, Mount Holyoke College, Northeastern University, Smith College, Tufts University, the
University of Massachusetts, Wellesley 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 health 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.

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 major 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 twenty 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 million 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,
295 and 495. 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 rated 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 Island
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 live in metropolitan areas,
compared with a national average of 79.4 percent.

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

Springficld, 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 Mutual Life [nsurance Company, the
Milion 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 Massachuseits since 1971 has
been both lower and more erratic than the change in population for the United States as a whole. While this
tread 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. Between 1989 and 1993, the rate of population growth in
Massachusetts was essentially zero. In 1994, however, the population of Massachusetts grew by 0.4 percent,
compared to a 1.0 percent increase for the United States.

Percentage Change in Total Population, 1971-1994
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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, 1970-1994

(in thousands)
Massachusetts New England United States
Percentage Percentage Percentage

Total  Change Total  Change Total  Change
A4 AL s 2599

. L2%

6. 0%
. 0.8%

0%

6819
24818

SOURCE: United States D
1970, {980, and 1990 estimates are as of April 1; estimates for other
years are as of July 1.

Net migration has not significantly contributed to changes in the Commonweaith’s total popuiation
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 Massachusetts population between 1980 and
1990, by five year classifications of ages.
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Net Change in Massachuseits Population, by Age, 1980-1990
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The next fifteen years are expected to bring about a considerable change in the age distribution of the
Massachusetts population. As the foilowing 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.

Distribution of Massachusetts Population by Age, 1990-2010
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The following table shows 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 Pcr af Tatal Number Pee. of Towl Number Per. af Toal
Undérs. - - k& i i S s
510 19
20162

2510 34
Fodd
45 to 54
55 to 64
65 and over

SQURCE: United States Department of Commerce, Bureau of the Census,

PERSONAL INCOME, CONSUMER PRICES, AND POVERTY

Personal Income, Since 1970, real and nominal per capita income levels have been consistently higher
in Massachusetts than in the United States. Between 1982 and 1988, real income levels in Massachusetts grew
at an annual rate higher than that for the United States. But, since 1989, the growth in real income levels in
Massachusetts has stowed to a rate below that for real income levels in the United States. In fact, between 1989
and 1991, real per capita income levels in Massachusetts actually declined. Despite two years of positive
growth, per capita real income in 1993 .in Massachusetts was more than 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 were higher in 1993 than at any time in the previous twenty-two years.
Nevertheless, per capita income in Massachusetts remained considerably higher than that in the United States in
1993: $24,475 versus $20,781. In addition, per capita personal income in Massachusetts was fifth highest
among the fifty states in 1993. The following chart illustrates real per capita personal income in Massachusetts,
New England, and the United States since 1970,

Per Capita Personal Income, 1970-1993

(in constant 1993 dollars)
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$24,000 +
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The following table compares per capita persooal 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 5. MA N.E. U.S. MA NE  US
45 $I7%E73 0 816,554 . $15,072 1. T

17,286 16,644 15321 0.7% 0.5% 1.6%

17,949 1 TE330.00 16,106 38% -V 41% . 5.0%

13374 17,789 16,819 24% 2.7% 44%

C18,0170 7 11,372 . 16,496 CAL9%T 23% -1.9%

17,660 16,959 16,236 20% -2.4% -1.6%

©U17,808 UIT528° 16,838 08% 34% 3.7%

18,464 17,972 17,328 3.7%  2.5% 2.9%

11905 < 18572 17,989 5.6% 33% 3.38%

19,735 18,658 17,947 12% 05% -02%

19,731 18,557 17,431 00% -0.5% -2.9%

19,662 18,645 17,501 03% 05% 0.4%

20,413 18,873 17,344 38% 1.2% -0.9%

21,106 19,670 17,733 3.4% 42% 22%

22382 20,909 . 18,542 60% 63% . 4.6%

22,953 21,639 19,009 26% 35% 2.5%

TO24251 27,964 19,653 57%  6.1% 3.4%

: 24,895 23,748 19,892 27% 3.4% 12%

20,787 20276 o 25,500 . 24,767 : 20,289 - 28% 0 43% - 2.0%

21,688 25256 24,851 20,615 -1.3%  03%  1.6%

: 24,4907 ¢ (24251 20,638 30% 24% 0.1%

24,038 23,787 20,369 -1.8% -19% -1.3%

23364 O 240309 34,063 20,734 1.1%  12% 18%

24,141 24,475 24,141 20,781 0.7% 03% 02%

SOURCE: United States Department of Commerce, Bureau of Economic Analysis.
Motes: Estimated population as of April 1 of that year. Massachusens real income is calculated using Boston
CPI-U data. Now England and United States real income are calculated using national CPI-U data.

Although the growth in per capita personal income has fluctuated, annual pay has grown steadily in
Massachusetts over the past nine 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 employees,
Data are reported by employers covered under the Unemployment Insurance programs. 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 nine years. As a result, preliminary
estimates show that the level of annual pay in Massachusetts in 1993 was fifteen percent higher than the national
average: $30,229 as compared to $26,362.
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Average Antual Pay

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

535,000

O Massachwusets
M United Statea
$30,000 —
525,000 — ]
320,000
$15,000 +
$10,000 1
55,000 1
50
i : & & § & & & & g
Year
Average Annual Pay, 1984-1993
(in current dollars)
Annual Pay Percentage Change
Year Massachuserts United States M husetts United States
1984 S $I8353 5 o it -

1993(p) $30,229
SOURCE: United States Department of Labor, Bureau of Labor Statistics.
{(p)= preliminary estitnates.
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Consumer Prices. Higher income leveis 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 January
1995. Data for each year indicate the Consttmer Price Index for all urban consumers (CPI-U) and the percentage
change in the Consumer Price Index for all urban consumers from the previous year. Since 1970, the CPI-U
for the Boston metropolitan area has been higher than that of the United States in every year eXcept 1982, Since
1992, however, the rate of growth in the CPI-U for the Boston area has generally been lower than that of the
United States. In 1994, the CPI-U for Boston increased 1.3 percent compared to an increase of 2.6 percent for
the United States as a whole. The latest available data for January 1995 show that the CPI-U for the Roston
metropolitan area grew at a rate of 2.9 percent from January 1994; in the United States, growth for the
comparable period was 2.8 percent.

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

CPI-U Ratio Pet. Change
Year Boston 7.5 (Boston/U.8.) Boston U5,
1976 402 388 103.6%
1971 422 40.5 104.2% 50% 4.4%
1972 437 41.3 104.5% 3.6% 32%
1973 46.3 44.4 104.3% 5.9% 62%
1974 51.2 493 103.9% 10.6% 11.0%
1975 55.8 53.8 103 7% 9.0%  9.1%
1976 60.0 56.9 105.4% 7.5% 5.8%
1977 63.1 60.6 104.1% 52% 65%
1978 66.4 . 652 101.8% : 52%  1.6%
1979 732 72.6 100.8% 102% 11.3%
1980 82.6 82.4 100.2% 128% 135%
1981 91.8 90.9 101.0% 1.1% 103%
1982 955 . 965 59 0% O 40% 6.2%
1983 99.8 99.5 100.2% 45% 32%
1934 1047 1039 100.8%- 4.9%  43%
1985 1094 1076 181.7% 45%  3.6%
1986 122 109.6 C102.4% 2.8% 1.9%
1987 117.1 113.6 103.1% 44%  3%6%
1988 1242 1183 . 7 105.0% 6.1% 41%
1989 1313 1240 105.9% 57%  43%
1994 1389 1307 . 106.3% 5.8% 5.4%
1991 1450  136.2 196.5% 4.4%  42%
1992, 148.6 1403 - 105.9% 2.5%  3.0%
1993 1529 1445 105.8% 2.9% 3.0%
1994 154.9 1482 104.5% 3%  2.6%
Jan., 1994 [53.6 1462 - - 105.1%
Jan., 1995 158.0 1503 105.1% 28% 2.8%

SOURCE: United States Department of Labor, Bureau of Labor Statistics.
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Poverty. The Massachusetts poverty rate is significantly below the national average. Since 1980, the
percentage of the Massachusetts population below the poverty line has varied between 7.7 percent and 11.3
percent. During the same time, the national poverty rate varied between 13.0 percent and 15.2 percent. In
1993, the poverty rate in Massachusetts was 10.7 percent while the poverty rate in the United States was 15.1
percent. Since 1980, the ratio of the Massachusetts rate of poverty to the United States rate of poverty has
varied from a low of 0.51 in 1983 to a high of 0.80 in 1991; the ratio in 1993 was 0.71. These official poverty
statistics are not adjusted for regional differences in the cost of living. The following chart illustrates the lower
poverty rates in Massachusetts compared with the national average from 1980 through 1993,

Poverty Rate, 1980-1993

13.0%

15.0%
152%
i5.1%

16.0%

13.0%
14.0%
14.4%
14.0%
13.6%

134%
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14.2%

14.8%

14.0%

11.0%
13.1%

11.3%

12.0% +

10.3%
10.7%

10.3%
10.7%

2.5%

10.0% +

89%
7.9%

§9%
9.2%
9.2%

8.2%
85%
92.0%

8.0% ff
4.0% 1
) I
0.0%

3

Year
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1980
1981
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984
1985
1936
1987
1988
1539

290

992
1993

SOURCE: Vaited Statex Department of Commerce, Bureau of the Centus.
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EMPLOYMENT

Employment by Industry. The Massachusetts services sector, with 33.4 percent of the non-agricultural
work force in January 1995, is the largest employment sector in the Massachusetts economy, followed by
wholesale and retail trade (23.0 percent), manufacturing (15.5 percent), and govemment employment (13.6
percent). The following chart shows the distribution of non-agricultural employment by industry in
Massachusetts for January 1995 (data are not seascnally adjusted):

Massachusetts Non-Agricultural Employment by Industry, January 1995
fnot seasonally adjusted)

Conatruction
Government 28%

13.6% Manufacturing
- 15.5%

Transportation and Public
Utilities
4.3%

Services
33.4% Wholesale and Retaii Trade

23.0%

Finance, Insurance, Real Estate
T2%

Between 1988 and 1992, total employment in Massachusetts declined 10.7 percent. The construction,
manufacturing, and trade sectors experienced the greatest decreases during this time, with more modest declines
taking place in the government, finance, insurance and real estate (“FIRE”), and services sectors. In 1993 and
1994, however, total employment increased by 1.6 percent and 2.2 percent, respectively. Employment levels
increased in all sectors except manufacturing, and it is expected that the Central Artery/Tunnel Project and the
Boston Harbor Cleanup will further contribute to the growth in employment in the construction sector. The only
employment sector that did not grow in 1993 and 1994 was the manufacturing sector, which has experienced
employment declines in every year since 1985. The most rapid growth in 1994 came in the construction sector
and the FIRE sector, which grew at rates of 8.7 percent and 4.6 percent, respectively. Total non-agricultural
employment increased by 2.2 percent from 2.841 million to 2.905 million between 1993 and 1994.

The following table demonstrates the changes in employment by sector from 1980 through 1994.
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The foilowing table presents changes in non-agricultural employment by sector between
January 1994 and January 1995. Total non-agricultural empioyment increased by 2.8 perceat and
average weekly manufacturing earnings rose 1.8 percent over that period (data are not seasonally
adjusted).

Massachusetts Non-Agricultural Employment by Industry, Jan., 1994-Jan., 1995

(in thousands)

Pct. Change
Employment Sector Jan, 198 Pet. of Total Jan. 1995 Pet. of Total 1994-1995
Construction _ ) 724 26% 812 2.8% 122%
Magufacturing. B aidag4 - 15.9% 0 . ML 15.8% - 02%
Transportation and Public Utilities 1237 4.4% 123.6 43% 0%
Wholesale and Retail Trade TG L R2.9% C.6652)  i230% o 33%
Finance, Insura.nce, Real Estate 2061  13% 208.4 72% L%
Services- A 928.0- - 33.0% 966.7 334% . 42%
Government ] 389.9 13.9% 394.2 13.6% 1.1%
Total Employment 28115 100.0% ' 2896 7 1000% 23%
Average Weekly $516.26 $525.39 1 8%

Manufacturing Earniogs

SOURCE: Massachusetts Department of Employment snd Training.

Notes: Figures are preliminary and subject to revision. Sum of the parts may not equal totas due to rounding.
Figures are not seasonally adjusted.

Manufacturing Employment. Like many industrial states, Massachusetts has seen a steady
diminution of its manufacturing jobs base over the last decade. Total employment in the manufacturing
sector declined in every year between 1984 and 1994, falling a total of 32.8 percent. However, with the
end of the recession and the beginning of recovery in 1992, the rate of overall decline has slowed
significantly, from over 7 percent in both 1990 and 1991 to 2.6 percent in 1993 and 1.4 percent in 1994.
Between January 1994 and January 1995, manufacturing employment increased 0.2 percent.
Employment in the manufacture of nen-durable goods, which had declined in every year since 1984,
grew in both 1993 and 1994 (at rates of 1.2 percent and 1.1 percent, respectively). Although high
technology manufacturing has been in a slowdown nationally as well as in Massachusetts, it is expected
to outperform other types of manufacturing in the long-term. As of January 1993, high technology
manufacturing employed 163,300 persons, down 5,900 persons (3.5 perceat) from the 169,200 persons
employed in this sector in January 1994. 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.
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Manufacturing Employment in Massachusetts, 1983-1994

(in thousands)

O Non-Durable Goods
B Durable Goods
g
]
g
i
= = = 2 E 2 o X
g & & & g 3 & 2
Manufacturing Establishment Employment by Industry in Massachusetts, 1983-1994
(selected industries, in thousands)
1983 1984 1935 1986 I987 198§ 1989 1990 1991 1992 1993 1994
Dursble Goods.. - 4092 4435 - 436.0 4091 3980 3880 372.1 3427  3LT.0 - 299.6: 287.0. 2
ParceaugeChange 1.3%  34% -1.7% . 2.7% I_-Z.S%__ 41% -79% -15% -5.5% -4.2%
23 13 103
958 851
L7930 129
306 278
100 - 8T
N2 694
rab 1890 1786 ¢
Percentage Change 38%  S55%
:=Oo 192 17;
By A
o 6 184 177 173
Prinfing & Pablishing. 850 ;22 - 489

Ta:mle Mtll Prod.

SOURCE: Massachusetts Department of Empioyment and Trmmng
NA = Not Available.

* Break in series; 1988 and subsequent data not comparable with previous years for this industry
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Largest Employers in Massachusetts. The following table lists, in alphabetical order, the
twenty-five largest private sector employers in Massachusstts in 1994. The group has remained
relatively stable; two of the employers on the 1993 list, First HealthCare Corporation and Jewel Food
Stores, Inc., fell from the list and were replaced by Harvard Community Health Plan, Inc., Market
Basket, Inc., and Star Markets Company, Inc.

Twenty-Five* Largest Massachusetts Employers in 1994

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
Brigham & Women's Hospital Inc. Polaroid Corporation

Digital Equipment Corporation Purity Supreme Inc.

Friendly Ice Cream Corporation Raytheon Company

General Electric Company S & 8 Credit Company, Inc.

Harvard Community Health Plan, Inc. Sears, Roebuck & Company

Harvard University Shaw’s Supermarket, Inc.

John Hancock Mutual Life Insurance Company Ine. Star Markets Company, Inc.

Market Basket, Inc. State Street Bank & Trust Company
Massachusetts General Hospital United Parcel Service, Inc.

SOURCE: Massachusetts Department of Employment and Training.
* Twenty-six companies are listed because the difference between the twenty-fifth and twenty-sixth largest employers in 1994 was
net significant.

Unemployment.  Between 1979 and 1989, the Massachuselts unemployment rate was
significantly lower than the national average. Between 1950 and 1992, however, the unemployment rate
in Massachusetts was considerably higher than the pational average. In 1991, the unemployment rate in
Massachusetts was 32.9 percent higher than the national average: 9.0 percent compared to 6.7 percent.
Although employment was slow to respond to the beginning of the recovery in 1992, unemployment
rales in Massachusetts since 1993 have declined faster then the national average. As a result, the average
monthly unemployment rate in Massachusetts for 1993 was only slightly higher than the national average
(6.9 percent compared to 6.8 percent) and the unemployment rate in Massachusetts in 1994 was slightly
below the national average (6.0 percent compared to 6.1 percent). The Massachusetts unemployment rate
in February 1995 was 5.4 percent, compared to 6.0 percent in January 1995 and 6.3 percent in February
1994. The unemployment rate in New England was 5.8 percent in February 1995, 5.7 percent in
January 1995, and 6.2 percent in February 1994, The United States unemployment rate was 5.4 percent
in February 1995, 5.7 percent in January 1995, and 6.6 percent in February 1994, Due to the Current
Population Survey redesign in 1994, strict comparisons between 1994 data and data for earlier years are
not advisable.

The following table compares the annual civilian labor force, the number unemployed, and

unemployment rate averages of Massachusetts, the New Eungland states, and the United States between
1970 and 1994.
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Annual Average Civilian Labor Force and Unemployment, 1970-1994

(in thousands)
Civilian Labor Force Unemployed Unemployment Rate MA Rate as Pet.
of U.S.
N.E. U.S. MA N.E, U.s, MA _NE.
5,129 32';79655:'5 g D DERE - :5 5 0%
5,157 84,376 3 71%
51261 BT,00F 6T CUee% s
62%
6T

131,056

SOURCBS Massachuseus Department of Employmam and Trmmng, Umted States Department of Labor, Bureau of Lahur Statistics.
Note: 1994 data reflect the redesigned Current Population Survey and are not strictly comparable to data for earlier years.

Unemployment Rate, 1970-1994
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Unemployment Compensation Trust Fund. 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 paid from the Commonwealth’s Unemployment Compensation Trust Fund,

financed through employer and employee contributions.
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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. Legisiation
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 interest on federal advances of $4.7 million was paid in
September.  Since that time, the trust fund has been sclvent. As of December 31, 1994, the
Massachusetts Unemployment Trust Fund contained a balance of $159.5 million. As of February 28,
1995, the balance was $124.1 million.

The Department of Employment and Training’s January 1995 quarterly report indicates that the
additional increases in contributions provided by the 1992 legislation and additional legislation in 1994
should result in a balance of $362 miilion in the Unemployment Compensation Trust Fund by December
31, 1995 and $1.4 billion by the end of 1998,

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, presented in the graph and table below, can be seen in
the rate of growth of Gross State Product for both Massachusetts and New England throughout much of
the 1980s. 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 bas 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
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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)

Massachusetts New England United States
GSP Percentage Change GSP Percentage Change Towal GSP Percenmge C:r’umge
- $88.480 T TN $185,066 . $I 4TS S1T 0 -

193,749 - aT7% 3,643,391 47% o
198,748 . - . 2.6% - 37122,513 Cadw
199,935  0.6% 3,697,140 0.7%
203,374 . 0 17% C3,760425 0 U R0%
206,403 1.5% 3,738,155 0.3%
‘5821, 46% . | 3859508 32%
235,121 8.9% 4,121,32¢ 58%
246,963 . S0% . 4,270,981 3.6%
- 261,889 5.0% 4,391,529 2.8%
BT r B L I C61% 4,548,182 7.7 3.6%
292,611 _ 54% 4,731,458 . 4.0%
296,506 - LOR3% 4,836,446 2 ]
136,17 200,280 2.1% 4,888,324 1.1%
134,086 285.140 -1.8% - 4885224 0.1%

92,734
94,823 .-
95,276
06920
L. 98034
C102:564
112,020

_139 786
T i4r242

SOURCE U.8. Department of Commerce, Bureau of Econonnc Analysis.
Nate: New Engisnd and United States figures inciude Massachusetts and New England GSP, respectively,

The commercial base of Massachusetts is anchored by the fourteen 1994 Fortune 500 industrial
firms with headquarters 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)
2229 2% oDigital Equipment (Maynard) | Computer Equipment C 8143714
.52 54 Raytheon (Lexington) _ Electronics 9,201.2
99 ' Gillette Boston):= >~ Consumer Products - 55,4108

176 1 EG&G (Wellesley) Scientific, Photographic 1 2,697.9
2065702 - Polaroid ) - Scientific, Photographic - -.-""7'2,244.9,
263 Cabot (Waltham) _ ~ Chemicals - 1,614.3
306 Elect " Seientific, Photographic - - CiT1,249.7
. Computer Equipment 1,247.0

- Food Products ' S TE167.6

cheral (Westboro) Computer Equ:pment _ 1,077.9

3 H 421 KendalF International (Mansfield) - - Medical Products = - i - 816.3
412 - EMC (Hopkinton) _ - Computer Equlpment N 782.6
426.°:: . 425 Stanhome (Westfisld), ..~ . Home Prodicts AL 1507
468 - Analog Devices (N orwood) Electronics 666.3

SOURCE: Fortune Magazine, April 18, 1994,

The current restructuring of the Massachuselts economy due tc 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 incorporations has grown at a steady rate. In addition, the total number of existing
businesses in Massachusetts has been higher over the last three years than at any time in the last ten
years.
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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

TUnited States since [980.

Business Failures and Incorporations, 1980-1993

Total New Business
Existing Businesses Incorporations Business Failures Failure Rate

Year MA MNE, U.S. MA NE. U.S. MA NE _US. MA  NE US.
1980 AU NA NA FE291 . 25,328 533,520 7235 484 11,742 - NA: . NA. Na
1981 NA 12,625 28,134 581,242 226 553 15,694 NA NA NaA
1982 CINA 14827 26,4%% 566,942 331 650 24,908 . -NA  NA Na
1983 ~ Na 12,599 28,723 600,420 398 831 31,334 NA NA NA
1984 $.-276,551 4,867,102 °F-014,159. . 32,027 634,991 ~813.-.1,203 52,0787 104% 0 0.4% 1.1%
284,259 4,973,521 15,801 37,943 664,235 683 1,228 57255  0.5% 0.4% 1.2%
291,842 57134666 17,3210 1 141,940 702,738 725 . ;109 61,616 0.6% . 0:4% 12%
340,333 5,991,274 17222 42,027 685,572 633 1,021 61,111 0.4% 03% 1.0%
07287750 5,826,224 .. 16,438, 40,251 6850905 .. 585 1,052 57,047 0.4% 03% 1.0%
27 442,068 7,747,846 14,078 35299 676,565 771 1,282 50361  0.4% 03% 0.7%
£ ;441000 7,993,026 12,465, 31,383 647,386 E9137775,087 1 60,747 - 1.1% 0% 0.8%
514,000 §,237,383 11,706 28,864 628,604 2,839 5,654 88,140 13% 1.1% 1.1%
1992 S3L,A11 8824454 0 02,197 28,686 666,800 - 3,031 . 6214  97,068°. - 14% 1.2% 1.1%
1993(p) 533,000 8,956,458 12,850 30,233 705,540 2,79 5304 85,673 1.4%  1.0% 1.0%

SQURCE: The Dun & Bradstreet Corporation, Department of Economic Analysis.

NA=Data not avaiiable for these years.
{p)=preliminary estimates.
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Economic Base and Performance ~ Sector Detail

The economy of Massachusetts is highly diversified. The data below show the coatribution to
the Massachusetts real Gross State Product of several industrial and non-industrial sectors. These data
clearly show 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.

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

$160,000
$140,000 +
$120,000 +
$100,000 1 I I WOwter
$80,000 | l - B Govemmen:

. - = = OSservices
$60,000 T b = E = BFIRE

= LE = B Wholesals & Retnil Trudo
$40,000 + =5 B Trasportation**
520,000 1 EJ Construction

B Manufacturing

50

1983
1984
1985
1986
1987
198%
1989
990
1991

Gross State Product by Industry in Massachusetts, 1983-1991

(millions of 1987 constant dollars)
Sectr__ 143 __fou___iss__tows

1987 198% 1989 19%9 1991
A6 $35.026 — -

(26018 527,584 $28,714 ©827,520 327,144

Bl
g -3(_}_:.:.1-89
11,766
6,119

Total GSP 102,564 $¥12.020° "$117.806 " $125:045 $132.550. ‘$139.786 - $141 242
SOURCE: United States Department of Commerce, Bureau of Economic Analynis.

* Includes Forestry and Fisheries.

** Includes Public Utilities.

E$136. 17 134 086
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Services. The services sector is the largest sector in the economy of Massachusetts in terms of
numbers of employees. This sector inciudes the broad categories of health services, business services,
educational services, engineering and management services, and social services. In January 1993,
services sector employment (not seasonally adjusted) was 966,700, representing some 33.4 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 services sector has represented a major source of strength in the Massachusetis
economy, increasing 23.5 percent between 1985 and 1989. After moderate declines in 1990 and 1991,
the services sector employment levels reached new highs in 1993. Between January 1994 and January
1995, the services sector saw an increase in employment of 4.2 percent. An area with relatively high
wages, business services employed more than 17.4 percent of services sector workers in January 1995.
Compared with the nation as a whole, Massachusetts has a greater coocentration 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 services sector in terms of
employment. In 1990, the health services sector oumbered 270,500 workers, with 128,600 of those
employed by hospitals. Health services employment continued to grow during the economic downturn in
the early 1990s and by 1993 had reached 299,900. As of January 1995, heaith services employment had
increased to 312,600, with 133,300 employed in hospitals.

Trade and International Trade. In the mid-1980s the trade sector was an arca of strong job
growth, boosted by a growing export sector. Trade employment declined between 1990 and 1992 but
rebounded by 1.1 percent between 1992 and 1993 and 3.3 percent between 1993 and 1994. In January
1995, retail and wholesale trade was the second largest employment sector in Massachuseits with
665,200, 3.3 percent above January 1994 levels. Of this number, about threequarters were employed in
retail trade.

A significant proportion of what Massachusetts produces is exported internationally.
Massachusetts ranked thirteenth in the United States, and first in New England, with nearly $13.1 billion
in international exports in 1994. However, the rate of growth in the Commonwealth’s exports has
increased slowly over time in comparison to some other states in the U.S., and had slowed significantly
since the late 1980s. In 1994 the value of Massachusetts’ exports increased by 7.1 percent over 1993.
This is an improvement over 1993 where exports increased only 0.3 percent from the previous year,
although the 1994 increase still falls short of the U.S. increase of 10.2 percent.

Massachusetts’ most important exports, as shown in the following chart, are industrial

machinery, including computer equipment, electronic and electric equipment, and instruments and related
products.
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Percentage Composition of Massachusetts Exports by Industry Group, 1994

Rubber & Mise, RI'::I::n;fnt: &
Plastic Products ¢ 15; ucts

3%

Chemicals & Allied

Products
Industrial 5%
Machinery &
Computer Equip.
31% Electronics & Elec.

Equip.(ex.
Computers)

21%

Transportation
Other* Equipment

22% 3%

* Includes textiles, printing & publishing, paper, primary metal industries, and agricultural production,
Source: Massachusetts Institute for Social and Economic Research, University of Massachusetis at Amherst.

Massachusetts’ five most important trading partners for 1994 were: Canada, which purchased
$3.1 billion worth of products; the United Kingdom, which bought $1.3 billion; Japan, which purchased
$1.1 billion; Germany, which bought $907 million: and the Netherlands, which purchased $717 million
worth of products. The fastest growing buyers of Massachusetts’ exports in the top ten were; Taiwan,
which increased 67.1 percent; Ireland, which increased 28.6 percent; and the United Kingdom, which
purchased 24.8 percent more Massachusetts’ exports than in 1993.
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Value of International Shipmenis from Massachusetts, 1987-1994
(by major industry group, in millions)

Major Industry Group 19338 1939 1950 1991 1992 1993 1994
Tndustriat Machinery & Computer Equip.  34,496.1  §4,521.0  $4.284.1° $4.460.1  $4,174.0 $3,874.0 54,0651
Electronics & Elec. Equip.(ex. 945.7 1,395.9 2,030.5 2,167.4 2,082.1  2,240.3 2,799.3
Computers) _

Ynstruments & Related Products T L6046 1,636.0 1,871.8 ©  1,796.9 1,848.3  1.867.0 1,897.9
Chemicals & Allied Products 3233 399.1 479.5 490.3 496.3 534.1 632.4
Transportation Equipment CL 3620 433.6 . .403.0 3522 4790~ 499.1 . 4164
Rubber & Misc. Plastic Products 2124 1924 214.0 196.7 2368 373.8 4170
Textile Mill Products - - N 13e 175.9-,.. 199.5 2573 . 263370 2677
Printing & Publishing _ 59.1 1.8 1051 141.6 1615 1712 136.3
Paper: & Allied Products L1865 1750 029 . 1940 - 2431 242.8 2587
Primary Metal Industries _ 172.3 170.7 1827 2165 - 200.0 211.5 232.9
Agricultural Production R o422 246 7 34200 882 542 48.4 49.9
Total from Ahove Industries .- $8.864.4. - 39,1736 $9,983.9: - §10,260.4 $10,232.7-. $10,325.6 - $11.173.9
Total from All Industries-Massachusetts ~~ $9.691.8 . §$10,472.0 $11,586.8.. $11,891.4 $12,157.6 $12,194.8 $13,064.8
Percentage Change 16.1% 3.0% 10.6% 2.6% 22% 0.3% 7.1%

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

Retail Sales. Retail sales growth in the Commonweaith outpaced national sales growth during
most of the 1980s, although in more receni years this has pot been the case. [n 1989 and 1990, the
Massachusetts rate of retail sales growth dropped significantly below the national average. Traditiopally
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
outpaced both New England and the pation.

According to the Federal Reserve Bank of Boston, retail sales for the month of January 1995

were 3.4 percent above the figures for January 1994. The following chart and table show the annual
retail sales activity for Massachusetts and the United States from 1980 to 1994.

Percentage Change in Retail Sales, 1981-1 994

1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994(p) —.

Exhibit A-24




Annual Retail Sales Activity, 1980-1994
(in millions)

Massachusetts New England United States
Saies Per ¢ Change Sales FPercentage Changs Sales Percemage Chan €

208,877 65%
2241321 - 6%.

SOU'RCES United States Depamnent of Can'lmerce Federal Reser\re Bank of Bostnn
(py=praliminary estimates.

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 a year earlier. The total employment in FIRE
was 199,300 in 1993, and 209,400 as of January 1995. 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 econory,

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 carlier growth within the industry was lost with the downturn,
Employment in the coustruction industry declined nearly 50 percent from 1988 to 1992 due to an excess
supply in both the commercial and residential real estate mackets. Since 1992, with the return to general
growth in the Massachusetts economy, employment in construction has rebounded and in 1991
comstruction activity contributed 3.1 percent of the Massachusetts Gross State Product.

The following table shows the number of housing permits authorized on an apnual basis in
Massachusetts and the United States. In recent years there has been some improvement in the
Magsachusetts housing industry. This comes on the heels 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 29.1 percent. Although the number of authorized permits again increased 6.7
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 6.7 percent between 1992 and 1993 was far
better than the performance 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%
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40.0%
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— ™~ oy = Wy 2 [ o = = - r ~y -+ uwl o - o [=2) [==] e [ ™
- = [ - b = [ gl = - oo o [-4] o ol 0 =] oD ol o o =3 L= (=)
- O T T - - - TS -~ T < < T =
Housing Permits Authorized, 1970-1993
Massachusetts New England United States
Year Towdl Permizs  Percentage Change  Toral Permits  Percentage Change  Towl Permits  Percentage Change
1979 39,500 T 74,230 S 1,355,000 o
1971 51,400 30.1% 96,360 1,913,000 S 412%
1972 . . 49,300 CT% 98,080 - TLo2,138000 0 . 11.8%
1973 42,400 -14.0% _ 84,640 1,783,000 -16.6%
1974 25,600 U0 39.6% il 54,3100 1,068,000- . - -40.1%
1975 16,600 . 352% 40,690 935,000 -12.5%
1976 - . 19,100 - BENR L0 = S 47,1607 - © 1,285,000 - 3TA%
977 24300 30.4% 58,200 1,678,000 30.6%
1978. 20000 -19.7% . - 55,100 1,659,000 - - -1.1%
1979 20,200 ~1.0% 54,900 _ 1,534,000 . 15%
1980 16,500 -183%. 40970:F. S 1L17L,0000 0 23.7%.
1981 16,700 12% C 38300 985,000 [15.9%
1982 T oisd400 0 . -18% U0 3R3700 | 1,485,000° 50.8%
1983 22,800 48.1% 57.700 1,605,000 8.1%
1984 i 29,300 L 28:5% 0 T2,760 1,682,000 4.8%
1985 39200 33.8% 97,570 1,733,000 3.0%
1986 0 45200 - ¢ . 153% - 0 108,880 1,769,000: - . 21%
1987 40,400 - -106% 102,050 1,534,000  -13.3%
1988 . 30,500 24.5% 0 URZSET C1,456000 1 5.1%
1989 21,300 -30.2% 54,240 1,338,000  BU%
1990 L 14,3000 L32.9% . . 37,380 LITEL000: 7 - - iRIT.0%
1991 12,700 -11,2% 30,393 949,000 -14.6%
1992 164000 .l 29E 0136939 2110007 T ZT.6%
1993 17,500 6.7% 39,562 1,100,000 92%

SOURCES: Massachusetts Institute for Social and Economic Research; 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 seasonally adjusted annual rate basis, existisg home sales
for the Commonwealth, New England, and the United States appear in the table below,

Existing Home Sales, 1983-1994
(seasonally adjusted annual rates, in thousands)

Massachuselts New England United States

Percentage Change Sales Percentage Change Sales Percentage Change
Lo 1413 LT 2,925.0 - oot .
140.7 0.4% 3,092.5 5.7%
ToisT0 . 1L6%. . 3,48%5 .. T{28%
169.2 78% 3,897.5 11.8%
S Y25 A% 3970 2.0%
178.5 23% - 3,9475 0.7%
1428 . . -200% 0 0 HROTS S
NA NA 3,433.3 _ -8.5%
.. NA-- Na: 7 13,5615 . 22%
139.7 NA 3,887.5

Iser . b 13.9% 7 V42050
170.1 6.9% 4,420.0
SOURCES: Federal Reserve Bank of Boston; National Association of Realtors.

NA=Not Available. (p)=preliminary estimates.

Single family home prices for the Boston Metropolitan area (not 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 64 percent above the national
average in 1994.

Average Annual Home Prices, 1983-1994

(in thousands)

$200
:i$ | |OBoston L B ] ]
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Average Annual Home Prices for the Boston Metropolitan Area, 1983-1994

fin thousands)
Year Boston U.S. Boston Prices as a Percentage of the U.S.
1983 $82.3 $69.7. e LM%
1984 98.0 72.4 135.4%
1985 130.8 - 753 R v o
1986 1582 80.2 197.3%
1987 176.5 85.8 205.7%:
1988 180.7 89.5 201.9%
1989 181.5 93.1. 195.0%
1990 173.8 55.2 152.6%
1991 168.5- 99.4 T 169.5%
1992 170.5 103.6 164.6%
1993 i 4 106.5 CO1609%..
1994(p) 178.3 108.5 164.3%

SOURCES: Federsl Reserve Bank of Boston; National Association of Realtors.
(p)=preliminary estunates.

Defense.
accounting for approximately 5.0 percent of Massachusetts private sector employment. Following a peak
in the value of military prime contracts awarded to Massachusetts firms in fiscal 1986 of $8.7 billion,
defense-related coutracts declined 17 percent by fiscal 1988 to $7.2 billien. By fiscal 1993, the vatue of
defense-related prime contracts had declined to $5.9 billion. The diversity of Massachusetts companies,
particularly i 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.

$160,000
140,000
$120,000
$100,600
$30,000
$60.000
$40G.000
$20,000
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The importance of the defense industry to the Massachusetts ecomomy 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 55.1
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, 1980-1993
(in millions)
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SOURCE: United States Department of Defense.
* Prime Contract is defined as $10,000 and above for these years; beginning in 1983 it is defined as $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 & percent of the goods and
services in Massachusetts are attributable to the defense sector. It is unknowa at this time what effect
federal budget changes and international 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. 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 Marketpiace.

‘The Massachusetts Office of Travel and Tourism estimates that a total of 25.1 million people
visited the Commonwealth in 1993. Of these, 1.5 million were international visitors. It was also
estimated that spending by domestic travelers was $7.35 billion while the international travelers spent
$1.36 billion. The domestic visitor spending represents an 8.1 percent increase over 1992, while
international traveler spending increased by 13.3 percent.
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HUMAN RESQURCES AND INFRASTRUCTURE

Human Resources. The availability of a skiiled 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 25 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 Massachusetts as compared to 20.3 percent for
the United States as a whole. The following chart shows this difference:

Educational Attainment, 1990
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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.
In fact, 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 varied from 1.13 in 1983-1984 10
a high of 1.30 in 1986-1987. Preliminary estimates for the 1993-94 academic year show that
Massachusetts spends 20 percent more on public elementary and secondary education than the United
States average: $6,361 per student compared to a national average of $5,314 per student. While
Massachusetts continues to spend more per student than the national average, neither average has
increased above 1991-92 spending levels. The following table and chart show expenditures per pupil for
Massachusetts and the United States since the 1979-80 academic year. Data for both the 1992-93 and
1993-94 academic years are preliminary estimates based upon state-reported preliminary data.
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Expenditure Per Pupil in Public Elementary and Secondary Schools, 1980-1994
fin current, unadjusted dollars)
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Massachusetts is an internationally recognized center for higher education, with 422,976
students in undergraduate, professional and graduate programs in 1992, according to data supplied by the
New England Board of Higher Education. The number of foreign students enrolled in Massachusetts
colleges and universities in 1992 was 23,721, representing 5.4 percent of total foreign student enrollment
in the United States. The Massachusetts public higher education system is composed of universities,
state colleges, and community celleges with a combined enrollment of {80,753 students in 1992. In
addition, Massachusetts contains a system of private higher education that accounted for 56.7 percent of
total enrollment in Massachusetts in 1992. The sirength of both public and private colleges and
universities as ceoters for research, teaching, and education contributes to the high quality of the
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Massachusetts work force and plays a key role in attracting and retaining business and industry within the
state.

The pre-eminence of higher education in Massachusetts contributes not 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 morc than 100 patents in a year. According to data gathered by the
National Science Foundation, Massachusetts receives a higher proportion of both federal funding and
private industry funding for research and development than the national average. Nationally, private
industry funded 6.8 percent of university research and development (“R&D”) at doctorate-granting
institutions in 1992, compared with 9.4 percent for Massachusetts. In 1992, the federal govemment
provided fonding for 71.9 perceat of all R&D activities in Massachusetts, compared to 58.8 percent for
the nation as a whole during the same period. Massachusetts received 6.9 percent of total federal
spending on R&D in 1992,

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. In the Fall of 1992, 19,354 new students migrated into the Massachusetts
higher education system while only 11,854 migrated out of Massachusetts. Twenty-three percent of first
time freshmen in Massachusetts in the Fall of 1992 migrated to Massachusetts from other states, 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
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of Education Data.

Nate: Massachusetts population age 25 and over as a percentzge of U.S.
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. According to the National Science Foundation, of
the $750 million of total 1992 federal spending on college and university-based research and development
in Massachusetts, 44.3 percent was from the Department of Health and Human Services, 19.0 percent
was from the National Science Foundation, 16.3 percent was from the Department of Defense, 8.6
percent was from the Department of Energy, 6.3 percent was from the Natiopal Aeronautics and Space
Aduntinisteation, and 2.4 percent was from the Department of Agriculture.
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Massachusetts colleges and universities are also significant employers within the state. Three
Massachusetts private universities are among the Commonwealth’s 25 largest non-governmental
employers. The educational services sector includes only private ipstitutions for education; public
institutions are included in the government sector. According to the Massachusetts Department of
Employment and Training, educational services accounted for 114,300 jobs in January 1995, while in the
government sector, state and local public education accounted for 165,300 jobs in Jaguary 1995,

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
90 percent of the estimated $7.7 billion cost of the project. Plans are to employ 5,000 on-site workers
aud 10,000 auxiliary workers during the peak years of construction, 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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THE COMMONWEALTH OF MASSACHUSETTS
INFORMATION STATEMENT

February 22, 1995

This Information Statement, together with the Exhibits artached hereto, is furnished by The Commonwealth
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, furure
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 Commonweaith. Exhibits B and C contain the Commonwealth’s fiscal 1994 combined financial
statements (statutory basis) and fiscal 1994 general purpose financial statements (GAAP basis), respectively.
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The government of the Commonwealth is divided into three branches:
[cgislature and the Judiciary. as indicated by the chart below.

THE GOVERNMENT
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—

the Executive, the bicameral

and Construction
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Executive Branch

The Governor 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 Cabinet. The Governor's Cabinet, 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 76.4% 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 Commonwealth's fiscal 1995 program expenditures in the budgeted
operating funds attributable thereto:

Executive Offices

Approximate
Percentage of Total
Executive Office Secretary Expenditures Supervised
Administration and Finance Charles D. Baker 5.5%
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 0.8
Environmental Affairs Trudy Coxe 1.0
Heaith and Human Services Gerald Whitburn 42.6
Labor Christine E. Morris 0.2
Public Safety Kathleen O'Toole 4.8
Transportation and Construction James J. Kerasioles 3.7

SOURCE: Executive Office for Administration and Finance.

Approximately 3.7% 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 Aid"), 7.6% for debt service, 5.8% for pension costs, and 0.6%
for other programs within the State Treasurer's office, including Lottery administration. See "COMMONWEALTH
PROGRAMS AND SERVICES -- Local Aid", "-- Debt Service" and " -- Pensions”. The remaining 0.6% of fiscal
1995 expenditures is reserved for contingencies.

The Governor's chief fiscal officer is the Secretary for Administration and Finance. The activities of the
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Executive Office for Administration and Finance fall within five broad categories: (i) administrative and fiscal
supervision, inciuding supervision of the implementation of the Commonwealth's budget and monitoring of ali
agency expenditures during the fiscal year; (i) enforcement. of the Commonwealth’s tax laws and collection of 1ax
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 Commonwealth’s public employee
uniens; (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 Comptreller. The Comptroller alse 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, singte audit reports and any rules and regulations promuigated by the
Comptroller must be reviewed by an advisory board. This beard 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 staggered
terms. The Commonwealth has retained the independent public accounting firm of Deloitte & Touche to audit the
Commenwecalth's general purpose financial statements and to conduct the state single audit,  See
"COMMONWEALTH BUDGET, FINANCIAL MANAGEMENT AND CONTROLS",

State Treasurer. The State Treasurer has four primary stawutory 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 Commenwealth funds, including all cash receipts and state employee and teacher
pension funds {other than pensien 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 to these responsibilities, the State Treasurer serves as Chairman of the Massachusetts Lottery
Cominission, the State Retirement Board, the Pension Reserve Investment Management Board, the Massachusetis
Conventien Center Authority, the Emergency Finance Beard and the Massachusetts Water Pollution Abatement
Trust. The State Treasurcr also serves as a member of numerous other state boards and commissions.

Stare Auditor. The S1ate 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
venders doing business with the Commonwealth. See "COMMONWEALTH BUDGET, FINANCIAL
MANAGEMENT AND CONTROLS".

Attorney General. The Attorney General represents the Commonwealth in all legal proceedings in both
the state and federal courts, including defending the Commeoenwealth in actions in which a state law or executive
action is challenged. The Atiorney General also brings actions to enforce environmental and consumer protection
statulcs, 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 to coordinaie 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 clections and custody of the scal of the Commonwealth,

Legislative Branch

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

The House of Representatives must originate any bitl which imposes a 1ax. 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 Legisiature 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 Judicial Court, the Appeals Court and
the Trial Court. The Supreme Judicial Court has original jurisdiction over certain cases and hears appeals from beth
the Appeals Court, which is an intermediate appellate court, and, in some cascs, 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 Commenwealth 56 independent authorities and agencies have been established by the
Legislature, the budgets of which are not included in the Commonwealth’s annual budget. The Governmental
Accounting Standards Board {GASB} statement number 14 cstablished standards for determining significant financial
or operation relationships between the primary government and its independent entities. Based on this statement,
the Commonwealth has significant operational and/or financial relationships with 36 of these authorities. For
example, the Commonwealth appropriates funds in the budget for subsidies, operating assistance and debt service
payments, and is liable for the outstanding debt of certain 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™), cenain 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 Massachusctts Educational
Financing Authority, the Massachusetts Health and Educational Facilities Autherity ("HEFA"), the Massachusetts
Industrial Finance Agency ("MIFA"), the Massachusetts Port Authority, the Massachusetts Turnpike Authority, the
Massachusetts Water Pollution Abatement Trust (sce “OTHER COMMONWEALTH LIABILITIES - Water
Pollution Abatement Trust™) and the Massachusetts Water Resources Authority (the "MWRA™). A discussion of
these entities and the relationship to the Commonwealth is included in footnote 1 to the fiscal 1994 general purpose
financial statements - GAAP basis included as Exhibii C hereto.

Local Government

Below the level of state government are 14 county governments respensible for various functions,
principally the operation of houses of correction and registries of probate and deeds. Each county government
assesses i1s 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 elementary 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
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selectmen elected to one or three-year terms and retain legislative powers in the voters themselves, who assemble
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 Proposition 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 voter
initiative process. Initiative petitions which have been certified by the Attorney 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 election, the petition becomes law 30 days afier 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 staiewide 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;
fncome 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 Accounting 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 1o 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.

Stabilization 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) 10 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, (ii) 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 te the reduction of personal income taxes.
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Overview of Budgetary Process

Generally, funds for the Commonwealth's programs and services must be appropriated by the Legislature.
The process of preparing a budget at the administrative Jevel begins carly in the fiscal year preceding the fiscal year
for which the budget will take effect. The legistative budgetary process begins in January (or, in the casc 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 Massachusetts constitution requires that
the Governor recommend to the Legisiature a budget which contains a statement of ali proposed expenditurcs 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 cxpenditures shall be defrayed, By statute, the Legislature and the Governor must
approve a balanced budget for each fiscal year, and no supplementary appropt:ation 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 Commitiee 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 turn proposes a budget to be considered by the full Senate. After Senate
action, generally a legislative conference commitice 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 velo 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 I, 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 Adminisiration 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 1o provide for projected expenditures under authorized programs, the Governor may seek
supplemental appropriations for particular programs or spending items. Suppiemental 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 1o monitor revenues and
expenditures during the fiscal year. For example, quarterly revenue estimates are required 10 be made by the
Secretary for Administration and Financc, and the Office of the Comptroller publishes a quarterly report of planned
and actual Tevenues, Scc "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 depariment 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 nol 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 1o withhold aliotments 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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Governor.
Cash and Budgetary Controls

The Commonwealth has in place controls designed to ensure that sufficient cash is avaiiable to meet the
Commonwealth’s ehligations, that state expenditures are consistent with periodic allotments of annual appropriations
and that meneys are expended consistently with statutory and public purposes. Two independently elected 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 Finance is the Governor's chief fiscal officer and provides overall coordination of fiscal
activines.,

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 Statc 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 Council. The Comptroller prepares
certificates which, with the advice and consent of the Governor’s Council and approval of the Governor, become
the warrant 10 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 clectronic receipt and disbursement systems.

The State Treasurer is required to prepare and submit quarterly 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 estimated to actual revenues and expenditures are held among
the Office of the State Treasurer, the Office of the Comptroller, the Department of Revenue and the Executive
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, Accounting 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 1s 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 10 ensure that appropriations are not exceeded during the course of the fiscal year.
During fiscal 1992 the Commonwealth added a billing and accounts receivable subsystem 1o its statewide accounting
system in order {0 automate the billing, collection and management of its non-tax revenues.

Expenditure Controls. The Comptrolier requires that the amount of alt obligations under purchase orders,
contracts and other commiiments for the expenditures of monies be recorded as encumbrances. Once encumbered,
these amounts are not availabie to support additional spending commitments. As a result of these encumbrances,
spending agencies can use MMARS to determine at any given time the amount of their appropriations available for
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future expenditure.

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 Compuroller’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 include 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
Commonweaith’s various payment obligations.

Internal Controls. The Comptroller maintains internal control policics and procedures in accordance with
state finance law that statc agencies are required to follow. Violations of state finance law or regulation, or other
internal conirol weaknesses, must be reported to the State Auditor, who is authorized, among other things, to
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 ar¢ 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 reimbursements receivable with respect to expenditures already made.
Expenditures are measured on a modified 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 ar¢
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 o 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
to be used to pay liabilities of the current period. Significant revenues susceptible to accrual include income, sales
and use, corporation and other taxcs, federal grants 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 to 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 cosi of service
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payments due to the MBTA, claims and judgments and compensated absences such as vacation pay carned by state
employees. See "FINANCIAL RESULTS -- Selccted Financial Data - GAAFP Basis" and "EXHIBIT C - 1994
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 scparate financial reports, one utilizing the statutory basis
of accounting {the "Statutery Basis Financial Report™) and the Comprehensive Annual Financial Report ("CAFR"),
which is on a GAAP basis. The general purpose financial statements from these two reports of the Commonwealth
for fisca) 1994 are attached hereto as Exhibits B and C, respectively. For fiscal 1990 through 1994 the independent
auditor's opinions were unqualified. Copics of these financial reports are available 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 tequired 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 rcgulations and assess the adequacy of internal control systems. A separal¢ report is issued on all
programs not involving federal funding.

The Commonwealth CAFRs for fiscal 1990 through fiscal 1993, from which certain information contained
in this Information Statement has been derived, were each awarded the Certificate of Achievement for Excellence
in Financial Reporting by the Government Finance Officers Association of the United States and Canada {("GFOA").
The Cerificate of Achievement is the highest form of recognition for excellence in state and Jocal government
financial reporting.

In order to be awarded a Certificatc of Achievement, a government must publish an easily readable and
efficiently organized comprehensive annual financial report, the contents of which conform to program standards.
Such CAFR must satisfy both GAAP and applicable legal requirements. A Certificate of Achievement is valid for
a period of one year only.

The Comptroller believes that the Commonwealth’s CAFR for fiscal 1994 will conform to Certificate of
Achievement program standards, and it has been submitted o the GFOA.

Overview of Capital Spending Process and Conlrols

Capital Projects Fund Structure. Capital projects funds ("Capital Projects Funds®) are used to account for
financial activity related to the acquisition of major capital assets. Line item capital appropriations are authorized
from Capital 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
LIARILITIES -- Overview", Pursuant lo state finance law, the Governor, through the Secretary for Administration
and Finance, has discretion over the allotment and, thercfore, the actual expenditure of funds authorized by capital
appropriations.

Five-Year Capital Spending Plan. 1o 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 guidelinc 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”.
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The policy objective of the Five-Year Capitat 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 maiched 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
expendilures.

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 1995 through 1999. Total capital spending
for fiscal years 1995 through 1999 to be financed from Commonwealth debt is forecast at approximately $4.634
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 $1.683 billion for fiscal years 1995 through
1699, 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 $6.403 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 tnnel and central artery projects and for state highways and bridge repair. The
Legislature recently cnacted and the Governor signed into law legislation providing for approximately $3.3 billion
of transportation related expenditures to be funded from federal aid and Commonwealth debt. This amount is in
addition 1o legistation enacted earlier in fiscal 1995 that provides for approximately $2.4 billion of similar
transportation refated expenditures. The Executive Office for Administration and Finance regularly reviews the
Five-Year Capital Spending Plan to account for changes in the expected timing and amount of the Commonwealth’s
capital expenditures. These expenditures are included in the following table.



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

1995 1996 1997 1998 1999 Total

Uses of Funds
Information Technotogy $25 $20 $2 $17 $19 § 102
Infrastructure(2) 128 168 217 237 214 964
Environmental Affairs

Commonwealth Expenditures 114 73 61 48 74 370

Open Space Acquisition 35 40 45 45 45 210

Subtotal 149 113 106 93 119 580
Housing S8 65 77 78 78 56
Transportation

Commonwealth Expendimures 453 413 348 302 363 1,870

MBTA 350 400 400 330 203 1,683

Federal Highway/MBTA Aid 1,620 1,831 1,337 1,035 980 6,403

Subtotal 2,423 2244 2,085 1,667 1,546 0,965
Economic Development 0 103 117 118 150 488
Miscellaneous Capital Projects _38 _12 _ 8 _ 17 _lo _1

Total $2.821 (3) $2,725 2631 $2.217 $2,136 $12,530
Sources of Funds
Federal Aid $1,620 $1,431 $1,337 $1.035 %980 $6,403
Commonwealth Debi(4) 1.G31 (%) 894 894 §52 953 4,624
MBTA Bonds _350 400 _400 _330 _203 1,683

Total $3.001 (3) $2,725 $2,631 $2.217 $2,136 $12.710

SOURCE: Executive Office for Admimistration and Finance.

(4] Totals may not add due te rounding,

2) Includes hospial consolidation, prison, courts, and higher education construction and miscellaneaus other projects.

(3) The difference between the total uses of funds and total sources of funds primarily relates to the timing of issuance of Commonwealth
debr.

(4) Includes general obligation bonds and special obligation bonds.

(5) Includes expecied issuance of approximately $180 miltion of general obligation bonds for certain expenditures unrelated to fiscal 1995,

The Commonwealth anticipates that a substantiat 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 would authorize and fund the expenditure by the
Massachusetts Convention Center Authority of $1 million to study the feasibility of several sites in Boston for a new
or expanded contvention center, with af least 600,000 square feet of exhibition space. The study would also address
the feasibility and desirability of constructing a fixed seating facility to house sporting and entertainment events as
part of, or separate from the convention center. The study and recommendations would be completed by late
spring, and the legislation contemplates final action on the matter in the early summer. The facility would be
financed substantially, if not entirely, by bonds to be issued by the Commonwealth or a special purpose entity. The
Executive Office for Administration and Finance expects that any Commonwealth-related financing for this project
would be accommodated within the current Five-Year Capital Spending Plan.

On Janvary 11, 1995, the Governor submitted legislation to the Legislature which would create the
Metropolitan Highway System, consisting of the two existing Boston harbor tunnels (now owned by the
Massachusetts Turnpike Authority ("MTA™)), the Tobin Bridge (now owned by the Massachusetts Port Authority
("Massport™)), which connects Boston and Chelsea, the third harbor tunnei and the depressed central artery now
under construction and the Boston extension portion of the Massachusetts turnpike (all of the roadway east of the
interchange with Route 128). The system would be owned and operated by the MTA. The legislation provides for




various payments by the MTA to the Commonwealth with respect to the central artery and third harbor tunnels
portions of the system and to the Massport with respect to the Tobin Bridge. These payments, as weli as costs
related to the equipping and initial operation of the system, would be financed on an interim basis by the issuance
of up to $449 million of notes by the MTA, which notes would be guaranteed by the Commonwealth. The
legislation also authorizes the MTA to conduct an implementation study to determine a long-term financing plan for
the system and to issue revenue bonds to refinance the guaranteed notes. Such bonds would be payable solely from
the revenues of the system.

Capital Spending and Conrrols. In conjunction with the development of the Five-Year Capttal 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 established by the Five-Year Capital Spending Plan. Since July 1, 1991, 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 Comptroiler’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 everall evaluation of management operations. The State Auditor also has
the authority to 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 ail proposed and actual
legislation to determine the financial impact on the Commonwealth’s cities and towns. In accordance with state law,
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 Staie Auditor’s financial analysis is used to establish the
amount of reimbursement duc. See "COMMONWEALTH PROGRAMS AND SERVICES -- Local Aid;
Proposition 2 172",

FINANCIAL RESULTS

As the annual operating budget of the Commonwealth is adopted in accordance with the statutory basis of
accounting, public and governmental 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 Reporis™. The fiscal 1994 statuiory basis financial statements, as presented in the Statutory Basis
Financial Report, are set forth in Exhibit B, The fiscal 1994 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 1994 and unaudiied
estimates for fiscal 1995 prepared by the Executive Office for Administration and Finance. The financial
information presented includes 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 currently has 37 active budgcied 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 siatements as part of the General
Fund. but it is net 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.




Budgeted Operating Funds Operations -- Statutory Basis

Beginning Fund Balances

Reserved or Designated
Stabilization Fund {1}
Undesignated

Total

Revenues and Other Sources

Taxes

Federal Reimbursemens (2)

Departmental and Other Revenues

Interfund Transfers from Non-budgeted
Funds and Other Sources (3)

Budgeted Revenues and Other Sources

Mass Transit Assessments from
Municipalities

Interfund Transfers among Budgeted Funds
angd Other Sources

Total Revenues and Qiher Sources

Expenditures and Uses

Programs and Services

Debt Service

Pensions

[nterfund Transfers to Non-budgeted Funds
and Other Uses

Budgeted Expenditures and
Other Uses

Fayment of Municipal Mass Transit
Assessments to the MBTA and RTA's

Interfund Transfers among Budgeted
Funds and Other Uses

Total Expenditures and Other Uses

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

Prior Year Deficit Financing

Ending Fund Balances

Reserved or Designated
Stabilization Fund (1)
Undesignated

Total

{in millions})

Esnimated
Fiscal Fiscal Fiscal Fistal Fiscal Fiscal
1 990 1991 19492 1993 1994 1995
$124.9 $174.5 5119.8 $236.2 $i10.4 $79.3
- - 592 2304 309.5 3829
{444 2) (1.278.9) 581 82.8 142.6 127.1
319.3) (1,104 .4 237.1 549.4 562.5 58%.3
8.517.7 8.9 9 2,483.6 9,920.9 10,606.7 11,178.5
1,77.5 23771 2,393.5 2,674.1 2,901.2 30345
1,135.7 1,204 .9 1.1R7 2 1,327.1 1,187.9 1,249 4
6413 £56.6 hb3 9 778.5 853.9 897 .8
12,008.2 13,633.5 13,728.3 t4,709.6 15,549.7 16,360.3
123.9 1300.2 130.9 1374 1404 1443
21.1 145.7 366.9 3587 2851 225.8
12,223.2 13.913.4 14,226 1 15,205.7 15,979.2 16,730.4

11,7702 11,944.5 11,757 4 12,683.6 13,416.2 14,152.4{4)
770.9 942 3 898.3 1,139.5 1,14%.4 1,241.8
671.9 7039 751.5 R68.2 908.9 964 3
6.7 64.0 8.8 5.1 48.4 60.0
13,2597 13,654.7 13.416.0 14,696.4 15,522.9 16,448.5
123.9 130.2 130.9 1374 140.4 144.3
910 149.7 3669 A58.7 289.1 2258
13,474.7 13,934 .6 13913.8 15.192.6 15,852 4 16.818.6
(1,251.5) (21.2) 312.3 131 268 88.2

466.4 1,362.7 - - . .

174.5 119.8 236.2 11{.4 79.3 16.8
- §9.2 230.4 3095 829 397.9
{1,278.9) 58.1 82.8 142.6 127.1 £6.4
1,104 .4 §237.1 !549.4 562.5 §589.3 §501.l

SOURCE: Fiscal 1990-1994, Office of the Comprroller, Estimated Fiscal 1995, Executive Office for Administration and Finance.

{1 Stabilization Fund balances are not expendable without subsequent specific legislative authorization.

2) Includes $513 million for fiscal 1991, $198.6 million for fiscal 1992, $236.3 million for fiscal 1993, and $247.8 million for fiscal
1994 and an estimated $233.0 million for fiscal 1995 in federal reimbursements resulting from: claims for reimbursement of cerain

uncompensated care for Massachusetts hospitals. See "Fiscal Years 1990 Through 1994" and "1995 FISCAL YEAR".

)] Interfund transfers represent accounting transfers which reallocate resources among funds, und deficit support transfers of $234.8
million in fiscal 1991 have been eliminated to facilitate comparative analysis. See "COMMONWEALTH REVENUES--Federal and

Other Non-Tax Revenues”.

{4y Includes $98.6 million currently reserved for contingencies. See "1995 FISCAL YEAR".
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Annual budgeted revenues increased by approximaiely 13.5% in fiscal 1991, 3.7 % in fiscal 1992, and 7.1 %
in fiscal 1993. Annual budgeted revenues increased from fiscal 1993 to fiscal 994 by approximately 5.7% and
are projected to increase by approximately 5.2% in fiscal 1995. Annual budgeted expenditures increased at an
annual rate of approximately 3.0% in fiscal 1991, decreased from fiscal 1991 to fiscal 1992 by approximartely 1.7%
and increased by approximately 9.5% in fiscal 1993 and increased by approximately 5.6% in fiscal 1994. Annual
budgeted expenditures are estimated to increase by approximately 6.0% 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 55625 million,
including $309.5 million in the Stabilization Fund. Fiscal 1994 ended with fund balances of $58%.3 million,
including $382.9 million in the Stabilization Fund. Fiscal 1995 is estimated to end with fund balances of $463.3
million, including $397.9 in the Stabilization Fund. See "Fiscal Years 1990 Through 1994" and "1995 FISCAL
YEAR".

Selected Financial Data - GAAP Basis
The following table provides financial results en a GAAP basis for fiscal years 1990 through 1994 for all

budgeted operating funds of the Commonweallh.

Budgeted Operating Funds Operations - GAAP Basis
{in millions)

Fiscal 1990 Fiscal 1991 Fiscal 1992 Fiscal 1993 Fiscal 1994

Fund equity (deficit) at beginning of year $(946.2) $(1,895.5) $(761.2) $(317.432% Fi184.1)

Revenues and Sources

Taxes 8.259.0 9.131.1 9.471.0 10,0158 10.602.7
Federal Grants and Reimbursements 1.640.7 2.808.8 24159 2.627.0 2.018.1
Departinent and Other Revenues 1,249.0 1,359.1 1.441.1 1.522.4 1,303.8
[nterfund Transfers and Other Sources 807.0 8007 817.5 1.015.7 980.3
Total 11,9653 14,0697 14,145.5 15,181.0 15 804 .9

Expenditures and Uses

Programs and Services 11,1932 11.892.5 11,3488 11.636.5 12,23K &
Debt Service T70.9 942.3 751.5 1.139.5 1.149.2
Pensions 671.9 7065 H98.3 ¥93.5 B30r.2
Interfund Transfers and Other Uses (1) 745.0 786 8 7673 1,378.2 1,474.6
Total 13381 .0 14,328.1 13,765.9 15,047.7 15 692 8

Excess {Deficiency) of Revenues and Other

Sources over Expendinures and Other Uses {1,415.7} (228.4} 3796 133.3 112.1
Prior Year Deficit Financing 466.4 1,362.7 - 0.0
Fund Equity (Deficit) at End of Year 5{1.895.5) S(761.2) SR/ 841} 720

SOURCE: Oftice of the Comptroller.

(0 A fund deficic support transfer of $234.8 million in fiscal 1991 has been eliminated 1o facilitate comparative analysis. See
"COMMONWEALTH REVENUES -- Federal and Other Non-Tax Revenues”,
(2) As restaied to reflect discrete presentation of the University and College Fund. This fund balance is increased $64 .2 million due w

certain liabilities related to accrued salaries and fringe benefits being transferred to the University and College Fynd.

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 reported on the statutory basis.
See "Selected Financial Data - Statutory Basis”. As evidenced in the trend line of fund balance (deficit} over time,
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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 Controi, Accounting and Reporting
Practices of the Comptrolier; GAAF Basis of Accounting”.

Fiscal Years 1990 Through 1994

1990 Fiscal Year. Budgeted expenditures for fiscal 199G were approximatety 513.260 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,
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 1, 1989 on a general obligation basis 10 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 meet such payment, the payment was made cn September 17, 1990.

1991 Fiscal Year. Budgeted expenditures for fiscal 1991 were approximately $13.65% 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 adjusied fiscal 1990 fund balance of $258.3 million resulted in a
final fiscal 1991 budgetary surplus of $237.1 millicn. 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 propescd a scries of legislative and administrative actions, inctuding 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 ceriain
other administrative actions not requiring legislative approval. It is cstimated 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 statc plan which enabled it to claim 50% federal reimbursement on
uncompensated care payments provided to certain 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 million on account of uncompensaied care payments.

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 repayment of certain other short-term
borrowings, as of June 30, 1991, the end of fiscal 1991, the Commonwealth had a cash balance of $182.3 million.
The fiscal [991 year-end cash position compared favorably to the Commonwecalth’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 Fiscatl 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 cxpenditures 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
lcss 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
relardation 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”.

Appropriations for the General Relief and Group Health Insurance programs were among the appropriations
reduced by the Governor prior to signing the fiscal 1992 budget. The Legislature overrode the Governor’s $376.0
million reduction of the Group Health Insurance appropriation, in essence rejecting the Gevernor's proposal (o
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 to have reduced expenditures in fiscal 1992 by $35.1
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 revenues and other sources over
expenditures and other uses of $312.3 million and with positive fund balances of $549.4 millien, when such excess
is added to the fund balances of $237.1 million carried forward from fiscal 1991. Total fiscal 1992 spending
authority continued into fiscal 1993 was $231.0 million.

After payment in full of the quarterly Local Aid distribution of $514.0 million duc on June 33, 1992,
retirement of the Commonwealth’s outstanding commercial paper (except for approximately $50 million of bond
anticipation notes) and certain other short-terim 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 batance of $182.3 million at the end 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 $14,710 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 to $9.940 billion.

Commonwealth budgeted expendilures and other uscs in fiscal 1993 totalled approximately $14.696 billion,
which is $1.280 billion or approximately 9.6% higher than fiscal 1992 expenditures and other uses. Fiscal 1993
budgeted cxpenditures 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 budgeted operating funds of the Commonwealth ended fiscal 1994 with a surplus
of revenues and other saurces over expenditures and other uses of $26.8 million and aggregate ending fund balances
in the budgeted operating funds of the Commonwealth of approximately $589.3 million. Budgeted revenues and
other sources for fiscal 1994 totalled approximately $15.550 billion, including tax revenues of $10.607 billion, $87
million below the Department of Revenue'’s fiscal 1994 tax revenue estimate of $10.694 billion. Total revenues and
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other sources increased by approximately 5.7% from fiscal 1993 to fiscal 1994 while tax revenues increased by
6.8% for the same period.

Commonwealth budgeted expenditures and other uses in fiscal 1994 totalled $15.523 billion, which is
$826.5 million or approximately 5.6% higher than fiscal 1993 budgeted expenditures and other uses.

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 law comprehensive education reform
legislation. This legislation required an increase in expenditures for education purposcs above fiscal 1993 base
spending of $1.288 billion of approximately $175 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, $625 million in fiscal 1996 and 3868 million in fiscal 1997.
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 wetfare
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 certain 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 the estimate, at that time, of four months of funding for the Commonwealth’s public assistance
programs. On February 10, 1995, the Governor signed into law Chapter 5 of the Acts of 1995, which reforms the
Commonwealth’s program for Aid to Families with Dependent Children (AFDC). The revised program is scheduled
to take effect on July I, 1995, subject to federal approval of certain waivers. It reduces AFDC benefits to able-
bodied recipients by 2.75% while allowing them to keep a larger portion of their earned wages, requires
approximately 22,000 able-bodied parents with school-aged children to work or perform community service for 20
hours per week, and requires approximately 16,000 recipients who have children between the ages of two and six
to participate in an education or training program or perform comumunity service. The plan also establishes a pilot
program for up to 2,000 participants that offers tax credits and wage subsidies to employers who hire welfare
recipients. Parents who find employment will be provided with extended medical benefits and day care benefits for
up to one year. The plan mandates paternal identification, expands funding for anti-fraud initiatives, and requires
parents on AFDC to immunize their children. Parents who are disabled, caring for a disabled child, have a child
under the age of two, or are teenagers living at home and attcnding high school, will continue to receive cash
assistance.

Since most provisions of the new law do not take effect until July 1, 1995, the Executive Office for
Administration and Finance projects that the reforms will not materially affect fiscal 1995 public assistance spending.
The fiscal 1995 expenditure estimate of $16.449 billion includes $247.8 million appropriated in Chapter 5 to fund
the Commonwealth’s public assistance programs for the last four months of fiscal 1995. The new law’s impact on
fiscal 1996 projected spending for public assistance programs is currently bewng evaluated.

Budgeted revenues and other sources to be collected in fiscal 1995 are estimated by the Executive Office
for Administration and Finance to be approximately $16.360 billion. This amount includes estimated fiscal 1995
1ax revenues of $11.179 billion, which is approximately $572 million higher than fiscal 1994 tax revenues of
$10.607 billion. In December, 1994, the Governor signed into law legislation modifying the capital gains tax by
phasing out the tax for assets held longer than six years and increasing the no-tax status threshold for personal
income tax purposes. The capital gains tax change is not effective until January 1, 1996 and, therefore, is not
expected to affect fiscal 1995 tax revenues and to have only a minor effect on fiscal 1996 tax revenues. The no-tax
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status change is estimated 1o reduce fiscal 1995 tax revenues by approximately $5.5 million and fiscal 1996 tax
revenues by $13.3 million.

In recent months, the rate of growth in cenain Lax revenue categories, including, in particular, the income
tax, has slowed. Fiscal 1994 1ax revenues were 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 10 $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 Governor in the fiscal 1995 budget. On January 25, 1995, based on tax revenue collections
through December 31, 1994, and in connection with the release of the budget recommendations for fiscal 1996, the
Secretary for Administration and Finance further revised the fiscal 1995 tax revenue estimate to $11.179 billien,
a reduction of appreximately $55 million from the September 26, 1994 estimate, which amount includes the
estimated $5.5 million reduction related to the no-tax siatus change described above. However, the fiscal 1995 non-
tax revenue estimate has been revised upward since September 26, 1994, and is projected to offset the expected
decline in tax revenues. This upward revision is due primarily to higher than anticipated federal reimbursements.

The fiscal 1995 budget is based on numerous spending and revenue estimates, the achievement of which
cannot be assured. The House initially overrode $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. However, the Senate failed to override the Governor’s veto by the end of the calendar 1994
legislative session. The $16.449 billion of fiscal 1995 expenditures includes a reserve against certain contingencies
currently in the amount of $98.6 million. On October 7, 1994, the Governor filed a supplemental appropriation
recommendation aggregating approximately $44.5 million; the Legislature failed to act on this recommendation
before the end of the calendar 1994 legislative session. On January 25, 1995, the Governer filed fiscal 1995
supplemental appropriation recommendations aggregating approximately $43.6 million, which expenditures are
included in the $98.6 million contingency reserve for fiscal 1995 expenditures.

On November 8, 1994, the voters in the statewide gencral election approved an initiative petition, which
became law on December 8, 1994, that would slightly increase the portion of gasoline tax revenue credited to the
Highway Fund, one of the Commonwealth’s three major budgetary funds, prohibit the transfer of money from the
Highway Fund to other funds for non-highway purposes and cxclude the Highway Fund balance from the
computation of the "consolidated 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 transporiation purposes, such as
expenditures related to the MBTA. The Executive Office of Administration and Finance currently does not expect
this law to have any materially adverse impact on the fiscal 1995 budget or on other fiscal matters generally. 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 il determines, subject only to a constitutional restriction that such moneys be used for
motor vehicle, highway. or mass transportation purposes. See "THE GOVERNMENT -- Initiative Petitions”.

Cash Flow

The most recent cash {low projection prepared by the office of the State Treasurer in December, 1994
estimates the fiscal 1995 ycar-end cash position to be approximately $447 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 tesults through October, 1994 and revenue and spending estimates as of December,
1994. On November 22, 1994, the Commonwealth issued $240 million of general obligation notes to fund payments
to the MBTA fer its net cost of service. The notes mature on June 15, 1995 (rather than later in fiscal 1996 as had
been assumed in earlier cash flow projections). The cash flow projection does not assume the issuance of any
additional notes in June, 1995 to refinance such notes, although additional notes may be issued depending upon
circumstances at that time. The ending balance included in the cash flow forecast and the estimated ending balance
for the Commonwealth’s operating budget 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 o vary from the projected cash flow. This cash flow projection assumes that the
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Commonwealth will issue approximately $600 miilion of long-term general obligation during the remainder of fiscal
1995 1o finance capital projects and that no mere than approximately $145 miilion of short-term operating
borrowings under the commercial paper program will be outstanding at any time during the remainder of fiscal
1995. The cash flow projection had assumed such commercial paper would have been issued in December, 1994,
However, no commercial paper was issued, and as of February 22, 1995, no Commonwealth commercial paper is
outstanding. The Commonwealth’s practice is 10 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 defayed 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 Dett; Commonwealth General
Obligation Notes”.

1996 FISCAL YEAR

On Jamary 25, 1995, the Governor submitted his fiscal 1996 budget recommendations to the Legislature.
The proposal calls for budgeted expenditures of approximately $16.737 billion. After adjusting for approximately
$147.9 million in higher education revenucs and expenditures that the Governor’s budget recommendation proposes
moving to an off-budget trust fund for fiscal 1996, as described below, the recommended fiscal 1996 spending level
is approximately $436 million, or 2.6%, above currently estimated fiscal 1965 expenditures of $16.449 hillion.
Proposed budgeted revenucs for fiscal 1996 are approximately $16.741 billion. The Governor's recommendation
projects a fiscal 1996 ending balance of approximately $505 million, of which approximately $419 million will be
in the Stabilization Fund. The Governor’s budget recommendation is based on a fiscal 1996 tax revenue estimate
of $11.720 billion, an increase of approximately $542 million, or approximately 4.8%, as compared to currently
estimated fiscal 1995 tax revenues of $11.179 billion. The Governor’s fiscal 1996 budget recommendation
proposes several reductions in personal and business taxes, including an increase of $500 in the dependent allowance
and a $500 increase in the exemption for blind and clderly taxpayers, corporate tax credits for job training, revisions
to the definitions of research and development tax credits for compantes in the defense-industry, and a phasing out
of the sales tax on bulk purchases of telecommunications services. The Executive Office of Administration and
Finance estimates that these tax faw changes would result in reduced tax revenues of approximately $34.6 million
in fiscal 1996.

Under the Governor's fiscal 1996 budget recommendations, non-tax revenues are estimated to total
approximately $5.021 billion in fiscal 1996. After adjusting for approximatety $147.9 million in higher education
tuition revenues that ithe Governor’s budget recommends shifting to an off-budget trust fund, the fiscal 1996 non-tax
revenue projection represents a decrease of approximately $13 million, or 0.3%, from estimated non-tax revenues
for fiscal 1995. Major changes in projected non-tax revenues for fiscal 1996 include a decline in motor vehicle
license and registration fees of approximately $42 million, duc mainly to alternate year licensing patterns and the
delayed impact of the change in 1991 to a five year driver’s license renewal period; a decrease of approximately
$17 million in abandoned property revenues, due to a one-time increase in abandoned property collections in fiscal
1995 resulting from a change in the Commonwealth’s abandoned property laws; and a $40 million increase due to
a proposed initiative to provide incentives to state departments to optimize non-tax revenues.

The Governor’s budget proposal generally maintains current service levels for most programs but aiso
provides for increased funding to reflect various factors including inflation, increased medical costs, increased
pension costs and higher debt services expenditures, as well as approximately $228 miltion recommended to fully
fund the education reform law passed in fiscal 1993. The proposal also contains recommendations to increase
spending in certain pricrity areas. The Governor’s budget proposal projects savings from reform of the state's
welfare system, higher health insurance contributions from state employees and other administrative reductions.
The recommendation also inctudes $45 million allocated for a contingency reserve.

In connection with the fiscal 1996 budget recommendations, the Governor has also recommended the
establishment of an off-budget tuition retention trust tund for higher education purposes. The revenues in and
expenditures from such fund have previously been counted as Commonwealth budgeted revenues and expenditures.

The Governor’s fiscal 1996 budget recommendations will now be taken up by the House Ways and Means

Committee as the first step of legislative consideration of the fiscal 1996 budget. See "THE GOVERNMENT--
Overview of the Budgetary Process”.
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COMMONWEALTH REVENUES

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 revenues,
assessmenis, 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 1994, and estimated revenues for fiscal 1995.
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Commonwealth Revenues -- Budgeted Operating Funds
(in millions)

Estimated
Fiscal Fiscal Fiscal Fiscal Fiscal Fiscal
1990 1991(6) 1992(5) 1993(6} 1994 1995

Tax Revenues:
Alcoholic Beverages $ 708 5 662 $ 633 $ 606 $ 602 $ 600
Banks

Commercial 4.5 27.4 17.6{8} 74,7 136.9 170.0

Savings 46.2 20.6 42.5 78.2 63.0 530
Cigarettes (1) 150.8 144.4 135.9 190.2 237.3 240.0
Corporations 698.4 612.2 6438 737.4 782.3 831.0
Deeds 36.2 30.1 322 34.0 39.4 41.0
Income 4,465,2{4) 5,045.1(4) 5,337.0 5,374.9 5,689.8 6,027.5
Inheritance and Estate 276.4 249.5 260.2 267.3 277.5 240.0
Insurance (2) 3730 267.8 284.8 280.5 200.2 299.0
Motor Fuel 3019 464 .2 541.1 557.2 562.6 575.0
Public Utilities 62.0 59.3 52.9 69.1 81.8 78.0
Racing 3.7 27.5 26.1 15.7 14.2 13.0
Room Occupancy 56.6 56.0 55.9 59.3 62.8 67.0
Sales

Regular 1,370.5 1,392.1 1,443.6 1,548.1 1,664.3 1,772.0

Meals 2959 201.7 296.3 303.2 3234 347.0

Motor Vehicles 290.0 125.6 238.7 272.9 3145 3350
Sub-Total--Sales 1,956.4 1,909.4 1,978.6 21242 2,302.2 2,454.0
Miscetlaneous 27.6 i3.2 2.5 6.6 6.5 7.0

Total §,517.7 8.994.9 9,483.6 9,929.9 10,606.7 11.178.5
Non-Tax Revenues:
Federal Reimbursements 1,747.5(5) 2,777.1(7N 2,393.5(7} 2,674. KT} 2,901.2(7} 3,034,607
Departmental and Other Revenues 1,131.7 1,204.9 1,187.3 1,327.1 1,187.9 1,249.4
Interfund Transfers from Non-budgeted

Funds and Other Sources (3) 641.3 656.6 663.9 778.5 853.9 897.8
Budgeted Non-Tax Revenues

and Other Sources 3,490.5 4,638.6 42447 4.779.7 4.943.0 5.181.8
Budgeted Revenues and Other Sources  [2,008.2 13,633.5 13.728.3 14,709.6 15,5497 16,3603
Mass Trunsit Assessments from

Municipalities 123.9 130.2 130.9 137.4 140.4 144.3
Interfund Transfers among Budgeted

Funds and Other Sources (3) 91.1 149.7 366.9 338.7 289.1 2258

Total Revenues and Other Sources §12!223.2 §1319]3‘4 §141226'1 §1512{}5.7 §ISI9‘!9.2 §161730.4

SOURCE:
(1
@

3

4
{5)

{6)

0

Fisca! 1990-1994, Office of the Comptroller. Estimated Fiscal 1995, Executive Office for Administration and Finance.

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

includes $7.6 mitlion in 1990, $7.2 million 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 to high-risk insurance.

Tnterfund transfers represent accounting transfers 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 Stabilization Fund were $59.2 million, $170.0 million, $76.9 million, and $65.4
million in fiscal 1991, 1992, 1993, and 1994, respectively. See "Federal and Other Non-Tax Revemues” below,

Excludes $444.5 million cellected in fiscal 1990 and $298.3 million collected in fiscal 1991 anributed to the temporaty increase in
the income tax dedicated to the Commonwealth Liability Reduction Fund and the Medical Assistance Liability Fund,

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

Includes the impact of tax law changes under Chapters 121 of the Acts of 1990, as amended. The total fiscal 1991 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 estimate a1 $1.329 billion and $1.318 billion, respectively.

Includes $513 million for fiscal 1991, $198.6 million for fiscal 1992, §236.3 million for fiscal 1993, $247.8 million in fiscal 1994
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and an estimated $233.0 million in fiscal 1995 in federal reimbursements resulting from claims for reimbursement of cerain
uncompensared care for Massachusetts hospitals. See "FINANCIAL RESULTS - Fiscal Years 1990 Through 1994 and "1995
FISCAL YEAR".

{H} Reflects settlement of cenain hitigation. see "State Taxes: Business Corporations Tax”,

Stute Taxes

The major components of state taxes are the income tax. which accounted for approximately 53.6 % of total
projecied (ax revenucs in fiscal 1994, the sales and use tax, which accounted for approximately 21.7%, and the
business corporations 1ax, which accounted for approximatcly 7.4%. Other tax and excise sources accounted for
the remaining 17.3% of total fiscal 1994 tax revenues.

Income Tax. The Commonwealth assesses personal income taxes at flat rates, according to classes of
income, after specified deductions and cxemptions. A rate of 5.95% is applied 1o income from employment,
professions, trades, businesses, rents. rovalties, taxable pensions and annuities and interest from Massachusetts
banks; a rate of 12% is applied to other interest {although interest on obligations of the United States and of the
Commonwcealth and its political subdivisions is exempt) and dividends; and a rate ranging from (2% on capital gains
from the sale of assets held for one year and less to 0% on capital gains from the sale of certain assets held more
than six years.

Under Chapter 151 of the Acts of 1990 up 10 15% of state income tax revenue is pledged to the payment
of debl service on approximately $1.045 billion of outstanding Fiscal Recovery Bonds issued pursuant to Chapier
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 billion (excluding $298.3 million collected pursuant to cenain 1989 tax legislation) in fiscal 1991. Thesc
figures represent an increase of approximaiely 13.0%. State income fax 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 $6.028 billion, an increase of 5.9% from fiscal 1994. As a result of a
slowing raie of growth in certain 1ax revenue categories, including, in particular, the income tax, the Secretary of
Administration and Finance reduced the total fiscal 1995 tax revenue estimate by $75 million in September, 1994.
On January 25, 1995, based on tax revenue collections through December 31, 1994, the Secretary for
Administration and Finance revised the fiscal 1995 tax revenue estimate to $11.179 billion, a reduction of
approximately $55 million from the September 1994 estimate. See "1995 FISCAL YEAR".

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 consumplion of like tangible properties brought into the Commonwealth, However, food,
clothing, prescribed medicine, materials and produce used in food production, machinery, materials, tools and fuel
used in certain industries, and property subject to other excises (except for cigareltes) are exempt from sales
taxation. The sales and usc tax is also applied to sales of ¢lectricity, 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 1990 to $1.909 billion for fiscal
1991. Sales and use tax revenues increased to $1.979 billion in fiscal 1992 to $2.124 billion in fiscal 1993 and to
$2.302 billion in fiscal 1994. Sales and use tax revenucs are estimated to increase 1o $2.454 billion in fiscal 1995,

Business Corporations Tax. Business corporations doing business in the Commonwealth, other than banks,
trust companies, insurance companies, railroads, public utilitics and safe deposit companies, are stibject 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
15 $456. Both rates and the minimum tax include a 14% surtax. Annuval revenues from the business corporations
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tax have declined significantly in recent years, from the high of $387.1 million in fiscal 1989 1o $612.2 million in
fiscal 1991. Business corporation tax revenues were $643.8 million in fiscal 1992, representing an increase of $31.5
million, or 5.1%, from fiscal 1991, For fiscal 1992, the excise tax on commercial and sasings banks yielded $60.2
million, representing an increase of approximately 25.2% over fiscal 1991. Due to 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 mitlion. 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 154.5%
above fiscal 1992. Fiscal 1994 tax revenues from corporations and banks werc approximatety $782.3 million and
$199.9 million, respectively or approximately 6.1% and 30.7% above the respective fiscal 1993 amounts. Fiscal
1995 1ax revenues from corporations and banks are estimated to be $851.0 million and $225.0 million, respectively.

Other Taxes. Other tax revenues of the Commonwealth are currently projected to total $1.846 billion in
fiscal 1995, a decrease of 0.01% 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 21-cent motor fucl 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 certain other monies. The poriion of the
motor fuel excise tax currently pledged to all special obligation bonds is estimated to be approximately $168.7
million in fiscal 1995. Additional special obligation bonds may alse be issued 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 increased as of Jahuary
1, 1993, the tobacco excise tax by 1.25 cents per cigarette (25 cents per pack of 20 cigarettcs) 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 usc. Total revenues deposited in the Health Protection Fund in fiscal
1993 and fiscal 1994 were $59.5 million and $116.3 million, respectively, and are estimated to be $114.3 million
in fiscal 1995.

Estate Tax Revisions. The fiscal 1993 budget included legislation which gradually phases down the current
Massachusetts estate tax until it becomes 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 cstate tax is phased out by means
of annual increases in the basic exemption from the original $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. The marital deduction was limited to 50% of the
Massachusetts adjusted gross estate until June 30, 1995, 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 1993.

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 Housc and Senate Committees on Ways and Means
estimates of revenues available to meet appropriations and other needs in the current and fottowing 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
Commitiees on Ways and Means a consensus iax revenue forecast for the following fiscal year. The Departinent
of Revenue employs sophisticated economic modeling techniques and ongoing monitoring of tax revenue receipts
and curent taxpayer behavior to provide the Secretary with information on tax revenue trends.

In the past several years tax revenue forecasting has been complicated by uncettainty about the national and
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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 Legislawre 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 projection was for tax revenues of $9.748 biltion in fiscal 1991, reflecting
projected growth of 14.4%. However, during the remainder of calendar year 1990, actual receipis 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. Sce "FINANCIAL RESULTS - Fiscal Years 1990 Through 1694",

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 1ax revenues for fiscal 1994 of $£0.540 billion, an
increase of $610 mitiion, or 6.1%, from then expected tax revenues for fiscal 1993. The fiscal 1994 budget 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 Means 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 fiscat 1994 of $10.694 billion. The fiscal
1995 budget was based upon this 1ax revenue estimate, less $19.3 million of tax cuts signed by the Governor in the
fiscal 1995 budget. On September 26, 1994, 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 prior estimate. On
January 25, 1995, based on tax revenue collections through December 31, 1994, the Secretary for Administration
and Finance further revised the fiscal 1995 tax revenue estimate to $11.179 billion, a reduction of approximately
$55 mitlion from the September, 1994 estimate, which amount includes a $5.5 million reduction estimated to result
from a change in the no-tax status threshold for Massachusetts personal income tax purposes. See “1995 FISCAL
YEAR". The Governor's fiscal 1996 budget recommendation projects total fiscal 1996 tax revenues to be
approximately $11.720 billion. See "1996 FISCAL YEAR",

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 amount of state expenditures
for such programs, In fiscal 1991, federal reimbursements increased by 61.7% 10 $2.777 billion from $1.718
billion in fiscal 1990, owing mainly to 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 biltion and are estimated
to increase 1o $3.035 billion in fiscal 1993.

Departmental and other non-tax revenues are derived from licenses, registrations and fees generated through
cash (ransactions and reimbursement and assessments for services. Annual revenues from these sources increased
6.4% from $1.132 billion in fiscal 1990 to $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 billion and decreased 10.5% to $1.188 billion in fiscal 1994. Annual
revenues {rom these sources are estimated 1o increase to approximately $1.250 billion in fiscal 1995.
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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 wition
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 to 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 ta result in approximately $15 million of additional TEVENues;
additional Medicaid recoveries expected to amount to approximately $24 million and increased child support
collections in the amount of approximately $11 million. The Governor’s fiscal 1996 budget recommendation
projects departmental and other non-tax revenues of $1.099 billion. a decrease of approximately $2 million after
adjusting for approximately $147.9 million in higher education revenue and spending that the recommendation
proposes be moved to an off-budget trust fund.

Interfund transfers and other sources from non-budgeted funds are estimated to total $897.8 million in fiscal
1995, an increase of 5.1% compared to fiscal 1994. For the budgeted operating funds, interfund transfers include
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 millicn, $558.0 million, $600.2 million and
$667.3 million in fiscal 1990 through 1994, respectively and which are expected to account for $705.2 million in
fiscal 1995. The Governor's fiscal 1996 budget recommendation projects fiscal 1996 interfund transfers of
approximatety $930.4 million, an increase of 3.6% as compared to fiscal 1995, which amounts include $729.4
million allocable to the Lottery.

In fiscal 1991, special laws authorized transfers among the General, Highway and Local Aid Funds to
eliminate certain deficit fund balances. Transfers in tespect 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. See also “1995 FISCAL YEAR".

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 tax revenues 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
taxcs or excises. Any excess in state tax revenue collections for a given fiscal year over the prescribed limit, as
determined by the State Auditor, is to be applied 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 immediately 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 "although not specifically required by
anything contained in this chapter, it is assumed that 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 state governmental pension systems, and payment of principal and interest on debt and other
obligations of the Commonwealth”,

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 Commonweal th. 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 Massachusetts wages
and salaries, as reporied by the federal government, during the three calendar years immediately preceding the end
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of a given fiscal year. Additionally, unlike Chapter 62F, Chapter 298 allows for an increase in maximum stale tax
revenues 1o fund an increase in local aid and excludes from its definition of state tax revenues {1) income derived
from jocal option taxes and excises, and (ii) revenues needed to fund debt service costs.

Tax revenues in fiscal 1990 through fiscal 1994 were lower than the limit sct by either Chapter 62F or
Chapter 29B. The Executive Office for Administration and Finance currently estimatcs that state (ax revenues in
fiscal 1995 and fiscal 1996 will not reach the limit imposed by either of these statutes. Scc also "1995 FISCAL
YEAR".

COMMONWEALTH PROGRAMS AND SERVICES

From fiscal 1990 1o fiscal 1991 budgeted expenditures of the Commonwealth increased approximately 3.0%
10 $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 [iscal 1991, Fiscal 1993 budgeted expenditures were $14.696 billion,
an increase of 9.6% from fiscal 1992. Fiscal 1994 budgeted expenditures were $15.523 billion, an increasc of 5.6%
from fiscal 1993. See "FINANCIAL RESULTS -- Fiscal Years 1990 Through (994", 1t is estimated that fiscal
1995 budgeted expenditures will be $16.449 billion, an increase of 6.0% over fiscal 1994 levels. See "1995
FISCAL YEAR". The Governor’s proposed fiscal 1996 budget recommends budgeted expenditures of $16.737
billion, an increase of 2.6% over cstimated fiscal 1995 expenditures, after adjusting for appraximately $147.9
million in higher education spending and revenue that the budget proposal recommends shifting to an off-budget trust
fund. See "1996 FISCAL YEAR".

The following tablc identifies certain major spending categories of the Commonwealth and sets forth the
budgeted expenditures for each fiscal year within each category.

Commonwealth Expenditures - Budgeted Operating Funds
{in millions)

Estimated

Expenditure Fiscal Fiscal Fiscal Fiscal Fiscal Fiscal
Category 1990 1991 1992 1993 1994 1995
Direct Loval Awd (1} $2.9%36.9 $2.608.3 $2.3589 $2,584.5 $2,727.% $2.984.3
Medicaid 2,120,600 2.765.3(3) 2.817.7(4) 3151.4(4) 331365 34114
Group Health Insurance 433.4 446.4 466.1 491.2 496.2 SULE
Public Assistance 1.UHL9 1.092.3 1.005.0 1.074.9 1,100.3 1.161.0{6}
Debt Service (7} 79 Y42 3 808.3 1.139.5 1.149.4 1,241.R
Pensions 6719 T03.9 T51.8 4682 908.9 0494 3
Higher Education 701.9 HIH.G 8340 544 98 672.5 T08.1
MBTA and RTA's 354.5 40361 449.6 46490 3223 52001
Other Program Expenditures 42220 4,017.%9) 4,066, 1{9) 43757 4,584 .5 4 8567

[nterfund Transters to

Non-budgeted Funds{ 10 467 0d 0 .8 51 4.4 6010
Budgeted Expenditures and

Other Uses 13,2597 13,654.7011) 13,416.0(11) 14,6964 15,522.9 16,448 .5(12)
Payment of Municipal Mass Transit

Assessments o the MBTA and RTA's 123 4 130.2 130.9 137.4 1414 144.3
Interfund Transfers among Budgeted

Funds and Other Uses{i(} 91.1 149 7 3669 3587 2891 2258
Total Expenditures and Other Uses $13 474 7 $13 9346 S13.513.8 $15,192.6 $15.952 4 o 8186

SOURCE: Fiscal 1960-1994, Office of the Compuroller. Esumated Fiscal 1995, Executive (Hfice for Administration and Finance,

i1 Ald reported to cliies, owns and regional school distncts by the Depariment of Revenue on its official corimunication, the so-called
"cherry sheet™. excluding certan pension funds, and including $80.5 million in Commonwealth support o counly jails, which s ne
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longer included on the cherry sheet.

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

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

{4} Includes expenditures of $50.0 million in fiscal 1992 for rerroaclive rate adjustments and sertlements.

(5) Includes approximately $22.3 million of expenditures previously ofi-budget and classified as adiministrative expenses.

{6) Includes approximately $33.3 million not previously classified as public assistance and $24.0 million not previously classified as
budgeted expenditures,

{7 Excludes debt service on notes issued under 1990 tax legislation to fund the fiscal 1989 deficit and certain Medicaid-related expenses.

See "FINANCIAL RESULTS--Fiscal Years 1990 Through 1994". Reflecis reduction of fiscal 1992 debt service by $261.0 million
as a result of the issuance of refunding bonds during fiscal 1992,

(B} Reflects the transfer of $89.4 million in related mition revenue and spending to an off-budget trust fund. See "Higher Education”.

(54 Fiscal 1991 and fiscal 1992 expenditures have been restated to reflect sumpluses in the Imtragovernmental Service Fund of $3 .8 millien
in ach year,

(10 Interfund transfers represent accounting transfers which reallocae resources among funds. Interfund deficic support transfers for fiscal

1991 of $234 .8 million have been eliminated to facilitate comparative analysis. Includes interfund transters beoween the Stabilization
Fund and the budgeled operanng funds. Transfers o the Stabilization Fund were $5%.2 million, $170.0 million, $76.9 miliion and
$65.4 million in fiscal 1991, 1992, 1993, and 1994, respectively.

(11} Reflects the transfer of approximately $89.4 million in related wition revenue and spending from an off-budget trust fund to budgeted
ACCOLNLS.

s Includes $98.6 million currenty reserved for contingencies. See "1995 FISCAL YEAR™,

Local Aid

Praposition 2 1/2. In November 1980, voters in the Commonwealth approved a statewide 1ax limitation
initiative petition, commonly known as Proposition 2 1/2, 10 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 (i) 2.5% of the
total charges and fees imposed in the preceding fiscal year, and (i) any increasce 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 debt 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 spectal election. At the time Proposition 2 1/2
was enacted, many cities 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 tax levy grew from $3.347 billion to $5.249 billion, representing an increase of approximately 56.8%.
By contrast, according to federal 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 communitics attempted votes
on one of the three types of referenda questions (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. In fiscal 1993, 83 communities attempted 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 exists for overrides in nearly all ¢ities and towns.

Commonwealth Financial Support for Local Governmenis. Duaring the 1980s, the Commonwealth increased
payments to its cities, towns and regional school 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 cities, 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 "cherry sheet”
prepared by the Department of Revenue, excluding certain pension funds and nonappropriated funds. As a result
of the education reform law enacted in June, 1993, a large portion of general revenue sharing funds are earmarked
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for public education and are distributed through a formula designed to provide more aid to the Commenwealth’s
poorer communities. The education 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 municipai 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 to $2.360 billion in fiscal 1992, increased
to $2.547 billion in Mscal 1993 and increased o $2.727 billion in fiscal 1994. It is estimated that fiscal 1995
expenditures for direct Local Aid will be $2.984 biilion, which is an increase of approximately 9.4% 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 Locat Aid will also be paid. The Governor’s proposed fiscal 1996 budget includes approximately $3.222
billion and $2.585 billion of direct Locat Aid and indirect Local Aid, respectively.

Initiative 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 stamte requires that, subject to annual
appropriation, no less than 40% of collections from personal income taxcs, 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 elderly. 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 raie of
growth in Medicaid spending to approximately 4.6 %, down from average annual growth of 17% between fiscal 987
and fiscal 1991. This decrease in the rate of growth is due 1o 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
reswited mainly from the one-time start-up costs of a new managed care program for Medicaid recipients. See
"COMMONWEALTH PROGRAMS AND SERVICES -- Table of Commonweaith Expenditures-Budgeted Operating
Funds”. Expenditures for fiscal 1994 were $3.313 billion, an increase of 5.1% over fiscal 1993 expenditures. The
Executive Office for Administration and Finance estimates that fiscal 1995 Medicaid expenditures will be
approximately $3.411 billion, an increase of 3.0% over fiscal 1994 expenditures. For fiscal 1995, no supplemental
Medicaid appropriations are currently expected to be necessary. The Governor’s fiscal 1996 budget recommends
$3.43] billion for Mcdicaid expenditures, an increase of 0.4% over estimated fiscal 1995 expenditures, or 2.4%
after adjustment for final, retroactive rate settlements paid in fiscal 1995,
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Prior to fiscal 1994, substantial Medicaid expenditures were provided through supplemental appropriations
because program requirements consistently exceeded initial appropriations. In addition, substantial amounts have
been required to cover retroactive seitlement of provider payments. In fiscai 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 Pund 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. Medicaid expenditures for fiscal 1992 of $2.818 billion included $50.0 million for priot year provider
setllements. See "FINANCIAL RESULTS -- Fiscal Years 1990 Through 1994°. Fiscal 1994 and fiscal 1995
Medicaid expenditures include approximately $123.0 million in final retroactive rate scttlements 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 1o fund expenditures related to fiscal 1994
services and none are currently anticipated in fiscal 1995.

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
comtunity services, rather than being inappropriately placed in nursing homes. This measure, along with certain
other projects, has limited the avcrage annual increase in long-term care costs 1o 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
1990 10 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
Commonweatth arc 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 to 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 to an increased number of clients, not increased per recipient
costs. The total Medicaid caseload for fiscal 1995 is expected to reach approximately 650,000 recipienis
(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
was approved by federal authorities in fiscal 1992. This waiver enables the program 1o assign certain recipicnts
to primary care clinicians who will function as gatekeepers to specialty and inpatient care and to 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 1o 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 to provide a single eniry 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 cmployees 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 %0 %
of the costs for employees who retived on or before July 1, 1994. The Commonwealth will pay approximately 85%
of the costs for employees who retire after July 1, 1994. For several years group health insurance expenditures
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were the fastest 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 million
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 $510.8 million, an increase of
2.9% from expenditures for fiscal 1994. The reduced rate of increase in these expenses in recent years is
attributable, in part, 10 more aggressive rate negotiations with providers, reductions in the state work force,
increased management of the Commonwealth’s indemnity plan, changes in benefits and copayments approved by
the Group Insurance Commission, and increases in the employee health insurance contribution.

In fiscal 1995, legislation was ¢nacted to enable any willing pharmacy to provide services and be
compensated at the same rate offered 1o any pharmacy within an established health care network. The Group
Insurance Commission believes that this legislation may decrease network utilization and cause the elimination or
reduction of volume concessions and price discounts. The Group Insurance Commission had already established
network contracts for fiscal 1995 and, therefore. will not incur higher costs in fiscal 1995 as a result of this
legisiation. The Group Insurance Commission is working with pharmacies to determine the fiscal 1996 impact of
this legislation. The Governor has proposed fiscal 1996 expenditures of $494.5 millien for group health insurance,
a decrease of 3.2% from estimated expenditures for fiscal 1995. The proposed reduction in spending for group
health insurance in fiscal 1996 is due primarily to a recommendation in the Governor’s budget to increase the state
employee health insurance contribution from the current 15% to 25%, which would result in savings of
approximately $32 million in fiscal 1996.

Public Assistance

The Commenwealth 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 1o federal Supplemental Security Income ("SSI"). The following table illustrates the recent
expenditures within these categories.

Public Assistance Program Expenditures
{in millions)

Estimated
Category of Public Fiscal Fiscal Fiscal Fiscal Fiscal Fiscal
Assistance 1990 1991 1992 1993 1994 1995(4)
AFDC (1) $700.3 $758.1 31722 $804G.9 $417.2 $840.3
EAEDC (formerly 161.9 189.6 131.5 #9.9 100.3 124.3(%)
General Reliel) (2)
S51(3) 138.7 144.6 161.3 175.1 182 .8 196.4
Total $1.000.9 $1,092.3 $1.065.0 $1.074.9 $1, 1063 $1.161.0

SOURCE: Fiscal 1990-1994, Office of the Comptroller. Estimated Fiscal 1995, Executive Office for Administration and Finance.

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

2) Includes outpatient medical services to EAEDC recipients.

&)} Include benefits for blind recipients, which are administered by the Massachuseris Commission for the Blind.

(4 Includes approximately $33.3 million nut previously classified as public assistance.

(5 Includes $24.0 millivn not previcusly classified as budgeted expenditures.

AFDC is currently 50% funded by federal reimbursements. Increasing caseloads between fiscal 1990 and
fiscal 1993 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 $817.2 million,
representing an increase of 0.9% over fiscal 1993. AFDC expenditures for fiscal 1995 are projected to be $840.3
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
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previously classifted as Public Assistance. See "1995 FISCAL YEAR".

EAEDC (formerly General Relief) is funded entirely from state funds, Rising caseloads between fiscal 1990
and fiscal 1991, plus annual cost-of-living adjustments through fiscal 1989, caused expenditures to rise
approximately 17.1%, from ${61.9 million in fiscal 1990 to $189.6 million in fiscal 1991. EAEDC expenditures
for fiscal 1992 were $131.5 million, a 30.6% decrease from expenditures for General Relief in fiscal 1991. Fiscal
1993 EAEDC expenditures were $89.9 million, a 31.6% decrease from fiscal 1992 expenditures. Fiscal 1994
FEAEDC expenditures were $100.3 million, an 11.6% increase from fiscal 1994 expenditures. Fiscal 1995 EAEDC
expenditures are projected to be $124.3 million, which amount includes $24.0 million not previously classified as
budgeted expenditures. This projection is based upon current caseload projections which are subject (0 change
during the fiscal year. Sce "Controls and Reforms™ and "LITIGATION".

SS1 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 10 $596 per month. These levels include a Commonwealth
supplement over and above federally approved assistance standards, Expenditures for SS1 have risen at an average
annual rate of 7.1% from $138.7 million in fiscal 1990 to $182.8 million in fiscal 1994. SSI expenditres for fiscal
1995 are projected to be $196.4 million, an increase of 7.4% from fiscal 1994. This projection is based upon
current caseload projections which are subject to change during the fiscal year. The Governor’s fiscal 1996 budget
recommendations propose expending $774 million for the Employment Support Program which is proposed to
replace AFDC (see "1995 FISCAL YEAR"), $109.8 million for EAEDC, and $200.9 million for SSI.

Controls and Reforms. 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
Welfare also has instituted automated systems to redetermine eligibility for benefits and has taken sleps 1o reduce
welfare fraud. In addition, the Deparument of Revenue has improved its collection of child support payments,

Actions by the federal government in administering reimbursements to states for human services progrars
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 crrors in the programs exceed permitted levels or if certain program controls are not
mn 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 rate level for each program. The Department of Public Welfare
believes that its crror rates are among the lowest in the country.

Debt Service

During the 1980s, Commonwealth financed capital expendilures 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 million and $760.6 million in
fiscal 1990, fiscal 1991, fiscal 1992, fiscal 1993 and fiscal 1994, respectively.  Commonwealth financed capital
expenditures are projected to increase to approximately $850.0 million in fiscal 1995, Capital expenditures are
projected to be approximately $900.0 miliion in fiscal 1996. Sec "COMMONWEALTH BUDGET, FINANCIAL
MANAGEMENT AND CONTRQLS -- 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
expenditares since fiscal 1989. Payments for debt service on Commanwealth gencral 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
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1991. Debt service expenditures for fiscal 1993 and fiscal 1994 were $1.140 billion and $1.149 billion,
respectively, and are projected to be $1.242 billion for fiscal 1995 and $1.267 billion for fiscal 1996. 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 payments
on Commonwealth debt (inciuding 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 1994”. 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 Commonwealth.
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
expended from the budgeted operating funds for debt service on general obligation debt (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 58%
1991 §63.1 13,654.7 6.3
1992 656.1(2) 13,416.0 49
1993 861.1 14,696.4 59
1694 872.3 15,522.9 5.6
1995 (Estimated} 963.8 16,448.5 5.9

SOURCE: Fiscal 1990-1994, Oifice of the Comptroller. Estimated Fiscal 1995, Executive Office for Administration and Finance.

(h Excludes $79.0 million in fiscal 1951, $242.2 miilion in fiscal 1992, $278 4 million in fiscai 1993; $277.1 million in fiscal 1994 and
$27%.0 million 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 annual debt service on the Fiscal Recovery Bonds currently ouistanding (a portion of which
constitutes variable rate debt) ranges from approximately $278.0 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 refatively constant
during its five-year period. See *"COMMONWEALTH BUDGET, FINANCIAL MANAGEMENT AND
CONTROLS -- Overview of Capital Spending Process; Five-Year Capital Spending Plan".
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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 payabie 1o local
government retirees. State pension expenditures have risen dramatically as the Commonwealth has appropriated
moneys to partially address the unfunded liabilities that had accumulated 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 accumutated unfunded labilities 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 $994.3
million, including approximately $36.5 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 9.4 % over fiscal 1994 expenditures. Fiscal 1996 pension expenditures are expected to be approximately
$1.044 billion, an increase of 5.0% over fiscal 1995 expenditures. See "OTHER COMMONWEALTH
LIABILITIES -- Retirement Systems and Pension Benefits".

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 1,261 full-time
equivalent employees between June 1988 and December 1994. Decreases in appropriations have been partially
mitigated by increases in tuition and fees in fiscal 1990 through fiscal 1994, In fiscal 1992 al! 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 Commonwealth’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 $708.1 million will be expended from the Commonwealth’s
budgeted operating funds for higher education. The Governot’s fiscal 1996 budget recommends expending
approximately $558.1 million from the Commonwealth’s budgeted operating funds for higher education. This
amount does not include approximately $147.9 million in spending that is currently classified as budgeted fund
spending, but which the Governor’s proposal recommends to be moved to an off-budget trust fund in fiscal 1996.
See "1996 FISCAL YEAR".

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) guarantees 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 asgistance payments.

Massachusetts Bay Transportation Authority. The MBTA finances and operates mass transit facilities within
its territory, which consists of 78 cities and towns in the greater Boston metropolitan area, and to a limited extent
outside its territory. The MBTA issies 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
Commonwealth 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
Metropolitan District bonds and notes as they mature, o the extent that funds sufficient for this purpose are not
otherwise availahle to the MBTA. Second, the Commonwealth has contracted to pay contract assistance equal to
90% of the debt service on MBTA bonds. Third, under applicable statutory provisions the Commonwealth is
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requircd to pay the MBTA its net cost of service (current expenses, including debt service and leasc obligations,
minus current income). During the calendar ycar the MBTA’s net cost of service, as certificd to the Commonwealth
by the MBTA on a calendar year basis, 13 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 Commonweaith, Proposition 2 1/2, as
amended, generally limits the increase in such assessments from one year (o the next to 2.5% of the prior year's
assessment. The Commonwealth pays its transit notes from the proceeds of the assessments 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 1o the MBTA and regional transit anthorities rose
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 $520.1 million {of which $487.1
million relates to the MBTA). The Governor's fiscal 1996 budget recommends $556.3 million for MBTA and
regional transit authority expenditures, of which $521.1 million rclates to the MBTA.

In light of major expansion of service throughout the 1980s, the total MBTA operating expenses rose at
an average annual ratc of approximately 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
can be accomplished without reductions in the quantity and quality of service. For fiscal 1996, the MBTA has an
approved budget of $753.2 million, representing a reduction of $35.1 million in operating expenses and an increase
of $43.0 million in debt service from the fiscal 1995 budget. 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 suppor 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 Commonwealih's fiscal year ending June 30. However, under state law, the MBTA
continues to report its net cost of service to the Commenwealth on a calendar year basis for reimbursement and
assessment purposes. The following table sets forth for the calendar years ended December 31, 1990 through
December 31, 1994 (estimated), the amounts of {i) the MBTA's cost of service in excess of the MBTA’s income
from its own sources, (ii) federal operating assistance, (iii) Section 28 contract assisiance, (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 nct cost of service allacated 10 such year,
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MBTA Net Cost of Service Assessments
(in millions)

Less:
Additional
Cost of Less: Less: Contract Amaunt
Service in Federal Section 28 Agssistance and Interest Assessed
Year Ended Excess Operating Contract Other State and Other or o be
December 31 of Income Assistance Assistance (1} Assistance {2)  Subtotal Charges (3) Assessed
1990 5 5129 $ 183 $ 1157 $ 26 $106.3 $ 123 $11R.6
1991 5750 18.2 137.7 7.2 111.9 3.7 121.6
1992 607.0 18.2 155.8 315.4 117.6 7.0 124.7
1993 610.3 18.2 165.6 304 . X4) 122.3 5.5 127.8
1994 (5) 631.6 178 198.6 2962(6) 1200 100 131.0
SOURCE: Massachusetts Bay Transportation Authority.
{1) Contract assistance under Section 28 of the MBTA’s enabling act for payment of a portion of debt service on certain of the MBTA's
indebiedness,
(2) Additional contract assistance and other state assistance provided by the Commonwealth.
{3 Includes interest and other charges incutred in state borrewings by the Commonwealth and Boston Metropolitan District expenses
of $25,000 in each year.
{4) The Commonwealth's fiscal 1995 budget contains appropriations, together with other prior appropriations, sufficient to provide this
amount of additional state assistance.
)] Estimated.
{6) The Governor's fiscal 1996 budget recommendation contains appropriations, together with other prior appropriations, sufficient to

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 authoritics 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 Commonwealth also is required under applicable stawtory 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 Commonwealih recovers such amounts as are not paid by its contract assistance by
assessments on the cities and towns served by such authorities. The Comumonwealth is required under applicable
statutory provisions relating to the regional transit authorities to provide contract assistance to 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 $33.0 million. Fiscal 1996 payments are expected
to be approximately $35.3 million. The Steamship Authority is currently self supporting, requiring no net cost of
service payments or contract assistance,

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 supported 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 expenditures increased by $48.2 million, or 1.2%, to $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 $4.585 billion, which is $209.0 million or 4.8% more than fiscal 1993. Fiscal 1995
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cxpenditures are estimated to be $4.857 billion, which 1s $272 millien or 5.9% more than fiscal 1994. A large
share of the projected fiscal 1995 spending in this category $2.448 billion consists of spending on human services
programs other than Medicaid and public assistance detailed earlier. This other human services spending for fiscal
1995 includes expenditures for the Depariments of Mental Retardation ($712.5 miliion), Mental Health {($514.5
million), Social Services ($381.5 million) Public Health (3355.3 million) and other human Services programs
($484.2 million). The remaining $2.409 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 ($421.9 million) and for the Executive Office for Administration and Finance
($332.1 million), Communities and Development ($131.8 million), Environmental Affairs {$163.1 million},
Transportation and Construction ($92.4 million), Public Safety ($702.7 million) and Elder Affairs ($125.9 million).
The Governor's proposed fiscal 1996 budget recommends budgeted expenditures on other programs and services
of $4.999 billion.

State Workforce

As of December 31, 1994, the Commonwealth had approximately 63,983 full-time equivalent employees
("FTEs") in its standard workforce delivering programs and services funded by annual operating budget
appropriations and retained revenucs, This number does not include 393 scasonal FTEs or 126 members of boards
or commissions. Approximately 54,316 of these FTEs work in executive branch agencies (including the
Commonwealth’s colleges and universitics) under the control of the Governor, while the others work in the
Legislature, Judiciary and other entities constitutionally or legaily independent of the Governor (¢.g., the offices
of the State Treasurer, the Sccretary of State, the State Auditor and the Attorney General). During fiscal 1994
approximately $2.4 billion was expended for salaries for siate employees funded through the annual operating
budget. Between June 1988 and December 1994, the size of the standard workforce funded through the annual
operating budget was reduced by approximately 16,356 FTE positions, or 20.4%. Between January 1991 and
December 1994, the size of this workforce was reduced by approximately 8,518 in agencies under the control of
the Governor, and by approximately 8,211 in the entire state government. The Governor bas successfully
implemented an aggressive program to reduce the state workforce since taking office in January 1991, through
attrition, layoffs, and an early retircruent program which took effect on July 1, 1992,

Budget-Funded Standard Workforce (1)

June 1988 January 1991 June 1994 December 1994
Executive Otfice 105 33 88 84
State Comptroller 119 101 103 13
Executive Departments:
Adminisiration & Finance (2) 4,434 3,985 3,412 3,353
Environmental Affairs (3) 3,319 3,019 2,229 2.246
Communities & Development 182 123 108 104
Health and Human Services 38.665 35.441 23,610 23,547
Transportation & Construction 3146 2,565 1,389 1,348
Board of Library Commissioners 19 14 14 14
Educational Affairs - .- 15 16
Educaticn 468 348 195 199
Higher Education 14,654 13,084 13,130 13,393
Puhlic Safety 3,405 1,833 8,827 8,772
Cconomic Affairs 97 64 99 104
Eldet Affairs 60 35 30 3
Consumer Affairs 755 725 LIES 611
Energy Resources 66 - .- -
Labor 464 443 390 392
Subtotal Under Governor's Authority 69,958 62, 833 54 255 54,316
Judiciary 6,157 5856 5.861 5927
Other (4) 4224 3.504 3.693 3.739
Total 80,339 72,193 63,809 63,983

SOURCE: Executive Office for Admimstration and Finance.
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(1) The Budget-Funded Standard Workforce excludes employees whose positions are established in accounts funded by Capital Projects
Fumds, direct federal grants, expendable crusts and other non-appropriated funds, as well as seasonal help, members of boards and
commissions, and staff of independent authorities. Numbers represent Full-Time Equivalent filled pesitions (FTEs), not individual

employees.
{2) Administration & Finance inchides the Disabled Persons Protection Commission.
3 Environmental Affairs includes the Low-Level Radioactive Waste Management Board.
IC:4) Other includes staff of the Legislamre and Executive Council, the offices of the State Treasurer, Secretary, Auditor, and Attorney

General, the eleven District Attorneys, and other agencies independent of the Governor. it excludes elected members of the Legislature
and Executive Council.

In addition to the standard workforce funded by annual operating budget appropriations, as of December
31, 1994, the Commonwealth has approximately 13,178 FTEs whose positions are established in accounts funded
from Capital Projects Funds, various direct federal grants, expendable trusts and other non-appropriated funds.
Virtually all of these employees work in the executive branch, over half of them in public higher education. 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 mid-summer.

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
Louery Commission generally is conducted directly by those entities. The Office of Employce Relations, acting
for the Secretary for Administration and Finance, conducts the collective bargaining negotiations with all other
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 subject 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 Lottery Commission, and public
higher education management negotiate 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. 1f the Governor does not recommend
the requested appropriation to fund contractual increases, he may refer the contracts back 1o the parties for further
negotiation.

Approximately 42,302 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 Commission 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 certain state
and metropolitan police are entitled to final and binding arbitration by a joint Labor-Management Committee,

All but one 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 1, 3 and 6) and the Massachusetts Organization of State Enginecers 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
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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 previous agreements uniil December, 1992, when the legislature overrode
the Governor's veto of legislalion to grant wage increases ot 6% etfective December, 1992 and 7.25% eftective
June, 1993, which approximated the aggregate increases originally provided during the three year terms of the 1990-
1993 agreements.

Negotiations for new coniracts are currently underway with the Alliance, MOSES, MCOFU, MNA and
COPS.

In April, 1992, the Commenwealth reached agreement with the Massachusetts Correction Officers Union
{representing unit 4) for a three year contract which expired December 31, 1994, The agreement provided for a
wage increase of 5.4% through job title upgrades, as well as an educational incentive program, poth of which were
implemented retroactive to January |, 1692, at a total cost of approximately $20.1 million through tiscal 1994. A
supplemental agreement 1o this contract, negotiated in May, 1993, provided for 5% salary increases effective
January 1, 1993, January 1, 1994 and July 1, 1994, and a longevity pay program effective March 1, 1993,

On July 1, 1992, the former Capitol, Metropolitan, Registry and State Police forces were consolidated into
the Massachusetts Department of Stale 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 cxpires june 30, 1995, The coniract grants a series of annual 6% salary increases, which are
estimated to cost approximately $14.9 million in fiscal 1995.

in March 1, 1994, the Commonwealth and the Massachusetts Nurses Association signed the successor
agreement (o the agreement that expired October, 1990, The new agreement, which expired December 31, 1994,
called for a 4% pay raise effective July 1, 1992, 2 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 agrecment to link an employee’s salary increase 1o his or her performance.
The agreement also provides for a reduction in overlime costs by paying employees at straight time for the first shift
of overtime worked in any work week in which the employce uses sick leave. The cost of this agreement in fiscal
1995 is estimated to be approximately $10.5 million,

Despite the present uncertainty with respect 1o the new agreements caused by fiscal conditions, the
Commonwealth believes that its relationship with its employees is reasonably good.
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The following table sets forth information regarding the cleven bargaining units that are within the
responsibility of the Office of Employee Relations.

Office of Employee Relations Bargaining Units

Contract FTEs Expiration
LUnit Barguining Union Type of Employee {All Funds) Dates
1 National Association of Government Employees Clercal 5.616 6/30/93
2 Alliance/American Federation of State, County & Non-professional hospital 11,056 6730493
Municipal Employees and Service Employees Internationat
Union
3 National Association of Government Employees Skilled trades 8§58 6/30/93
4 Massachusetts Correction Officers Federated Union Corrections 3,602 12/31/94
5 Coalition of Public $afery Police/Law enforcement 343 6/30/90
33 State Police Association of Massachuscrs State Police 1,941 6/30/95
6 National Asseciation of Government Employees Administrative 6,037 6/30/93
professionals
7 Massachusetis Nurses Associations Health professionals 2,130 12/31/94
8 Alliance/Service Employees [nternational Union Social workers 7.274 630493
9 Massachusetts Organization of Engineers and Scientists Lingineers/scientists 2,806 6/30/93
10 Alliance/Service Employees Internaticnal Union Secondary education 637 6/30/93
TOTAL 42,302

SOURCE: Executive Office for Administration and Finance. Number of Standard Workforce FTEs (funded from non-budgeted as well as
budgeted funds) as of December 31, 1994,

COMMONWEALTH BOND AND NOTE LIABILITIES

Overview

Under its constitution, the Commonwealth may borrow money (a) for defense or in antictpation 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 thai 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 members 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 individuat, or of any
private association, or of any corporation which is privately owned or managed.

The Commonwealth has waived its sovereign immunity and consented to be sued on contractual obl igations,
which term includes bonds and notes issued by it and all claims with respect thereto. However, the propenty 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 federal or Commonwealth statutes, if any,
hereafter enacted extending the time for payment or imposing ether constraints upon enforcement, insofar as the
same may be constitutionally applied. The United States Bankruptcy Code is not applicable to states.

Commonwealth 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
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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 tax receipts is dedicated for the payment of debt service. Special obligation 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 Comsmonwealth 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 Commonwealth Bond and Note Liabilities. Certain independent authorities and agencies within the
Commonwealth are statutorily authorized to issue bends 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 (c) 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 cerain 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 fund debt service, solely from
moneys otherwise appropriated to HECC, on certain community college program bonds issued by the Massachusetts
Health and Educational Facilities Authority, (iii) the obligation of the Commonwealth, acting through the Executive
Office of Public Safety ("EOPS"), to fund debt service from amounts appropriated by the Legislature to EOPS, on
certificates of participation issucd to finance the new Plymouth County Correctional Facility; and (iv) the obligation
of the Commonwealth 1o make lease payments from amounts appropriaicd by the Legislature with respect to the
Massachusetts Information Technology Center now under construction in Chelsea, Massachuserts. See "I[ndirect
Obligations.” In addition, the Commonwealth has liabilities 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 January 1, 1995.
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Commeonwealth Bond and Note Liabilities
January 1, 1995
(in thousands)

Long Term(1) Shon Term
COMMONWEALTH DEBT
General Obligation Debt $8,360,005(2) $264,132
Dedicated Income Tax Debt 831,210 0
Special Obligation Debt 403,770 0
Subtotal Commonwealth Debt 9,595,075 264,132
COMMONWEALTH SUPPORTED DEBT
MBTA 2.165.230 365,000(4)
Massachusetts Convention Center Authonty 173.064 ]
Massachusetts Government Land Bank 25,170 0
Boston Metropolitan District 47 685 [V
Steamship Authoriy 34,249 2,900
Regional transic authorities 30 67,417
Subtotal Supponed Debt 2,446 028 435317
COMMONWEALTH GUARANTEED DEBT
Higher education building autharities . 234,615 (5) [
Town of Mashpee 400 0
Subtotal Guaranteed Debt 235015 0
TOTAL COMMONWEALTII BOND AND
NOTE LIABILITIES $12276.118 69,445

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

n

()

(3)

{4}

(3

Long term debt includes discount and costs of issuance. Tloes not include long term capital lease obligations. See “Indicect
Obligations - Plymouth County Certificates of Participation”™ and "OTHER COMMONWEALTH LIABILITIES -- Long Term Capital
Leases".

Includes interest on Commenwealth general obligation capital appreciation bonds to be accrved from January 1, 1995 through their
maturity in the amount of $346.8 million. The Commonwealth also expects 1o issue $150 million of general obligation bonds on
March 2, 1995 for the purpose of financing various capital expenditures.

Represents $240 million of Commonwealth General Obligation Notes issued on November 22, 1994 for the purpose of financing the
MBTA’s net cost of service and $24.1 million of the Commonweaith’s "minibonds” {which are redeemable at the request of the holder
on one business day's notice and are treated as shom term liabilities). See "General Obligation Debt; Commonwealth General
Obligation Notes and Minibonds”.

The MBTA expects to issue $165 million of shorn-term notes for the purpose of refinancing a portion of its notes mamnng on March
I, 1995, As of February 22, 1995, the MBTA also has $139.0 million of commercial paper outstanding. See "Commonwealth
Suppornted Debt; MBTA".

On February 8, 1995, the Southeastern Massachusetts University Building Autherity sold $35,715,000 of bonds to be guaranteed by
the Commonwealth for the purpose of refunding approximately $35 million of these outstanding bonds. The University of Lowell
Building Autherity currently expects to issue approximately $24 million of bonds to be guaranteed by the Commonwealth in March,
1995, for the purpose of refunding approximately $26.7 million of these outsianding bonds and to finance cerain capital expendimres.

Trend of Long Term Bond Liabilittes. 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.



Long Term Bond Liabilities(1)(2)
Commonwealth Debt and Commonwealth Supported Debt
(in thousands)

General Dedicated Special Commonwealth Other

OblLgation Ineome Obhigation L.ong Term Debt MBTA Supponed
June 30 Bonds (33 Tax Debt Delnt Subtotal (43 Bonds Debt (5 Total (4
1940 $6.605 040 - $6.605,040 $1,283.765 $263,848 $8,152,653
1991 7.164.195 1,416,145 -- 8,580,240 1,475,480 247,574 10,303,394
1992 7.916.571 1.236.990 303,770 9,257,331 1,708,230 257,327 11,222 888
1993 B.082 823 1,044 B65 103,770 $.231,458 2,015,405 291,482 11,538,345
1994 ®.184.165 R3I9. R} 403 770 9,427,745 2,165,230 277.655 11,870,630

SOURCE: Office of the State Treasurer and the Cffice of the Comptroller,

{4}
(N

Does not include Commonwealth guaranteed debt. See "Commonwealth Guaranteed Debt”.

Quistanding bond liabilities include discount and costs of 1ssuance.

Does not inclwle Dedicated Ingcome Tax Debt. Commeonwealth general obligation bonds include interest on capital appreciation bonds
yet w be accrued from the end of the fiscal year indicated through their maturity in the following approximate amounts: fiscal
1990-$175.38 million: fiscal 19915399 64 million; fiscal 1992-$451.29 million; fiscal 1993-$389.40 million and fiscal 1994-$361.5
mithen.

Totals may not add due to rounding.

Includes bonds of the MCC A, the Steamship Authority, the Land Bank, and the Boston Metrapolitan District, Does not include bonds
of regwnal transir authorities.

Long Term Debt Analysis. The following table sets forth outstanding long term Commonwealth debrt and

Commonwealth supported debt as of the end of the fiscal years indicated and the ratio of such indebtedness to
certain economic indicators.

Tune 30

1994
1991
1992
1943
1994

Long Term Debt Analysis
Commonwealth Debt and Commonwealth Supported Debt

Net of CAB Interest

Amount {1)(2) Yet o be Accrued Ratio to Full Value Ratio to
(in_thousands) (in thousands) Per Capita (3) of Real Estate {4) Personal Income {5)
$8.152.653 $7.977.273 $1,226 213 5.87
14,303,394 9,903,754 1,652 .32 7.21
11.222 888 10,771,598 1.797 2.52 7.61
11,538,345 11,148,845 1,854 2.85 7.58
11,870,630 11,418,996 1,899 2.92 7.76

SOURCE: Office of the Stale Lreasurer and the Office of the Comptroller.

{n

4]

(5

Includes Commoenwealth general obligation honds, dedicated income tax bonds and Special Obligation Bonds, and bonds of the
META, the MCCA, the Steamship Authortity, the Land Bank and the Boston Metropolitan District. Does not include bonds of the
regional transit authonties.  Does not include Commonwealth guaranteed debt. See "Commonwealth Guaranteed Debt”,
Outstanding bond liabilities include discount and costs of issuance. Commonwealth general obligation bonds include interest on capital
appreciation bonds yer w be acerued from the end of the fiscal year through their maturity. See "Table of Long Term Bond
Liabilies: fordnote 3 above.

Based on United Stales Census resident population estimates for Massachusens of 6,016,000 far 1990, 5,995,000 for 1991 and 1992,
and 6,012,000 for 1993 and 1994,

Based on Commonwealth Department of Revenue equalized valuation of assessed real estate of $374.9 billion for 1990, $427.6 billion
tor 1991 and 1992 and $391.0 billion for 1993 and 1994,

Rased on Umited States Department of Commerce, Bureau of Economic Analysis total personal income of $135.9 billien for 1990,
$137.3 billion for 1991, $141.6 hillion for 1992 and $147.1 billion fer 1993 and 1994,
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Maturities of Short Term Debe. The following table sets forth the maturities of the Commonwealth’s short
term liabilities outstanding as of January 1. 1995.

Maturities of Short Term Liabilitics
January 1, 1995
(in thousands}

Regional
Transit Steamship
Month Due Commonwealth MBTA Authorities Autherity Totat
Minibonds (1) $ 24,132 -- - - $ 24,132
Commercial Paper -- $111,000 - - 111,000
(1 to 270 days)(2}
March, 1995 -- 185,000 - - 185,000
April, 1995 - - -- $2.900 2,900
June, 1995 240,000 - 19,325 - 259,325
Fiscal 1996 -- 180,000 48,092 -- 228 092
Toial $264,132 $476,000 $67.417 $2,900 $810.449
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 short term obligations.  See
"General Obligation Debt; Minibonds *.
) For a description of the MBTA's commercial paper program, see "Commonwealth Supported Debt; MBTA". As of Febmary 22,

1995, the MBTA has $139.0 million of commercial paper outstanding. For a description of the Commonwealth commercial paper
program, s¢e "General Obligation Debt; Commonwealth General Obligarion Notes”. As of Febroary 22, 1995, the Commonwealth
has no commercial paper outstanding.

General Obligation Debt

The Commonwealth issues general obligation bonds and notes pursuant te Chapier 29 of the General Laws
("Chapter 29"} Pursuant to Chapter 29, general obligation bonds and notes issued thereunder shall be deemed to
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 Commonwealth Fiscal Recovery Loan
Act of 1990 to meet the deficit attributabie 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
Recovery Bonds then outstanding, as certified by the Secretary for Administration and Finance in consultation with
the State Treasurer, are paid inte the Commonwealth’s General Fund. Debt service related to the Fiscal Recovery
Bonds in fiscal years 1995 through 1997 will not exceed approximately $279 million per annum. Fifteen percent
of the Commenwealth's income fax receipts for fiscal 1994 amounted to approximately $853.5 million, while in
fiscal 1995 it is estimated to amount to $304.1 million. The outstanding principal amount of the Fiscal Recovery
Bonds is not counted toward the statutory limit on outstanding direct bonds of the Commonwealth (see "Statutory
Limit on Direct Bonds"), and interest on the Fiscal Recovery Bonds is not counted toward the statutory 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
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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 Jater 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
1o facilitate the issuance of revenue and bond anticipation notes. Under the Commonwealth’s current commercial
paper program, the Commonwealth may issue up to $600 million of short term general obligation debt under three
series of notes; a line of credit is available through September 30, 1996 to secure up to $200 million of principal
of such commercial paper, letters of credit are available through October 31, 1996 to secure the balance of such
commercial paper. As of February 22, 1995, the Commonwealth has no commercial paper outstanding. The
Commonwealth’s most recent cash flow projection indicates that no more than $145 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 projection may cause the actual
cash flow of the Commonwealth 10 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 issued to fund the net cost of scrvice payments to the MBTA may be issued 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 January 1, 1995, the Commonwealth has
$240 million of outstanding transit notes which mature on June 15, 1995. As of January I, 1995, 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 small 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 inierest
payments; the redemption value accrues monthly. As of January 1, 1995 the Commonwealth had outstanding $24.1
million in such minibonds; if all outstanding minibonds were 1o have been redeemed by the helders thereof on such
date, the total redemption cost to the Commonwealth would have been approximately $33.5 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 currently 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. Speciat Obligation Bonds are not general obligations of the
Commonwealth. Chapter 33 of the Acts of 1991 authorizes the Commonwealth to issue Special Obligation Bonds
in an aggregate amount not to exceed $1.125 billion. As of January 1, 1995, the Commonwealth had outstanding
$403.77 million of Special Obligation Bonds, which includes $103.77 million of such bonds secured 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 January 1. 1995 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)
January 1, 1995
{in thousands}

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

[nterest on Debt Service
Fiscal CABs at Currenl Commoenwealth
Year Principal Maturity Interest Subtotal Principal Interest Subtotal Bonds
1995 (4) $354.559 ¥ -- $223,231 $577.790 $9.050 $11,197 $20.247 $598,037
1995 670,491 - 467,336 1,137,827 9,460 21,987 31,447 1,169,274
1997 698,060 - 423,475 1.121.535 9,845 21,604 31,449 1,152,984
1998 609,106 2,675 376,344 Y4,125 14,330 21,185 35,515 1,029,640
1999 534,083 9,704 342.671 886.458 15,010 20.508 35,518 921,976
2000 532,278 23,586 310,414 866,278 15,750 19,764 35,514 901,792
2001 484 026 61,445 282,384 827,855 16,555 18,957 35,512 863,367
2002 457,397 43,848 254 065 755,310 17,420 18,098 35,518 790,828
2003 447,475 59,609 229,893 736,977 18,585 16,929 35,514 772,491
2004 404 464 88,320 206,781 699,565 19,585 15,927 35.512 735077
2005 406,588 95,981 185585 688,154 20,665 14,852 35,517 723,671
2006 459,539 45,481 166,629 671,649 21,815 13,699 35,514 707,163
2007 491,466 14,985 143,172 649,623 23,050 12,467 35.517 685,140
2008 487,217 -- 118,098 605,315 24,365 11,148 35.513 640,828
2009 464 888 -- 90,935 555,823 25,740 9,771 35.511 591,334
2010 387,549 - 67,994 455,543 27.215 8,299 35,514 491 057
2011 and 850,485 - G1,922 942,407 115,330 16,424 131,754 1,074,161
thereafter
TOTAL §8!739!6‘?1 $ 451,634 !3!9801929 §13!l72!234 §403,770 $272 816 §6’?6!586 313!848!820
SOURCE: Office of the State Treasurer and the Office of the Comptroller.
(1) ‘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 vanable rate

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

{3) Excludes minibonds. Estimated debt service payable on outstanding minibonds (asswining interest is paid at maturity) in fiscal year
1995 is approximaiely $33.5 million.
{4 Does not include debt service paid in fiscal 1995 through January 1, 1995, including approximately $274.1 million of general

obligation bond principal, and approximately $253.9 million of general and special 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 timit. 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 Comumonwealth 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 and the Special Cbligation 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 Scplember 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 of the first day of each
fiscal year in which the statutory limit has been in cffect.

Statutory Debt Limit on Direct Bonds
(in thousands)

Outstanding Sty Limit

[dare [2irect Bonds on Direct Bonds
Julv 1. 1990 $6 010,063 36,800,000
Julsy 1. 19N f1,R53 D) 7,140 WX}
July 1. w92 6,937 50 7.497 (NK»
July 1. 1993 7,159,821 TRILRS0D
July 1. 1494 7.343,227 R,268,442
Fanuary 1, 1895 7.555 827 8,265 442

SOURCLE  Ofiice of the State Treasurer and the OiTice of the Comptroller.
Authorized But Unissued Debt

General obiigation bonds ot the Commenwealth 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 Commeonwealth in such year than to the tolal amount of authorized but unissued debt.
Autharized but unissucd general obligation debt at fiscal year end, and capital expenditures in the Capital Prejects
Funds, excluding the federally assisted highway construction fund, in the same fiscal year, are as follows:

Authorized but Unissued General Obligation Deht
{in thousands)

Authorized bue Unissued Capital
Dake General Obligation Debt Expenditures(1}
Jutie 3, 1960 $5.383,743 936,068
June 3, 199) 4 437 306 247 057
June 3t 1992 6,393,832 694,057(2)
June 3}, 1943 4,014,367 575,905
June 30, 1994 4,512,297 FO0.618
SOURCE  Office of the Compiroller.
{1 Dees not include $537.5 million, $1.892 billion, and $835.7 million of refunding bond proceeds paid to escrow agents in fiscal 1992,
fiscal 1993 and fiscal 1994, respectively, in order 1o decease then outstanding general obligation bonds.
3] Dogs not include $159.6 million deposited into the federally assisted highway construction fund to alleviate the fund deficit

accumulated therein.

As of December 31, 1994, the authorized but unissued general cobligation debt equalled $6.380 biilion,
which amount includes $1.670 billion allocable to transportation related projects authorized by the Legislature in
fiscal 1995.

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 amoum of authorized but unissued debt. Therefore, the change in authorized but unissued debt
at the end of any fiscal year is not intended to correlate to the change in the amount of debt outstanding as measured
and reported in conformity with GAAP.
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Pursuant to Chapter 33 of the Acts of 1991 {"Chapter 33"), the Commonwealth authorized the issuance
of $697 million of bonds for certain highway development and improvement projects which may only be issued as
Special Obligation Bonds. The Special Obligation Bonds will be sccured by a pledge of ail or a portion of the
revenues accounted for in the Commonwealth’s Highway Fund. In addition, certain general obligation bonds
authorized in Chapter 33 for such projects (which arc reflected as Autherized but Unissued Gencral Obligation Debt
above) may be issued as Special Obligation Bonds, with the aggregate amount of Special Obligation Bends not to
exceed $1.125 billion. Chapters 102 and 273 of the Acts of 1994 also authorize the issuance of up to $1.474 billion
of general obligation bonds for certain highway development and improvement projects, which bonds may also be
issued as Special Obligation Bonds. 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. Commonwealth support of
MBTA bonds and notes includes (1) a Commonwealth 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 Metropelitan District bonds and notes as they mature, (o the extent that
funds sufficient for this purpose are not othcrwise 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 {curreat expenses, including debt service and lease
obligations, minus current income). Commonwealth obligations with respect to the MBTA arc discussed at
"COMMONWEALTH PROGRAMS AND SERVICES -- MBTA and Regional Transit Authorities™. As of
January 1, 1995, 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 expects to issue $165 million of short-term
notes on March 1, 1995 for the purpose of refinancing a portion of its outstanding notes maturing on such date.
The MBTA also has established a commercial paper program in order to issuc bond anticipation notes for capital
purposes. Up to $200 million of debt under two series of notes may be issued under this program. The noles 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 February 22, 1995, $139.0 million of commercial paper notes were
outstanding under this program. As of January 1, 1995, the Boston Metropolitan District had approximately $47.7
million of outstanding long term bonds. See "Overview; Ouistanding 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 guaranice pursuant to
statutory provisions requiring the Commonwealth to provide each of these entities with funds sufficient 1o meet the
principal of and interest on their bonds and notes as they mature to the cxient that funds sufficient for this purpose
are not otherwise available to such entity; (2) the Commonwealth’s payment, under applicable statutory 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 transit 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 Januvary I, 1995, the regional transit authorities had
$30,000 of outstanding long term bonds and $67.4 million of outstanding short term notes. As of January 1, 1995,
the Steamship Authority had $34.3 million of cutstanding long-term bonds and $2.9 million of outstanding short-
term notes. One regional transit authority currently expects to issue $9,000,000 of certificates of participation in
February, 1995 in order to finance the leasing of a number of buses. The obligations of the regional transit
authority will be subject to annual appropriation. 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
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debt service on $200 million of bonds outstanding at any one time. The assistance contract is a gencral obligation
of the Commonwealth for which its full faith and credit are pledged. As of January 1, 1995, the MCCA had $173.7
million of outstanding leng term bonds on which the Commonwealth wiil pay approximately $24.6 million in debt
service contract assistance payments in fiscal 1995. See "Overview; Quistanding Bond and Note Liabilities” and
"COMMONWEALTH BUDGET, FINANCIAL MANAGEMENT AND CONTROLS -- Overview of Capital
Spending Process and Controls; Five Year Capital Spending Plan.”

Muassachuseirs Governmens Land Bank. The Land Bank assisis 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
assislance payments for debt service obligations of (he Land Bank of up 10 $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 Commenwealth for which the full faith and credit of the Commonwealth are
pledged. As of January 1, 1995, the Land Bank had $25,170,000 of bonds outstanding, which are secured by the
contract assislance from the Commonwealth, as described above. Sc¢e "Overview: Ouistanding Bond and Note
Liahilities".

Commonwealth Guaranteed Dehbt

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 47}, such housing authoritics financed housing projects by issuing Commonwealth 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 authoritics 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. Chapler 4 also provides that no
guaranteed notes may be issued unless a contract for grants which may be usced to retire such notes is in effect.
Housing authoritics may issue revenue bonds to finance privatcly owned housing developments under a program
authorized by the Legislature in 1984 (the "TELLER program"), but may not pledge their credit to secure such
bonds. As of January 1, 1995, local housing authorities had no outstanding long term bonds guaranteed by the
Commonwealth. See “"Overview; Ouistanding Bond and Note Liabilities”.

Higher Education Building Authorities.  Four higher education building authorities, created to assist
institutions of public higher education 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 10 such guarantee, certain revenues of these authorities, including
dormitory rental income and student union fees, are pledged 1o their respective debt service requirements. While
revenues thus far have been sulficient to meet debt service requirements, they have not been sufficient in al] cases
to pay operaling costs. In such cases, the operating cosls have been met by Commonwealth appropriations. As
of January I, 1995, the higher education building authorities had $234.6 million of cutstanding iong term bonds
guaranteed by the Commonwealth. On February 8, 1995, the Southeastern Massachusetts University Building
Authority sold $35,715,000 of bonds (guaranteed by the Commonwealth) for the purposc of advance refunding
approximately $35 million of outstanding bonds. The University of Lowell Building Authority currently expects
to issue approximately $24 million of bonds to be guaranteed by the Commonwealth in March, 1995, for the
purpose of refunding approximately $20.7 million of outstanding Commonwealth guaranteed bonds and to finance
certain capital expenditures. See "Overview; Outstanding Bond and Note Liabilities" .

Indirect Obligations

Massachuserts Housing Finance Agency and Massachusetts Home Morigage Finance Agency. The
legislation establishing the MHFA limits the outstanding indebiedness of MHFA issued for the purpose, among
others, of financing certain multi-family housing projects within the Commonwealih to $2.7 billion of bonds ot notes
(excluding certain notes issued for construction financing) and limits the proportion of such indebtedness that may
be evidenced by notes rather than bonds.
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MHFA also provides mortgage loan financing with respect to certain single-family residences within the
Commonwealth. The acts establishing MHFA and the Massachusetts Home Mortgage Finance Agency ("MHMFA")
place a $1.7 billion aggregate limit on outstanding indebtedness of both MHFA and MHMFA to finance
single-family housing. MHMFA no longer has agy bonds outstanding and the issuance of additional debt of
MHMEA is not currently contemplated.

Bonds and notes issued by MHFA are solely the obligations of MHFA, payable directly or indirectly from,
and secured by a pledge of, revenues derived from MHFA’s mortgage on or other interest in the financed housing.
MHFA'’s enabling legislation also permits, and certain resolutions authorizing the respective issuance of muiti-family
and single-family housing bonds 10 date have required, the 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 January 1, 1995, multi-family obligations of the MHFA totaled approximately $2.3 billion (of which
approximately $700 million were secured by capital reserve funds) and single-family obligations of the MHFA
totaled approximately $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 $429 million for multi-family bonds and approximately $410 million for 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 1o students and
other users of the projects financed. As additional security for the Community Colleges Bonds, the Commonwealth,
acting through the Higher Education Coerdinating Council ("HECC"), entered into a Contract for Financial
Assistance, Maintenance and Services with HEFA. Pursuant to this contract, HECC agrees 1o 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 cbligation”, 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.

Phymouth County Certificates of Participation. 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, entered 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, regardless 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. In November, 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
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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 to be known as the
Massachusetts Information Technology Center, which will be used as a tax processing facility of the Department
of Revenue ("DOR"} of the Commonwealth and a data precessing information sysiem center for DOR and certain
other departments and agencies of the Commonwealth. The Chelsea Bonds bear interest at a variable rate and
MIFA 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 equal to the interest due on the Chelsea Bonds and be obligaled
to make fixed rate payments in exchange therefor. Simultaneously with the issuance of the Chelsea Bonds, the
Commonwealth entered into 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 Commonwezlth do
not constitute a general obligation er a pledge of the full faith and credit of the Commonwealth and are subject 10
annual appropriation by the Legislature. The Chelsea Bonds are limited obligations of the City and do not constimie
a debt or pledge of the faith and credit of the City.

OTHER COMMONWEALTH LIABILITIES
Retirement Systems and Pension Bencfits

Commonwealth Responsibility for Pension Costs. The Commonwealth is responsible for the payment of
pension benefits for Commoawealth employees (members of the state employees’ retirement systern) and for
teachers of the cities, towns and regional school districts throughout the state (members of the teachers retirement
systemn, except for teachers in the Boston public schools who are members of the State-Boston retirement system
but whose pensions are also the responsibility of the Commenwealth). Employees of cenain 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 responsibility, beginning in fiscal 1982, for
payment of cost-of-living adjustments 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 Emplovee 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 L, 1979.

The systems were originally established as "pay-as-you-go" systems, meaning that amounts were
appropriated each year to pay curreni benefits, and no provision was made to fund currently the future liabilities
already incurred. In fiscal 1978 the Commonwealth began 1o address the unfunded liabilitics 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 to the pension reserves during the
mid-1980’s, in addition to the pay-as-you-go pension costs during thosc years. As of December 31, 1994 the state’s
pension reserves, now administered by the Pension Reserves Investment Management Board, had grown to
approximately $4.925 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 empioyment with less than ten years of service and any amounts from the funding schedule
described below in excess of pension paymenis.

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 Icgislation 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 |, 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 10 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
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Secretary is also required to conduct experience investigations every six years.

Funding schedules are required to 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
QOctober 26, 1994, (A different schedule, which was disapproved, had been originally filed on February 28, 1994.)
If a schedute is not approved by the Legislature, payments are to be made in accordance with the most recent
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
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 to 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 $ 889,985 2012 $2.215,826
1996 927,508 2013 2,300,966
1997 965,903 2014 2,389,980
1998 1,004,764 2015 2,483,009
1999 1,043,109 2016 2,580,443
2000 1,091,988 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
2007 1,519,931 2024 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 systems, 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 anmual 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 liability exceeded accumulated assets set aside
therefor and represents the present value of the amount that would have to be contributed in the future in addition
to normal costs in order for the liability to be fully funded.
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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 1995, 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. See "INVESTMENT POLICIES" for information
regarding the investment policies relating to the Commonwealth’s pension funds.

Long Term Operating Leases

In addition to Commonwealth owned buildings and facilities, the Commonwealth leases additional space
from private parties. In fiscal 1994, 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, 1994 are set forth below. These amounts represent expenditure commitments of both budgeted and
non-budgeted funds.

Operating Leases
June 30, 1994
{in thousands)

Fiscal Year erating Leases
1995 $86,460

1994 66,707

1997 53,430

1998 43,314

1999 28,524

2000 and thereafter 8,224
§286.659

SOURCE: Office of the Comptroller.

Long Term Capital Leases and Certificates of Participation

In certain circumsiances, the Commonwealth has acquired certain types of capital assets under long term
capital leases or through the issuance of certificates of participation ("COPs"). Typically, these arrangements relate
1o compuier and telecommunications equipment, and to motor vehicles.,

Long term total principal and interest obligations at June 30, 1994 related to capital leases and COPs are
as follows:

Capital Lease and COP Obligations
June 30, 1994
(in thousands)

Fiscal Year Capital Leases COPs
1995 $24,355 $2,668

1996 19,464 2,670

1997 14,428 2,671

1998 9.877 2,668

1999 7,196 2,671

2000 and thereafter 6,125 2,673

§81!445(1) ilﬁlﬂ?.l{]}

SOURCE: Office of the Comptroller.

(1) As of June 30, 1994, the principal amounts of these obligations were $50,954,000 and $12,687,000 for capital leases apd COPs
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 t¢ 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 mitlion in Commonwealth maiching 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 legisiation authorizes the State Treasurer to issue up to $122.3 million of Commonweaith general
obligation bonds to fund Commonwealth grants to the Trust to capitalize the revolving fund and to finance other
costs of the revolving fund program. :

Capitalization grants 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 1o local governmental units 10 finance
eligible projects or to directly fund such loans. 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 Januvary 1, 1995, the Trust had
approximately $392.8 million of bonds outstanding for such purposes. At such date, approximately $143.4 million
of direct loans from the Trust to local povernmental units were also outstanding, of which approximately $26.7
million were temporary interim loans which are expected to be refinanced from the proceeds of bonds to be issued
by the Trust during fiscal year 1995 and approximately $116.7 million were direct loans to the City of New Bedford
which are expected to be refinanced from the proceeds of bonds 1o 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 25% and 90% of the eligible cost of the financed project. Financial assistance
sufficient to result in a 25% grant eqliivalency (or approximately 50% in the case of eligible direct loans) is provided
either 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 Commonweaith. The Trust’s enabling legislation
directs the State Treasurer to enter into contract assistance agreements with the Trust for such purpose providing
for annual contraci assistance payments to the Trust of up to $20 million in the aggregate in each fiscal year through
fiscal year 2025. The contract assistance agreements 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.

Legislation was filed by the Governor in October, 1994 10 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 revelving 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 1o 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 thereafter 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. The Legislature did not act upon the proposed legislation by the end of the calendar 1994 session and
it has been refiled during the calendar 1995 session.

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
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program, cities, towns, regional school districts and the three counties that maintain agricultural schools can obtain
reimbursements 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 municipality and may
range from 50% to 90 % of total construction costs. School projects for the purpose of eliminating raciat imbalance
are eligible for 90% reimbursement. Grants are usually payable over a period of up to 20 years io defray a portion
of the debt service on city, town, district or county bonds issued to pay construction costs. Payment is made 0
cites, towns, regional school districts and countics from amounts annually appropriated for the schoo! building
assistance program. The following table shows the amount of the Commonwealth’s obligation to pay such grants
as of June 3G, 1994,

School Building Assistance Obligations
(in thousands)

Budgeted Budgeted
Schoul Building School Building
Fiscal Ycar Assistance Obligations Fiscal Year Assistance Obligations

1995 $167,586 2005 106,903
1996 1549 107 2006 101,954
1997 152 95% 2007 98.231
1998 139,629 2008 93219
1999 131,304 2009 86,860
2000 127,763 2010 79,545
20601 123,923 2011 65,212
2002 12,238 2012 42272
g X] 117,724 013 29777
2004 112,104 2014 14,399
Total $2.070 709

SOURCE: Department of Education, School Faculites Service Bureau.
Unemployment Compensation Trust Fund

The assets and liabilities of the Commeonwealth Unemployment Compensation Trust Fund are not assets
and liabilities of the Commonwealth. As of December 31, 1994, the Massachusetts Unemployment Trust Fund had
a surplus of $160 million. The Department of Employment and Training’s January 1995 quarterly report indicated
that the additional increases in contributions provided by certain 1992 legislation should result in a private
contributory account balance of 3362 millior in the Unemployment Compensation Trust Fund by December 1995
and rebuild reserves in the system to $1.4 billion by the end of 1999, Scc "Exhibit A - Economic Information”
under the heading "Employmeni--Unemployment”.

INVESTMENT POLICIES

For information with respect 1o the investment of Commonwealth funds, see note 4 to the fiscal 1994
statutory basis financial statements attached as Exhibit B and Note 3 to the fiscal 1994 GAAP basis financial
statements attached as Exhibit C.

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 s 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 chatlenging the Commonwealth’s reimbursement
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rates and methodologies. To the extent that such actions result in judgments requiring the Commonwealth Lo provide
expanded services or benefits or pay increased rates, additional operating and capital expenditures might be needed
1o implement such judgments. In June, 1993, in an action challenging the Commonwealth’s funding of public
primary and secondary education systems on both federal and state constituiional grounds Webby v. Dukakis
(Supreme Judicial Court for Suffolk Coumy No. 78-179) (now known as McDuffy v. Robertson, 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 currcntly fulfilling this constitutional duty. However, the court
also ruled that no present statutory enactment is to be declared unconstitutional. The court further ruled that the
Legislature and Governor are to 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 becn taken. 1t 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,

Massachusetis Hospital Association v. Rate Setting Commission (Suffolk Superior Court No, 89-3215)
challenges an element of the Medicaid rate setling methodology for hospitais. On October 12, 1993, the case was
scttled with the hospital association and most acuie hospitals, thercby reducing the Commonwealth’s potential
liability in the pending case or in related rate appcals (o approximately $10 million.

In Massachuseiis Hospital Association et al. v. Department of Public Welfare et al. (Sutiolk Superior Court
No. 90-7116B), the Massachusetis Hospital Association and a group of chronic care hospitals scck an injunction
to compel the Department of Public Weifare to pay for Medicaid patients at chronic care hospitals at rates which
were set by the Rate Setting Comumission but disapproved by the Department of Public Welfare under its statutory
authority 10 veto rates, The defendants were granted summary judgment on all claims, except the hospitals’ ¢laim
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 under adviscment in the Supreme Judicial Court.

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 chalienged 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 pretiminary injunction and the parties have commenced discovery.

Challenges by residents of five state schools for the retarded in Ricei 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 faciities in question and to provide scrvices and community 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 fina! 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 contains
requirements regarding staffing, maintenance of effort (including funding) and other matters.

In Hodge et al. v. Gatlanr (Suffolk Superior Court No. 93-0290G). 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 preliminary injunction and class certification. If plaintiffs were
10 prevail on their claims and the Commonwealth were required to provide all of the services sought by plaintiffs
to all similarly situated persons, a substantial increase in the annual cost 10 the Commonwealth of these services
might eventually be required. The Department of Public Welfare currently estimates this increase to be as much
as $200 million per year.

Environmental Marters. ‘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 sceking to enforce the clean-up of Boston Harbor. United States v. Metropolitan
District Commission (U.S. 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 liability to the Metropolitan District Commission, has assumed
primary responsibility for developing and implementing a court approved plan and timetable for the constructicn
of the treatment facilities necessary to achieve compliance with the federal requirements. The MWRA did not meet
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the July 1994 court-ordered date for start-up of the first two primary treatment batteries and related facilities,
although (esting of the major portion of the new facilities has since been substantially completed and the MWRA
has begun to introduce flow into the new plant. The MWRA has also experienced significant delays on its two
related tunnel projects, due to a number of factors. The MWRA did not meet the December 1994 court-ordered
date for completion of the inter-istand tunnel, and does not expect 10 meet the July 1995 date for completion of the
outfall tunnel. The MWRA has kept the court apprised of the delays and other aspects of the project through
regular court reports. The court has previously recognized some of the problems encountered by the MWRA due
to 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 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 $1.54 billion to be speat on or after July 1, 1994, Under the Clean Waler
Act, the Commonwealth 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 state law from raising revenues
necessary (¢ comply with such a judgment,

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 1o 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 $1¢ 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 broughi by associations of bottlers challenging the 1990 amendments to the bottle bill which escheat abandoned
deposits to the Commoenwealth, Plaintiffs claim a taking; the Commonwealth claims legitimate regulation of
abandoned amounts. The case involves about $22 million annually, from January, 1990 (i.e., approximately $100
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 employecs’ percentage share of their group health insurance premiums from 10% to 15% 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 budget for fiscal 1995
has a similar line item. On February 9, 1995, the Supreme Judictal Court vacated the Superior Court’s decision
and declared that the fiscal 1994 line item did not violate the contracts clause. Several other unions have filed a
comparion suit asserting that the premium increase similarly violated other collective bargaining agreements.
Alliance, AFSCME/SEIU, AFL-CIO, et al. v. Commonwealth, et al., Suffolk Superior 94-3438-E. This latter suit
is in its initial stages. Prior to the Supreme Judicial Court’s decision, the Commonwealth's aggregate liability for
all unionized employees was estimated to have been 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 to imply that the
Commissioner has conceded any liability whatsoever. In BayBank, et al. v. Commissioner of Revenue, the banks
challenge the inclusion of income from tax exempt obligations in the measure of the bank excise tax. The Appellate
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 abaterment pending with the Commissioner of Revenue or with the Appellate Tax Board. The
Supreme Judicial Count is expected to hear the appeal in March, 1995. $.J.C. Docket No. 6518, Approximately
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$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 {0 the Appeals Court or the Supreme Judicial Court.

The Commonweaith also appealed an April, 1994, a decision of the Appellate Tax Board which granted
abatements to 12 Massachusetts banks in 102 consolidated appeals for tax years from 1984 to 1990. The Appellate
Tax Board decision held thai the measure of the bank excise tax did not include amounts paid by the banks in excess
of face value to acquire federally-exempt bonds. The Commissioner of Revenue contends that these payments do
not qualify for any deductions allowable under the Internal Revenue Code and, accordingly, cannot be deducted
from gross income subject to the bank excise. The Supreme Judicial Court has granted the banks’ application for
direct appellate review of the appeal. The expected liability is approximately $10 million, including similarly-
situated banks and tax years after 1990. Commissioner of Revenue v. BayBank Middlesex, et al., 5.J.C. Docker No.
66583,

Other Fiscal Matters. In County of Barnstable er al. v. Commonwealth (Suffolk Superior Court
No0.90-7439B) 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 tmoney necessary to
maintain their courthouses at the "constitutional minimem™ 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 twoe 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 was ordered in December, 1994. In early January 1995, the Supreme Judicial Court for
Suffolk County reported to the full Supreme Judicial Court certain questions regarding the correciness of the
Superior Court’s findings and rulings, the process by which the Court will identify the facilities and services
necessary to meet the constitutional minimum, and the nature of any remedy that might ultimately be entered.

In Hayward v. National Information Systems, Inc. (Norfolk Superior Court No. 92-2361), a lottery player
seeks recovery of a $9 million jackpot allegedly wrongfully denied him by the State Lottery Commission. The
player seeks 1o have that amount trebled under the Commenwealth’s Censumer Protection Act. The Superior Court
has denied the Commonwealth’s motien for summary judgment. A trial date of February 21, 1995 has been set.

MISCELLANEOQOUS

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
purpott 10 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 Information 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 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
1o this Information Statement shall, under any circumsiances, create any implication that there hias been no change
in the affairs of the Comunonwealth or its agencies, authorities or political subdivisions since the date of this
Information Statement, except as expressly stated.
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CONTINUING DISCLOSURE

The Department of the Staie 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 Ashbaurton 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, Executive Office for Administration and Finance, State House, Room 373,
Boston, Massachuserts 02133, telephone (617) 727-2040. Questions regarding legal matters relating to this
Information Statement should be directed to Walter J. St. Onge, IIl, 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/ Charles D. Baker
Charles D. Baker
Secretary for Administration and Finance

February 22, 1995
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EXHIBIT A

ECONOMIC INFORMATION

The information in this section was preparcd by the Massachuseits Institute for Social and Economic
Research (“MISER”) at the University of Massachusetts at Amherst 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 abour Massachusetts, The
demographic information and statistical data, which have been obtained by MISER from the sources indicated,
do not necessanly present all factors which may have a bearing on the Commonwealth's fiscal and economic
affairs.

All information is preseated on a calendar-year basis unless otherwise indicated. Information is
current as of January 13, 1995. 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. The 1990 United States census count for Massachusetts was 6,016,425 or 4.9 percent more than the
5,737,093 counted in 1980. While the Massachusetts population did not increase significantly between 1989
and 1993. it increased by 0.4 percent between 1993 and 1994. Bureau of the Census estimates for 1994 show
the Massachusetts population to be 6,041,123. In contrast, the total United States population increased by
approximately 9.8 percent between (980 and 1990, 3.6 percent between 1990 and 1993, and 1.0 percent
between 1993 and 1994, 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 Boston-Washington
corridor, which includes the states of Massachusetts, Maryland, Delaware. Rhede Island, 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 reai income levels have even declined in Massachusetts since 1988 (even as rea) income
levels in the United States continued to grow), real income levels in Massachusetts in 1993 remained well above
the national 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, pay has grown at a rate two to three percentage points higher than
that of the United States. As a result, preliminary data for 1993 show that the average level of pay in
Massachusetts was $30,229 while that in the United States was $26,362. Some of the differences berween
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. In November 1994, the CPI-U for the Boston Metropolitan area
was 156.7 while that for the United States was 149.7; the percentage change from November 1993 was 1.4
percent and 2.7 percent, respectively. In addition to high income levels, Massachusetts has maintained a
poverty rate well below the national average. In 1993, 10.7 percent of the Massachuselts population was below
the poverty line, while 15. percent of the population of the United States fell below the poverty line.
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Employment. Total employment levels in Massachusetts, which had declined berween 1989 and 1992,
grew at a rate of 1.7 percent between 1992 and 1993. The only employment sector which did not grow in
1993 was the manufacturing sector, which has experienced declining employment levels since 1985. The
sector employing 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 employment 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 1993, however, the rate of unemployment in
Massachusetts was not considerably higher than that of the United States: 6.9 perceat compared to 6.8 percent.
In December 1994, the unemployment rate in Massachusetts was 5.7 percent compared with a national
unemployment rate of 5.4 percent.

Economic Base and Performance. Massachusetts has a diversified economic base which includes
traditional manufacturing, bigh technology, and service industries. A substantial portion of products produced
by these and other sectors is exported. Massachusetts ranked eleventh in the United States with nearly $12.2
biilion in international exports in 1993, Like most other industiial 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, health care and
business services,

Massachusetts is a leader in research and development of biotechnology, biomedical technology.
software, robolics, and other high technology products. A large proportion of the Massachusetts total work
force is employed in high technology related jobs. Nine of the fourteen 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 total employment in the state. The concentration of world-renowned research institutions, as well a
targe number of smaller firms, has helped make Massachusetis a national ceater for high technology industries.

The recession of the late 1980s and early 1990s reversed the good fortunes which the construction
industry felt in the mid-1980s. The industry is recovering in the {990s, however. Housing permits issued in
Massachusetts increased by 29.1 percent in 1992 and by 6.7 percent in 1993. This follows a prolonged decline
in demand that extended from 1986 to 1991. Relative housing prices in Boston continue to outpace those of the
rest of the nation, however. In 1983, the price for a singte family home in the Boston Metropolitan area was 8
percent higher than the national average; by 1993, home prices were 61 percent higher than the naticnal
average.

The travel and tourism industry represents a significant component of the overall Massachusetts
economy. The Massachusetts Office of Travel and Tourism estimates that a total of 31.9 million peopie visited
the Commonwealth in 1993,

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 regional
economy. The Massachusetts population is well-educated relative to the United States population, with 27.2
percent of Massachusetts residents over the age of 25 having received Bachelor’s degrees, compared to 20.3
percent of the United States population. In addition, per pupil spending on public primary and secondary
education in Massachusetts has been significantly higher than the national average since 1980. Preliminary
estimates for the 1993-94 academic year show that Massachusetts spent twenty percent more per pupil than the
national average.

The cancentration of fechnical, 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
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throughout the state. The largest and best known of these institutions include Amherst College, Boston
College, 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, Weilesley 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 Israei, and Brigham and Women’s Hospitals and
the Lahey Clinic. The Massachusetts medical establishment is recognized intemationaily as a center for health
services, medical teaching, and research, atiracting patients and health 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 related research and development continues to grow.

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 major 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 twenty fourth in the world in total air cargo
volume, handling nearly 700 millicn pounds of total cargo. Massachusetts also has several deep-water seaports.
The Port of Boston handled more than 16 million 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,
295 and 495, 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 rated 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 deusity 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 Island
and New Jersey have a greater population density, Massachusetts ranks third among the states in percentage of
residents living in metropolitan areas: 9%6.2 percent of Massachusetts residents live in metropolitan areas,
compared with a oational average of 79.4 percent.

The City of Boston, the largest city in New England, bas 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
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than 70 percent of Worcester's total employment. As a major medical and educational 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 Mutual Life Insurance Company, the
Milton Bradley Company, and Smith and Wesson. In addition, Springfield is home to four independent
cotleges.

As the following chart indicates, the percentage change in population in Massachusetts since 1971 has
been both fower and more erratic than the change in population for the United States as a whole. While this
trend is simular 1o that experienced by New England, it differs considerably from the steady growth rates for the
United States over the same period of time. Between 1989 and 1993, the rate of population growth in
Massachusetts has been essentially zero. In 1994, however, the population of Massachusetts grew by 0.4
percent, compared te a 1.0 percent increase for the United States,

Percentage Change in Total Population, 1971-1994
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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, 1970-1994
(in thousands)

Massachusetts New England United States
Percentage FPercentage Percentage

Year Total Change Teial Change Toiwai Change
1976 5,704 11,735 203,799
1971 57139 0.6% 11,878 1.2% 206,818 1 5%
1972 5,762 0.4% 1,996 1.0% 209275 12%
1973 5,784 0.4% 12,088 0.8% 211,349 1.0%
1974 5717 0.1% [2,148 0.5% 213,334 09%
1975 - 5,762 03% 12,157 0.1% 215,457 1.0%
1976 5,749 01% 12,176 0.2% 217,554 1.G%
1977 5,744 Q1% 12,207 0.3% 219,761 1.0%
1978 5,743 0.0% 12,257 0.4% 222,098 1.1%
1979 5,746 0.1% 12,345 0.7% 224,564 1.1%
1930 5,737 0.2% 12,349 0.0% 226,542 0.9%
1981 5.769 0.6% 12,436 0.7% 228,466 1.3%
1982 5,771 0.0% 12,468 03% 231,664 1.0%
1983 5,799 0.5% 12,544 0.6% 233,792 0.9%
1984 5,841 0.7% 12,642 0.8% 235,825 0.9%
1985 5.881 0.7% 12,741 08% 237,924 0.9%
1986 5.503 0.4% 12,833 0.7% 240,133 0.9%
1987 5,635 0.5% 12,951 09% 242,289 09%
1988 5,980 0.8% 13,085 1.0% 244,499 0.9%
1989 6,015 0.6% 13,182 0.7% 246,819 0.9%
1950 6,016 0.0% 13,207 0.2% 248,718 08%
1991 5,002 0.2% 13,209 0.0% 252,131 1.4%
1992 5,999 0.0% 13,203 0.0% 255,028 1.1%
1993 6,018 03% 13,235 0.2% 257,783 1.i%
1994 6.041 0.4% 13,270 03% 260,341 1.0%

SQOURCE: United States Department of Commerce, Bureau of the Census.
1970, 1980, and 1950 estimates are as of April 1; estimates for other
years are a5 of July 1.

Net migration has not significantly centributed to changes in the Commonwealth's total population
during the last decade, although preliminary evidence suggests that oul-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 Massachusetts population between 1980 and
1990, by five year classifications of ages.
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Net Change in Massachusetts Pdpulan'on, by Age, 1980-1990
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The next fifteen years 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.

Distribution of Massachusetts Population by Age, 1990-2010
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The following table shows 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 (Prafected)

Age Number Per. of Tewad Number  Pet. of Total Number Pet. of Towal
Under 5 ' oAt 7.0% 362 6.1% 335 5%
5t0 1% 1140 18.9% 1218 20.5% 1177 19.3%
20 to 24 : 51T 6% 351 59% 451 74%
250 34 _ - 1099 18.3% 834 14.0% 760 12.5%
35 to 44 o 814 152% 1015 17.1% 820 13.5%
45 to 54 596 2.9% 308 13.6% 940 15.4%
55 to 64 o 514 "8.5%. . 521 8.8% 732 C12.0%
65 and over 815 13.5% 842 14.1% 381 14.5%

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

PERSONAL INCOME, CONSUMER PRICES, AND PQVERTY

Personal Income. Since 1970, real and nominal per capita income levels have been consistently higher
in Massachusetts than in the United States. Between 1982 and 1988, real income levels in Massachusetts grew
at an annual rate higher than that for 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. In fact, between 1989
and [991, real per capita income levels in Massachusetts actually declined. Despite two years of positive
growth, per capita real income in 1993 in Massachusetts was more than one thousand doilars befow 1988 levels:
$24,475 compared to $25,590. In contrast, real income [evels in the United States have grown at a positive rate
in nine of the ten years since 1983 and were higher in 1993 than at any time in the previous twenty-two years.
Nevertheless, per capita income in Massachusetts remained considerably higher than that in the United States in
1993: $24,475 versus $20,781. In addition, per capita personal income in Massachusetts was fifth highest
among the fifty states in 1993, The following chart illustrates real per capita personal income in Massachusetts,
New England, and the United States since 1970.

Per Capita Personal Income, 1970-1993
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The following table compares per capita personal 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

Year MA MNE. U5, MA MNE. U5 MA N.E. {5,
1970 4,515 34,445 $4,047 $17,173 $16,554 - $i5,072 N
1971 4,771 4,665 4,294 17,286 j6,644 15,31 0.7% 05% 1.6%
1972 5,130 5,013 4,659 17,949 17,330 16,106 38% 4.1% S5.1%
1973 5,564 3,466 5,168 18,374 17,789 16,819 24% 27%  44%
1974 6,033 3,927 5,628 18,017 17,372 16,496 19% 23% -19%
1975 6,445 6,314 6,045 17,664 16,959 16,236 2.0% -2.4% -1.6%
1976 6,988 6,902 - 6,629 17,808 17,528 16,835 0.8% 34%  3.7%
1977 7,620 7.537 T.267 18,464 17,972 17,328 3.7%  25% 2.9%
1978 8,466 8,330 C 8117 19,495 18,572 17,949 56% 33% 131%
1979 9,448 5,374 9,017 19,735 18,658 17.947 1.2% 0.5% 0I1%
1980 10,659 i0,582 9,940 19,731 18,557 17,431 00% O5% -29%
1981 11,805 11,729 11,009 19,662 18,645 17,501 03% 05% 04%
1982 12,750 12,604 11,583 20,412 18,873 17,344 13% 1.2% 09%
1983 13,778 13,558 12,223 21,106 19,670 17,733 34% 42% 22%
1984 15,326 15,034 13,332 22,382 20,909 18,542 6.0% 63% 4.6%
1985 16,423 16,113 14,155 22,953 21,639 19,009 2.6% 3.5%  2.5%
1986 17,796 17,418 14,906 24,251 22,064 19,653 5.7% 6.1% 1.4%
1987 19,066 18,670 15,638 24,895 23,748 19,892 2.7% 1.4% 1.2%
1988 20,787 20,276 16,610 25,590 24,767 20,289 2.3% 43% 2.0%
1989 21,688 21,325 17,690 25,256 24,851 20,615 -1.3% 0.3% ) _1‘6%
1990 22,248 21,935 18,667 24,490 24251 20,638 3.0%  -24% . 0.1%
1991 22,796 22,421 19,199 24,038 23,787 20,369 -1.8% -1.9% -1.3%
1992 23.625 23,364 20,131 24,309 24,063 10,734 L.1% 1.2% 1.3%
1993 24,475 24,141 20,731 24,475 24,141 20,781 07% 03% 0.2%

SOURCE: United States Department of Commerce, Bureau of Economic Analysis.
Notes; Estimated population as of April 1 of that year. Massachusetts real income is calculated using Bosten
CPE-U dats, New England and United States real income are calculated using national CPI-U data.

Although the growth in per capita personal income has fluctuated, annual pay has grown steadily in
Massachusetis over the past nine years. Average annual pay is computed by dividing total annual payrolls of
employees caovered by Unemployment Insurance programs by the average monthly number of these employees,
Daia are reported by employers covered under the Unemployment Insurance programs. While levels of annual
pay were pearly 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 nine years. As a result, preliminary
estimates show that the level of annual pay in Massachusetts in 1993 was fifieen percent higher than the national
average: $30,229 as compared to $26,362.
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Average Annual Pay

Average Annual Pay, 1984-1993
(in current dollars)
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Average Annual Pay, 1984-1993
(in current dollars)
Annual Pay Percentage Change

Year Massachusens United States Rario (MA/LLS)) Massachusets United Stares
1984 $i8,414 $18,353 1.00

1985 519,627 $19,189 1.02 6.6% 4.6%
1986 520,925 $19,966 1.05 6.6% +.0%
1987 $22,486 $20,857 1.08 7.5% 4.5%
1988 $24.143 $21,872 110 74% 4.0%
1989 325,233 $22,567 1.12 4.5% 2%
190 $26,699 $23.602 1.13 58% 4.6%
1991 $28,041 $24,578 1.14 50% 4.1%
1992 $29,664 $25,903 1.15 5.8% 54%
1993 (p) $30,229 326,362 1.15 t.9% 1.8%

SOURCE: United States Department of Labor, Bureau of Labor Statistics.
{p)= preliminary estimates.
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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 November
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
November 1994 show that the Consumer Price Index of the Boston metropolitan area grew at a rate of 1.4
percent from November 1993; in the United States, growth for the comparable period was 2,7 percent.

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

CPI-U Ratio Pct. Change
Year Boston U5 (Boston/U.5.) Boston U5
1970 40.2 38.8 103.6%
197 42.2 40.5 104.2% 50% 4.4%
1972 43.7 41.8 04.5% 36% 32%
1973 46.3 44 .4 104.3% 59% 62%
1974 51.2 493 103.9% 106% 11.0%
1975 558 53.8 103.7% 90% 91l%
1976 0.0 6.9 105.4% 1.5% 538%
1977 63.1 60.6 104.1% 52% 63%
1978 66.4 65.2 101.8% 5.2%  T.46%
1979 732 72.6 100.8 % 102% 113%
1980 82.6 2.4 H02% 12.8% 1(35%
1981 91.8 0.9 101.0% 11.1% 10.3%
1982 95.5 96.5 99.0% 4.0% 62%
1983 298 99.6 100.2% 4.5% 312%
1984 104.7 103.9 100.8% 49% 43%
1985 109.4 107.6 101.7% 45% 3.6%
1986 1122 109.6 102.4% 2.6% 1.9%
1987 117.1 113.6 103.1% 44% 3.6%
1988 124.2 118.3 105.0% 6.1% 4.1%
1989 131.3 124.0 105.9% $7T%  4.8%
1990 138.9 130.7 106.3% 58% 54%
" 145.0 136.2 106.5% 44% 42%
1992 148.6 140.3 105.9% 2.5% 3.0%
1993 152.9 1443 105.8% 29% 1.0%
Nov., 1993 1545 1458 106.0%
Nov., 1994 156.7 149.7 i04.7% 1.4% 27%

SOURCE:; United States Department of Labor, Bureau of Labor Statistics.
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Poverty. The Massachusetts poverty rate is significantly below the national average. Since 1980, the
percentage of the Massachusetts population below the poverty line has varied between 7.7 percent and 11.3
percent. During the same time, the national poverty rate varied between 13.0 percent and 15.2 percent. In
1993, the poverty rate in Massachusetts was 10.7 percent while the poverty rate in the United States was 15. 1
percent. Since 1980, the ratio of the Massachusetts rate of poverty to the United States rate of poverty has
varied from a low of 0.51 in 1983 to a high of 0.80 in 1991; the ratio in 1993 was 0.71. These official poverty
statistics are not adjusted for regional differences in the cost of living. The following chart illustrates the lower
poverty rates in Massachusetts compared with the national average from 1980 through 1993,

Poverty Rate, 1980-1993
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SOURCE: United Statza Department of Commerce. Bureau of the Census.
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EMPLOYMENT

Employment by Industry. The Massachuseltts services sector, with 34.3 percent of the non-agricultural
work force in November 1994, is the largest employment sector in the Massachusetts economy, foilowed by
wholesale and retail trade {23.1 percent), manufacturing (15.0 percent), and government employment (13.4
percent). The following chart shows the distribution of non-agricultural employment by industry in
Massachusetts for November 1994 {data are not seasonally adjusted):

Massachusetts Non-Agricultural Employment by Industry, November 1994

Goveroment %
13.4% Maoufncruring

Transportatiou and Public Utilities
4.3%

Secrvives
34.3% -
Wholesale and Resil Trade

WB1%

Finaoce, Joswancs, Renl Estate
63%

During the economic downturn that ended in 1992, the construction, marufacturing, 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 that did not grow in 1993
was the manufacturing sector, which has 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 non-agricultural ermployment increased by
{.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-agricuitural employment by sector for
November 1993 and November 1994. Total non-agricultural employment increased by 2.4 percent and
average weekly manufacturing earnings rose 1.8 percent over that period of time.

Massachusetts Non-Agricultural Employment by Industry, Nov. 1993-Nov. 1994

Pet. Change
Emplovment Sector Nov. 1993 Pet. of Total Nov., 1994 Pet. of Towal ]993-1994
Counstruction 89.8 3% 922 3.1% 2.7%
Manufacturing 45].1 15.5% 447.3 15.0% 0.8%
Transportation and Public Utilities 126.5 4.4% 1213 . 43% 0.6%
Wholesale and Retail Trade 663.1 22.8% 686.4 13.1% 15%
Finance, fnsurance, Real Estate 199.8 69% 201.1 6.8% 0.7%
Services G80.0 33.7% 1,021 4 34.3% 42%
Government 3939 13.6% 3979 13.4% 1.0%:
Total Employment 2905.5 1X.0% 2974.3 100.0% 2.4%
Average Weekly $518.34 $527.90 1.8%

Manufacturing Earnings

SOURCE: Massachusetts Department of Employment and Training.

Notes: Figures are preliminary and subject to revision. Sum of the parts may not equal totals due to rounding.
Figures are not seasenally adjusted.

Manufacturing Employment.  Like many industrial states, Massachusetts has seen a steady
diminution of its manufacturing jobs base over the last decade. 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 has slowed significantly, from over 7 percent in both 1990
and 1991 to 2.6 percent in 1993. Between November 1993 and November 1994, manufacturing
employment declined by only 0.8 percent. 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
nationally as well as in Massachusetts, it is expected to outperform other types of manufacturing in the
long-term. As of November 1994, high technology manufacturing employed 163,300 persons, down
6,400 persons (3.8 percent) from the 169,700 persons employed in this sector in November 1993. 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)
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Manufacturing Establishment Employment by Industry in Massachusetts, 1983-1993

(selected industries, in thousands)

1983 1984 1985 1986 1987 1988 1939 1990 1991 1992 1993

Durable Goods 409.2 443 .5 436.0 409.1 398.0 338.1 3721 3427 NNO 299.6 286.4
Percentage Change -1.3% 84% -1.7% -62% -1.7% -2.5% 4.1% 19%  -75% -5.5% -4.4%
Primary Metals 15.0 16.5 15.8 15.8 15.4 12.9% 12.3 11.3 10.3 9.3 9.1
Fabricated Metals . 461 483 45.3 428 417 45.0¢ 432 40.9 319 1362 35.7
Industrial Machinery NA NaA NA NA NA 100.0 95.8 85.2 76.6 72.5 67.3
Electronic- & Elec. 979 1097 :111.3 107.4: 185.2  82.2* 793 72.9 68.5 - 639 59.9
Transportation Equip. 35.0 40.3 41.6 37.1 354 32.4 KR 278 26.0 24.1 21.7
Stone, Clay, & Ginss 113 . 118 1.5 10.8 10.7 10.7 {0.0 8.7 7.8 7.9 8.0
Instruments 57.7 59.1 58.0 551 54.5 72.4 na £9.4 65.6 61.6 59.8
Non-Durable Goods 2197 2241 213.6 2053 201.1 196.5 189.0 178.6 168.0 166.1 167.1
Percentage Change -1.1% 20% 47%  -39% -20% -2.3% -3B% -5.5%  -59% -1.1% 06%
Apparel 35.9 36.0 37 27.8 254 23.7 22.0 19.2 17.7 17.7 16.9
Food & Kindred Prod. 24,1 24.0 23.1 227 214 21.0 20.5 20.% 19.6 19.3 20.1
Chemicals 16.3 17.8 17.6 17.2 18.0 18.6 18.4 17.7 17.3 16.5 16.3
Printing & Publishing 48.1. 51.7 533 54.2 55.6 558 35.0 522 48.9 47.3 47.4
Textile Milt Prod. 202 202 8.8 17.7 17.1 16.3 15.5 14.6 14.1 14.6 15.1
Paper & Allied Prod. 26,0 26.9 259 24.8 247 243 234 22.5 211 20.7 20.1
Rubber & Mis¢. Plastics 10 31.0 293 29.4 28.7 26.9 253 23.8 221 22.9 24.3
Total Man. Employ. 629.0 667.6 649.7 614.4 599.1 5847 561.1 5213 4¥5.0 465.7 453.5
Percentage Change -1.2% 6.1% 2.7% ~5.4% -2.5% -24% -4.0% 1% -T.0% -4.0% -2.6%

SQURCE: Massachusetts Department of Employment and Training.
NaA = Not Available.
* Break in series; 1988 and subsequent data not comparebie with previous years for this industry.

Largest Employers in Massachusetts. The following table lists, in alphabetical order, the
twenty-five largest private sector employers in Massachusetts in 1994. The group has remained
relatively stable; two of the employers on the 1993 list, First HealthCare Corporation and Jewel Food
Stores, Inc., fell from the list and were replaced by Harvard Community Health Plan, Inc., Market
Basket, Inc., and Star Markets Company, Inc.

Twenty-Five® Largest Massachusetts Employers in 1994

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
Brigham & Women's Hospital Inc. Polarcid Corporation

Digital Equipment Corporation Purity Supreme Inc.

Friendly Ice Cream Corporation Raytheon Company

General Electric Company S & 8 Credit Company, Inc.

Harvard Comumunity Health Plan, Inc. Sears, Roebuck & Company

Harvard University Shaw’s Supermarket, Inc.

John Hancock Mutual Life Insurance Company Inc. Star Markets Company, Inc.

Market Basket, Inc. State Street Bank & Trust Company
Massachusetts General Hospital United Parcel Service, Inc.

SOURCE: Massachusetts Department of Employment and Training.
* Twenty-siX companies sre listed because the difference berween the twenty-fifth and twenty-sixth largest employers in 1994 was
not significant,
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Unemployment.  Between 1979 and 1989, the Massachusetts unemployment rate was
significantly lower than the national 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 Massachuselts labor market continued in the carly 1990s, with the unemployment rate reaching 9.0
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 Massachusetts
uncmployment rate in December 1994 was 5.7 percent, compared to 5.5 percent in November 1994 and
6.2 percent in December 1993. The unemployment rate in New England was 5.3 percent in December
1994, 5.8 percent in November 1994, and 6.1 percent in December 1993. The United States
unemployment rate was 5.4 percent in December 1994, 5.6 percent in November 1994, and 6.4 percent
in December 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 annual civilian labor force, the number unemployed, and
unemployment rate averages of Massachusetts, the New England states, and the United States between
1970 and 1993.

Annual Average Civilian Labor Force and Unemployment, 1970-1993
{in thousands}

Civilign Labor Force Unemployed Unemployment Rate MA Rate as Pet.
of U.8.
Year MA NE. 1.5, MA N.E, U.s. MA MNE. U5,
1970 2,465 5,129 82,796 fid 256 4,127 4.6% 5.0% 5.0% R29%
1971 2.459 5,157 84376 164 364 5,022 6.7% T1% 5.0% 111.7%
1972 2,487 5261 87.011 161 363 4,876 8.5% 6.9% 56% 116.1%
1973 2,557 5,387 85,411 171 336 4,359 6.7% 6.2% 49% 136.7%
1974 2,636 5.512 21,976 190 369 5,173 12% 6.7% 56% 128.6%
Y75 2,725 5,634 93,770 306 581 1.940 11.2% 103% 3.5% 131.8%
1976 2,727 5.717 96,151 259 519 7,398 9.5% 9.1% 7.7% 123.4%
1977 2,754 5818 98,984 223 447 6,967 3.1% 77% T.1% 114.1%
1978 2.815 5,908 102,233 171 339 6,187 6.1% 58% 6.1% 100.0%
1979 2,870 6,100 104,961 159 332 6,135 55% 55% 59% 93.2%
1980 2,867 6,166 106,974 161 368 7,671 56% 6.0% 72% 78.1%
1981 2,946 6,262 108,676 187 399 8,278 6.4% 6.4% T6% 83.4%
1982 2,993 6,338 110,224 237 496 10,715 7.9% 7.3% 9.7% 31.3%
1983 2,978 6,361 111,515 205 433 10,694 6.9% 5§3% 9.6% T.5%
1984 3,048 6,548 112,532 45 . 317 3,529 43%% 48% 7.5% 63.5%
1988 3,053 6,632 115,467 120 292 8,313 4.0% 4.4% 72% 54.9%
(986 3,060 6,721 117,846 117 260 8,245 38% 39% 10% 549%
1987 3,087 6.829 119,853 98 227 7,414 3% 33% 6.2% 51.0%
1988 3,155 6,913 121,67t 104 216 6,697 33% 3.10% 53% 59.7%
L9%9 3,180 7,002 123,851 127 73 6,524 4.0% 3.9% 53% 76.2%
1996 3,224 7,138 124,805 193 403 6,889 6.0% 5.7% 5.5% 108.2%
1991 3.165 7,085 125,312 284 564 §,443 9.0% 8.0% 6.7% 1329%
1992 3,138 7,065 126,984 267 562 9,390 8.5% 8.0% 7.4% 114.5%
1993 3,170 7,035 128,035 217 473 §.727 6.9% 6.7% 68% 100.7%

SOURCES: Massachusetts Department of Employment and Training; United States Depaniment of Labor, Bureau of Labor Statisties;
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 paid from the
Commonwealth’s Unemployment Compensation Trust Fund, financed through employer and empioyee
contributions.

In September 1991 the reserves in the fund were exhausted due to the continued high jevel 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. Legisiation
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
November 30, 1994, the Massachusetts Unemployment Trust Fund was ruaning a surplus of 3216
million. Interest on federal advances of $4.7 million was paid in September.

The Department of Employment and Training’s October 1994 quarterly report indicates that the
additional increases in contributions provided by the 1992 legislation should resuit in a balance of $90
million in the Unemployment Compensation Trust Fund by December 1994 and rebuild reserves in the
system to $1.4 billion by the end of 1998, even if the Legislature acts 1o keep contribution rates at their
current level for one more year.
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the United States. The United States figure is the sum of the fifty U.5S. states.

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, presented in the graph and table below, can be seen in
the rate of growth of Gross State Product for both Massachusetts and New England throughout much of
the 1980s. 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.

0%

0%

Percentage Change in Real Gross State Product, 1978-1991

0% 1

1978

1973

H980

1981

1482

1983
(984

1983
1986

1987

1988
1989

1990
1991

The table below gives the Gross State Product for Massachusetts, the New England states, and

Gross State Product, 1977-1991

(millions of 1987 constant dollars)

Massachusetts New England United States

Year GSP Percentage Change GSP Percentage Change Total GSP Percentage Changy
1977 338 480 $185,066 §3,478.517

1978 93,734 4.8% 193,749 4.7% 3,643,391 4.7%
1479 4,823 23% 198,748 2.6% 3,722,513 22%
1930 95,276 0.5% 199,935 0.6% 3,697,140 0.7%
1981 96,929 | 7% 203,374 1.7% 3,769,425 2.0%
1982 98,034 LI% 206,405 1.5% 3,738,155 -08%
1983 102,564 46% 215,821 4.6% 3,559,508 32%
1984 112,020 92% 235,121 89% 4,121,329 6.3%
1985 117,806 52% 246,963 50% 4,270,981 3.6%
1986 125,045 6.1% 261,889 §.0% 4,391,529 2.8%
1987 132,250 58% 277,749 5.1% 4,548,182 3.6%
1988 139,786 57% 292,611 54% 4,731,458 4.0%
1989 141,242 1.0% 296,506 1.3% 4,836,446 22%
199%) 136,717 32% 250,280 2.1% 4,888,324 1.1%
1991 134,086 -1.9% 285,140 -1.3% 4,883,224 0.1%

SOURCE: U.S. Department of Commerce, Buceau of Economic Analysis.
Note- New England and United States figures include Massachusetts and Mew England GSP, respectively.
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The commercial base of Massachusetts is anchored by the fourteen 1994 Fortune 300 industrial
firms with headquarters within the state, as the following table indicates. The Fortune 300 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)
29 27 Digital Equipment {Maynard) Computer Equipment $14,371.4
52 54 Raytheon {Lexington) Electronics 9,201.2
99 104 Gillette (Boston) Consumer Products 5,410.8
176 170 EG & G (Wellesley) Scientific, Photographic 2,697.9
206 211 Polaroid (Cambridge) . Scientific, Photographic 2,244.9
263 264 Cabot {Waltham) Chemicals 1,614.3
309 361 Thermo Electron (Waltham} Scientific, Photographic 1,249.7
311 225 Wang Laboratories (Lowell) Computer Equipment 1,247.0
332 336 Ocean Spray (Lakeville) Food Products 1,167.6
348 328 Data General (Westboro) Computer Equiprment 1,077.9
403 421 Kendall International {(Mansfield) Medical Products 816.3
412 - EMC (Hopkinten) Computer Equipment 782.6
426 425 Stanhome (Westfield) Home Products 750.7
468 - Analog Devices (Norwood) Electronics 666.3

SOURCE: Fortune Magazine, April 13, 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 pext five years. Since 1991, however, the number
of pew business incorporations has grown at a steady rate. In addition, the total number of existing
businesses in Massachusetts 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 fower than the national average between [984 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 incorperations, and business failures are derived from
different and unrelated data sources and survey techniques and should not be compared as if they
constitute a seif-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 NE. LS. MA N.E. U.S. MA NE _US MA__ NE._US.
1480 NA Na NaA 11,291 25,328 533,520 235 464 t1,742 NA NA Na
1981 NA NA NA 12,625 28.134 581,242 226 553 15,694 Na NA NA
1982 NA Na NA 11,827 26,484 566,942 331 650 24,908 NA  NA Na
1983 NA NA NA 12,599 28,723 600,420 398 831 31,334 NA NA  Na
1984 123,021 276,55t 4,867,102 14,159 32,027 634,591 513 1,203 52,078 0.4% 04% 1.1%
1985 125,551 284,259 4,978,521 15,801  37.943 664,235 683 1,228 57,253 0.5% 0.4% 12%
1986 129,464 291,842 5,134,666 17,321 41,940 702,738 725 1,109 61,616 06% 04% 1.2%
1987 150,714 340,333 5,991,274 17,222 42,027 685,572 633 1,021 61111 04% 03% 0%
1988 142,307 328,750 5,826,224 16,438 40,251 685,095 555 1,052 57,097 04% 0.3% 1.0%
L9589 175,227 442,068 7,747,846 14,078 35,296 676.565 7 1,282 50,361 04% 03% 0.7%
1994 180,471 441,000 7,993,026 12,465 31383 647,386 1,913 3,087 60,747 1%  07% 08%
1991 218,384 514,000 8,237,383 11,706 28,864 628,604 2.839 5,654 88,140 L3%  1.1% 1.1%
1992 222,867 531,111 8,824,454 12,197 28.686 666,800 3,031 6,214 97,069 14% 12% 1.1%
1993(p}  200.000 533,000 8,956,458 (2,850  30.233 705,540 2,709 5304 85673 L4% _ 1.0% 1.0%

SOURCE: The Dun & Bradstreet Corporation, Depariment of Economic Analysis.
NA =Data not available for these years.
ip)=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 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.

decline since 1984.

Sectoral Composition of Massachusetts Gross State Product, 1983-1991
fmillions of 1987 constant dollars)
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As shown earlier, employment in this sector has been in steady
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Gross State Product by Industry in Massachusetts, 1983-1991
(millions of 1987 constant dollars)

Sector 1983 1934 1985 1986 1987 1938 1989 19%0 1991

Manufactering 321,838 524,539 $24,876  $25,026  $26,518  $27.584 $28,714  $27.52% $27.144
Construction 3,828 4,669 5,511 6,043 6,743 6,747 5,988 4,522 4,151
Agriculture® 648 540 T4 9T7 999 982 313 914 L0011
Transportation** 7,360 7,801 7,063 7,946 8,817 9,037 3,483 9,79 19,397
Wholesale & Retail ) 4,476 5,309 6,285 7,020 1,747 7,729 6,21 5,838 5,162
Trade .

FIRE ) ) 21,045 22,555 23,566 24,960 26,806 28,840 29,221 28124 258,147
Services : : 22,051 23,629 25,020 26,830 28,314 30,559 30,890 30,842 30,189
Government 10,578 10,675 11,177 11,555 11,842 12,440 12,380 12,627 11,766
Other 10,740 12,203 12,634 14,688 14,459 15,868 16,752 6,211 16,119
Total GSP $102,564 $112,020  $117.806  $125,045  $132,250  $139.786 $141,242 $136,717  $134.086

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

Services. The services sector is the largest sector in the economy 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 November 1994,
services sector employment (not seasonally adjusted) was 1,021,400, representing some 34.3 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 coatributed 6.4
percent of the GSP. The services 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 services sector employment levels reached new highs in 1993. Between November 1993 and
November 1994, the services sector saw an increase in employment of 4.2 percent. An area with
relatively high wages, business services employed more than 17.3 percent of services sector workers in
November 1994. Compared with the nation as a whole, Massachusetts has a greater concentration 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 services sector in terms of
emptoyment. In 1990, the health services sector numbered 270,900 workers, with 128,600 of those
employed by hospitals. Health services employment continued to grow during the economic downturn in
the early 1990s and by 1993 had reached 299,900. As of November 1994, health services employment
had increased to 315,200, with 136,300 employed in hospitals.

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 November 1994, retail and
wholesale trade was the second largest employment sector in Massachusetts with 686,400, 3.5 percent
above November 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 international exports in 1993. However, the
rate of growth in the Commonwealth’s exports has 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 perceat from the previous year, sompared to 6.1 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 manufacluring
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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, 1 993

{ndustrinl Machinery & Computer
Equip.
2%

Onher*
23%

Che micals & Aliizd Products
1%

Rubber & Misc. Plostic Preducts

Instrumcnis & Refnted Producis 3%

5%

Transporntion Equipment  Bectronics & Hec. Equip
4% 18%

* Includes textiles, printing & publishing, paper. primary metal industries, and agricultural production.
Source: Massachusetts Institute for Social and Economic Resesrch, University af Massachusetts at Amherst.

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 European
Union (“EU™). This was about 5 percent of all U.S. 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 1938 193¢ 1990 1991 1992 1993
ludustrial Machinery & Computer Equip.  $3,989.2  $4.496.1  $4,521.0 $4,284.1  $4.460.1 $4,174.0 53,8740
Electronics & Elec. Equip.{ex. 1,051.5 945.7 1,395.9 2,030.3 2,167.4  2,082.1 2,240.5
Computers) ) o

Instruments & Related Prodicts = 1,039.5 1.604.6° 1,6360 . 1,8718 - 17969  1,8483 1,867.0
Chemicals & Allied Products 278.1 3233 199, 1 4795 490.3 4963 534.1
Transportation Equipment . 5919 5620 - 4336 - 4030 35227 479.0 499.t
Rubber & Misc. Plastic Products 162.3 212.4 192.4 2140 196.7 236.8 373.3
Textile Mill Products 73.0 90.4 123.6 - 175.9 1995 2573 263.3
Printing & Publishing 59.4 59.1 1018 1051 141.6 161.5 171.2
Paper & Allied Products o 1063 156.5 1750 202.9 1940 - 243.1 242.8
Primary Metal Industries 106.2 172.3 170.7 182.7 216.5 200.0 2115
Agricultural Production T 33.9 422 24.6 142 452 54.2 48.4
Total from Above ludustries ' $7.491.3  $8.664.4 §9,1731.6  $9.983.9° $10,260.4 $10,232.7  $10,325.6
Total from-All Industries-Massachusetis $8,349.3  $9,691.8 © $10,472.0 $11,586.8 SI1.891.4 .$12,157.6 $12,1948
Percentage Change 16.1% 30% 10.6% 2.6% 22% 0.3%

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

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 198% and 1990, the
Massachusetts rate of retail sales growth dropped significantly below the national 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
outpaced both New England and the nation.

According to the Federal Reserve Bank of Boston, retail sales for the month of August 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
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Annual Retail Sales Activity, 1980-1993
(in mitlions)

Massachusetts New Englarnd United States
Year Sales  Percentage Change Sales Percentage Change Sales  Percemtage Change
1980 323,068 351,924 $954,826
1981 25,147 9.9% 57,919 11.5% 1,038,309 8.7%
1982 27,231 7.4% 59,949 15% 1,068,227 2.9%
1983 29,095 6.8% 65,277 8.9% 1,167,416 2.3%
1984 32,261 10.9% 72,154 10.6% 1,283,753 10.0%
1985 35,014 8.5% 77,765 7.7% 1,373,329 1.0%
1986 38.256 43% 86,431 i1.1% 1,449.210 5.5%
1987 40,664 6.3% 93,557 82% 1,538,637 62%
1988 43,868 7.9% 165.028 123% 1,649,974 712%
1989 44,830 2.2% 111,903 6.5% 1,762,042 6.8%
1990 44 091 -1.6% 112,087 02% 1,849,941 5.0%
1991 45,163 24% 110,851 1A% 1,865.81! 0.9%
1992 47,491 52% 112,804 1.8% 1,956,175 48%
1993 49,576 4.4% 116.265 3.1% 2,083,877 6.5%

SOURCES: United States Department of Commerce; Federal Reserve Bank of Boston.

Fingnce, 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 a year earlier. The total empioyment in FIRE
was 199,300 in 1993, and 201,100 as of Movember 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 carlier growth within the industry was lost with the downtum.
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 retum 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 number 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 heels 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 29.1 percent. Although the number of autherized permits again increased 6.7
percent between 1992 and 1993, the lotal number does not yet match the explosive growth between 1983
and 1985. However, it should be noted that the increase of 6.7 percent between 1992 and 1993 was far
better than the performance 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
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Housing Permits Authorized, 1970-1993
Massachusetts New England United States
Year Total Permits  Percentage Change  Tostal Permits  Percentage Change  Towl Permits  Percentage Change
1970 39,500 74,230 1,355,000
1971 51,400 30.1% 96,360 29.8% 1,913,000 41.2%
1972 49,300 -4.1% 98,080 1.8% 2,138,000 11.8%
1973 42,400 -14.0% 84,640 -13.7% 1,783,000 -16.6%
1974 = 25600 0 - -39.6% . - 54,310 -358% 1,068,000 -40.1%
1975 16,600 O 352% 40,690 25.1% 935,000 -12.5%
1976 - - 1100 - . RS o L 4TI60: . 159% - L.285,000 37.4%
1977 24,900 304% 58,200 23.4% 1,678,000 30.6%
1978 Q0,000 - U SMT® T 0UsS1000 T . -5.a3% . (1;659,0000 -1.1%
1979 20,200 1.0% 54,900 D.a% 1,534,000 7.5%
1980 . 16500 UEB3% T 40097070 0 25.4% 5E71,000 23.7%
1981 16,700 o 12% 38,300 65% . 985,000 -15.9%
1982 15,400 . PLTR% - 38,370 T 02% 1,485,000 50.8%
1983 22,300 43.1% 57,700 50.4% 1,605,000 8.1%
1984. 29,300 o 2BI5% T 72,760 26.1% 1,682,000 48%
1985 39,200 33.8% 97,570 34.1% 1,733,000 3.0%
1986 45,200 T 15.3% 108,880 i1.6% 1,769,000 2.1%
1987 102,050 63% 1,534,000 -133%
1988 82,587 ~19.1% 1,456,000 S.1%
1989 54,240 -34.3% 1,338,000 8.1%
1990 C 37,860 -30.2% 1,111,000 -17.0%
1991 30,393 -19.7% 949,000 -14.6%
1992 36938 2L8% - 12110000 0 27.46%
1993 39,562 71% 1,100,000 92%

SOURCES: Massachusents Institute for Social and Economic Research; 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
fasler than the U.S. average since 1991, On a seasonally adjusted annual rate basis, existing home sales
for the Commnnwealth, New England, and the United States appear in the tabie below.

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

Muassachusetts New England United States

Year Sales  Percentage Change Sales Percentage Change Salex Percentage Change
1983 59.2 1413 29250

1984 54.9 -13% 140.7 £.4% 30925 5.7%
1985 60.2 9.7% 157.0 H.6% 3,487.5 12.8%
1986 66.0 3.6% 169.2 7.8% 3,897.5 11.8%
1987 T6.4 158% 174.5 3.1% 19770 0%
1988 6.6 0.3% 178.5 2.3% 3.947.5 0.7%
1989 67.4 -12.0% ©o142.8 200% 3,807.5 -3.5%
1994 441 -3.6% NA NA 34833 -35%
1991 49.5 122% NA NA 3,561.5 2.2%
1992 31.6 16.4% 139.7 NA 3,887.5 2%
1993 65.6 139% 159.1 13.9% 4,220.0 3.6%

SOURCES: Federal Reserve Bank of Boston; National Association of Reaitors.
NA =Nat Available.

Single family home prices for the Boston Metropolitan area (not 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)
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Average Annual Home Prices, 1983-1993
fin thousands)

Year Boston .5, Baston Prices as a Percentage of the U. 5.
1983 . 823 - $69.7 S LIBL%
1984 98.0 2.4 135.4%
1985 1308 Y 75.3 : - 173.7%
1986 158.2 80.2 197.3%
1987 176.5 85.8 .W05.7%
1988 180.7 89.5 201.9%
1989 - 181.5. _ 93.1 ' 195.0%
1990 173.8 95.2 182.6%
1991 168.5 99.4 169.5%
1992 170.5 103.6 164.6%
1993 171.4 106.5 160.9%

SOURCES: Federal Reserve Bank of Boston; National Association of Realtors,

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. Fotlowing 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 <+
$&0, 000 4
360,000
$40,000
$20.000
§0 ; T ’ + + . : : + + + g

2 3

1983
1984
1985
1986
1987
1938
1989
1992
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1980+
1981+
1982%

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

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
[980, Massachusetts received 42.7 percent of total New England awards; by 1993 that had risen to 55.1
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, 1980-1993
fin millions)

Year MA N.E. U5 Percentage MA of N.E. Percentage MA of U5,
1980+ $3,743 $3.775 568,070 42.7% 55%
1981* 4,605 10,372 87,761 44.4% 52%
1982+ 5,317 13,037 103,858 a0.8% 51%
1983 6,328 12,967 118,744 48 3% 53%
1984 7,029 14,249 123,995 493 % 57%
1985 1,714 15,487 140,096 498% 55%
1986 8,735 15,148 136,026 55.5% 6.4%
1987 3,685 15,606 133,262 55.7% 6.5%
1988 7,212 13,673 125,767 . ) 52.7% 5.7%
1989 8,757 16,268 119,917 53.8% 7.3%
1999 8,166 14,271 121,254 572% 6.7%
1991 6,933 13,889 124,119 49 9% 56%
1992 5.686 11,033 112,285 51.5% 5.1%
1993 5,936 18,779 114,145 551% 52%

SOURCE: United States Department of Defense.
* Prime Contract is defined as 310,000 end above for these years; beginning in 1983 it is defined as $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 intemational 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 far some time.

Travel and Tourism. The travel and tourism indusiry 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. The greater Boston area represents New England’s
most popular destination, as the site of many popular and historic attractions including the New England
Agquarium, Boston Museum of Fine Arts, Boston Museum of Science, the 1J.5.5. 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 miilion people
visited the Commonwealth in 1993. Of these, 1.6 million were intemational visitors. It was also
estimated that spending by domestic travelers was $6.8 billion while the international travelers speat $1.2
pillion. This yielded estimated tax revenues of $209 miilion for the Commonwealth.
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HUMAN RESOURCES AND INFRASTRUCTURE

Huwman 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 25 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 Massachusetts as compared to 20.3 percent for
the United States as a whole. The following chart shows this difference:

Educational Attainment, 1990
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0% O Massachusetts 29.7%
W United Staies 12%
. 1%+ 23.1%
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2.3% 2.7%
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SOURCE: Usited Swios Department of Commeree. Bureau of the Cansut,

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.
In fact, per pupil spending in Massachusetts has been significantly higher than the pational average since
1980. The ratio of Massachusetts spending to the national average has varied from 1.13 in 1983-1984 to
a high of 1.30 in 1986-1987. Preliminary estimates for the 1993-94 academic year show that
Magsachusetts spends 20 percent more on public elementary and secondary education than the United
States average: $6,361 per student compared to a national average of $5,314 per student. While
Massachusetts continues to spend more per student than the national average, neither average has
increased above 1991-92 spending levels. The following table and chart show expenditures per pupil for
Massachusetts and the United States since the 1979-80 academic year. Data for both the 1992-93 and
1993-94 academic years are preliminary estimates based upon state-reported preliminary data.
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Expenditure Per Pupil in Public Elementary and Secondary Schools, 1980-1994
fin current, unadjusted dollars)

Academic Year Massachuses United States  Rario (MA/U.5.)
1979-30. - $2.819 .§2,272 1.24
1980-81 $2.940 $2,502 1.18
198182 © 33,137 $2,726 - - 1.15
198283 $3.378 $2,955 1.14
1983-84 $3,595 $3,173 113
198485 $4,026 $3,470 1.16
1985-86 | $4,562 $3,756 1.21
1986-87 $5.145 $3,970 1.30
198788 $5.471 $4.240 1.29
1988-89 $5,972 34,645 1.29
1989-90 $6,237 34,962 1.26
1990-.91 $6,166 35,245 1.21
1991-92 $6,408 $5,421 1.18
1992-.93(p} $6,163 $5,193 1.19
1993-94(p) 36,361 $5,314 L.20
SOURCE: United States Department of Education, National Center for Education
Statistics.

(py= preliminary estimates.

Expenditure Per Pupil in Public Elementary and Secondary Schools, 1980-1994
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SOURCE: United States Department of Educatien, Nationa] Ceater for Education Statistics.

Massachusetts is an internationally recognized center for higher education, with 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 coileges
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 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 retaining business and industry within the
state.
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The pre-eminence of higher education in Massachusetts contributes not 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. According to data gathered by the
National Science Foundation, Massachusetts receives a higher proportion of both federal funding and
private industry funding for research and development than the national average. Nationally, private
industry funded 6.8 percent of university research and development (*R&D™) at doctorate-granting
institutions in 1992, compared with 9.4 percent for Massachusetts. In 1992, the federal government
provided funding for 71.9 percent of all R&D activities in Massachusetts, compared to 58.8 percent for
the nation as a whole during the same period. Massachusetts received 6.9 percent of total federal
spending on R&D in 1992,

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. In the Fall of 1992, 19,354 new students migrated into the Massachusetts
higher education system while only 11,854 migrated out of Massachusetts. 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 Massachuseits 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.5. Total

Baecalaureate:
Mathematics 618 4.2%
Physica! Sciances 751 4.5%
Engineering 2975 4.9%
Masters:
Mathematics 244 6.8%
Physical Sciences 415 8.0%
Engineering 2189 9.3%
Ph.D
Mathematics 69 T.4%
Physical Seiences 19 7.1%
Engineering 350 6.7%

SCURCE: New England Board of Higher Education snaiysis of U.S. Department
of Education Data.

Nate: Massachusetts population age 25 and over as a percentage of U.S.
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. According to the National Science Foundation, of
the $750 million of total 1992 federal spending on college and university-based research and development
in Massachusetts, 44.3 percent was from the Department of Health and Human Services, 19.0 percent
was from the National Science Foundation, 16.3 percent was from the Department of Defense, 8.6
percent was from the Department of Energy, 6.3 percent was from the National Aeronautics and Space
Administration, and 2.4 percent was from the Department of Agriculture.

Massachusetts colleges and universities are also significant employers within the state. Three
Massachusetts private universities arc among the Commonweaith’s 25 largest non-governmental
employers. The educational services sector includes only private instimtions for education; public
institutions are included in the government sector. According to the Massachusetts Department of
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Employment and Training, educational services accounted for 130,000 jobs in November 1994, while in
the government sector, state and local public education accounted for 167,500 jobs in November 1994.

Major Infrastructure Projects. The next decade brings significant work on several major public
sectar-sponsored construction projects, giving rise in Massachusetts to pew 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
90 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 years of construction, 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 barbor 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 LLp

\ 125 Summer Street Telephone: (617) 261-8000
Boston, Massachusetts 02110-1817  Facsimile: (617)261-8111

Independent Auditors' Report

Mr. William Kilmartin, Comptroller
The Commonwealth of Massachusetis

We have audited the accompanying combined financial statements - statutory basis of the Commonwealth of
Massachusetts as of June 30, 1994, and for the year then ended. These combined financial statements -
statutory basis are the responsibility of the management of the Commonwealth of Massachusetts. Qur
responsibility is to express an opinion on these combined financial statements - statutory basis based on our
audit. We did not audit the financial statements of the Pension Reserves Investment Trust which is an
investment vehicle for certain of the Commonwealth of Massachusetts’ Pension Trust Funds, the financial
statements of which reflect 31 and 8 percent, respectively, of the assets and revenucs of the Fiduciary Fund
Type. We did not audit the financial statements of the University of Massachusetts, Bridgewater State College
and Massasoit Community College which statements reflect 82 percent of the assets and 77 percent of the
revenues of the Non-appropriated Higher Education Funds. Those financial statements were audited by other
auditors whose reports thereon have been furnished to us, and our opinion, insofar as it relates to the amounts
included for the Fiduciary and Non-appropriated Higher Education Fund Type referred to above, is based
solely on the reports 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 to obtain reasonable assurance about whether the combined financial
statements - statutory basis are frec of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the combined financial statements - statutory basis. An
audit also includes assessing the accounting principles 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 descnibed in Note 2, the Commonwealth prepares its combined financial statements - statutory basis on a
prescribed basis of accounting that demonstrates compliance with the General Laws and budgetary principles
and funds of the Commonwealth of Massachusetts which is a comprehensive basis of accounting other than
generally accepted accounting principles.

In our opinion, based upon our audit and the reports of the other auditors, such combined financial statements -
statutory basis present fairly, in all material respects, the financial position of the Commonwealth of
Massachusetts as of June 30, 1994, and the results of its operations for the year then ended, on the basis of
accounting described in Note 2.

Deloltte Touche




As discussed in Note 2, the Fiduciary Fund Type includes investments representing 5.7% of the asscts of the
Fiduciary Fund Type, whose values have been estimated by management in the absence of readily ascertainable
market values. The procedurcs used by management in arriving at the estimated value of such investments and
the underlying documentation have been reviewed and inspected by us and by the other auditors', and, in the
circumstances, we believe and the other auditors' report states their belief, that the procedures of management
are reasonable and the documentation appropriate. However, determination of the value of these investments
involves subjective judgment because the actual market value can be determined only by negotiation between
the parties in a sales transaction. The estimated values of the investments may differ from the values that
would have been used had a ready market existed for the investments.

M‘!TM& LiF

December 21, 1994
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COMMONWEALTH OF MASSACHUSETTS

COMBINED BALANCE SHEET - STATUTORY BASIS -
ALL FUND TYPES AND ACCOUNT GROUPS

JUNE 30, 1994
(Amounts in thousands)

ASSETS AND OTHER DEBITS

Cash and short-lerm investments
Cash on deposit with 1.8, Treasury
Cash with fiscal agent
invesiments
Advances 1o related entity
Assets held mn trust
Receivables, net of allowance for
uncollectibles:
Taxes
Due from federal government
Other receivables
Due from cities and towns
{Due from other funds
Fixed assets:
Land
Buildings
Machinery and equipment
Construction in progress

Amounl to be provided for retirement

of long-lerm obligations

Total assets and
other debits

h

Fiduciary
Governmental Fund Types Fund Types
Special Capital Trust
General Revemie Projects and Agency
j 5 1,574,314 b 20,631 $ 837,824
33,001
5,114
11,613,209
170,093
1,486,904
4,721 688
131,111 126,825 155,301
1,475 9,691 1,581,059
133,042 1,177
9,897 377,439
450,339 5 1,717,809 s 175,932 5 15,929 436
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Totals

Account Groups {(Memorandum Only)
Non-
General General Subtotal appropriated
Fixed Long-term (Memorandum Higher
Assets Obligations Only) Education 1994 1993
0 5 0 $ 2,432,769 5 129,247 $ 2,562,016 s 2,327,042
33,001 33,001

5,114 5,114 3,797
11,613,209 273,391 11,886,600 11,342,003
170,093 . 170,053 199,881
1,486,904 1,486,904 1,518,389
5,409 5,409 3,651
413,237 8,496 421,733 307,420
1,592,225 1,592,225 1,300,158
134,21% 134,219 141,27
387,336 387,336 391,934
496,207 496,207 496,207 448 B85
3,362,971 3,362,971 3,362,971 3,243,522
853,124 853,124 853,124 806,729
30,449 30,449 30,449 155,090
9,497,475 0,497,475 9,497 475 9,296.238
4,742,751 s 9,497,475 S 32,513,742 5 411,134 b 32,924 876 3 31486110
(Continued)
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COMMONWEALTH OF MASSACHUSETTS

COMBINED BALANCE SHEET - STATUTORY BASIS -

ALL FUND TYPES AND ACCOUNT GROUPS

JUNE 30, 1994
{Amounts in thotisands)

t
h

LIABILITIES, FUND EQUITY
AND OTHER CREDITS

Liabilities:

Deficiency in cash and
short-term investments

Accounts payable

Accrued payroll

Agency habilitics

Due to federal government

Due to cities and towns

Due to other funds

Obligations under leasc/purchase

Bonds, notes payable and
cerlificate of participation

Deferred revenue

Total liabilities

Fund equity and other credils:
Investment in general fixed assets
Fund balanecs {deficit):

Reserved for:
Continuing appropriations
Commonwealth stabilization
Debt service
Pension benefits
Unemployment benefits
Unreserved:
Destgnated for specific purpose
Undesignated

Total fund equity (deficit)
and other credits

Tatal liabilities, fund equity

and other credits

3

Fiduciary
Covernmental Fund Types Fund Types
Special Capital Trust
General Revenue Projects and Apency
362,851 3 0 170,605 b3 2,487
384,454 366,169 306,493 1,812,422
62,018 18,510 1,980 368
2,008,390
11,937
381,116
240,000 49,062 29,462
32,019
1,082,242 385,079 528,140 4,246,182
59,621 14,624
382,907
5,114
11,535,422
30,514
111,493 117,318
(691,524) 818,592 (352,208)
{631,903) 1,332,730 {352,208) 11,683,254
450,339 3 1,717,809 175,932 s 15,929,436

See notes to combined financial statements - statutory basis.
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Totals
Account Groups {Memorandum Only)
Non-
General General Subiotal appropriated
Fixed . Long-term (Memorandum Higher
Assets Obligations Only) Education 1994 1993
0 3 g 3 535,943 $ 0 $ 535,943 3 623,945
2,869,538 37,092 2,906,630 2,186,267
83,276 459 83,735 72,953
2,008,390 4973 2,013,363 2,011,740
269,429
11,937 11,937 12,710
381,116 6,220 387,336 391,934
69,730 69,730 69,730 64,780
9,427,745 9,746,269 9,746,269 9,585,617
32,919 32,919
94597475 15,739,118 48,744 15,787,862 15,219,375
4,742,751 4,742,751 4,742,751 4,654,326
74,245 74,245 106,626
382,907 352,907 309,512
5114 5,14 3,797
11,535,422 11.515,422 11,096,499
30,514 30,514
228,811 13,613 242,424 (13,014)
(225,140) 348,777 123,637 108,989
4,742,751 16,774,624 362,390 17,137,014 16,266,735
4,742,751 $ 9,497,475 5 32,513,742 5 411,134 5 32,924876 s 31,486,110
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COMMONWEALTH OF MASSACHUSETTS

COMBINED STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES -
STATUTORY BASIS - ALL GOVERNMENTAL FUND TYPES, EXPENDABLE TRUST FUNDS

AND NON-APPROPRIATED HIGHER EDUCATION FUNDS

FISCAL YEAR ENDED JUNE 30, 1994

{Amounts in thorsands)

Fiduciary
Governmental Fund Types Fund Type
Special Capital Expendable
General Revenue Projects Trust
Revenues:
Taxes $ 6,297,759 $ 4,317,626 $ 0 3 1,147,975
Assessments 191,796 354,354 1,207
Federa! grants and reimbursements 2,892,189 1,228,347 944,738 257,905
Departmental 525,006 3,327,588 267 3,972
Miscellanecus 175,259 70,406 674 61,138
Total revenues 10,082,009 9,298,321 945,679 1472,197
Other financing sources;
Proceeds of general obligation bonds 392,208
Proceeds of special obligation bonds 297,998
Proceeds of refunding bonds 835,795
Fringe benefit cost recovery 189,156
Operating transfers in 192,840 863,478 152,542 5,863
Stabilization transfer 65,423
Other sources 35,370 3,095
Total other financing sources 381,996 928,901 1,713,913 8,958
Total revenues and other
financing sources 10,464,005 10,227,222 2,659,59}‘_ 1,481,155
Expendilures:
Legisiature 42,853 257
Judiciary 68,128 273,700 762 3,689
Inspector General 1,271 150
Govemnor and Licutenant Governor 4,292
Secretary of the Commonwealth 9,081 2,549 4
Treasurer and Receiver-General 101,789 1,956,059 47,626 19
Auditor of the Commonwealth 10,167 733 167
Attomey General 19,720 2,501 1,124 i,124
Ethics Commission 527 537
District Attorney 8,071 39,2067 328 3.609
Office of Campaign & Political Finance n 317
Disabted Persons Protection Commission 1,325
Board of Library Commissioners 5,399 734 1
Comptroller 5,865 525 4,123
Administration and finance 693,700 270,678 122,540 1,203
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Totals

(Memorandum Qnly)
Non-
Subtotal appropriated
{Memorandum Higher
Only) Education 1994 1993

$ 11,763,360 0 11,763,360 3 10,928,395
547,357 547,357 617,258
5,323,179 186,374 5,509,553 5,334,697
3,856,833 916,371 4,773,204 4,270,768
307,477 205,570 513,047 626,312
21,798,206 1,308,315 23,106,521 21,777,430
392,208 392,208 368,367

297,998 297,998
835,795 835,795 1,891,468
189,156 189,156 138,256
1,214,723 283 1,215,006 1,069,796
65,423 65,423 76,872
38,465 38,465 44038
3,033,768 283 3,034,051 3,588,837
24,831,974 1,308,598 26,140,572 25,366,267
43,110 43,110 41,127
346,219 346,219 311,198
1,421 1,421 1,398
4,292 4,292 3,651
11,634 11,634 13,840
2,105,493 2,105,493 1,670,658
11,067 11,067 10,530
24,469 24,469 22,198
1,064 1,064 1,002
51,215 51,215 47,001
628 628 545

1,325 1,325
6,134 6,134 18,891
10,513 10,513 7,654
1,088,211 1088211 1,037,994
{Continued)
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COMMONWEALTH OF MASSACHUSETTS

COMBINED STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES -
STATUTORY BASIS - ALL GOVERNMENTAL FUND TYPES, EXPENDABLE TRUST FUNDS
AND NON-APPROPRIATED HIGHER EDUCATION FUNDS

FISCAL YEAR ENDED JUNE 30, 1994
{Amounts in thousands)

Expenditures (continued):
Environmental affairs
Communities and development
Health and human services
Transportation and construction
Education
Educational affairs
Higher education
Public safely
Economic affairs
Elder affairs
Consumer affairs
Labor
Direct local aid
Medicaid
Pension
Debt service:

Principal retirement
Interest and fiscal charges

Total expenditures

Other financing uses:
Payments to refunded bond escrow agent
Fringe benefit cost assessment
Operating transfers out
Stabilization transfer
Other uses

Total other financing uses

Total expenditures and other

financing uses

Excess (deficiency) of revenues and other
financing sources over expenditures and
other financing uses

Fund balances (deficits) at beginning of year

Fund balances {deficits) at end of year

See notes lo combined financial statements - statutory basis.

Fiduciary
Governmenta! Fund Types Fund Type
Special Capital Expendable
General Revenue Projects Trust
23118 % 144,575 117629 § 4,935
113,233 248,027 33,694 2,335
3,270,133 1,013,327 14,019 20,292
619,168 146,225 1,325,809 830
145 457,359 2,966 1,299
1,543 1,152
670,148 16,061 5,621 8O
313,986 370,110 6,311 3,727
14,588 156,911 1,850 1,103,593
125,573 29,851 651 60
25852 6,433 3,538
20,977 2,492 15 28,238
2,727,313
3,273,177 39,350
313,264 595,684
308,323 322,808
288,908 231,255
10,350,236 9,101,228 1,686,189 1,178,833
835,795
103,241 14916 2,287
4,822 1,052,514 155.049 2,489
39,254 26,169
44,076 1,181,524 1,005,760 4,776
10,394,312 10,283,152 2,691,949 1,183,609
69,693 {55,930 (32,357) 297,546
{701,5%6) 1,388,660 (319,851) (155,554)
(631,903) § 1,332,730 (352,208) $§ 141,992
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Totals

(Memorandum Only)
Non-
Subiotal appropnated
(Memorandum Higher

Only) Education 1994 1993
$ 290,257 % 0 3 290,257 % 288,621
397,289 397,289 399,965
4,317,771 4,317,771 4,167,138
2,092,032 2,092,032 1,773,298
461,769 461,769 485,004
3,095 3,095 9,591
691,910 1,175,775 1,867,685 1,688,759
694,134 694,134 626,536
1,316,982 1,316,982 1,713,385
156,135 156,135 149,774
35,823 35,823 32,599
51,722 51,722 48,493
2,727,313 2,727,313 2,546,501
3,313,127 3,313,127 3,151,361
908,948 908,948 868,154
631,221 631,221 592,493
520,163 520,163 550,175
22,316,486 1,175,775 23,492,261 22,279,574
835,795 B35,795 1,891,468
120,444 68,712 189,156 138,296
1,214,874 130 1,215,004 1,069,784
65,423 65,423 76,872
257
2,236,536 68,842 2,305,378 3,176,677
24,553,022 1,244,617 25,791,639 25,456,251
278,952 63,981 342,933 (89,984)
211,659 298,409 510,068 600,052

s 490,611 5 362,390 8 853001 % 510,068
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COMMONWEALTH OF MASSACHUSETTS

COMBINED STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN

FUND BALANCES - STATUTORY BASIS - BUDGET AND ACTUAL -
GENERAL AND BUDGETED SPECIAL REVENUE FUNDS

FISCAL YEAR ENDED JUNE 30, 1994
{Amounts in thousands)

Revenues:
Taxes
Assessments
Federal grants and reimbursements

Departmental

Miscetlaneous
Total revenues

Other financing sources:
Fringe benefit cost recovery
Operating transfers in
Stabilization transfer

Other sources
Totzal other financing sources

Total revenues and other financing
sources

Expenditures;
Legislature
Judiciary
Inspector General
Governor and Lieutenant Governor
Secretary of the Commonwealth
Treasurer and Receiver-General
Auditor of the Commonwealth
Attorney General
Ethics Commission
District Attorney
Office of Campaign and Political Finance
Disabled Persons Protection Committee
Board of Library Commissioners
Comptroller
Administration and finance
Environmental affairs
Communities and development

General Fund

Vanance
Favorable
Budget Actual ~(Unfavorable)
3 6,179,800 6,297,759 117,955
191,756 191,796
2,913,900 2,892,189 21,711
819,225 525,006 (294,21%)
175,259 175,259
9,912,925 10,082,009 169,084
189,156 189,156
160,675 192,840 32,165
5,000 (3,000)
165,675 381,996 216,321
10,078,600 10,464,005 385,408
59,235 42,853 16,382
69,098 68,128 970
1,281 1,271 10
4,996 4,292 704
9272 9,081 191
105,386 101,789 3,597
10,174 10,167 7
19,936 19,720 216
527 527
8,134 8,071 63
314 in 3
1,328 1,325 3
5,882 5,865 17
749,459 693,700 55,759
25,003 23,118 1,885
120,075 113,233 6,842
Exhibit B-12




11

s

Totals

Budgeted Special Revenue Funds {Memorandum Only)
Variance Variance
Favorable Favorable
Budget Actual (Unfavorable) Budget Actual (Unfavorable)
4,380,200 3 4,308,922 b (71,278) 3 10,560,000 3 10,606,681 46,681
21,688 21,688 213,484 213,484
8,600 9,042 442 2,922,500 2,901,231 (21,269)
447,100 465,676 18,576 1,266,325 090,682 {275,643)
45,808 45,808 221,067 221,067
4,835,900 4,851,136 15,236 14,748,825 14,933,145 184,320
189,156 189,156
542,000 598,657 56,657 702,675 791,497 88,822
65,423 65,423 65,423 65,423
5,000 (5,000)
542,000 664,080 122,080 07,673 1,046,076 33¢.401
5,377,900 5,515,216 137,316 15,456,500 15,979,221 522,721
59,235 41 853 16,382
275,403 271,835 3,568 344 501 339,963 4,538
1,281 1,271 10
4,496 4,292 704
2,121 1,891 230 11,393 16,972 421
21,928 20,250 1,678 127,314 122,039 5275
733 733 10,907 10,900 7
800 785 15 20,736 20,505 23§
537 537 1,064 1,064
38,088 37,783 305 46,222 45,3854 368
320 317 3 634 628 6
1,328 1,325 3
2,304 2,300 4 2,304 2,300 4
525 525 6,407 6,390 17
245,801 229,151 16,650 995,260 922 851 72,409
132,805 123,658 9,147 157,808 146,776 11,032
25,749 24,895 854 145,824 138,128 7,696
(Continued)
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COMMONWEALTH OF MASSACHUSETTS

COMBINED STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN
FUND BALANCES - STATUTORY BASIS - BUDGET AND ACTUAL -
GENERAL AND BUDGETED SPECIAL REVENUE FUNDS

FISCAL YEAR ENDED JUNE 30, 1994
{Amonunts in thousands)

—
e

i

|
|

General Fund
Variance
Favorable
Budget Actual {Unfavorable)
Expenditures (continued):
Health and human services 3 3,368,359 b 3,270,133 i 68,226
Transportation and construction 621,447 619,168 2,279
Education 147 145 2
Educational afTairs 2,024 1,943 81
Higher education 674,430 670,148 4,332
Public safety 319,456 313,986 5,470
Economic affairs 15,580 14,588 992
Elder afTairs 127,044 125,573 1,47t
Consumer affairs 27,548 25832 1,696
Labor 22,303 20,977 1,326
Direct local aid
Medicaid 3,290,149 3,273,777 16,372
Pension 328,447 313,264 15,183
Debt service:
Principal retirement 327,453 308,323 19,130
Interest and fiscal charges 312,186 288 908 23278
Total expenditures 10,626,723 10,350,236 276,487
Other financing uses:
Fringe benefit cost assessment
Operating transfers out 4,822 4,822
Stabilization transfer 39,254 (39,254)
Total other financing uses 4,822 44,076 (39,254)
Total expenditures and other
financing uses 10,631,545 10,394,312 237,233
Excess (deficiency) of revenues and other
financing sources over expenditures and
other financing uses (352,945) 69,693 622,638
Fund balances (deficits) at beginning of year {701,596) {701,596)
Fund baiances (deficits) at end of year 5 (1,254,541) § (631,903) § 622,638
Sce notes to general purpose financial statements.
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Totals

Budgeted Special Revenue Funds (Memorandum Only})
Variance Variance
Favorable Favorable
Budpet Actua) {Unfavorable) Budpet Actual {Unfavorable)
148,274 5 124,664 5 23,610 $ 3,516,632 ) 3,394,797 $ 121,836
145,988 141,458 4,530 767,435 760,626 6,509
104,894 95,757 9,137 105,041 95,902 9,139
655 608 47 2,679 2,551 128
2,610 2,308 212 677,000 672,546 4,544
354,904 342,926 11,978 674,360 656,912 17.448
16,277 15,279 498 31,857 29.2067 1,950
5,187 4,340 B47 132,23] 129,413 2318
5,945 5,016 929 33,453 30,808 2,625
22,303 20,977 1,326
2,739,827 2727313 12,514 2,739,827 2,727,313 12,514
39,350 39,350 3,329,494 3,313,027 16,372
623,449 565,684 27,165 951,894 908,948 42,948
347,569 322,183 25,386 675,022 630,506 44,516
236,293 229 967 6,126 548 479 518,875 29,604
5,518,336 5,361,603 156,733 16,145,059 15,711,839 433,220
46,436 (46,436) 46,436 (46,435)
122,662 123,940 {1,278) 127,484 128,762 {1,278)
26,169 (26,169 65,423 (65,423)
122,662 196,545 {73,883) 127,484 240,621 (113,137)
5,640,998 5,558,148 82,850 16,272,543 15,912,460 320,083
(263,098) (42,932) 220,166 (B16,043) 26,761 842,804
1,264,169 1,264,169 562,573 562,573
1,001,071 5 1,221,237 s 220,166 5 {253,470) § 589,334 $ 842,804
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COMMONWEALTH OF MASSACHUSETTS
COMBINED STATEMENT OF REVENUES, EXPENSES AND CHANGES IN FUND BALANCES -
STATUTORY BASIS - NONEXPENDABLE TRUST FUNDS AND PENSION TRUST FUNDS

FISCAL YEAR ENDED JUNE 30, 1994

(Amounts in thousands)

|

Operating revenues:
Employees contributions:
Investment earnings

Total operating revenues
Other financing sourges:
Operating transfers in
Total operating revenues
and other financing sources
Operating cxpenses:
Administration
Payments to beneficiarics and cities
and towns

Total operating expenscs

Other financing uses:
Operating transfers out

Total operating expenses and
other financing uses

Net income (deficit)
Fund balances at beginning of year

Fund balances at end of year

See noles to combined financial statements - statutory basis.

Totals
Fiduciary Fund Types (Mcmorandum Only)
Nen-
expendable Pension
Trust Funds Trust Funds 1994 1993
0 b 383,504 $ 383,904 349,531
245 446 245,446 1,301,368
629,350 629,350 1,650,89%
675,069 675,069 76,489
1,304,419 1,304,419 1,727,388
3,676 3,676 3,276
186,751 186,751 177,194
196,427 190,427 180,470
2 675,069 675,071 76,501
2 865,496 865,498 256,971
@) 438,923 438,921 1,470,417
5,842 11,096,499 11,:02,341 9,631,924
5,840 s 11,535,422 5 11,541,262 5 11,102,241
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FINANCIAL STATEMENT PRESENTATION:

Introduction -The accompanying combined financial statements - statutory basis of thc Commonwealth
of Massachusetts (the Commonwealth) are presented in accordance with the requirements of Section 12
of Chapter 7A of the Massachusetts General Laws. Concurrently, the Office of the Comptroller
publishes the Commonwealth's Comprehensive Annual Financial Report (CAFR) which is prepared on
the basis of generally accepted accounting principles (GAAP) for governments as prescribed by the
Governmental Accounting Standards Board, the authoritative standard-setting body for establishing
governmental accounting and financial reporting principles.

The combined financial statements - statutory basis include all budgeted and non-budgeted funds and
account groups of the Commonwealth, as recorded by the Office of the Comptrolier in compliance with
Massachusetts General Laws and in accordance with the Commonwealth's budgetary principles. The
non-appropriated funds of the Commonwealth's public institutions of higher education are aiso presented,
as directed by special statute.

The combined financial statements - statutory basis are not intended to include independent authoritics or
other organizations included in the Commonwealth's reporting entity as it would be defined under GAAP.

Fund Accounting - The Commonwealth rcports its statutory basis financial position and results of
operations in funds and account groups, each of which is considered 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 cxpenditures. Transactions between funds within a fund type, if
any, have not been eliminated.

Account groups are accounting entitics used to provide accountability for the Commonwealth's gencral
fixed assets and long-term obligations. They are not considered funds because they do not report
expendable available financial resources and relatcd liabilities.

These fund types and account groups are organized as follows:

Governmental Fund Types - Governmental Funds support the governmental functions of the
Commonwealth.

General Fund - is the primary operating fund of the Commonwealth. It is used to account for all
governmental transactions, except those which state finance law or other statutes require to be
accounted for in another fund.

Special Revenue Funds - are established by law to account for specific revenue sources that have
been segregated from the General Fund to support specific governmental acuvities.  As discussed in
Note 3, many of the Special Revenue Funds are included in the annual appropriation process and are
considered budgeted funds.

“The major budgeted Special Revenue Funds are the Highway and Local Aid Funds which, with the

General Fund, are often identified as the operating funds of the Commonwealth. The Federal Grants
and Lotteries Funds are examples of non-budgeted funds which support governmental activity.
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Capital Projects Funds - are used to account for financial resources used to acquire or construct
major capital assets and to finance local capital projects. These resources are derived primarily
from proceeds of general obligation bonds, which are generally received after the expenditure has
been incurred, and from federal reimbursements. Therefore, deficit balances in Capital Projects
Funds represent amounts to be financed.

Fiduciary Fund Types - Fiduciary Funds are used to account for assets held by the Commonwealth in a
trustee capacity (Trust Funds), or as an agent (Agency Funds) for individuals, private organizations, other
govemmental units, and/or other funds.

Expendable Trust Funds - account for trusts whose principal and investment income may be
expended for their designated purpose. 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.

Nonexpendable Trust Funds - account for trusts whose principa! cannot be spent. Within this fund
type, the Massachusetts School Fund's principal balance of $5,000,000 earned investment income of
$142,000, which was credited directly to the Local Aid Fund for expenditure during fiscal year
1994, as required by statute.

Pension Trust Funds - are used to account for the assets, liabilities and fund balances held in trust
for the State Employees' and Teachers' Annuities Funds and the Pension Reserve Fund.

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

Account Groups - Account Groups establish control and accountability over the Commonwealth's general
fixed asscts and long-term obligations, primarily its bonded debt.

General Fixed Assets Account Group - is used to account for the general fixed assets of the
Commonwealth.

General Long-term Obligations Account Group - is used to account for long-term bonds and notes
payable as well as obligations under lease/purchase agreements.

Non-appropriated Higher Education Funds - The non-appropriated funds of the Commonwealth's
public institutions of higher education have been recorded as a separate fund type which combines a
variety of statutory basis financial activities to report in compliance with Section 15C of Chapter 15A, of
Massachusetts General Laws.

2, SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:

Statutory basis of accounting - The Statutory Basis Financial Report is prepared from the
Commonwealth's books and records and other official reports which are maintained on the basis of
accounting used in the preparation of the Commonwealth's legally adopted annual budget (statutory
basis). The statutory basis emphasizes accountability and the budgetary control of appropriations, and
the Statutory Basis Financial Report is not intended to present the Commonwealth's financial condition
and results of operations in conformity with GAAP.
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Revenues are generally recognized when the cash deposit is received by Treasury. However, revenues
reccivable for federal grants and reimbursements are recognized when related expenditures are incurred,
and amounts due from certain political subdivisions of the Commonwecalth are recognized when
considered measurable and available at year end. GAAP requires that revenues be recognized when
measurable and available.

Expenditures generally are recorded 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 30. Costs incurred under the federally-sponsored Medicaid program, amounts required
to settle claims and judgments against the Commonwealth, and certain other liabilitics are not recognized
until they are encumbered or othcrwise processed for payment. Under GAAP, liabilities are recognized to
the extent of costs incurred, without regard to statutory encumbrance limitations.

The accounting policics followed in preparing the accompanying combined financial statements - statutory
basis are described as follows.

Cash and shori-term investments and investments - The Commonwealth follows the practice of pooling
the cash and cash equivalents of its Governmental and Fiduciary Funds. Cash equivalents consist of
short-term investments which are stated at cost. Interest camed on pooled cash is aliocated to the General
Fund and Expendable Trust Funds and to certain Special Revenue Funds when so directed by law.

Investments of the Pension Trust Funds are stated at market. The Massachusette State Teachers and
Employecs Retirement Systems Trust (Master’s Trust) and the Pension Reserves Investment Trust Fund
(PRIT), collectively the Pension Trust Funds have acquired investments in real estate, venture capital
funds, real cstate funds, limited partnerships, futures pools, intemational hedge pools, commodities pools,
balanced pools, leverage buyouts, private placements and other alternative investments. The structure,
risk profile, return potential and marketability of these investments differ from traditional equity and fixed
income investments. The estimated values, determined by management with input from the investment
managers, of these altemative investments were $434,131,507 in the Master’s rust and $635,426,769 in
the PRIT. :

Other investments are stated at cost.

Receivables - 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 to the

Massachusetts Bay Transportation Authority (MBTA) to fund its net cost of service. A portion of thesc
advances is financed by sales of short-term notes which are repaid through subsequent appropriations by
the Legislature and assessments to cities and towns for their respective shares of the MBTA's net cost of

service.

Inventories - Purchases of materials and supplics are recorded as expenditures. No inventonies are
reported on the statutory basis.
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General fixed assets - General fixed asset acquisitions are recorded as expenditures in the Governmental
Fund Types and Expendable Trust Funds. They arc also capitalized in the General Fixed Assets Account
Group in the year of purchase. General fixed assets are capitalized at historical cost, or at estimated
historical cost if actual historical cost is not available. Donated fixed asscts 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 fifteen thousand dollars at the date of acquisition and with expected
useful lives greater than one year. Infrastructure {roads, bridges, tunncls, dams, water and scwer systcms,
etc.) 1s not capitalized. No depreciation is provided on gencral fixed assets,

Interfund/intrafund transactions - Duning the course of its operations, the Commonwealth records
transactions between funds and/or between departments. On the statutory basis, transactions between
Governmental and Fiduciary Fund Types are recorded as adjustments to the funds' cash accounts. As a
result, a fund may report a deficiency in cash and short-term investments.

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

Risk financing - The Commonwealth docs not insure for workers' compensation, casualty, theft, tort
claims and other losses, and such liabilities are not recognized on the statutory basis until encumbered
and/or processed for payment. For workers' compensation, 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
Commisston administers contributory health care and other insurance programs for the Commonwealth's
employees and retirecs.

Encumbrances - Encumbrance accounting is utilized in the Governmental Fund Types as a significant
aspect of budgetary control. The full amounts of purchase orders, contracts and other commitments of
appropriated resources are encumbered and recorded as deductions from appropriations prior to actuat
expenditure, ensuring that such commitments do not exceed appropriations. Encumbrances outstanding at
year end for goods or services received on or before June 30 are reported as statutory basis liabilities and
expenditures; excess encumbrances are lapsed.

Fringe benefit cost recovery - The Commonwealth appropriates and pays the fringe benefit costs of its
employcees 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 state work force. As dirccted by Chapter 29, Scctions 5D and 6B(f)
of the Massachusetts General Laws, these costs are assessed to other funds based on their payrell costs,
net of credits for direct payments. Since these fringe benefit costs are not appropriated in the budget, the
required assessment creates a variance between budget and actual cxpenditures at year end.

Compensated absences - Employees are granted vacation and sick leave in varying amounts bascd on
collective bargaining agreements and state laws. Upon retirement, termination or death, certain employees
are compensated for unused vacation and sick leave (subject to certain limitations} at their then-current
rate of pay. Vacation and sick leave are recorded as expenditures when paid
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Fund balances - The Commonwealth reports fund balances as reserved where legally restricted fora
specific future usc. Otherwise, these balances are considered unreserved.

Fund balance has been reserved as follows:

"Reserved for continuing appropriations” - identifies 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 5C 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, Highway, and Local Aid Funds that can be carried forward 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 29B.

"Reserved for debt service" - identifies amounts held by fiscal agents to fund future debt service
obligations pertaining to the Commonwealth Fiscal Recovery Loan Act of 1990, and to Special Obligation
Revenue Bonds authorized under Section 20 of Chapter 29 of the Massachusetts General _aws and
Chapter 33, Acts of 1991,

“Reserved for pension benefits” - identifics amounts invested to finance the Commonwealth’s public
employee retirement systems.

Unreserved fund balance is segregated into two components:

"Designated for specific purpose” - identifies all unreserved fund balances for which the Legislature or
Executive Branch has evidenced an intention to restrict for a specific purpose.

"Undesignated" - consists of cumulative surpluses or deficits of the Governmental Fund Typcs not
otherwisc designated.

Total columns - memorandum only - Total and subtotal columns on the combined financial statements -
statutory basis are captioned "Memorandum Only" to indicate that they are presented only to facilitate
financial analysis. Data in these columns do not present consolidated firancial position, results of
operations or changes in financial position. Interfund eliminations have not been made in the aggregation
of this data.

Reclassification - Certain reclassifications have been made to the 1993 balances to conform to the
presentation used in 1994

BUDGETARY CONTROL:

Chapter 29B of the Massachusetts General Laws requires that a balanced budget be approved by the
Governor and the Legislature. The Govemnor 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, adopts an expenditure budget
by appropriating monies and estimating revenues and other financing sources available to support the
expenditures.
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Before signing the appropriation act, the Governor may veto or reduce any item, subject to legislative
override. Further changes to the budget established in the annual appropriation act may be made via
supplemental appropriation acts or other legislative acts. These must also be signed by the Governor and
are subject to the line item veto.

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

Gencerally, expenditures may not exceed the level of spending authorized for an appropriation account,
Certain interfund assessments to allocate fringe benefits and other costs, however, are mandated by
Sections 5D and 6B(f) of Chapter 29 of the Massachusetts General Laws. These allocations are not
itemized in the appropriation process and are not separately budgeted.

The original fiscal year 1994 appropriation act was Chapter 110, Act of 1993, This appropriation act
authorized $14,825,102,000 in dircct appropriations and $611,422 000 in authorizations to ratain and
expend certain non-tax revenues, plus $125,869,000 of interagency chargebacks. Chapter 110 included
projections of $10,560,000,000 in tax revenues and approximately $4,887,800,000 in non-tax revenues.
With these revenues (exclusive of chargebacks) projected to total approximately $15,447,860,000, and
with unreserved balances of approximatcly $142,638,000 carried forward from fiscal year 1993, the
budget as presented in this oniginal appropriation act was considered to be in balance. Subsequently, the
Legislature overrode the govemor’s veto of $20,990,000 in direct appropriations bringing the total direct
appropriations to $14,846,092 000,

During fiscal year 1994, the Legislature also passed and the Govemor signed, with some modification
through veto, Chapters 151, 495, 496, 497, Acts of 1993, and Chapters 18, 49, Acts of 1994, which
included numerous supplemental budgetary appropriations. These increases added $242,282 000 in direct
appropriations, $18,001,000 in additional retained revenue authorizations and $3,515,000 of intcragency
chargebacks. Subsequent to Junc 30, 1994 the Legislature passed and the Goverior signcd Chapter 126
of the Acts of 1994 which included $119,857,000 in additional supplemental ap::rogriations. Fiscal year
1994 appropriations, retained revenues, and interagency chargebacks totaled $15,967,038,000.
Appropriations continued from fiscal year 1993, totaled approximately $106,626,000, and certain
intrafund and interfund transfers dirccted by statute, totaled approximately $197,550,000

Because revenue budgets are not updated subsequent to the original appropriation act, the comparison of
the initial revenue budget to the subsequent, and often modified, expenditure budget can tc misleading.
Also, these financial statements portray fund accounting with gross inflows and outflows, thus creating a
second.discrepancy to separately published budget documents.
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In conducting the budget process, the Commonwealth 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
(amounts in thousands):

Revenues and Expenditures
other financing and other
SOUICes financing uses
As presented in the combined budget and
actual statement - statutory basis: $ 15979221 $ 15,952,460
Adjustments to revenucs and expenditures:
Municipal transit assessments (140,365) (140,3565)
Charges from the Intragovernmental
Service Fund (96,868) {956,358)
Adjustments 1o other financing sources
and uses:
MBTA subsidy transfer from the
Highway Fund to the General Fund (60,386) (60,386)
School Choice (17,908) (17,908)
Fringe benefit cost assessments to
budgeted funds (46,436) (46,436)
Transfer from the Intragovernmental
Service Fund to the General Fund (1,601) (1,601)
RMYV Liscense Plates {494) (494)
Stabilization transfers (65,423) (65,423)

As presented on budgetary documents:

§ 15,349,740

$ 15522979

The enacting or supplemental legislation determines the budgeted fund or funds to which the appropriation
is assigned. If no Special Revenue Fund is identificd, the appropriation is considered part of the General
Fund.

The budgeted funds, the combined financial statements - statutory basis include a combined budget and
actual statement. Following is a list of budgeted funds grouped by specific categories.
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Administrative Contro} Funds are:

Intragovernmental Services Fund, Revenue Maximization Fund, and Commonwealth Fiscal Recovery
Fund.

Major Budgeted Special Revenue Funds are:
Highway Fund, Loca! Aid Fund, and Commonwealth Stabilization Fund.

Budgeted Environmental (Special Revenue) Funds are:

Natural Heritage and Endangered Species Fund, Mosquito and Greenhead Fly Control Fund, Inland
Fisherics and Game Fund, Environmental Challenge Fund, Toxics Use Redustion Fund, Clean
Environment Fund, Environmental Permitting and Compliance Assurance Fend, Underground Storage
Tank Petroleurn Product Cleanup Fund, Environmental Law Enforcement Fuiid, Public Access Fund,
Harbors and Inland Waters Maintcnance Fund, Marine Fisheries Fund, Warcrshed Management Fund,
Low Level Radioactive Waste Management Fund, Asbestos Cost Recovery fund and Clean Air Act
Compliance Funds.

Other Budgcted (Special Revenue) Funds are:

Antitrust Law Enforcement Fund, Victim and Witness Assistance Fund, Intercity Bus Capital
Assistance Fund, State Transportation Building Management Fund, Springfield State Office Building
Management Fund, Motoreycle Safety Fund, Re-Employment and Job Placement Fund, Trust Fund for
the Head Injury Treatment Services Fund, Massachusctts Tourism Fund, Health Care Access Fund,
Ponkapoag Recreational Fund, Division of Insurance Fund, Health Protection Fund, and Leo J. Martin
Recreation Fund.

The Child Care Affordability Scholarship Assistance Fund, established as a budgeted fund in fiscal
year 1991, the Health Insurance Hardship Trust Fund cstablished in 1988, and the Mctor Vehicle
Enussion Inspection Comphance Fund established in 1994, as nonbudgcted special revenue funds, have
had no activity and no financial statements are presented.

The Office of the Comptroller 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
Comptroller if they cxceed the account's total spending authorization, based 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 authority.

4. DEPOSITS AND INVESTMENTS:

The Commonwecalth 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 ts displayed on the combined balance sheet as either "Cash and
short-term investments” or "Deficiency in cash and short-term investments". The investments of the
Pension Trust Funds arc held and managed in scparate and pooled trusts.
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The Office of the Treasurcr and Receiver-General (the Treasu ty) manages the Commonwealth's short-
term investment pool. Statutes authorize investment in obligations of the U.S. Treasury, authorized bonds
of all states, banker's acceptances, certificates of deposit, commercial paper rated within the three hi ghest
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 June 30, 1994, are as follows (amounts in thousands):

Carrying
Valuc
Cash $ 712,163
Certificates of deposit 2,900
715,063
Short-term investments:
U.S. Treasury obligations 489,000
Commercial paper 102,919
Short-term investment pool 280,600
Repurchase agreements 355,000
1,227,519
Non-appropriated Higher Education Fund Type
cash managed at the campus level 121,606
Total $ 2,064,188

The Pension Trust Funds have invested a significant portion of their portfolios on two pooled trusts which
account for their operations in a manner similar to mutual fund. The trusts are permitted to invest in
equity securities, fixed income securities, real estate and other altcrnatives. The investments arc carried at
market value. At June 30, 1994, they are as follows (amounts in thousands):

Investments:

Equity securities $ 6,571,068
U.S. government and government agency securities 2,027,604
Fixed income sccurities 1,473,849
Real estate 629,032
Commercial paper 10,352
Money market investments 225,979
Mutual funds 9¢6
Alternative investments 440 842
Foreign government treasury obligations 183,815
Other 49,702

Total $11,613,209
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SHORT-TERM FINANCING AND CREDIT AGREEMENTS:

Section 47 of Chapter 29 of the Massachusetts General Laws authorizes the Treasurer to issue temporary
notes in anticipation of revenue or bond financing. When this short-term debt does not meet long-term
refinancing criteria, it is classified among fund liabilities.

General Fund -As authorized by Chapter 161 A of the Massachusetts General Laws, the Commonwealth
issucs short-term notes to finance working capital advances from the Treasury to the MBTA. The
Commonwealth retires these notes through subsequent appropriations and assessments to cities and towns.
The notes outstanding at June 30, 1994, totaled $240,000,000, with an interest rate of 3.4% and a yield of
2.86%, and matured in November, 1994. The Commonwealth subsequently issued comparable notes,
also in the amount of $240,000,000, with an interest rate of 5%, maturing in June, 1995.

The balance of other revenuc anticipation notes outstanding fluctuates during the fiscal year but must be
reduced to zero at June 30. During fiscal ycar 1994, amounts outstanding for the Revenue Anticipation
Notes (RAN’s) ranged from zero to $250,000,000 and for the Bond Anticipation Notes (BAN’s) ranged
from zero to $180,000,000. Such borrowings were subject to a guarantee of up to $600,000,000 through
letter of credit agreements.

Capital Projects Funds - The Commonwealth has issued five-year term minibonds, which ar¢ redeemable
upon demand, to finance its capital projects. At June 30, 1994, mimbonds outstanding in the Capital
Projects Funds totaled $49,062,000, with interest rates ranging from 5.0% to 8.0%.

The Commonwealth may issue bond anticipation notes to temporarily finance its capital projects, but it
must reduce the balance to $200,000,000 at June 30. There were such notes outstanding at June 30,
1994,

Letter of credit agreements - During fiscal year 1994, the Commonwealth maintained letter of credii
agreements with several banks in order to provide credit and liquidity support for its commercial paper
program. The letters of credit were available to secure up to $600,000,600 of Commonwealth
commercial paper plus intercst thereon. Advances were available, subject to certain limitations and
bearing interest at the bank rate as defined, in anticipation of revenue or bond proceeds and repayable by
the following Junc 30, subject to extension in certain circumstances, at the Commonwealth’s option. No
such advances were drawn during the fiscal year ended June 30, 1994, or subsequent thereto. These
agreements expire September 30, 1994 through October 29, 1994. The average costs are approximately
0.3% on unutilized amounts and approximately 0.4% on utilized amounts.

Subsequent to June 30, 1994, the Commonwealth established a line of credit with a bank to provide
liquidity support for up to $200,000,000 of commercial paper notes, which line of credit expires
September 30, 1996. In addition, the Commonwealth entered into letter of credit agreements with two
bariks to provide credit and liquidity support for up to $400,000,000 of commercial paper notes, plus
interest thereon. These letters of credit expire on September 30, 1996 and October 31, 1996,
respectively. The average costs of all three facilities are approximately 0.077% on unutilized amounts
and approximately 0.11% on utilized amounts.
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Line of credit agreement - The Commonwealth maintained a revolving line of credit agreement with a
bank through June 30, 1994, in the amount of $150,000,000. Under this agreement, interest was charged
at the lesser of the federal funds rate plus 1.5%, or prime, with commitment fees payable quarterly on the
excess of the commitment amount over the average daily outstanding principal amount drawn.
Commitment fees totaled $75,000. This line of credit agreement was not utilized during the fiscal year
and was allowed to expire on June 30, 1994.

LONG-TERM BONDS:

Under the Constitution of the Commonwealth of Massachusetts, the Commonwealth may borrow moncey
(a) for defense, or in anticipation of receipts from taxcs 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
moncy 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 members 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.

The Commonwealth has waived its sovereign immunity and consented to be sued on contractual
obligations, including bonds and notes issued by it and all claims with respect thereto. However, the
property of the Commonwealth 1s 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 the payment of
principal or intercst on bonds and notes of the Commonwealth may also be subject to the provisions of
federal or Commonwealth statutes, if any, enacted to extend the time for payment or impose other
constraints upon enforcement.

As of June 30, 1994, the Commonwealth had three types of bonds outstanding: general obligation bonds,
dedicated income tax bonds, 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 49
of Chapter 29 of the Massachusetts General Laws provides for the allocation of bond proceeds to these
authorizations in arrears, as cxpenditures are made, unless the proceeds are allocated at the time of
issuance.

During fiscal year 1991, dedicated income tax bonds were issued as authorized by Chapter 151, Acts of
1990, to finance the combined net undesignated fund deficit in the General and Local Aid Funds at June
30, 1990. These bonds are designated Fiscal Recovery Loan, Act of 1990, and they are secured by the
pledge of certain dedicated income tax revenues and the investment eamings thereon.

During fiscal year 1992 and again during fiscal year 1994, the Commonwealth issued special obligation
revenue bonds as authorized under Section 20 of Chapter 29 of the Massachusetts General Laws. Thesc
bonds are secured by all or a portion of revenucs credited to the Highway Fund and are not general
obligations of the Commonwealth. At June 30, 1994, the Commonwecalth had outstanding $403,770,000
of such special obligation bonds, secured by a pledge of 6.86 cents of the 21-cent motor fuel excise tax
imposed on gasoline.
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For financial reporting purposes, long-term bonds are carricd at their face amount, which includes
discount and any issuance costs financed. The outstanding amount represents the total principal to be
repaid, for capital appreciation bonds, 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.

The amount of bonds authorized 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 outstanding and bonds authorized-unissued at June 30,
1994, are as follows (amounts in thousands):

Authorized
Outstanding -unissued
Maturity
Purpose Amount dates Amouni
Deficit reduction:
Fiscal recovery $ 839810 1994 -1998 3 57274
Capital projects:
General 4,965,236 1994 - 2014 2,613,220
Highway 2,427,619 1994 - 2014 965,681
Local aid 1,105,083 1994 - 2013 855,938
Other 89,997 1994 - 2025 20,124
Capital projects bonds 8,587 935 4,455,023
Total $ 9427745 $4,512,297

Interest rates on the Commonwealth's bonded debt outstanding at June 30, 1994 ranged from 1.10% to
14.12%.

Changes in long-term bonds outstanding and bonds authorized-unissued for the vear ended June 30, 1994
are as follows (amounts in thousands):

El

Bonds Authorized
outslanding -unissued
Balance, July 1, 1993 $ 9,231,458 $ 4,614,367
General and special obligation bonds:
Principal less discount and issuance costs 690,200 (690,206)
Discount and issuance costs 9,794
General obligation refunding bonds:
Principal less discount and issuance costs 835,795
Discount and issuance cosls 7,200
Bonds retired (1,346,708)
Increase in bonds authorized 612,611
Expiration of authorizations (24.475)
Balance, June 30, 1994 $ 9427745 3 43517297
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At June 30, 1994, debt service requirements to maturity for principal (including discount, capital
appreciation and issuance costs) and interest are as follows (amounts in thousands):

Year

ending

June 30 Principal Interest Total
1995 $ 646279 § 490,506 $ 1,136,785
1996 666,961 453,264 1,120,225
1997 694,365 410,257 1,104,622
1998 618,262 368,262 086,574
1999 543,937 338,349 882,286
2000 and thereafter 6,257,941 2,097,805 8,355,746

Total $ 9,427,745 $4,158,443  $ 13,586,188

The Commonwealth issued bonds and notes under negotiated contracts and under competitive bidding
contracts during the fiscal year 1994. The costs for legal counsel and underwriting fees under the
negotiated contracts were $260,000 and $5,762,975, and the competitive bidding contract costs were
estimated at $235,000 and $1,982,000, respectively.

Subsequent to June 30, 1994, the Commonwealth issucd $250,000,000 in general obligation bonds, with
interest rates ranging from 5.0% to 6.0%, and $200,000,000 in general obligation bonds, with interest
rates ranging from 5.5% to 7%.

Advance refundings and defeased bonds- As authorized by Scction 53A of Chapter 29 of the
Massachusetts General Laws, the Commonwealth advance refunded certain general obligation and other
bonds through the issuance of $842,995,000 of general obligation refunding bonds during fiscal year
1994. Proceeds totaling approximately $839,094,000 were used to purchase U §. Government securities
which were deposited in irrevocable 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 be defeased, and the
liabilities therefor have been removed from the General Long-term Obligations Account Group. As a
result of these advance refundings, the Commonwealth decreased its current year debt service payments
and has taken advantage of lower interest rates, and it has decreased its aggregate debt service payments
by approximately $65,942,000 over the next 20 years and incurred an economic gain (the difference
between the present values of the debt service payments of the refunded and refunding bonds) of
approximately $49,339,000. At June 30, 1994, approximately $749,925,000 of the bonds so refunded
remain outstanding and are considered defeased.

In prior years, the Commonwealth also defeased certain general obligation and other bonds by placing the
proceeds of refunding bonds in irrevocable trusts to provide for all future debt service payments on the
refunded bonds. Accordingly, the trust account assets and the liabilities for the defeased bonds are not
included in the financial statements. At June 30, 1994, approximately $2,5 77,000,000 of bonds
outstanding from advance refundings in prior fiscal years are considered defeased.

Statutory debt limit - In fiscal years 1990 and 1991, Section 60A of Chapter 29, of the Massachusetts
General Laws was amended to establish a limit on the amount of direct debt outstanding, effective at the
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beginning of fiscal year 1991. By statutorily limiting the Commonwealth's ability to issuc 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 direct debt limit for fiscal year 1994
was $7,871,850,000.

For purposes of determining compliance with the limit, direct debt is defined to include general obligation
bonds and minibonds at the amount of their original net proceeds. It excludes discount and issuance costs,
if any, financed by these bonds. It also excludes dedicated income tax bonds issued under Chapter 151,
Acts of 1990, special obligation bonds issued under Section 20 of Chapter 29 of the Massachusetts
General Laws, refunded bonds, refunding bonds issued under Section 5 of Chapter 5, Acts of 1991, and
bond anticipation notes. Qutstanding direct debt, as defined, totaled approximately $7,392,292,000 at
June 30, 1994,

A telecommunications system was acquired in 1988 for the University of Massachusetts (UMass). The
system was financed, under a trust agreement, through the issuance of certificates of participation for
approximately $18,700,000, which bear interest at an average rate of 7.38% and mature in varying
semiannual installments through year 2000, Payments are funded from UMass student fees and
approximate the trustee's payments to certificate holders.

Future minimum payments under non-cancelable certificates of participation are as follows (amounts in

thousands):

Year ending June 30 Amount
1995 $ 2,668

1996 2,670

1997 2,671

1998 2,668

1999 2,671

2000 and thereafter 2,673
Total payments 16,021
Less: Amount representing interest (3,334)
Present value of payments $ 12,87
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7. OBLIGATIONS UNDER LEASE AND LEASE/PURCHASE AGREEMENTS:

In order to finance the acquisition of equipment, the Commonwealth has entered into various
lease/purchase agrecments, including tax-cxempt lease purchase (TELP) agreements, which are accounted
for as capital leases. These agreements are for various terms, and contain clauses indicating that their
cont:nuation is subject to appropriation by the Legislature. For the fiscal year ended Junc 30, 1994,
leasc/purchase expenditurcs under these agreements totaled approximately $27,555,000.

At June 30, 1994, the Commonwealth's aggregate outstanding hability under capital leases, the present
value of the net minimum lease payments, totals $69,730,000. This liability is reported in the General
Long-term Obligations Account Group. Equipment acquired under capital leases and included in the
General Fixed Assets Account Group totaled approximately $90,889,000.

The Commonwealth has numerous operating lease agreements for real property and equipment with
varying terms. These agreements contain provisions indicating that continuation is subject to
appropriation by the Legislature. Rental expense for the fiscal year ended June 30, 1994 was
approximately $106,186,000.

The following is a schedule of future minimum payments under non-cancelable leases as of June 30, 1994
(amounts in thousands):

Capital Leases

Operating

Year ending June 39 Commonwealth UMass Total leases

1995 $ 18,619 LY 5,726 $ 24 355 b 86,460
1996 14,676 4 788 19,464 66,707
1997 10,545 3,883 14,428 53,430
1998 7,071 2,806 9877 43314
1999 5,084 2,112 7,196 28,524
2000 and thereafter 2,786 3,339 6,125 8,224
Total 58,791 22,654 81,445 $ 286,659

Less: Amount representing
interest (7,837) (3,878) (11,715)

Present value of minimum
lease payments $ 50,954 s 18,776 $ 69,730
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8. INDIVIDUAL FUND DEFICITS:

The General Fund and certain Special Revenue and Capital Projects Funds included in the combined
totals have fund deficits at Junc 30, 1994, as follows (amounts in thousands):

Fund
General $ 631,903
Budgeted Special Revenue:
Environmental;
Natural Heritage and Endangered Species 18
Environmental Permitting and Compliance Assurance 9,135
Low Level Radioactive Waste Management 54
Other:
Antiirust Law Enforcement 1,144
Victim and Witness Assistance 3,125
Intercity Bus Capital Assistance 8,307
Leo J. Martin Recreation 36
Non-budgeted Special Revenue:
Other:
Government Land Bank 21,454
Federally-assisted Housing 9,762
Capital Projects:
General 210,991
Highway 82,007
Local Aid:
Community Development Action Grants 40,504
Lockup Facilities Improvements 178
County Correctional Facilities 504
Local Infrastructure 227
Water Pollution Control 13,129
Other:
Stale Recreation Arcas 702
Metropolitan Parks 4,304
Intercity Bus Capital Assistance 5
Total $ 1,037,459

In order to resolve the deficits in the budgeted General and Special Revenue Funds, the Comptroller has
recommended the authorization of transfers from other budgeted funds with surplus balances or a plan of
fund consolidation. For the non-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.
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In the Capital Projects Funds, the recognition of minibonds as fund liabilities accounts for $49,062,000 of
the reported fund deficits. The remarning deficits to be financed, approximately $303,423,000, reflect the
time lag between capital expenditures and the receipt or allocation of proceeds from the sale of related
bonds. Subsequently, on August 9, 1994, the Commonwealth issued $250,000,000 of General Obligation
Bonds to finance the deficit.

MEDICAID COSTS:

The Commonwealth provides medical care for low-income, elderly and other residents who qualify for
such assistance under the federally-sponsored Medical Assistance Program, known as Medicaid. The
Commonwealth pays the full cost of care and is reimbursed by the federal govemment for 50% of that
cost. For the fiscal year ended June 30, 1994, the General Fund and Local Aid Funds include
$3,313,126,524 in expenditures for Medicaid claims processed for payment.

The combined financial statements - statutory basis include Medicaid claims processed but unpaid at June
30, 1994, as accounts payable of approximately $10,433,661. In addition, the Commonwealth estimatcs
its liability, as determined in accordance with generally accepted accounting principles at $814,000,000.
This amount includes estimates of both the cost of care provided as of June 30, 1994, fo- which claims
have not been processed, and the cost associated with nursing home and hospital rate sattlements and
other costs. Of this amount, 50% is expected to be reimbursed by the federal gevernmiznt.

Subsequent to June 30, 1994, the Commonwealth reached settlements with certain “ospitals, and it also
certified disputed nursing home rates on a retroactive basis. These actions are expected to reduce the
Commonwealth's Medicaid hability as measured by GAAP for fiscal vear 1994,

RETIREMENT SYSTEMS:

The Commonwealth is responsible for the pension benefits of Commonwealth employees (members of the
State Employees' Retirement System) and the teachers of its cities, towns, regional school districts and
Quincy College (members of the Teachers' Retirement System, except for teachers in the Boston public
schools, who are members of the State-Boston Retirement System but whosc pensions are also the
responsibility of the Commonwealth). The members of the retirement systems do not participate in the
Social Security System. The Commonwealth has also assumed responsibility for payment of cost-of-
living adjustments (COLA) for the separate (non-teacher) retirement systems ol its cities, towns and
counties.

Employees of certain independent authoritics and agencies, such as the MBTA, and of counties, cities and
towns (other than teachers) are covered by separate retirement systems. Also, certain Commonwealth
employees and current retirees employed prior to the establishment of the State Employees’ Retirement
System are covered on a "pay-as-you-go" basis.

Plan descriptions - State Employees' Retirement System (SERS) is a single employer defined benefit
public employee retirement system (PERS), covering substantially all employees of the Commonwealth
and certain employees of the independent authorities and agencies.

Teachers' Retirement System (TRS) is an agent multiple employer defined benefit PERS. The
Commonwealth is a non-employer contributor and is responsible for al! contributions and future benefit
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requirements of TRS. The TRS covers certified teachers in cities (except the City of Boston), towns,
regional school districts and Quincy College.

State - Boston Retirement System (SBRS) is an agent multiple employer defined benefit PERS. SBRS
provides pension benefits to all full-time 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 School Department in a teaching capacity. The cost of pension benefits of the other participants
is the responsibility of the City of Boston.

The Commonwealth has assumed financial responsibility for the COLA granted to partictpants in the 104
retirement systems 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 for the basic pension benefits.

Mcmbership - Membership in SERS, TRS as of January 1, 1993 and SBRS as of January 1, 1994 is as
follows:

SERS TRS SBRS

Retirces and beneficiaries currently

receiving benefits and terrinated

empleyees entitled to benefits

but not yet receiving them 45,419 30,168 2,354
Current employces:

Vested 36,398 44,782 3,872

Nonvested 47,114 17,206 2,011

Subtotal 83,512 61,988 5,883

Total 128,931 92,156 8,237

Benefit provisions - Chapter 32 of the Massachusetts General Laws establishes uniform benefit 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 upon a member's age, length of creditable service, level of
compensation, and group classification.

The retirement allowance consists of two parts: an annuity 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
approximately 80%-85% pension and 15%-20% annuity.

Members become vested after ten years of creditable service. A superannuating retirement allowance may
be received upon the completion of twenty years of service or upon reaching the age of 55 with ten years
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of service. Normal retirement for most employees occurs at age 65; for certain hazardous duty and public
safety positions, normal retirement is at age 35,

Contributions required and contributions made - The funding policies for the retirement systems’ have
also been established by Chapter 32 of the Massachusetts General Laws. The annuity portion of the
SERS, TRS and SBRS retirement allowance is funded by employees, who contribute a percentage of their
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 Commonwealth's contribution for the pension bencfit portion of the retirement allowance of SERS
and TRS and required payments to cover SBRS and COLA contributions was originally established on a
"pay-as-you-go” basis. As a result, amounts were appropriated each year to pay current benefits, without
a systematic provision 1o fully fund future liabilities already incurred. In fiscal year 1988, with the
adoption of Chapter 697, Acts of 1987 (Chapter 697), the Commonwealth addressed the unfunded
liabilities of SERS, TRS and its participation in SBRS and its COLA obligation. Chapter 697 requires
systematic funding on a current basis, including amortizing the unfunded liabilities and habilities for
future COLA payments to local systems, over 40 years.

Chapter 697 also dirccts 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 Sccretary's direction.  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, Chapter 697 further provides that if, during the first 10 years of
scheduled payments, the pension benefits paid exceed the scheduled contribution, the Commenwealth's
contribution shall equal these benefits payments.

The current approved funding schedule, based on the January 1, 1990 valuation, was filed with the
Legislature on March 1, 1991, It required contributions by the Commonwealth of $763,749,000 during
the fiscal year ended June 30, 1993. Because total pay-as-you-go benefits exceeded this amount, no
additional Commonwealth contribution was required.

Actual contributions for the year ¢nded June 30, 1994, are as follows (amounts in thousands):

Employee Commonwealth

contributions contributions

SERS $ 212625 $ 415,173
TRS 171,273 328,707
SBRS 14,056 28,223
COLA 04,287
Total $ 397954 $ 864,390

During fiscal year 1994, the Commonwealth also made payments totaling approximately $22,209,000 to
retirees employed prior to the establishment of the current plans and to non-contributory plans.

Exhibit B-35



COMMONWEALTH OF MASSACHUSETTS
STATUTORY BASIS FINANCIAL REPORT
FISCAL YEAR ENDED JUNE 30, 1994

11,

Postretirement health care and life insurance benefits - In addition to providing pension benefits, the
Commonwealth is statutorily required to provide certain health care and life insurance benefits for retired
employees of the Commonwealth, housing authorities, redevelopment authorities, and certain other
governmental agencies. Substantially all of the Commonwealth's employecs may become cligible for these
benefits if they reach retirement age while working for the Commonwealth. Eligible retirees are required
to contribute a specified percentage of the health care benefit costs, which is comparable to contnibutions
required from employees. The Commonwealth is reimbursed for the cost of benefits to retirees of the
eligible authorities and agencies. The Commonwealth recognizes its share of the cost of providing these
benefits when paid. These payments totaled approximately $126,026,713 for the fiscal year ended June
30, 1994,

COMMITMENTS AND CONTINGENCIES:

Undcr Chapters 161A and 161B of the General Laws, the Commonwvealth is obligated to pay a portion of
the debt service and the net costs of service of MBTA and certain regional transit authorities. The
Commonwealth recovers a portion of these payments through assessments to the cities and towns served.
Fiscal year 1994 net expenditures were $490,428,951 and $31,855,619, respectively. For fiscal year
1995, the Commonwealth has appropriated $500,901,506 and $33,973,184 to thc MBTA and regional
transit authorities, respectively. These appropriations cover net costs of service for the calendar vear
ended December 31, 1993.

The Commonwealth is also statutorily obligated to provide contract assistance for debt service obligations
to the Massachusetts Convention Center Authority (MCCA) and the Government Land Bank. Such
assistance totaled $17,583,383 in fiscal year 1994, For fiscal year 1994, appropriations for this purpose
totaled $30,610,780.

At June 30, 1994, the aggregate outstanding debt for which the Commonwealth is obligated to provide
contract assistance support totaled approximately $2,442,885,000 long term and $433,269,000 for short
term. In addition, the Commonwealth guarantees the debt of certain local governments and public higher
education building authoritics. The guaranteed debt outstanding at June 30, 1994, was approximately
$235,916,000.

At June 30, 1994, the Commonwealth had commitments approaching $1,636,000,000 for various
construction projects. The majority of these construction commitments relate to a major infrastructure
project known as the Central Artery Project in which Federal participation 1s anticipated. The remainder
relate to a wide range of building construction projects.

A number of lawsuits ar¢ pending or threatened against the Commonwealth which arose from the ordinary
course of operations. These include claims for property damage and personal injury, breaches of contract,
condemnation proceedings and other 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 be reasonably estimated, the Attorney
General estimates the liability to be approximately $73,500,000. Of this amount approximately
$61,500,000 15 expected to be paid in fiscal year 1995; and $12,000,000 is expected to be paid thereafter.
Appellate Tax Board cascs included in the amount to be paid in 1995 total $17,500,000. No accrual has
been made for these amounts in the combined financial statements - statutory basis.

Exhibit B-36




12,

NOTES TO THE COMBINED FINANCIAL STATEMENTS

e —— raver
-

Workers' compensation costs are recognized when claims are presented and paid. The Commonwealth'’s
outstanding liability for such claims at June 30, 1994, is estimated to be $341,900,000, of which
approximately $54,100,000 is expected to be recognized during fiscal year 1994. No accrual has been
made for these amounts in the combined financial statements - statutory basis.

The Commonwealth receives significant financial assistance from the federal govenment. Entitiement to
these resources is generally conditional upon compliance with terms and conditions of the grant or
reimbursement agreements and with applicable federal regulations, including the expenditure of the
resources for cligible purposes. Substantially all federal financial assistance is subject to financial and
compliance audits. Any disallowances become liabilities of the fund which received the assistance. At
June 30, 1994, the Commonwealth estimatcs that liabilities, if any, which may result from such audits are
not material.

Chapter 200A of the Massachusetts General Laws, the Commonwealth's Abandoned Property Law,
requires deposit of certain unclaimed asscts into a managed Agency Fund. The statute requires the excess
amount over $500,000 each June 30 to be remitted to the General Fund, where it is included as
miscellaneous revenue. Amounts remitted during fiscal year 1994 totaled $54,298,192. Since inception,
approximately $484,660,192 has been remitted. 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 1989, amended Chapter 29 of the Massachusetts General Laws, by adding Sections
29D and 29E, which authorize certain non-tax revenue initiatives and require reporting thereon, as
follows.

Debt collection - Private debt collectors were engaged, with fees, on a contingent basis, from the proceeds
collected. Collections and fees paid during fiscal year 1994 were: (amounts in thousands).

Department Collectors Collections Fees
Allen Daniels Associates $ 36 $ 5
Credit Control Services 227 74
Collection Co.of America 9 2
Glenn Associates, Inc. 1 1
Payco-American Corporation 4 1
Walker 1 1
Totals $ 278 $ 84

No amounts were collected by the following, and no fees were paid: Capital Credit Corporation and
Financial Collection Agency.
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Under a similar program for thc Commonwealth's public institutions of higher education, the following
amounts were collected and fees paid (amounts in thousands):

Debt Collectors Collections Fees
Allen Daniels Associates 5 107 3 21
Collection Co.of America 402 141
Glenn Associates, Inc. 93 10
Payco-American Corporation 205 61
Totals 5 807 5 233

Revenue 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 1994, approximately
$51,000,000 was collected through such efforts, which included approved billing of third parties
responsible for patients in Commonwecalth-operated hospitals. After contractor fees were paid on a
contingent basis, the Commonwealth received approximately $47,000,000,

Utility Audits- Massachusetts General Law, Chapter 29 Section 29G, authorized the Department of
Procurement and General Services to solicit services and enter into contingent contracts on behalf of
governmental entities for the potential recoupment of overcharges associated with utility expenscs. In
fiscal year 1994 two providers were selected to perform reviews of utility billings. As of June 30 reviews
were either in process or completed for twelve state managed facilities. Vendors selected were: Utility
Management Group and Precision Flow Laboratories. During fiscal year 1994, $16,000 was recouped
and $6,400 was paid to the Utility Management Group, resulting in a net benefit to the Commonwealth of
$9,600. In addition, during fiscal year 1994, reviews were in process for 32 municipalities who have
taken advantage of the master service agreement negotiated by Procurement and General Services.
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Independent Auditors' Report

Mr. William Kilmartin, Comptroller
The Commonwealth of Massachusctts

We have audited the accompanying general purpose financial statements of the Comunonwealth of
Massachusctts as of Junc 30, 1994, and for the vear then ended. These general purpose financial
statements arc the responsibility of the management of the Commomcalth of Massachusetts. Cur
responsibility is to cxpress an opinion on these gencral purpose financial statements based on our audit.
We did not audit the financial statements of the University of Massachusctts, Massasoit Community
Colicge, Bridgewater State College, and the State College Building Authority, which statements reflect
74 pereent of the total asscts and 76 percent of the revenucs of the University and College Fund Type.
We did not audit the financial statements of the Pension Rescrves [nvestment Trust which is an
investment vehicle for certain of the Commonwealth of Massachusetts’ Pension Trust Funds, the
financial statements which reflect 26 percent of the total assets and 8 percent of the revenues of the
Fiducian Fund Type. Except for the Massachusctts Convention Center Authority, which represents 4
and 3 pereent of asscts and revenues respectively, we did not audit the financial statements of the entities
which comprise the Component Units Column. Those financial statements were audited by other
auditors whose reports thercon have been furnished to us, and our opinion, insofar as it relates to the
amounts included for the University and College Fund Type, Fiduciary Fund Type and the discretely
prescnted Component Units referred to above, is bascd solely on the reports of the other auditors.

We conducted our audit in accordance with generally accepted auditing standards. Thosc standards
require that we plan and perform the andit to obtain reasonable assurance about whether the general
purpost financial statements are free of material misstatement. An audit includes examuning, on a test
basis, cvidence supporting the amounts and disclosures n the gencral purposc financial statcments. An
audit also includes assessing the accounting principles used and significant estimates madce by
management, as well as evaluating the overall financial statement presentation. We believe that our
audit and the reports of the other auditors provide a reasonablc basis for our opinuon.

In our opinion, bascd upon our audit and the reports of the other auditors, such gencral purpose financial
statements referred to above present fairly, in all matcrial respects, the financial position of the
Commonwealth of Massachusctts as of June 30, 1994, and the results of its operations and cash flows of
its Noncxpendable Trust Fund and discretely presented Component Units for the year then ended in
conformity with generally accepted accounting principlcs.

As discussed in note 15, the Commonwecalth adopted Governmental Accounting Standards Board
Statcment No. 14, “The Financial Reporting Entaty.™

Deloitte Touche
Tohmatsu o
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As discussed in Note 1, the Fiduciary Fund Type includes investments representing 5.7 pcreent of the
assets of the Fiduciary Fund Typcs, whose values have been cstimated by management in the absence of
readily ascertainable market values. The procedures used by management in arriving at the estimated
value of such investments and the underlying documentation have been reviewed and inspected by us and
by the other auditors' and, in the circumstances, we believe and the other auditors' report states their
belief, that the procedures of management are reasonable and the documentation appropriate. However,
determination of the value of these investments involves subjective judgment because the actual market
value can be determined only by negotiation between the parties in a sales transaction. The estimated
values of the investments may differ from the valucs that would have been used had a ready market
existed for the investments.

As discussed in Note 1, the discretely presented Component Units include investments representing |
percent of their total assets, whose values have been cstimated by management in the absence of readily
ascertainable market values. The procedures used by management in arriving at the cstimated value of
such investments and the underlying documentation have been revicwed and inspected by other auditors’
and, the other auditors' report states their belief, that the procedures of management are reasonable and
the documentation appropriate. However, detcrmination of the valuc of these investments involves
subjective judgment because the actual market value can be determined only by negotiation between the
parties in a sales transaction. The estimated values of the investments may differ from the valucs that
would have been used had a ready market existed for the investments

Our audit was made for the purposc of forming an opinion on the gencral purposc financial statements
taken as a whole. The requircd supplementary information on the public employee retirement systems is
presented for the purpose of additional analysis and is not a required part of the gencral purpose
financial statements of the Commonwealth of Massachusetts. The supplementary information is the
responsibility of the management of the Commonwealth of Massachusctts. Such information has been
subjected to the auditing procedures applied in the audit of the gencral purpose financial statements and,
based on our audit and the reports of other auditors, in our opinion, is fairly stated in all material
respects in relation to the general purposc financial statements taken as a whole.

(Qelotton, + Towalo, ALP

December 21, 1994
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JUNE 30, 1994
(Ameonnts in thousands)

Primary
I'iduciary
Governmental Fund Types Fund Types
Special Capital Trust
General Revenue Projects and Agency
ASSETS AND OTHER DEBITS
Cash and short-lerm investments by 33,975 % 1,023832 % 26036 % 1,749,344
Cash with liscal agent 786 4,328
Deposits 33,001
Investments 11,613,208
Restricted imvestments 83,319
Investmenls of deferred compensation plan 945,401
Annuity contracts 1,045,084
Assets held in trust 1,550,917
Receivables, netl ol allowance for uncollectibles:
Taxes 612,921 432216 319,802
Due from federal government 580,130 145,162 155,301 655
Loans 7,420
Other recervables 179,002 95,396 1,271 1,642,070
Due from cities and towns 213,331 1,177
Due [rom primary government
Due from other funds 9.897 149,972 20,632 2,487
inventory
Fixed assets
Other assets
Amounls available for retirement
of general long-term obligations
Amounts to be provided for retirement
of general long-term obligatiens
Total asscts and other debits s 1,630,042 § 1,852,083 § 263,159 % 18,909,389
LIABILITIES, FUND EQUITY
AND OTHER CREDITS
Liabilities:
Accounts payable 3 1,239818 § 362,597 % 305902 § 1,832,981
Accrued payroll 62 098 18,831 1,980 368
Compensated absences 50,493 52,601 3,799 200
Tax refunds and abatements payable 335,988 216,813 8,475
Due to citics and towns 11,937
Due to other funds 170,604 6,164
Due to component unit 326,228 100,763 18,180
Due to federal government 30,780 2,100
Deferred revenue 05,382 70,912 380 29,844
Prizes payable 1,045,084
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Component

Government Units
University
and College Totals
Fund Type Account Groups {Memorandum Only)
General General
University Fixed Long-term Component
and Caolleges Assels Obligations 1994 1993 Units
(As restated)
- 87,949 o 3 o 3 2,897,736 § 2,565,086 § 272,708
55,268 60,382 3,797
33,001 49,506
255,295 11,868,503 11,347,123 73,830
83,319 59,380
945,401 895,768
1,045,084 975442
1,550,917 1,518,389
1,364,939 1,457,317
9,378 890,626 778,786 107 588
444N 51,891 51,697 420,780
130,334 2,048,073 1,729,849 41,869
214,508 205,166 376
445,171
28,459 211,447 413,105
13,572 13,572 13,633 39,418
2,058,075 3,066,682 5,124,757 5,034,261 4,823,218
9,921 9,921 9,625 139,078
87,647 87,647 3,797
14,558,611 14,558 611 14,027,470
3 2,692,722 3,066,682 S 14,646,258 § 43,060,335 § 41,079,817 § 6,527,416
s 45,369 0 3 0 8% 378,667 8§ 3,18869 § 89,257
54,078 137,355 134,580 42,744
91,348 81,823 320,264 321,064 296
561,276 534,160
11,937 12,110 475
34,679 211,447 413,105
445,171 373,885
32,880 282,429 1,045
6,016 203,034 236,862 55,351
1,045,084 975,442
{Continued)
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COMMONWEALTH OF MASSACHUSETTS

COMBINED BALANCE SHEET - ALL FUND TYPES, ACCOUNT GROUPS AND

DISCRETELY PRESENTED COMPONENT UNITS

JUNE 30, 1994
{Anounts in thousands)

Liabilities (continued):
Deferred compensation benefits payable
Agency liabilities
Claims and judgments
Deposits and unearned revenue
Other accrued liabilities
Capital lcases
Bonds, notes payable and

certificates of participation

School construction prants
Unfunded pension costs

Tatal liahilities

Fund equity and other credits:
Investment in peneral fixed assels
Contributed capital
Retained earnings:
Reserved for invesiment programs
Unreserved

Fund balances (deficit):
Reserved for pension benefits
Reserved for unemployment benefits

Reserved for claims and judgements
Restricted

Unexpended plant funds

Renewals and replacements
Retiremenl of indebledness

Net investment in plant

Reserved for specific purpose
Unreserved

Total fund equity (deficit)
and other credits

Total liabilities, fund equity
and other credits

See notes to general purpose financial statements.

Primary
Fiduciary
Governmental Fund Types Fund Types
Special Capital Trust
General Revenue Projects and Agency
¢ 3 ¢ 3% a 945,401
3,010,656
132,937 21714 3715 167
62,791 27,116
240,000 49,062
2,553,724 911,122 554,122 6,918,393
11,563,156
296,676
83,319
4,328
5,840
(523,682) 936,633 {174,282) 125,324
(923,682) 940,961 (290,963 11,990,996
1,630,042 % 1,852,083 § 263,159 18,909,389
Exhibit C-6




Component

Exhibit C-7

Government Units
University
and College Totals
Fund Type Account Groups {Memorandum Only)
General General
University Fixed Leng-term Component
and Collepes Assets Obligations 1994 1993 Units
s ¢ o 3 0 3 945401 § 895768 % 0
6,819 3,017,475 2,892,422
71,981 435,595 668,109 694,098 1,224
6,997 6,997 5,776
60,008 149,915 124,313 195,172
19,558 50,954 70,512 46,016 18
260,933 9,427,745 9,977,740 9,860,099 3,144,173
2,070,709 2,070,709 1,926,082
2,579,432 2,579,432 2,362,254
657,786 14,646,258 26,241,405 25,279,761 3,529,775
3,066,682 3,066,682 3,012,230
3,050,729
51,847
(104,935)
11,563,156 11,121,148
296,676
83,319
102,153 102,153 83,907
25,779 25,779 27,868
15,677 15,677 15,647
21,528 25,856 23,148
1,779,441 1,779,441 1,734,458
5,840 5,842
90,358 (145,649 {224,192)
2,034,936 3,066,682 16,818,930 15,800,056 2,997,641
H 2,692,722 3,066,682 $ 14,646,258 § 43,060,335 § - 41,079,817 § 6,527,416



COMMONWEALTH OF MASSACHUSETTS
COMBINED STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES -
ALL GOYERNMENTAL FUND TYPES AND EXPENDABLE TRUST FUNDS
FISCAL YEAR ENDED JUNE 30, 1994

{Amounts in thousands)

Revenues:

Taxes

Assessments

Federal grants and reimbursements
Departmental

Miscellancous

Total revenues

Other financing sources:

Proceeds of general obligation bonds
Proceeds of refunding bonds
Proceeds of capital leases

Operating transfers in

Other

Total other financing sources

Tatal revenues and other
financing seurces

Expenditures:

Current:
Legislature
Judiciary
Inspector General
Governor and Lieulenant Governor
Secretary of the Commonwealth
Treasurer and Receiver-General
Auditor of the Commonwcalth
Attomney General
Ethics Commission
Distrie! Attorney

Office of Campaign and Political Finance
Disabled Persons Protection Commission

Board of Library Commissioners
Comptroller

Administration and finance
Environmental affairs
Communities and development
Health and human services
Transportation and construction
Education

Educational affairs

Primary

Governmental Fund Types

Special Capital
General Revenue Projects
3 6,550,346 4,061,025 0
207,933 336,576
2,908,959 1,255,412 944,738
502,139 3,241,766 629
174,040 78,667 2,033
10,343,417 8,973,446 947,400
690,206
835,796
33,550
350,455 863,831 152,542
35371
384,003 863,831 1,713,915
10,727,422 5,837,277 2,661,315
43,056
62,863 275,618
1,394
4,330
9,082 2,597
95,968 1,956,433
10,253 733
35671 2,496
512 563
8,035 39,304
302 334
1,514
5,411
6,369
689,556 173,863
23,084 146,198
109,715 248,030
3,291,038 1,034,452
51,194 68,958
488 457,391
1,956 1,155
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Government

Fiduciary Totals
Fund Type (Memorandum Only)
Expendable
Trust 1994 1993

(As restated)
h) 1,125,539 § 11,736,910 § 11,093,768
1,207 545716 599,415
257,551 5,366,660 5,130,180
3,528 L 3,748,062 1,392,308
60,191 314,931 445,658
1,448,016 21,712,279 20,661,629
690,206 368,367
835,796 1,891,468
33,550 13,297
5,863 1,372,691 1,179,928
138 35,509 46,382
6,001 2,967,752 3,499,442
1,454,017 24,680,031 24,161,071
43,096 40,798
3,689 342,170 307,781
1,394 1,304
4,330 3,680
| 11,683 14,111
19 2,052,420 1,659,450
167 11,153 10,458
1,124 39,291 37,061
1,075 1,003
3,609 50,948 47,143
636 539

1,514
5,411 4,620
6,369 5,546
1,325 864,744 683,459
4,716 173,998 167,293
433 358,178 364,781
20,283 4,345773 4,085,252
829 120,981 274270
1,296 459,175 469,886
311 9,602

{Continued) Exhibit C-9



COMMONWEALTH OF MASSACHUSETTS

COMBINED STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES -
ALL GOYERNMENTAL FUND TYPES AND EXPENDABLE TRUST FUNDS

FISCAL YEAR ENDED JUNE 30, 1994

(Amounts in thousands)
e ———— e e

Primary
Governmental Fund Types
Special Capital
General Revenue Projects
Expenditures (continued):
Current {continued):
Higher education $ 65402 § 1898 % 0
Public safety 330,119 365,305
Economic affairs 16,903 195,977
Elder affairs 125,587 29,839
Consumer affairs 25,845 6,502
Labor 20,858 2,208
Direct local aid 2,727,313
Medicaid 3,176,777 39,350
Capital outlay:
Local aid 100,105
Capital acquisition and construction 1,463,602
Pension 233,777 596,415
Debt service:
Principal retirement 513,278 118,016
Interest and fiscal charges 352,575 167,290
Total expenditures 9,307,581 8,663,649 1,563,707
Other financing uses:
Payments to refunded bond escrow agent 835,796
Operating transfers out 6,923 1,122,183 169,965
Transfers of appropriations 632,609 2,302
Transfers of bond proceeds 15,324
Transfers to compenent units 582,453 116,751 2,195
Other uses
Total other financing uses 1,221,985 1,241,236 1,023,280
Total expenditures and ather
other financing uses 10,529,566 9,504,885 2,586,987
Excess (deficiency) of revenues and other
financing sources over expenditures and
other financing uses 197,856 (67,608) 74,328
Fund balances (deficits) at beginning of year {1,121,538) 1,008,569 {365,291)
Fund balances (deficits) at end of year 5 (923.682) % 940,961 § {290,963)

See notes 1o general purpose financial statements.
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Government

Fiduciary Totals
Fund Type (Memorandum Only)
Expendable
Trust 1994 1993
(As restated)
$ 79 67379 % 69,459
3,718 699,152 613,082
1,082,791 1,295,671 1,708,096
60 155,486 149,717
3,538 35,885 32,322
28,249 51,355 48,658
2,727,313 2,546,501
3,216,127 3,151,361
100,105 104,876
1,463,602 1,132,549
830,192 893,438
631,294 592,493
519,865 550,174
1,155,939 20,690,876 19,780,803
835,796 1,891,468
4,776 1,303,847 1,724,479
634,911 618,817
15,324 24,796
701,399
257
4,776 3,491,277 4,259,817
1,160,715 24,182,153 24,040,620
293,302 497,878 120,451
128,698 (349,562) {470,013y
b3 422,000 § 148,316 § (349,562)
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COMMONWEALTH OF MASSACHUSETTS

COMBINED STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN
FUND BALANCES - STATUTORY BASIS - BUDGET AND ACTUAL -

GENERAL AND BUDGETED SPECIAL REVENUE FUNDS

FISCAL YEAR ENDED JUNE 30, 1994

{Amounis in thousands}

—
s

I
I
I

General Fund

Exhibit C-12

Variance
Favorable
Budget Actual {Unfavorable)
Revenues:
Taxcs 5 6,179,800 6,297,759 $ 117,959
Assessments 191,796 191,796
Federal grants and reimbursements 2,913,900 2,892,189 (21,711)
Departmental 819,225 525,006 (294,219)
Miscellaneous 175,259 175,259
Total revenues 9,912,925 10,082,009 169,084
Other financing sources;
Fringe benefit cost recovery 189,156 189,156
Operating transfers in 160,675 192,840 32,165
Stabilization transfer
Other sources 5,000 (5,000}
Total other financing sources 165,675 381,996 216,321
Total revenues and other financing
sources 10,078,600 10,464,008 385,405
Expenditures:
Legislature 59,235 42,853 16,382
Judiciary 69,098 68,128 970
Inspector General 1,281 1,271 10
Govemor and Lientenant Governor 4,996 4,292 04
Secretary of the Commonwealth 9272 5,081 191
Treasurer and Receiver-General 105,386 101,789 1,597
Auditor of the Commonwealth 10,174 10,167 7
Attomey General 19,936 19,720 216
Fthics Comumission 527 527
District Attomey 8,134 8,071 63
Office of Campaign and Political Finance 314 i 3
Disabled Persons Protection Committee 1,328 1,325 3
Board of Library Commissioners
Comptroller 5,882 5,865 17
Administration and finance 749,459 693,700 55,759
Environmental affairs 25,003 23,118 1,885
Communities and development 120,075 113,233 6,842




Totals

Budgeted Special Revenue Funds {Mermorandum Only)
Variance Variance
Favorable Favorable
Budget Actual (Unfavorable) Budget Actual (Unfavorable)
4,380,200 4,308,922 3 (71,278 3§ 10,560,000 3 10,606,681 46,681
21,688 21,688 213,484 213,484
8,600 0,042 442 2,922,500 2,901,231 (21,269)
447,100 463,676 18,576 1,266,325 990,682 (275,643)
45,808 45,808 221,067 221,067
4,835,900 4,851,136 15,236 14,748,825 14,933,145 184,320
185,156 189,156
542,000 598,657 56,657 702,675 791,497 88,822
65,423 65,413 65,423 65,423
5,000 (5,000
542,000 664,080 122,080 707,678 1,046,076 338,401
5,377,900 5,515,216 137,316 15,456,500 15,979,221 522,72
59,235 42,853 16,382
275,403 271,835 3,568 344,501 339,963 4 538
1,281 1,21 10
4,596 4,292 704
2121 1,891 230 11,393 10,972 421
21,928 20,250 1,678 127,314 122,039 5275
733 733 10,907 10,900 7
800 785 I 20,736 20,505 pAL|
537 537 1,064 1,064
38,088 37,783 305 46,222 45,854 368
320 317 3 634 628 6
1,328 1,325 3
2,304 2,300 4 2,304 2,300 4
525 525 6,407 6,390 17
245801 229,151 16,650 995,260 622,851 72,409
132,805 123,658 9,147 157,808 146,776 11,032
25,749 24,395 854 145,824 138,128 7,696
{Continued)
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COMMONWEALTH OF MASSACHUSETTS

COMBINED STATEMENT OF REYENUES, EXPENDITURES AND CHANGES IN
FUND BALANCES - STATUTORY BASIS - BUDGET AND ACTUAL -
GENERAL AND BUDGETED SPECIAL REVENUE FUNDS

FISCAL YEAR ENDED JUNE 30, 1994
(Amounts in thousands)

Expenditures (continued):
Health and human services
Transportation and construction
Education
Educational affairs
Higher education
Public safety
Fconomic affairs
Elder affairs
Consumer affairs
Labor
Direct local aid
Medicaid
Pension
Debt service:

Principal retirement
Interest and fiscal charges

Total expenditures
Other financing uses:
Fringe benefit cost assessment
Operating transfers out
Stabilization transfer

Total other financing uses

Total expenditures and other
financing uses

Excess (deficiency) of revenues and other
financing sources over expenditures and
other financing uses

Fund balances (deficits) at beginning of year

Fund balances (deficits) at end of year

See notes to general purpose financial statements.

General Fund

Varance
Favorable
Budget Actual (Unfavorable)
$ 3,368,359 5 3,270,133 3 98,226
621,447 619,168 2,279
147 145 2
2,024 1,543 g1
674,480 670,148 4,332
319,456 313,586 5,470
15,580 14,588 992
127,044 125,573 1,471
27,548 25,852 1,696
22,303 20,977 1,326
3,290,149 3,273,771 16,372
328,447 313,264 15,183
327,453 308,323 19,130
312,186 288 008 23278
10,626,723 10,350,236 276,487
4,822 4 822
39,254 (39,254}
4,822 44.076 (39,254)
10,631,545 10,394,312 237,233
(552,945) 65,693 622,638
(701,596) (701,596)
b3 (1,254,541) § (631,903) s 622,638
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Totals

Budgeted Special Revenue Funds (Memorandum Ouly}
Variance Variance
Favorable Favorable
Budget Actual (Unfavorable) Budget Actual {Unfavorable)
3 148,274 124,664 $ 23,610 b 3,516,633 5 3,394,797 3 121,836
145,988 141,458 4,530 767,435 760,626 6,809
104,894 95,757 9,137 105,041 95,902 9,139
655 608 47 2,679 2,551 128
2,610 2,398 212 677,090 672,546 4,544
354,904 342,926 11,978 674,360 656,912 17,448
16,277 15,279 998 31,857 29,867 1,990
5,187 4,340 847 132,231 129,913 2,318
5,945 5,016 929 33,493 30,868 2,625
22,303 20,977 1,326
2,735,827 2,721313 12,514 2,739,827 2,727,313 12,514
35,350 39,350 3,329,499 3,313,127 16,372
623,449 595,684 27,765 951,856 908,948 42,948
347,569 322,183 25,386 675,022 630,506 44,516
236,293 229,967 6,326 548,479 518,875 29,604
5,518,326 5,361,603 156,733 16,145,059 15,711,839 433,220
46,436 (46,436) 46,436 (46,436)
122,662 123,940 (1,278) 127,484 128,762 (1,278)
26,169 {26,169) 65,423 {65423)
122,662 196,545 (73,883) 127,484 240,621 (113,137)
5,640,998 5,558,148 82,850 16,272,543 15,952,460 320,083
(263,098) (42,932) 220,166 (816,043) 26,761 842,804
1,264,169 1,264,169 562,573 562,573
s 1;0015071 1,221,237 s 220,166 5 (253,470) § 589,334 $ 842,804
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COMMONWEALTH OF MASSACHUSETTS

COMBINED STATEMENT OF REVENUES, EXPENSES AND

CHANGES IN RETAINED EARNINGS/FUND BALANCES AND CHANGES IN CONTRIBUTED CAPITAL -
NONEXPENDABLE AND PENSION TRUST FUNDS AND DISCRETELY PRESENTED COMPONENT UNITS
FISCAL YEAR ENDED JUNE 30, 1994

(Amounts in thonsands)

Primary
Fiduciary
Fund Types
Nonexpendable Pension
Trust Funds Trust Funds
Operating revenues:
Contributions $ 0 3 1,130,868
Investment income 245 446
Charges for services
Donations
Other
Total operating revenues 1,376,314
Operating expenses:
Cost of services and administration 3677
Retirement benefits and refunds 930,630
Depreciation
Tetal operating expenses 934,307
Operating income (loss) 442,007
Nonoperating revenues {expenses):
Operating prants
Interest income
Other revenues
Interest expense
Other expenses
Nonoperating revenues (expenses), net
Income (loss) before operating transfers 442,007
Transfers:
Transfers in from primary government
Operating transfers out {2)
Total transfers 23]
Netincome (loss) (2) 442,007
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Component
Government Units
Totals
{Memorandum Only)
Component
1994 1993 Units
5 1,130,868 5 1,072,78% 0
245,446 _ 1,301,368
245,690
670
1,989
1,376,314 2,374,157 248,343
3,677 3,276 789,561
930,630 898,399
177,095
934,307 901,675 966,656
442,007 1,472,482 (718,307
59,998
25,780
4,786
(144,854)
(26,029
(76,319)
442,007 1,472,482 (794,626)
701,399
)
Q) 701,359
442,003 1,472,482 (93,227)
(Continued)
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COMMONWEALTH OF MASSACHUSETTS

COMBINED STATEMENT OF REVENU ES, EXPENSES AND

CHANGES IN RETAINED EARNINGS/FUND BALANCES AND CHANGES IN CONTRIBUTED CAPITAL -
NONEXPENDABLE AND PENSION TRUST FUNDS AND DISCRETELY PRESENTED COMPONENT UNITS
FISCAL YEAR ENDED JUNE 30, 1994

(Amounts in thousands}

Primary
Fiduciary
Fund Types
Nonexpendable Fension
Trust Funds Trust Funds
Add: Depreciation of fixed assets acquired
from contributed capital $ 0 $ Y
Increase (decrease) in retained
carnings/fund balances (2) 442,007
Retained carnings/fund balances at
beginning of year 5,842 11,121,149
Retaincd earnings/fund balances at
end of year s 5,840 s 11,563,156

Contributed capital at beginning of year
Add: Capital contributions

Less: Depreciation of fixed assets acquired
from centributed capital

Contributed capital at end of year
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Component

Government Units
Totals
(Memorandum Only)
Component
1994 1993 Units
§ 0 3 0 94,534
442,005 1,472,482 1,307
11,126,991 9,654,509 (54,395)
$ 11,568,996 s 11,126,991 (53,088)
2,941,413
203,850
(94,534
3,050,729

Exhibit C-19



COMMONWEALTIH OF MASSACHUSETTS
COMBINED STATEMENT OF CASH FLOWS -

NONEXPENDABLE TRUST FUNDS AND DISCRETELY PRESENTED COMPONENT UNITS

FISCAL YEAR ENDED JUNE 30, 1994
{Amounts in thousands)

H

Cash flows from operating activities:
Operating income {loss)

Adjustments to reconcile aperating loss to net cash

provided by (used for) operating activities:
Depreciation
Other nonoperating revenues
Other nonoperating expenses
Change in assets and liabilities:
Due from federal government
L.oans
Other receivables
Due from cities and towns
Due from primary government
Inventory
Restricted and other assets
Accounts payable
Accrued payroll
Compensated absences
Deferred revenue
Claims and judgements
Other accrued liabilities
Due to cities and towns

Total adjustments

Net cash provided by (uscd for) operating activities

Cash flows from noncapital financing activities:
Operating grants
Operating transfers

Net cash provided by {used for) noncapital
financing activities

Exhibit C-20

Primary
Government

Component
Units

Fiduciary

Fund Type

Nonexpendable
Trust Funds

Component
Units

60

(718,307)

177,095
4,786
(26,029)

52,595
(225,277)
(13,846)
(53)
(12,104)

1,075
(15,853)

30,270

9,365

92

9,858

3

14,210
(80

60

6,105

60

(712,202)

2)

59,998
701,399

(V3]

761,397
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COMMONWEALTH OF MASSACHUSETTS
COMBINED STATEMENT OF CASH FLOWS -
NONEXPENDABLE TRUST FUNDS AND DISCRETELY PRESENTED COMPONENT UNITS

FISCAL YEAR ENDED JUNE 30, 1994
(Amonnis in thousands)

Primary Component
Government Units
Fiduciary
Fund Type
Nonexpendable Component
Trust Funds Units
Cash {lows from capital and related [inancing activities:
Acquisition and construction of capital assets S 0 S (279,249
Procceds from the issuance of bonds and notes 1,375,198
Interest on bonds and notes {144,854
Capital conlributions 203 850
Principal payments on bonds and notes {(1,064,692)
Proceeds from sale of equipment 1,191
Net cash provided by (used for) capital and
related financing activities 91,444
Cash flows from investing activilics;
Purchiases of investinents (1,478,223)
Sales and maoturities of investments 1,360,057
Interest meome 29.780
Net cash provided by (used for) investing activitics 0 (87,486)
Net increase (decrease) in cash and cash equivalents 8 33,153
Cash and cash cquivalents at heginning of year 5,7 119,555
Cash and cash equivalents at end of year ) 580§ 272,708
Reconciliation:
Cash and cash equivalents at end of year $ 5840 % 272,708
Cash and cash equivalents at end of year,
Peasion Trust, Expendable Trust and Agency 1,807,517
Cash and cash equivalents per the Combined
Balance Sheet $ 1,813,357 § 272,708

See notes to the general purpose financial statements.
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COMMONWEALTH OF MASSACHUSETTS

COMBINED STATEMENT OF CHANGES IN FUND BALANCES -

UNIVERSITY AND COLLEGE FUND TYPE
FISCAL YEAR ENDED JUNE 30, 1594

{(Amonunts in thousands)

Current Funds
Endowment
Loan and Similar
Unrestricted Restricted Fund Funds

Revenues and other additions:

Unrestricted current funds revenues 1,083 311 3 0 0 0

Federal appropriations 7,526 228

Federal grants and contracts 176,127 1,627

State grants and contracts 23,182 76

Local grants and contracts 2,278

Private gifts, grants and contracts 64,050 13 1,272

Investment income T2 35 4

Endowment Income 530 82

Met realized gain (loss) on investments 2,754

Interest on loans receivable 814

Reimbursed loan cancellations 1,348

Other income 348 422

Expended for plant facilities

Retirement of indebtedness

Other additions 72 468

Total revenue and other additions 1,083,311 274,185 5,031 4,112
Expenditures and other deductions:

Educational and general expenditures 1,119,339 262,854

Auxiliary enterprises expenditures 171,118

Indirect costs recovered 32,055

Hospital expenditures 225,006

Group practice plan expenditures 111,400

Refunded to grantors and donors 313

Loen cancellations and write-offs 700

Administrative and collection costs 2,668 561

Retirernent of indebtedness

Interest on indebtedness

Expended for plant facilities

Depreciation and amortization

Disposal of plant facilities

Other deductions

Total expenditures and other deductions 1,626,863 295,222 3,368 %61
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Totals

Plant
Funds 1994 1993

0 S 1,083 311 5 975,642
7,754 7,277

329 178,083 177,910
13,649 36,907 6,656
2,278 2,481

1,653 66,988 61,398
2,533 2,644 2472
612 416

2,754 618

814 813

1,348 27

192 962 523
50,042 50,042 . 71,887
13,330 13,330 ' 12,219
1,124 1,664 8,329
82,852 1,449,491 1,329,168
1,382,193 1,302,053

171,118 124,027

32,055 32,669

225,006 218,583

111,400 99,603

313 237

700 1,165

1,586 4,815 2,821
23,171 231N 12,219
11,609 11,609 19,936
13,330 13,330 41,268
20,003 20,003 11,539
10,140 10,140 11,538
556 556 3,602
80,395 2,006,409 1,881,260
{Continued)
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COMMONWEALTH OF MASSACHUSETTS

COMBINED STATEMENT OF CHANGES IN FUND BALANCES -
UNIVERSITY AND COLLEGE FUND TYPE

FISCAL YEAR ENDED JUNE 30, 1994
{(Amonnts in thousands}

e ———————— R
B ————————,—— e ———————————

Current Funds
Endowment
Loan and Similar
Unrestricted Restricted Fund Funds

Mandatory transfers:

Principal and interest H (27,506) § 0 s ] s 0

Renewals and replacements (517)

Student loan fund matching (435) 20 115

Other mandatory transfers (68,822)
Neamandatory transfers:

Transfers of appropriation 606,969 27,652 9

Transfers of bond proceeds 14,723

Unexpended plant funds {11,324}

Renewals and replacements (6,410) (8,089)

Other nonmandatory transfers (15,455) {2,133) {507) 30,159

Total transfers 476,500 32473 (383) 30,159
Net increase (decrease) for the year {67,052) 11,436 1,280 3N
Fund balances at the beginning of year 122,977 21,781 47,403 20,976
Fund balances at end of year S 55,925 s 33,217 s 48,683 s 54,686
- ] p——————————— ] o — ] M

See notes to general purpose financial stalements.
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Totals

Plant
Funds 1994 1993
27,506 b3 0 b3 0
517
20y (68,842) {72,695)
281 634,911 618,817
601 15,324 24,796
11,324
14,499
(12,064)
42,644 581,393 570,918
45,101 24,475 18,826
1,797,324 2,010,461 1,991,635
1,842,425 s 2,034,936 $ 2,010,461
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COMMONWEALTH OF MASSACHUSETTS

COMBINED STATEMENT OF CURRENT FUNDS REVENUES, EXPENDITURES, AND OTHER CHANGES -

UNIVERSITY AND COLLEGE FUND TYPE
FISCAL YEAR ENDED JUNE 30, 1994

{Amounts in thousands)

— —

Revenues and other additions:
Tuition and fees
Federal appropriations
Federal grants and contracts
State grants and contracts
Local grants and contracts
Private pifts, grants and contracts
Endowment income
Sales and service, educational
Sales and service, auxiliary enterprises
Sales and service, hospital
Bales and service, group practice plan
Recovery of indirect costs
Other investment income
Other

Total current funds revenues

Expenditures:
Instnuction
Research
Public service
Academic support
Student services
Institutional support
Operation and maintenance of plant
Scholarships and fellowships
Auxiliary enterprises
Hospital
Group practice plan

Total current funds expenditures

s

Current Funds Totals
Unrestricted Restricted 1994 1993

489,110 3 1] 489,110 b 379,069
7411 7411 7.158
16 138,951 138,967 154,461
387 19,717 20,604 5,972
32 1,979 2,011 2,247
2,910 51,315 54,225 82,059
170 652 822 204
9,351 9,351 10,333
176,536 176,536 121,366
229,763 225,763 225,165
110,732 110,732 84,517
32,055 32,055 32,669
14411 82 14,493 16,401
17,338 37t 17,709 68,354
1,083,311 220,478 1,303,789 1,189,975
540,228 29,102 569,330 521,977
3737 85,076 122 453 125,053
37,433 31,234 68,667 42876
100,729 20,830 121,559 114,340
73,080 3,846 76,926 95,512
166,353 3.499 169,852 145,761
126,365 11,409 137,774 138,854
37774 77,858 115,632 119,680
171,118 171,118 124,027
225,006 225,006 218,583
111,400 111,400 96,603
1,626,863 262,854 1,889,717 1,746,266
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COMMONWEALTH OF MASSACHUSETTS

COMBINED STATEMENT OF CURRENT FUNDS REVENUES, EXPENDITURES, AND OTHER CHANGES -

UNIVERSITY AND COLLEGE FUND TYPE
FISCAL YEAR ENDED JUNE 30, 1994

{Amounts in thousands)
Current Funds _ Totals
Unrestricted Restricted 1594 1993
Transfers and other changes:
Mandatory tranfers:
Principal and interest $ (27,506) % 0 3 (27,506) § (32,896)
Renewals and replacements 7 (517 (1,381)
Student loan fund matching (435) 320 (115) (397)
Other (68,822) (68,822) (72,695)
Transfers of appropriation 606,969 27,652 634,621 615,633
Transfers of bond proceeds 14,723 14,723 8,716
Unexpended plant funds {11,324) {11,324) (3,800
Renewals and replacements (6,410) (8,089 (14,49%) (8211
‘Other nonmandatory transfers (15,455) (2,133) (17,588) (953)
Refunds to grantors {313 (1K) (222)
Excess of restricted receipts over
transfers to revenue 21,652 21,652 247
Total transfers and other changes 476,500 53,812 530,312 504,041
Total increase (decrease) in fund balances  § (67,0582 § 11,436 3 (85,616) § (52,250)

See notes to general purpose financial statements.
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COMMONWEALTH OF MASSACHUSETTS
COMBINING BALANCE SHEET -

DISCRETELY PRESENTED COMPONENT UNITS
JUNE 30, 1994

(Amounts in thousands)

ASSETS

Cash and short-tenm investments
Investments
Restricted investments

Receivables, net of allowance for uncollectibles:

Due from federal government
Loans
Other receivables
Due from cities and towns
Due from primary government
Inventory
Fixed assets
Other assets

Total assets

LIABILITIES AND FUND EQUITY

Liabilities:

Accounts payable

Accrued payroll

Compensated absences

Due to cities and towns

Due to federal government

Deferred revenue

Obligations under lease/purchase
and other financing arrangements

Claims and judgements

Other accrued liabilities

Capital leases

Bonds, notes payable and
certificates of participation

Taotal liabilities

Fund equity:
Contributed capital
Relained earnings {deficits):
Reserved for investment programs
Unreserved

Total fund equity

Total liabilities and fund equity

Massachusetts Watcr
Bay Regional Pollution
Transportation Transit Abatement
Authority Autherities Trust
3 42,164 $ 12,436 155,554
197 127,250
17,791

7,500 3,546 82,542
352,315
28,158 4,497 7,701
361,020 54,833 16,378

39,083 302
4,502,170 94,496 571
132,054 3,260 435
$ 5,119,940 s 173,567 742,747
$ 54,324 $ 7,786 0

41,679 536

49,168 573

1,224
165,945 3,432 6,987
2,550,774 65,717 319,535
2,861,890 79,268 326,522
2,433,829 92,681 409,030
(165,779} 1,618 7,195
2,268,050 94,299 416,225
] 5,129,940 b 173,567 742,747
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Massachusetts

Convention Economic
Center Development
Authority Authorities Total
b 12,530 3 50,024 272,708
46,383 173,830
33,621 7,966 59,380
12,000 105,588
74,465 426,780
337 1,176 41,869
376 376
10,120 2,820 445171
33 39418
204,932 21,049 4,823,218
2,642 686 139,078
s 264,184 b 216,978 6,527,416
s 20,853 b3 6,284 89,257
529 42,744
296 296
475 475
1,045 1,045
424 5,186 55,351
1,224
12,324 6,484 195,172
38 38
190,238 17,909 3,144173
223,849 38,246 3,529,775
44,613 70,576 3,050,729
51,847 51,847
{4,278) 56,309 (104,935)
40,335 178,732 2,997,641
s 264,184 5 216,978 6,527,416
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COMMONWEALTH OF MASSACHUSETTS

COMBINING STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN
RETAINED EARNINGS AND CHANGES IN CONTRIBUTED CAPITAL -

DISCRETELY PRESENTED COMPONENT UNITS
FISCAL YEAR ENDED JUNE 30, 1994
{Amounts in thousands)

Operating revenues:
Charges for services
Daonations
Other

Total operating revenucs
Operaling expenses:
Cost of services and administration
Depreciation
Total operating expenses
Operating income (loss)
Nonoperating revenucs {expenses):
Operating grants
Tnterest income
Other revenucs
Interest expense
Other expenses
Nonoperating revenues (expenses), net

Income (Loss) before transfers

Transfers:
Transfers in from primary government

Total transfers
Net incomne (oss)

Add: Depreciation of fixed assets acquired
from contributed capital

Increase {decrease) in retained earnings
Retained earnings (deficits) at beginning of year

Retained exrnings {deficits) at end of year

3

3

Massachusetts Water
Bay Regional Pollution
Transportation Transit Abatement
Authority Authorities Trust
199,550 34,718 0
188
199,550 34,906
625,130 O1,885 5,682
153 863 12,067 227
778,995 103,956 5,909
(579,445) {69,050) {5,909)
17,230 11,699 2,278
4,503 400 19,102
1,135 308 576
{116,044} {1,881} (14,230}
(12,383) (629)
(105,559} 9,897 7,726
(685,004) (59,153) 1,817
606,442 47,761 2,981
606,442 47,761 2,981
(78,562) (11,392} 4,798
74,603 11,765 227
(3,959) 373 5,025
{161, 820) 1,245 2,170
(165,779 1,618 7,195
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Massachusetts
Convention Economic
Center Development
Authority Authorities Total
3 6,999 5 4423 245,690
670 670
1,801 1,98%
6,999 6,894 248,349
16,410 50,450 789,561
8,502 2,434 177,095
24,912 52,884 966,656
{17,913) (45,990) {718,307)
28,791 59,998
245 5,530 29,780
178 2,589 4,786
(11,233) (1,466) {144,854)
(8,511) (4,506) (26,029)
(19,321} 30,938 (76,319)
{37,234) (15,052) (794,626)
21,968 22,247 701,399
21,968 22,247 701,399
(15,266) 7,195 (93,227)
7,939 94,534
7127 7,195 1,307
3,049 100,961 (54,39%5)
3 54,278! s 108,156 (53,088)
{Continued)
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COMMONWEALTH OF MASSACHUSETTS

COMBINING STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN
RETAINEL EARNINGS AND CHANGES IN CONTRIBUTED CAPITAL -
DISCRETELY PRESENTED COMPONENT UNITS

FISCAL YEAR ENDED JUNE 30, 1994

(Amounts in theusands)

Massachuscits Water
Bay Regional Pollution
Transportation Transit Abatement
Authority Authorities Trust
Contributed capital at beginning of year s 2,420,849 b3 93,654 s 312,509
Add: Capital contributions 87,583 10,792 86,748
Other
Less: Depreciation of fixed assets acquired from
contributed capital (74,603) {11,765) (227}

Contributed capital at end of year 5 2,433,829 5 92,681 s 409,030
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Massachusetls

Coavention Economic
Center Development
Authority Authorities Total
$ 47,984 $ 66,417 s 2,941,413
4,568 4,159 203,850
(7,939 (94,534)
L) 44,613 s 70,576 s 3,050,729
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COMMONWEALTH OF MASSACHUSETTS
COMBINING STATEMENT OF CASH FLOWS -
DISCRETELY PRESENTED COMPONENT UNITS

FISCAL YEAR ENDED JUNE 39, 1994

{Anrounts in thousands)

Massachusetts Water
Bay Regional Pollution
Transportation Transit Abatement
Authority Authonities Trust
Cash flows from operating activitics:
Operating income {loss}) $ {579.445) § (69,050) (5.909)
Adjustments to reconcile operating loss to net cash
provided by {used for) operating activities:
Depreciation 153,865 12,067 227
Other nonoperating revenues 1,135 308 576
Other nonoperating expenses (12,383) {629)
Change in assets and liabilities:
Due from federal government 981 186 57,563
Loans (213,391)
Other receivables (7,902) (1,047) (4,915}
Duc from cities and towns
Due from primary governinent (24,307 (5,085) 18,030
Inventory 1,077 (2)
Restricted and other assets (13,662) (1,216) 473
Accounts payable 13,563 5,524
Accrued payroll 9,325
Compensated absences
Deferred revenue 7,607 43
Claims and judgements 3
Other accrucd liabilities 3,345 584 4,097
Due 1o cities and towns (80)
Total adjustments 132,444 10,655 {137,340)
Net cash provided by (used for) operating activities {447,001) {58,395) {143,249)
Cash flows from noncapital financing activities:
Operating grants 17,230 11,689 2,278
Transfers in {rom primary govermment 606,442 47,761 2,981
Net cash provided by {used for) noncapital
financing activities 623,672 59,460 5,259
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Massachusetis

Convention Economic
Center Development
Authority Authorities Total
] (17,913) % (459%0) § (718,307)
8,502 2,434 177,095
178 2,589 4,786
(8,511) (4,506) (26,029}
(6,135) 52,595
(11,886) (225,277)
193 {175} (13,846}
(53) (35}
(3,830) 3,289 (12,104)
1,075
(232) (1,216) (15,853)
9,085 2,008 30,270
40 9,365
92 52
(2) 2,210 , 5,858
3
4,023 2,161 14,210
(80)
9,406 9,060) 6,105
{8,507) (55,050) (712,202)
28,791 59,998
21,968 22,247 701,399
21,968 51,038 761,397
(Continued)
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COMMONWEALTH OF MASSACHUSETTS
COMBINING STATEMENT OF CASH FLOWS -
DISCRETELY PRESENTED COMPONENT UNITS
FISCAL YEAR ENDED JUNE 30, 1994

(Amounts in thousands)

Massachusetts Water
Bay Regional Pollution
Transportation Transit Abatement
Authority Authorities Trust
Cash flows from capital and reated financing activities:
Acquisition and construction of capital assets 3 (257,242) % (9,546} $ 4
Proceeds from the issuance of bonds and notes 1,099,415 37,028 178,085
Interest on bonds and notes (116,044) (1,881) {14,230}
Capital contributions 87,583 10,792 06,748
Principal payments on bonds and notes (1,004,677) (37,617) (7,125)
Proceeds from sale of equipment 17
Net cash provided by (used for) capital and
related financing activities (199,965) {1,207) 253,474
Cash flows from investing activities:
Purchases of investments (1,308,504} (12) (30,647}
Sales and maturities of investments 1,309,387 588
Interest income 4 503 400 19,102
Nct cash provided by (used for) investing activities 5,386 388 (60,957)
Net increase (decrease) in cash and cash cquivalents (8,908) 246 54,527
Cash and cash equivalents at beginning of year 51,072 12,190 101,027
Cash and cash equivalents at end of year s 42,164 s 12436 § 155,554
PRSI, it Y T Er—yr —

Exhibit C-36




e e

Massachusetts
Convention Economic
Centes Development
Authority Authoritics Total
$ (10,768) % (1.689) 3§ (279,249)
30,909 29,761 1,375,198
{11,233) {1,466) (144,854)
4,568 4,159 203,850
(4,250) (11,023) (1,064,692)
1,174 1,191
9,226 20,916 91,444
(68,363) (20,697) (1,478,223)
47,11 3,811 1,360,857
245 5,530 29,780
{20,947) (11,356) (87,486)
1,740 5,548 53153
10,790 44,476 219,558
s 12,530 50,024 § 272,708
==
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COMMONWEALTH OF MASSACHUSETTS
COMPREHENSIVE ANNUAL FINANCIAL REPORT
FISCAL YEAR ENDED JUNE 30, 1994

I.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:

The accompanying financial statements of the Commonwealth of Massachusetts (the Commonwecalth) have
been preparcd 1n accordance with gencrally accepted accounting principles (GAAP). The Governmental
Accounting Standards Boeard (GASB) is the recognized standard-setting body for establishing governmental
accounting and financial reporting principles. The significant Commonwealth accounting policics are
described below,

a. Reporting Entity -

The state government is comprised of threc branches: the Executive Branch, with the Govemnor as the
chief exccutive officer; the Legislative Branch, consisting of a Senate of 40 members and a House of
Representative of 160 members; and the Judicial Branch made up of the Supreme Judicial Court, the
Appeals Court and the Trial Court. In addition, the Legistature has established 56 independent
authoritics and agencics. Below the level of state government are 14 county govemments and 351
citics and towns exeraising the functions of local governments.

For financial reporting purposcs, the Commonwealth of Massachusetts has included all funds,
organizations, account groups, agencics, boards, commissions and institutions. The Commonwealth
has also considered all potential componcent units for which it is financially accountable and other
organizations for which the nature and significance of their relationship with the Commonwealth are
such that exclusion would cause the Commonwealth's financial statements to be mislcading or
mcomplete. As required by generally aceepted accounting principles, these financial statements present
the Commonwecalth of Massachusetts {the primary govemment) and its component units. The
Commonwealth has included 36 entitics as component units in the reporting entity because of the
sigmificance of their operational and/or financial relationships with the Commonwealth.

Biended Component Units - Blended component units are entitics which are legally scparate from the
Commonwealth, but arc so intertwined with the Commonwealth that they are, in substance, the same as
the Commonwealth or cntitics providing scrvices entirely or almost entirely to the Commonwealth. The
following Component Units arc blended within the Primary Government.

The Pension Reserves Investment Trust Fund (PRIT) was created mn 1984, through General Laws
Chapter 661 of the Acts of 1983 as amended by the Acts of 1987 PRIT is the investment portfolio for
the assets of member state and local retirement systems.

The Pension Reserves Investment Management (PRIM) Board manages and provides gencral
supervision of the investments of PRIT. PRIM is governed by a board of dircetors camprised of 9
members including the Governor, State Treasurer, a representative from Public Safety, a representative
from the Statc Employce's Retirement System and an investment specialist appointed by the Governor.

The Massachusetts Statc Teachers and Employces Retirement Systems Trust (MASTERS Trust) is a
combined investment fund for the State Employees” Annuity Fund and the Teachers’ Annuity Fund.
The MASTERS Trust was cstablished by the State Treasurer, as Trustee, under a Declaration of Trust
dated January 1, 1989, pursuant to autherity granted under MGL, Chapter 29, Scetion 38a.
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NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS
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The Massachusetts State College Building Authority provides dormitorics, dining commons and other
facilities primarily for use by students and staff of certain state colleges of the Commonwealth. The
building authority is governed by a board of a members appointed by the Governor.

The Southeastern Massachusetts University Building Authority provides residence halls and a dining
center; it is governed by a 9 member board.

The University of Massachusetts Building Authority provides dormitories, dining commons and other
buildings and structures for the use of the University of Massachusetts and its students and staff, itis
governed by 2 9 member board.

The University of Massachusetts Medical Schoot Teaching Hospital Trust Fund accumulates the
results from operations of the Teaching Hospital. The Board of Trustees of the University of
Massachusetts is the governing body of the Teaching Hospital.

The University of Massachusetts Medical School Group Practice Plan is a trust fund that receives and
distributes revenue from medical services to its members. Each member of the clinical faculty of the
Medical School is required to be a member of the Group Practice Plan. The Group Practice Plan is
governed by a 24 member board of which 23 are appointed by the Govemor.

The University of Massachusetts Mcdical Center Self-Insurance Trust provides professional liability,
hospital premises liability and physicians’ and surgeons' liability coverage for the Medical Center, the
Teaching Hospital and the Group Practice Plan. The Self-Insurancc Trust is governed by a 24 member
board of which 23 are appointed by the Governor.

Discrete Component Units - Discrete component units are entitics which are legally separate from the
Commonwealth, but are financially accountable to the Commonwealth, or whose relationships with the
Commonwealth are such that exclusion would cause the Commonwealth's financial statements to be
misleading or incomplete. The Component Units column of the combined financial statements include
the financial data of the following entities:

The Massachusetts Bay Transportation Authority (MBTA) operates mass transit facilities within the
Greater Boston metropolitan area, which consists of 78 cities and towns. The MBTA is overseen by a
seven member board of directors appointed by the Governor. The Commonwealth guarantees the debt
of the MBTA and funds deficiencies in the net cost of service.

The Regional Transit Authorities (RTA’s) provide railway transportation to areas not serviced by the
MBTA. The RTA’s are fiscally dependent on the Commonwealth as evidenced from the need for
approval by the Secretary of the Exccutive Office of Transportation and Construction before an RTA
can issue bonded debt. In addition, the Commonwealth subsidizes a minimum of 50% of the net cost of
service for the RTA's. There are 14 RTA’s as follows:

e Berkshire Regional Transit Authority o Cape Cod Regional Transit Authority
» Brockton Area Transit Authority o Franklin Regional Transit Authority
o Cape Ann Transportation Authority »  Greater Attleboro/Taunton Regional Authority
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COMMONWEALTH OF MASSACHUSETTS
COMPREHENSIVE ANNUAL FINANCIAL REPORT

FISCAL YEAR ENDED JUNE 30, 1994
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Greenfield-Montague Transportation Arca » Montachusett Regional Transit Authority
Lowell Regional Transit Authority ¢ Pioneer Valley Transit Authority
Martha's Vineyard Transit Authority e Southeastern Regional Transit Authority

Merrimack Valley Regional Transit Authority Worcester Regional Transit Authority

The Massachusetts Water Pollution Abatement Trust (WPAT) provides a combination of federal and
Commonwealth funds for water pollution abatement projects. WPAT is governed by a three member
board of directors that includes the State Treasurer, Commissioner of the Department of
Environmental Protection and the Secretary for Administration and Finance.

The Massachusetts Convention Center Authority (MCCA) manages the operation of the John B. Hynes
Veterans Memorial Convention Center and the Boston Common Parking Garage. The MCCA is
governed by a 7 member board of directors which includes the State Treasurer and 4 appointments
made by the Governor. The Commonwealth provides grants to fund annual debt service of the bonds
1ssued and subsidies to fund annual operating deficits.

LEeconomic Development -

The Massachusetts Community Development Finance Corporation (MCDFC) provides community
development in economically depressed arcas in Massachusetts, The MCDFC is governed by a board
of directors comprised of 9 members including the Secretary of Manpower Affairs, Secretary of
Communities and Development, the Secretary for Administration and Finance and 6 appointments
made by the Governor.

The Bay State Skills Corporation (BSSC) identifics occupations that are in high demand, seeks out
cducational and training organizations and then funds creative skills training programs. BSSC is
governed by a 19 member board of directors including the Secretary of Economic Affairs,
Commussioner of Welfare, Chancellor of the Board of Regents, Commissioner for Depariment of
Education, Commissioner for Department of Employment and Training and 14 appointments made by
the Governor. The operations are almast entirely funded through Commonwealth grants.

The Massachusetts Industrial Service Program (ISP) provides high risk financing to troubled
busincsses, assists displaced workers and assists communities to foster economic vitality, ISP has a 5
member board of trustees including the Secretary of Economic Affairs and the Secretary of Labor and
3 appointments by the Govemnor. ISP relies on Commonwealth funding to operate.

The Massachusetts International Trade Council stimulates export development through export
assistance programs and promotion of foreign investment in Massachusetts industries. The entity is
funded with Commonwealth grants. The governor appoints the 2 member board.

The Government Land Bank (GLB}) aids public and private agencies in the conversion and

redevelopment of surplus Commonwealth and federal property, and blighted, decadent or substandard

property for the purpose of stimulating economic development and provide housing to low and

moderate income persons. The GLB is governed by a board of directors comprised of 10 members

including the Comnusstoner of Administration, the Secretary of Communitics and Development and 8
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appointments made by the Governor. The GLB has access to $40 mitlion of general obligation bonds
and the Commonwealth also provides subsidy assistance. The GLB also nceds Commonwealth
approval to issue bonded debt.

The Massachusetts Technology Park Corporation (MTPC) manages Massachusetts educational centers
that foster economic development within the Commonwecalth by providing Massachusetts colleges and
universities with access to equipment, machinery and instructional assistance necessary to offer
programs in certain emerging areas of science and technology. MTPC is governed by a board of
directors comprised of 23 members including the Secretary of Economtic Affairs, the Secretary for
Administration and Finance, the Chancellor of the Board of Regents and 20 appointments madc by the
Govemnor. The Commonwealth provides grants to fund operations.

The Community Economic Development Assistance Corporation (CEDAC) provides development
assistance to nonprofit corporations to expand the supply of affordable housing and to foster the
revitalization of economically distressed areas. The Govemor appoints the 9 member board of
directors.

The Massachusetts Corporation for Education Telecommunications (MCET) operates a statewide
telecommunication network for the Commonwealth public and private sector to improve the quality of
education. MCET is governed by a board of directors comprised of 18 members of which 12 are
appointed by the Governor. The Corporation receives grants from the Commonwealth to fund its
programs.

The Massachusetts Housing Partnership (MHP) addresses local needs for affordable housing and
neighborhood development through group effort of the public and private sectors and state and local
government. The entity is governed by a 7 member board of directors of which 2 members are
appointed by the Governor, and one member is the Secretary for Administration and Finance and onc is
the Secretary of Communities and Development. The Commonwealth provides funding to MHP.

The Massachusetts Zoological Corporation manages Franklin Park Zoo and the Walter D, Stone
Memorial Zoo. The Corporation’s 11 member board is appointed by the Governor. The
Commonwealth subsidizes a substantial portion of the operations of the zoos,

The combining financial statements - Component units condensed financial statements are included in
the component unit column of the general purpose financial statements. Complete financial statements
of the individual component units can be obtained directly from their respective administrative offices;

Massachusetts Bay Transportation Lowell Regional Transit Authority Government Land Bank
Authority . 145 Thomndike Street One Court Sireet, Suite 200
Ten Park Plaza Lowell, MA 01852 Boston, MA 02108

Boston, MA 02116

Massachusetts Convention Center Merrimack Valley Regional Transit ~ Massachusetts Community Development

Authority Authority Finance Corporation
900 Boylston Street 85 Railroad Avenue 10 Post Office Square, Suite 1090
Boston, MA 02115 Bradford, MA 01835 Boston, MA 02109
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Berkshire Regional Transit Authority
67 Downing Parkway
Pittsfield, MA 01201

Brockton Area Transit Authority
70 School Street
Brockton, MA 02401

Cape Ann Transporiation Authority
PO Box 511
Gloucester, MA 01931

Cape Cod Regional Transit Authority
585 Main Street, PO Box F
Dennis, MA 02638

Franklin Regional Transit Authority
474 Main Street
Greenfield, MA 01301

Greater Attleboro/Taunton Regional
Authority

7 Mill Street

Attleboro, MA 02703

Greenfield-Montague Transportation
Area

382 Deerfield Street

Greenheld, MA 01301

Montachuselt Regional Transit
Authority

Rear 1427 Water Street
Fitchburg, MA 01420

Pioneer Valley Transit Authority
2808 Main Street
Springfield, MA 01107

Southeastern Regional Transit
Authority

25 North Sixth Street

New Bedford, MA 02740

Martha’s Vineyard Transit Authority
PO box 158
Edgartown, MA 02539

Worcester Regional Transit Authority
287 Grove Street
Worcester, MA 016035

Bay State Skills Corporation
101 Summer Street
Boston, MA 02100

Massachusetts Communily Economic
Development Assistance Corporation
19 Temple Street

Boston, MA 02111

Massachusctts Corporation for Educatlion
Telecommunications

38 Sidney Street

Cambridge, MA

Massachusetts Housing Partnership
2 Oliver Street
Boston, MA 02109

Massachusetts Industrial Service Program
100 Cambnidge Street, Room 1302
Boston, MA 02202

Massachusetts International Trade
Council, Inc.

100 Cambridge Street, Room 1302
Boston, MA 02202

Massachusetts Technology Park Carporation
75 North Drive
Westborouph, MA 01581

Water Pollution Abatement Trust
Office of the State Treasurer
One Ashburten Place, 12th Floor
Boston, MA 02108

Commonwealth Zoclogical Corporation
} Franklin Park Road
Boston, MA 02121

The following organizations do not meet the criteria for inclusion in the reporting entity, and are
excluded from the general purpose financial statements: Massachusetts Turnpike Authority,
Massachusetts Port Authority, Massachusetts Water Resources Authority, Massachusetts Housing
Finance Agency, Massachusetts Health and Educational Facilitics Authority, Massachusetts
Technology Development Corporation and Massachusetts Industrial Finance Agency.

The Commonwealth does not exercise any oversight responsibility and maintains no special financing
relationships with these entities.

In addition the Massachusetts Horse Racing Authority and the Massachusetts Centers of Excellence
Corporation arc entities established in general law but are currently inactive.
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b. Fund Accounting -

The Commonwealth reports its financial position and results of operations in funds and account
groups, each of which is considered a separate accounting entity. The operations of each fund are
accounted for with a set of self-balancing accounts that comprise its assets, liabiliiies, fund equity,
revenues and expenditures/expenses. Transactions between funds within a fund type, if any, have not
been eliminated.

Account groups are accounting entities used to provide accountability for the Commonwealth's general
fixed assets and general long-term obligations. They are not considered funds because they do not
report expendable available financial resources and related habilities.

The Commonwealth has established the following fund categories (further divided by fund types), and
account groups:

Governmental Funds - account for the general govemmental activities of the Commonwealth.

The General Fund is the primary operating fund of the Commonwealth. It is used to account for
all governmental transactions, except those required to be accounted for in another fund.

Special Revenue Funds are used to account for specific revenue sources, other than expendable
trusts or major capital financing, that have been segregated according to state finance law to
support specific governmental activities.

Capital Projects Funds are used to account for financial resources used to acquire or construct
major capital assets and to finance local capital projects. These resources are derived primarily
from proceeds of gencral obligation bonds and federa! reimbursements.

Fiduciary Funds - are used to account for assets held by the Commonwealth in a trustee capacity, or as
an agent for individuals, private organizations, other governmental units, and/or other funds.

Expendable Trust Funds 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.

Pension Trust Funds are used to account for the assets, liabilities and fund equities held in trust for
the State Employees' and Teachers' Retirement Systems.

Agency Funds are used to account for assets the Commonwealth holds on behalf of others. Agency
Funds are custodial in nature and do not involve measurement of operations.

University and College Fund - is used to account for the activities specific to the operation of the
Commonwealth's public institutions of higher education, including its medical school

Current Funds are comprised of unrestricted funds which may be used at the discretion of the
individual institutions' governing bodies and restricted funds which must be utilized for specific
purposes established by others.
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Loan funds account for resources available to make loans to students, faculty and staff.

Endowment and Similar Funds are comparable to trust funds, and they must be administered
according to the terms of specific agreements.

Plant Funds arc used to account for resources that have been or wiall be invested to acquire or
repair fixed asscts or for the related debt scrvice.

Account Groups - establish control and accountability over the Commonwealth's gencral fixed asscts
and gencral long-term obligations.

The General Fixed Asscts Account Group ts used to account for general fixed asscts of the
Commonswealth, excluding the fixed asscts of the University and College Fund and the discretcly
presented Component Units

The Gengral Long-term Obligations Account Group 1s used to account for long-term bonds and
notes issucd by the Commonwealth, capital leascs, certificates of participation, unpaid pension
costs, compensated absences, claims and judgments and other long-term obligations, excluding the
liabilitics of the University and College Fund and the discretely presented Component Units.

Component Units- account for the activity of the cntities that arc scparate from the primary
government but arc financially accountable to the Commonwealth. The Component Units are
diserctely presented in the general purpose financial statements.

¢. Measurement Focus and Basis of Accounting -

Governmental and Expendable Trust Funds are accounted for using a flow of current financial
resources measurcment focus and the modified accrual basis of accounting. Revenuces are recognized
when they become both measurable and available. "Avatlable” means expected to be coltectible within
the current period or soon cnough thercafier to be used to pay liabilitics of the current period.
Significant revenucs susceptible to accrual include income, sales and use, corporation and other taxes,
federal grants, federal reimbursements and other reimbursements for use of materials and services.
Revenues from other sources arce recognized when received. Expenditurcs are recorded in the period in
which the related fund liability is incurred. Principal and interest on general long-term obligations arc
recorded as fund habihities when due.

Component Units, Nonexpendable Trust and Pension Trust Funds are reported using a flow of
cconomic resources measurement focus and the accrual basis of accounting. Under this method,
revenues are recorded when eamed and expenses are recorded at the time liabilities are incurred. This
measurement focus emphasizes the determunation of net income.

Agency Fund asscts and liabilities arc reported using the modificd accrual basis of accounting. They
are custodial in nature and do not measure results of opcerations or have a measurement focus.

University and College Fund activitics arc reported using the accrual basis of accounting, except that
depreciation is recorded only for those plant fund asscts related to the hospital and group practice plan.
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Statutory (Budgetary) Accounting - The Commonwecalth's books and records and other official reports
arc maintained on the basis of accounting used in the preparation of the Commonwealth's legally
adopted annual budget (statutory basis). The statutory basis emphasizes accountability and the
budgetary control of appropriations, and the Statutory Basis Financial Report is not intended to present
the Commonwealth's financial condition and results of operations in conformity with GAAP.

Under the statutory basis, revenucs are gencrally recognized when the cash deposit is received.
However, revenucs reccivable for federal grants and reimburscments are recognized when related
expenditures are incurred, and amounts duc from certain political subdivisions of the Commonwealth
are recognized when considered measurable and available at year end.

Expenditures generally arc recorded when the related cash disburscment occurs. At year end, payroll is
accrucd and payables arc recognized, to the extent of approved cncumbrances, for goods or services
reccived by June 30, Costs incurred under the federally-sponsored Medicaid program, amounts
required to settle claims and judgments against the Commonwealth, and certain other liabilitics are not
recognized until they are encumberced or otherwise processed for payment.

Cash and Short-term Investments and Investiments -

The Commonwealth follows the practice of pooling cash and cash cquivalents for some of its
Govermmental and Fiduciary Funds. Cash cquivalents consist of short-term investments with an
original maturity of three months or Icss and are stated at cost. There arc instances where a fund with
a cash deficit will borrow from another fund. These interfund borrowings arc reporied as "Duc from
other funds” and "Due to other funds” on the balance shect. Intercst carned on pooled cash is allocated
to the General Fund, Expendable Trust Funds and to certain Special Revenue Funds when so directed
by law.

The Pension Trust Funds, with investments totaling $11,613,208,000, are permitted to make
investments in equity securitics, fixed income securities, real estate and other alternative investments,
Equity sccuritics of the Pension Trust Funds and deferred compensation plan investments are stated at
market. The Pension Trust Funds have acquired investments in real estate, venture capital funds, real
estate funds, limited parinerships, futurcs pools, intcrnational hedge pools, commoditics pools,
balanced pools, leverage buyouts, private placements and other alternative investments. The structure,
risk profile, return potential and marketability diffcr from traditional equity and fixed income
investments. As of Junc 30, 1994, the estimated values, determined by management with input from
the investment managers, of these altemmative investments were $434,131,507 in the MASTERS Trust
and $635,426,769 in PRIT representing 2.3% and 3.4%, respectively of the total asscts of the
Fiduciary Fund Type.

Included in the discretely presented Component Units is $6,977,000 in investments, whose valuation
was determined by management. In making its valuations, management considered the cost of
investments, current and past operating results, current economic conditions and their effect on the
borrowers, cstimated rcalizable values of collateral, and other factors pertinent to the valuation of
investments. There is no public market for most of the investments. Management, in making its
evaluation, has in many instances relicd on financial data and on cstimates by management of the
companics they have invested in as to the effect of future developments,
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Investments of the University of Massachusctts (UMass) are stated at the lower-of-cost or market
(except for debt instruments to be held to maturity which arc carried at amortized cost). Other
investments are stated at cost or amortized cost.

Annuity contracts represent guaranteed investment contracts and are carried at present value.
Receivables -

Reccivables are stated net of estimated allowances for uncollectible accounts. Reimbursements due to
the Commonwealth for its cxpenditures on federally-funded reimbursement and grant programs are
reported as “Duc from federal government.” The reccivables in the University and College Fund and
Component Units column ar¢ amounts that have arisen in the normal coursc of opcrations.

Inventories and Other Assets -

The costs of materials and supplics arc recorded as expenditures in Governmental Funds when
purchased. Such inventorics arc not material in total to the financial statements and therefore are not
recorded.

Inventorics included within the University and College Fund and the Component Unit column are stated
at the lower of cost, using the first-in, first-out method, or market (on the purchase or conrsumption
method).

Fixed Assets -

For Governmental Funds, gencral fixed assct acquisitions arc recorded as expenditures in the acquiring
fund and capitalized in the General Fixed Assets Account Group in the year purchascd. General fixed
assets are recorded at historical cost, or at cstimated historical cost if actual historical cost is not
available. Donated fixed asscts are recorded at the estimated fair market value at the date of the
donation,

The cost of normal maintenance and repairs that do not add to the valuc of the asscts or materially
extend asset lives arc not capitalized. Improvements arc capitalized.

The Commonwealth capitalizes all land. Tt capitalizes buildings and ¢quipment, including computer
software, with costs in cxcess of fifteen thousand dotlars at the date of acquisition and expected uscful
lives of greater than onc year. Interest incurred during construction is not material and it 1s not
capitalized. Public domain general fixed assets or Infrastructure (roads, bridges, tunncls, dams, water
and sewer systems, ctc.) arc not capitalized. No depreciation is provided on general fixed assets.
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Fixed assets of the University and College Fund are recorded at cost when purchased or constructed
Major construction projects financed through the issuance of Commonwealth bonds arc not recognized
as additions to mvestment in plant until completed. All land and library collections are capitalized.
The University of Massachusetts and state colleges capitalize all other fixed assets with costs in excess
of one thousand dollars. The community colleges capitalize all other fixed assets with costs in excess
of fifteen thousands dollars consistent with the Commonwealth’s fixed asset policy. No provision for
depreciation is recognized except for depreciation recorded on the University of Massachusetts Medical
School Teaching Hospital, Group Practice Plan, and Worcester City Campus Corporations fixed
assets, which is recorded on a straight line basis over the estimated useful lives of the asscts.

Fixed assets of the Component Units are capitalized upon purchase and depreciated on a straight-line
basis over the estimated uscful lives of the assets. Interest incurred during construction is capitalized.
The estimated useful lives of fixed assets are as follows:

Structures and improvements 3 - 100 ycars
Equipment, furniture, fixtures and vehicles 3 - 25 years

Interfund/Intrafund Transactions -

During the course of its operations, the Commonwealth records transactions between funds and/or
between departments. Transactions of a buyer/seller naturc between departments within a fund are not
eliminated from the individual fund statements. Receivables and payables resulting from transactions
between funds are classified as "Due from other funds” or "Due to other funds" on the balance shect.

Receivables and payables resulting from transactions between Component Units and the primary
government are classified as Due to/from primary government or Due to/from Component Units.

Fringe Benefit Cost Recovery -

The Commonwealth appropriates and pays the fringe benefit costs of its employees and retirees
through the General Fund. These fringe benefits include the costs of employces’ health insurance,
pensions, unemployment compensation and other COsts necessary to support the workforce. As
directed by Massachusetts General Laws, thesc costs are assessed to other funds based on payroll
costs, net of credits for direct payments. Since 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.

School Construction Grants -
The Commonwealth is committed to reimburse certain cities, towns and regional school districts for a

portion of their debt service costs for school construction and renovation. This lability is recorded in
the General Long-term Obligations Account Group.
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k. Compensated Absences -

For Governmental Funds and Expendable Trust Funds, vested or accumulated vacation and sick leave
expected to be liquidated with expendable available financial resources are reported as expenditures
and fund liabilities. Amounts that are not expected to be so liquidated are reported in the General
Long-term Obligations Account Group.

Employees are granted vacation and sick leave in varying amounts based on collective bargaining
agrecments and state laws. Upon retirement, termination or death, certain employees are compensated
for unused vacation and sick leave (subject to certain limitations) at their then-current ratc of pay.

In the University and College Funds and the discretely presented Component Units, employees’
accumulated vacation and sick leave are recorded as an expense and liability as the benefits accrue.

L Lottery Revenue and Prizes -

Ticket revenues and prizes awarded by the Massachusetts Lottery Commission are rccognized as
drawings are held. For certain prizes payable in installments, the Commeonwealth purchases annuities
in the Commonwealth's name, which are recorded as annuity contracts and prizes payable in the
Agency Funds. The Commonwealth retains the risk related to such annuities.

m. Risk Financing -

The Commonwealth does not insure for workers' compensation, casualty, theft, tort claims and other
losses. Such losses, including estimates of amounts incurred but not reported, are included as accrued
liabilities in the accompanying financial statements when the claim is incurred. For workers'
compensation, the Commonwealth assumes the full risk of claims filed under a program managed by
the Public Employee Retircment Administration and another program for individuals working on the
Central Artery/Third Harbor Tunnel Project managed by the Massachusetts Highway Department. For
personal injury or property damages, Massachusetts General Laws limit the risk assumed by the
Commonwealth to $100,000 per occurrence, in most circumstances. The Group Insurance
Commission administers health care and other insurance for the Commonwealth's employees and
retirecs,

n  Total Columns - Memorandum Only -

Total columns on the combined financial statements are captioned "Memorandum Only" to indicate
that they are prescated only to facilitate financial analysis. Data in these columns do not present
consolidated financial position, results of operations or cash flows. Interfund eliminations have not
been made in the aggregation of this data.

Certain “Memorandum Only” cotumns for 1993 are labeled “as restated” to reflect the adoption of
GASB Statement No. 14 as discussed in Note 15.

o. Reclassifications -
For the fiscal year ended June 30, 1994, certain reclassifications have been made to the 1993 balances

to conform to the presentation used in 1994.
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The presentation of the scparately issued Component Units financial statements has been reclassified to
conform to the accounting classifications used by the Commonwealth.

Future Adoption of Accounting Pronouncements -

The GASB has issucd the following statements which the Commonwealth has not yet adopted and
which require adoption subsequent to June 30, 1994:

Adoption required
Statement No. in fiscal year
10 Accounting and Finangial 1995
Reporting for Risk Financing and
Related Insurance Issues
19 Governmental College and University 1995
Omnibus Statement (Risk Financing Activitics)
20 Accounting and Financial Reporting 1995
for Proprietary Funds and Other
Entitics That Use Proprietary Fund
Accounting
21 Accounting for Escheat Property 1995
22 Accounting for Taxpaycr-Assessed 1995
Tax Revenues in Governmental Funds
24 Accounting and Reporting for Certain 1995
Grants and Other Financial Assistance
25 Financial Reporting for Defined Benefit 1996
Pension Plans and Note Disclosure for
Defined Contribution Plans
26 Financial Reporting for Postretirement 1996
Healtheare Plans administered by
Defined Benefit Pension Plans
27 Accounting for Pensions by State and 1997

Local Governmental Employers

The implication of these statements to the Commonwealth’s fiscal practices and financial reports is
being evaluated.
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2. BUDGETARY CONTROL:

State finance law requircs that a balanced budget be approved by the Governor and the Legislature. The
Governor presents an annual budget to the Legislature which includes cstimates of revenucs, expenditurcs
and other financing sources and uses anticipated during the coming fiscal year. The Legislature, which has
full authority to amend the budgct, adopts an expenditure budget by appropriating monies, at the individual
appropriation account level, in an annual appropriation act.

For fiscal year 994, the Legislature included in the general appropriation act a revenue budget to show the
cstimates of amounts cxpected to be available to finance appropriated cxpenditures

Before signing the appropriation act, the Governor may veto or reduce any specific item, subject to
lepislative override, Further changes to the budget established in the annual appropriation may be made via
supplemental appropriation acts or other legislative acts. Thesc also must be approved by the Legislature
and signed by the Governor and are subject to linc item veto.

The majority of the Commonwealth's appropriations are non-continuing accounts which lapse at the end of
cach fiscal vear. Others arc 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 addition,
the Legistature may dircct that certain revenucs be retained and made available for spending within an
appropriation account.

{enerally, expenditures may not exceed the level of spending authorized for an individual appropriation
account. However, the Commonwealth is statutorily required to pay debt scrvice, regardless of whether
such amounts arc apptopriated. Certain interfund asscssments to allocate fringe benefits and other costs
are mandated by state finance law but not itemized in the appropriation process or scparately budgeted. In
addition, Massachusetts General Laws authorize the Sccretary of Administration and Finance, with the
approval of the Govemor, to withhold allotment of appropriated funds, effectively reducing the account’s
expenditure budget, upon determination that available revenues will be insufficient to mect authonzed
expenditures.

The original fiscal year 1994 appropriation act authorized a total of $14,825 102,000 in direct
appropriations, $611,422,000 in authorizations to retain and expend certain non-tax revenues and
$125.869,000 of interagencey chargebacks. The act also included cstimates of $10,360,000,000 1n tax
revenues and approximately $4,887,800,000 in non-tax revenucs. With these revenucs (exclusive of
chargebacks) projected to total approximately $15,447 800,000, and with unreserved balances of
approximately $142,638,000 carried forward from fiscal year 1993, the budget as presented in this original
appropriation act was considcred to be in balance. Subscquently, the Legislature overrode the Govemor’s
veto of $20.990,000 in direct appropriations bringing the total direct appropriations to $14,846,092,000.

During fiscal year 1994, the Legislature also passed and the Governor signed, with some modification
through veto, several supplemental budgetary appropriations. These amounts added approximately
$242.282,000 in direct appropriations and $18,001,000 in additional retained revenue authorizations and
$3.515,000 of intcr-agency chargebacks.

Subsequent to June 30, 1994, the Legislature passed and the Governor signed, with modification through

veto, approximately $119,857,000 in additional supplemental appropriations cumulative. These actions

raised to approximately $15,967,038,000 the total of appropriations and retained revenuc authorizations.
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Appropriations continued from fiscal year 1993 totaled approximately $106,626,000, and certain intrafund
and interfund transfers and expenditures, dirccted by statute, totaled approximately $197,550,000.

Because revenue budgets are not updated subsequent to the original appropriations act, the comparisons of
the initial budgeted revenue to the subsequent, and often modified, expenditure budget can be misleading.
Also, the financial statements portray fund accounting with gross inflows and outflows, thus creating a
second discrepancy to separately published budget documents.

Line item 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 Funds is included. The
Budgeted Special Revenue Funds itemized in the CAFR are the Highway, Local Aid, Commonwealth
Stabilization, Administrative Control, Environmental and under the label of Other, all remaining budgeted
funds.

The Office of the Comptroller has the responsibility to ensure that budgetary control is maintained on an
individual line item appropriation account basis. Budgetary control is exercised through the State
Accounting System, Massachusetts Management Accounting and Reporting System (MMARS).
Encumbrances and expenditures are not allowed to exceed the appropriation account total available
spending authorization. This results in unfavorable budget to actual variances in "Other financing uses."

A MMARS report, internally identified as RPT226, is used by management and the Office of the
Comptroller to monitor spending against budget. This report provides information at the individual line
item appropriation account level, which is the legal level of budgetary control. For financial reporting, the
Commonwealth groups these appropriation accounts by character and secretariat to conform to its
organizational structure.

On the statutory basis, the Commonwealth Stabilization and Administrative Control Funds are segregated
from the General Fund and reclassified as budgeted Special Revenue Funds to reflect the intent of the
Legislature, which established statutory funds for specific appropriated activities. These funds are
included in the General Fund in the general purpose financial statements, consistent with their presentation
in prior fiscal years.
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A reconciliation of the statutory basis General and budgeted Special Revenue funds to the GAAP basis
General and all Special Revenue funds presented in the financial statements 1s as follows (amounts in
thousands):

Special
Cieneral Revenue
Excess (deficiency)of revenucs and other
financing sources over expenditures and other
financing uscs (statutory basts) § 69,693 $  (42,932)
Entity differcnces:
Excess (deficicncy) of revenues and other
sources over expenditures and other uses for:
Non-budgeted Special Revenue Funds 18,167
Perspective dilferences:
Certain activities trcated as Special Revenue
Funds for statutory and as part of the
General Fund for GAAP 73,489 {73,489
Basis of accounting diffcrences:
Net decrease in taxes receivable (51,662) (22,666)
Net increase/{decrease) in duc from
federal government (10,479 165
Net decrease in other reccivables
and other asscts {184,380) (1,828)
Net increase in tax refunds and abatements
payable (18,892) (0,824)
Net decrease in accounts payable and other
liabilitics 320,087 64,799
Excess (deficiency) of revenues and other
financing sources over expenditures and
other financing uses (GAAP basis) $ 1973856 $ (67,608)

3. DEPOSITS AND INVESTMENTS:

Cash and Short-term Investmenis - The Commonwealth maintains a cash and short-term investment pool
which is utilized by the Governmental and Fiduciary Fund types.

As of June 30, 1994, the carrying amount of the Primary Government's total cash and cash equivalents was
$768,086,000 and the corresponding bank balances were $802,731,000. Bank deposits in the amount of
$571,662,000 were insured by the Federal Deposit Insurance Corporation, and $231,069,000 were
uninsured and uncollateralized.

Exhibit C-52




NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS

As of June 30, 1994, the carrying amount of the discretely presented Component Unit's total cash and cash
equivalents was $188,097,000, and the corresponding bank balances were $187,480,000. Bank deposits of
$94,549,000 were insured by the Federal Deposit Insurance Corporation and $92,931 000 were uninsured
and uncollateralized.

Investments - The Commonwealth maintains an investment pool, the Massachusetts Municipal Depository
Trust (MMDT), that is available for use by all funds. The deposits and investments of the Component
Units and the University and College Funds and the investments of the Pension Trust Funds are held
separately from those of other Commonwealth funds, with the exception of their investments in MMDT.

Statutes authorize the Primary Government 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 Standard & 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 Pension Trust Funds are permitted to make investments in equity
securitics, fixed income securities, real estate and other alternative investments. In the following table,
these alternative investments, venture capital and futures pools are classified as other investments. The
investment policies of the Component Units are the same as the Primary Government's, except that they
permit investment in equity securities.

Short-term investments and investments are classified as to collateral risk into the following three
categories:

Category 1: Insured or registered, or securities held by the Commonwealth or its agent in the
Commonwealth’s name.

Category 2: Uninsured and unregistered, with securities held by the counterparty’s trust
department or agent in the Commonwealth’s name.

Category 3: Uninsured and unregistered, with securities held by the counterparty, or by its
trust department or agent but not in the Commonwealth’s name.
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Primary Government -
Investments of the Primary Government at June 30, 1994, arc as follows (amounts in thousands):

Carrying amount

Calcgory Catcgory Catcgory Market
Investment 1 2 3 Total value

Repurchase agreements $ 429,139 % 2413 § 0% 431,752 §% 431,752
U.8. Treasury obligations 465,226 5,838 471,064 471,064
Commercial paper 788,549 788,549 788,549
Governmeni obligations 2,700 419 77.348 2,777,767 2,771,767
Equity scouritics 6,571,068 17,537 246 6,588,851 6,588,856
Fixed income scouritics 1,473,848 65,998 1,539,846 1,539,898
Assct backed investments 17,651 17,651 17,651
Notes 1,584 1,514 1,514
Other 2,514 212 2,726 2,704
$ 12428449 % 190,813 % 458 12,619,720 12,619,755

Meney market investments 262,183 202,183
Mutual fund investments 5.869 5,869
Deferred compensation plan mutual funds 915,401 945,401
Annuity contracts 1,045,084 1,045,084
Eurodoliar contracts 34,445 34,445
Rcal Estate 629,032 629,032
Assets held in trust 1,550,917 1,550,917
Cash on dcposit with insurance carricrs 83,319 83,319
Dcposils with U.S. Treasury 33,001 33,001
Certificate of deposit 504,650 504,650
Total $ 17.713,621 $ 17,713,656
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Following is a reconciliation of investments as summarized above to the balance as recorded in the
combined balance sheet (amounts in thousands}:

Invesiments as summarized above $ 17713621
Less: Short-term investments reported in the combined
balance sheet as cash and short-term investments 2,187,396

Restricted investments reported separately in the
combined balance sheet 83,319

Deferred compensation plan mutual funds reperted
separately in the combined balance sheet 945,401

Assets held in trust reported separately in the

combined balance sheet 1,550,917

Annuity contracts reported separately in the

combined balance sheet 1,045,084

Deposits reporied separately in the

combined balance sheet 33,001
Investments as reported on the combined balance sheet $ 11,868,503

Following is a reconciliation of the balance of cash and short-term
investments at June 30,1994 (amounts in thousands):

Carrying amount of cash and cash equivalents $ 768,086
Short-term investments 2,187,396

Cash and short-term investments as reported on the
combined balance sheet $ 2955482
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Component Units - Investments of the discretely presented Component Units at June 30, 1994, are as
follows (amounts in thousands):

Carrying amount

Category Category Category Market

Investment 1 2 3 Total value
Repurchase agreements $ 2,549 $ 0 % 31150 $ 33699 $ 33,699
U.S. Treasury obligations 18,025 38,210 56,235 56,718
Commercial paper 24,363 24,363 24,363
Government obligations 33,063 10,605 43 668 43,524
Equity securities 185 1,459 1,684 1,684
Notes 3,025 6,572 9,597 8,377
Other 1,837 1,598 3,435 3,443
$ 46,774 § 76,081 $ 493826 172,681 171,808
Money market investments 14,823 14,823
Mutual fund investments 67 67
Guaranteed income contracts 130,250 130,250
Total $ 317,821 $ 316948

Following is a reconciliation of investments summarized above to the balance as recorded in the combined
balance sheet (amounts in thousands):

Investments as sammarized above by 317,821
Less: Shont-term investments reported in the combined
balance sheet as cash and short-term investments 84,611

Restricted investments reported separately in the

combined balance sheet 59,380
Investments as reporied on the combined balance sheet 5 173,830

Following is a reconciliation of the balance of cash and short-term
investments at June 30,1994 (amounts in thousands):

Carrying amount of cash and cash equivalents $ 188,097
Short-term investments 84,611

Cash and short-lerm investments as reported on the
combined balance sheet 3 272,708
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4. RECEIVABLES:

Taxes, federal reimbursements, loans and other receivables arc presented in the various funds as follows
{(amounts in thousands);

Primary Government -

Due from Allowance
federal for Net
Taxes government Loans Othrer uncotlectibles  receivable
General Fund $§  9153% % 590058 % 0% B8ROBOO § (1014199 % 1,372,053
Special Revenue Funds 633,862 145,773 117,395 {224,256) 672,774
Capital Projects Funds 155,301 1.419 (148) 156,572
Trust and Agency 356,848 7,176 7,421 1,666,612 {G8,110) 1,965,947
University and
College Fund 9,378 49,568 158,205 (32 968) 184,183
Subtotal 1,906,100 907 686 56,989 2,824,431 4,355,529
l.ess: Allowance for
uncollectible
accounts (541,161) (17,060) (5,098) (776,358) &  (1,339,677)
Nel receivable $ 1364939 § RBO0626 § 51891 § 2.048073 $ 4355529
Compaonent Units -
Due from Allowance
federal for Net
government Loans Other uncollectibles  receivable
MBTA $ 7,500 § 03 28,158 § 3 35,658
RTA's 3,546 4,497 8,043
WPAT 82,542 352,315 7,701 442,558
MCCA 400 (63) 337
Economic Development 12,320 78,237 4 870 (7,786) 87641
Subtotal 105,908 430,552 45,626 574,237
Less: Allowance for
uncollectible
accounts {320) (3,772) (3,757 % (7,849
Net receivable $ 105588 § 426,780 $ 41,869 $ 574237

Exhibit C-57



COMMONWEALTH OF MASSACHUSETTS
COMPREHENSIVE ANNUAL FINANCIAL REPORT
FISCAL YEAR ENDED JUNE 30, 199

4 - -

5. RECEIVABLES AND PAYABLES BETWEEN FUNDS AND COMPONENT UNITS:

Receivables and payables between funds and component units at June 30, 1994 are summarized as follows
(amounts in thousands):

Due from Due to
General Fund:
Component Units:

MBTA S s 267,914
RTA 45,384

MCCA 10,120

Economic Development Authorities 2,310

Trust and Agency Funds:
Pension Trust 3677
University and College Fund:
Current - Unrestricted 6,220
Subtotal 9,897 326,228
Special Revenue Funds:
Capital Projects Funds:

Highway

Local Aid 149,972

Other

Component Units:

MBTA 93,106
RTA 7,647
Economic Development 10

Subtotal 149,572 100,763
Capital Projects Funds:
Special Revenue Funds:
Local Aid 149,972
Capital Projects Funds:

Highway 19,957
Federal Highway Construction 20,632
Other 675

Component Units:
RTA 1,802
WPAT 16,378
Subtotal 20,632 188,784
Fiduciary Funds;
Expendable Trust Funds:
Expendable Trust 2,487
Unemployment Compensation 2,487
Pension Trust Funds:
General Fund 3,677
Subtotal 2487 6,164
University and College Fund:
General Fund 6,220
University and College Fund:

Current - Unrestricted 23,395 655
Current - Restricted 15 27,515
Loan 11
Endowment 390
Plant 4,659 278

Subtotal 28,439 34679
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{Continued): Due from Due to
Component units: _
General Fund 326,228
Special Revenue:
Federal Grants 10
Highway Fund 100,753
Capital Projects Funds:
General 1,802
Local Aid 16,378
Subtotal 445171 0
Total b3 656618 3 656,618

6. FIXED ASSETS:

Primary Government-

General Fixed Asset Account Group - Changes in general fixed asscts by category at June 30, 1994 are as
follows (amounts in thousands):

Balance at Additions and  Retirements and Balance at
June 30, 1993 adjustments adjustments June 30, 1994
Land b 407904 % 47529 § 344 % 455,089
Buildings 2,112,155 132,952 21,055 2,224,052
Machinery and equipment 347,039 88,746 66,402 369,383
Construction in progress 145,132 12,504 139,478 18,158
Total $ 3012230 % 281,731 § 227279 % 3,066,682

College and University Fund Type -

Fixed assets consist of the following at June 30, 1994 (amounts in thousands):

Land and improvements $ 41,129
Buildings 1,633,311
Equipment 483,410
Construction in progress 12,291
2,170,141

Less: accumulated depreciation (hospital
and group practice plan) 112,066
Total $ 2,058,075
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Component Units -

Fixed assets reported in the Commonwealth's Component Units consist of the following at June 30, 1994
(amounts in thousands):

Amount
Land and improvements 3 243,875
Struclures and improvemenis 4,166,110
Equipment, furniture, fixtures and vchicles 1,491,754
Tolal 5,901,739
t.ess acumulated depreciation 1,402,849
Net fixcd asscls 4,498,890
Property held for expansion 7,439
Construction in progress 316,889
Total $ 43823218

7. SHORT-TERM FINANCING AND CREDIT AGREEMENTS:
Primary Government -

Section 47 of Chapter 29 of the Massachusctts General Laws authorizes the Treasurer 10 issue temporary
notes in anticipation of revenuc or bond financing. When this short-term debt does not mieet long-term
refinancing criteria, it is classificd among fund liabilitics.

General Fund - As authorized by Chapter 161A of the Massachusctts General Laws, the Commonwealth
issues short-term notes to finance working capital advances to the MBTA. The Commonvwealth retires
these notes through subsequent appropriations and assessments to cities and towns. The notes outstanding
at June 30, 1994, totaled $240,000,000, with an interest rate of 3.4% and a yicld of 2.86%. The notcs
matured in November, 1994

The balance of revenue anticipation notes (RAN’s) fluctuates during the fiscal year but must be reduced to
zero at June 30. During the course of fiscal year 1994, amounts outstanding for the RAN's ranged from
zero to $250,000,000.

Capital Projects Funds - The Commonwcalth has issucd five-ycar term minibonds, which are redcemable
upon demand, to finance its capital projects. At Junc 30, 1994, minibonds outstanding in the Capital
Projects Funds totaled $49,062,000, with interest rates ranging from 5.0% to 8.0%.

The Commonsvealth may issuc bond anticipation notes {BAN’s) to temporarily finance its capital projects,
but it must reduce the batance to $200,000,000 at June 30. BAN’s ranged from zero to $180,000,000
during FY94, with no such notcs outstanding at Junc 30, 1994.
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Letter of Credit Agreements - During fiscal year 1994, the Commonwcalth maintaincd letter of credit
agreements with several banks in order to provide credit and liquidity support for its commercial paper
program, The letters of credit were available to secure up to $600,000,000 of Commonwealth commercial
paper plus interest thercon. Advances were available, subject to certain limitations and bearing interest at
the bank rate as defined, in anticipation of revenue or bond proceeds and repayable by the following June
30, subject to extension in certain circumstances, at the Commonwealth’s option. No such advances were
drawn during the fiscal year ended June 30, 1994, or subscquent thereto. These agreements expire
September 30, 1994 through October 29, 1994, The average costs are approximately 0.3% on unutilized
amounts and approximately 0.4% on utilized amounts.

Subsequent to June 30, 1994, the Commonwcalth cstablished a line of credit with a bank to provide
liquidity support for up to $200,000,000 of commercial paper notes, which liné of credit expires
September 30, 1996. In addition, the Commonwealth entered into letter of credit agreements with two
banks to provide credit and liquidity support for up to $400,000,000 of commercial paper notes, plus
mterest thercon. These letters of credit expire on Scptember 30, 1996 and October 31, 1996, respectively,
The average costs of all three facilities are approximately 0.077% on unutilized amounts and
approximatcly 0.11% on utilized amounts.

Line of Credit Agreement - Thc Commonwealth maintained a revolving line of credit agreement with a
bank through Junc 30, 1994, in the amount of $150,000,000. Under this agreement, interest was charged
at the lesser of the federal funds rate plus 1.5%, or prime, with commitment fees payable quarterly on the
excess of the commitment amount aver the average daily outstanding principal amount drawn.
Commutment fees totaled $75,000. This line of credit agreement was not utilized during the fiscal year and
was allowed to expirc on June 30th,

In Deeember, 1990, the University of Massachusetts Medical Schoo! Teaching Hospital Trust obtained a
$11,000,000 loan to finance the construction of a building. The lean is payable over 13 years and the
Teaching Hospital has been making payments in accordance with the loan agreement since September
1993.

Component Units -

MBTA short-tcrm notes payable outstanding at Junc 30, 1994 totaled $365,000,000. Of this amount,
$180,000,000 arc duc Scptember 30, 1994 with an intercst ratc of 3.5% and $185,000,000 maturc March
1, 1995 with an intcrest rate of 3.75%.

The MBTA also issued commercial paper to act as financing for capital expenditures. At June 30, 1994,
$8,000,000 of this commercial paper was outstanding.

Subscquent to June 30, 1994, The Massachusctts Bay Transportation Authority issued $180,000,000 of
revenuc anticipation notes carrying an interest rate of 5%. The notes mature on Scptember 8, 1995,

The RTA’s had the following short-term notes payable outstanding at Junc 30, 1994: Pioneer Valley
$11,000,000; Mcrrimack Vallcy $7,647,000; Southcast Regional $6,002,000;, Worcester Regional
$12,579,000, Brockton Arca $7,095,000, Montachusct $7,300,000; al! other Regional Transit Authorities
$14,049,000. All notes maturc during fiscal year 1995 and have interest rates ranging from 2.6% to 4.1%.
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Subsequent to June 30, 1994, the Brockton Arca Transit Authority tssucd $7,800,000 1n revenue
anticipation notes with an interest rate of 4% and duc in July 1995. Also subsequent to June 30, 1994, the
Pioncer Valley Transit Authority refinanced $11,000,000 of bond anticipation notes.

As of June 30, 1994, the Eeonomic Development Authoritics have $661,000 outstanding in shori-term
notes.

8. LONG-TERM DEBT:

The Commonwealth may borrow moncey {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 foan ts made, or (b) by a two-
thirds vote of the members of cach house of the Legislature present and voting thercon. In addition, the
Commonwealth may give, loan or pledge its credit by a two-thirds votce of the members of cach housc of the
Legislature present and voting thercon, 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 privatcly owned or
managed.

The Commonwealth has waived its sovercign immunity and consented to be sucd on contractual
obligations, including bonds and notes issued by it and all claims with respect thereto. However, the
property of the Commonscalth is not subject to attachment or levy to pay a judgment, and the satisfaction
of any judgment generally requires Iegislative appropriation.  Enforcement of a claim for the payment of
principal or interest on bonds and notes of the Commonwealth may also be subject to the provisions of
federal or Commonwealth statutes, if any, cnacted to extend the time for payment or imposc other
constraints upon enforcement.

As of June 30, 1994, the Commonwecalth had three types of bonds outstanding: gencral obligation,
dedicated income tax and, speeial obligation.

The general obligation bonds arc authorized and issucd primarily to provide funds for Commonwealth-
owned capital projects and local government improvements. They are backed by the full faith and credit of
the Commonwcalth and paid from the Governmental Funds, in which debt scrvice principal and interest
payments ar¢ appropriated. Massachusetts General Laws provide for the allecation of bond proceeds to
these authorizations in arrcars, as expenditures are made, unless the proceeds are allocated at the time of
issuance.

The dedicated income tax bonds relate entircly to the deficit financing authorization of fiscal year 1990. As
a remedy to that financial situation, the Legislature authonzed bonds, to be repaid from tax revenues within
SCVen years,

During fiscal year 1992 and again during fiscal year 1994, the Commonwealth issucd special obligation
revenue bonds as authorized under Massachusetts General Laws. Such bonds may be secured by all ora
portion of revenues credited to the Highway Fund and arc not general obligations of the Commonwealth.

At Junc 30, 1994, the Commonwecalth had outstanding $403,770,000 of such bonds, secured by a pledge of
6.86 cents of the 21 cent per gallon motor fucl excise tax collected on gasoline.

For financial reporting purposes, long-term bonds are carried at their face amount, which includes discount
and any 1ssuancc costs financed. The outstanding amount represents the total principal to be repaid; for
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capital appreciation bonds, 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 as its facc amount.

The amount of bonds authorized but unissued i1s measured in accordance with Commonwealth statutes.
Only the net proceeds of bonds (exclusive of discount and costs of issuance) are deducted from the total

authorized by the Legislature.

General obligation, dedicated income tax and special obligation long-term bonds outstanding (including
discount and issuance costs) and bonds authorized-unissucd at Junc 30, 1994, are as follows (amounts in

thousands):

Purposc

Deficit reduction:
Fiscal recovery

Capital projects:
General
Highway
Local aid
Other

Capital projects bonds

Total

Authorized
QOutsianding -unissued
Matunty

Amount dalcs Amount
5 839 810 1994-1998 $ 57274
4,965,236 1994.2014 2,613,220
2,427.619 1994-2014 965,681
1,105,083 199342013 855,998
89,997 1904-2025 20,124
8.587.935 4455023
$ 9427745 $ 4512297

Intercst rates on the Commonywealth's bonded debt outstanding at June 30, 1994 ranged from 1.10% to

14.12%.
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Changes in long-term bonds (including discount and issuance costs) and bonds authorized unissued for the
year ended Junc 30, 1994, arc as follows (amounts in thousands):

Bonds Authorized
outstanding -unissucd
Balance, July L, 1993 $ 9231458 § 4,614,367
Gencral and special obligation bonds:
Principat less discount and issuance costs 690,206 {690,206)
Discount and issuance costs 9,794
General obligation refunding bonds:
Principal less discount and issuance costs 835,796
Discount and issuance costs 7,200
Bonds retired (1,346,709)
Increasc in bonds autherized 612,611
Expiration of authorizations (24,475
Balance, June 30, 1994 $ 9427745 $ 4512297

At Junc 30, 1994, debt service requirements to maturity for principal (including discount and 1ssuance
costs) and interest arc as follows {amounts in thousands):

Year ending Junc 30 Principal Interest Total
1995 $ 646,279 % 490,506 § 1,136,785
1996 666,961 453,264 1,120,225
1997 694,365 410,257 1,104,622
1598 618,262 368,262 986,524
1999 543,937 338,349 882,286
2000 and thercaficr 6,257,941 2.097 805 8,355,746
Total $ 9427745 3 4158443 § 13,586,188

Subsequent to June 30, 1994, the Commonwealth issucd $250,000,000 in general obligation bonds , with
interest rates ranging from 5.0% to 6.0%, and $200,000,000 in gencral obligation bonds, with interest rates
ranging from 5.5% to 7%.

Statutory Debt Limit - In fiscal ycar 1990, Massachuscetts General Laws were amended to establish a limit
on the amount of direct debt outstanding, cffcctive at the beginning of fiscal year 1991. By statutorily
limiting the Commonwealth's ability to issuc direct debt, these amendments provide a control on annual
capital spending. The first-year limit was $6,800,000,000, with an incrcase of 5% allowed in cach
successive fiscal year. The statutory debt himit for fiscal ycar 1994 was $7,871,850,000.
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For purposes of determining compliance with the limit, direct debt is defined to include general obligation
bonds and minibonds at the amount of their original net proceeds. It excludes discount and issuance costs,
if any, financed by these bonds. It also excludes dedicated income tax bonds, certain special obligation
bonds, refunded bonds, certain refunding bonds and bond anticipation notes. Qutstanding direct debt, as
defined, totaled approximately $7,392,292,000 at June 30, 1994.

Advance Refundings and Defeased Bonds - As authorized by the Massachusetts General Laws, the
Commonwealth advance refunded certain general obligation and other bonds through the issuance of
$842,995,000 of general obligation refunding bonds during fiscal year 1994. Proceeds totaling
approximately $839,094,000 were used to purchase U.S. Government securities which were deposited in
irrevocable 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 be defeased, and the liabilities therefore have been
removed from the General Long-term Obligations Account Group. As a result of these advance refundings,
the Commonwealth decreased current year debt service payments and has taken advantage of lower interest
rates, and it has decreased its aggregate debt service payments by approximately $65,942,000 over the next
20 years and incurred an economic gain (the difference between the present values of the debt service
payments of the refunded and refunding bonds) of approximately $49,339,000. At June 30, 1994,
approximately $749,925,000 of the bonds refunded remain outstanding and are considered defeased.

In prior years, the Commonwealth also defeased certain general obligation and other bonds by placing the
proceeds of bonds in irrevocable trusts to provide for all future debt service payments on the refunded
bonds. Accordingly, the trust account assets and the liabilities for the defeased bonds are not included in
the financial statements. At June 30, 1994, approximately $2,577,000,000 of bonds outstanding from
advance refundings in prior fiscal years are considered defeased.

Changes in General Long-term 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 obligations under capital lease agreements (Note 12), 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 (Note 1), compensated absences (Note 1), unfunded pension costs
(Note 10) and claims and judgments related to workers' compensation, lawsuits or other claims pending or
threatened (Notes 1 and 14).
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General Long Term Debt Obligations Account Group - During the year ended June 30, 1994, the
following changes occurred in liabilitics reported m the General Long-term Obligations Account Group

(amounts in thousands):

School
Long-term Capital construction Compensated
bonds leases grants absences
Balance, July 1, 1933 $ 9,231,458 § 33329 §$ 1,926,082 § 76,280
Bond issuances 1,526,002
Bond discount 16,994
Bond principal payments
{excluding minibonds) (1,346,709)
Excess of total pension
contributions required
over total contribu-
tions made
Net increase (decrease) 17,625 144 627 5,543
Balance, June 30, 1994 $ 9427745 % 50954 % 2,070,709 % 81,823
Unfunded Claims,
pension Jjudgments
costs and other Total
(Continued);
Balance, July 1, 1993 $ 2,362,254 % 401,864 $ 14,031,267
Bond issuances 1,526,002
Bond discount 16,994
Bond principal payments
(excluding minibonds) (1,346,709)
Excess of total pension
contributions required
over total contribu-
tions made 217,178 217,178
Net increase (decrease) 33,731 201,526
Balance, June 30, 1994 $ 2,579,432 § 435,595 § 14,646,258

University and College Fund - Building authorities related to the University of Massachusetts and the state
colleges have issued bonds for construction of higher education facilities and equipment. Such bonds are
guaranteed by the Commonwealth in an aggregate amount not to exceed $182,000,000. The bond
agreements generally provide that revenues from student fees are pledged as collateral on the bonds and
establish bond reserve funds, bond funds, and maintenance reserve funds. The University of Massachusetts
has also entered into various loan agreements as a participant in the Massachusctts Health and Educational
Facilities Authority’s ongoing capital asset program to finance construction projects and equipment.
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University and College Fund long-term debt outstanding at Junc 30, 1994 was as follows (amounts in
thousands):

Interest Maturity
Purpose rates Amount dates
MHEFA capital asset program Variable $ 10,666 1995-2006
Building authorities 3.0% - 9.9% 237,580 1995-2018
$ 248 246

Maturities of principal are as follows (amounts in thousands):

Years
ending
June 30 Amount
1995 $ 8,131
1996 8,597
1997 9,004
1998 9,820
1999 10,997
2000 and thereafter 201,697
Total $ 248246

Changes in bonds outstanding reported in the University and College Fund Type are as follows (amounts in
thousands):

Amount
Balance, July 1, 1993 $ 255159
Principal less issuance and
discount cost 398
Bonds retired, net of amortization
of discount (7,311
Balance, June 30, 1994 $ 248246

The University of Massachusetts acquired a telecommunications system through debt financed through
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 fees and
approximate the trustee's payments to certificate holders.
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Changes in non-cancelable certificates of participation for the University and College Fund Type are as
follows (amounts in thousands):

Years

ending
June 30 Amount
1995 $ 2,668
1996 2,670
1997 2,671
1998 2,668
1999 and thereafter 5,344
Total payments 16,021

Less: Amount representing

interest (3,334)
Present value of debt financed  § 12,687

At June 30, 1994, approximately $87,834,000 of bonds from prior advance refundings of the University
and College Fund building authorities are considered defeased.

Component Units -

Bonds and notes outstanding at June 30, 1994, net of unamortized discount of $15,421,000 and
unamortized deferred loss on refunding of $125,660,000 are as follows (amounts in thousands):

Interest Maturity
Purpose rates Amount dates
MBTA.:
General transportation system 3183%-800% $ 2,024,963 2005 - 2024
Boston Metropolitan District 161%-9.28% 49,477 2002 - 2025
RTA's:
Transportation bonds 45 1995 - 1997
MCCA.:
Current interest serial bonds 2.50% - 6.00% 132,096 1994 - 2008
Compound interest serial bonds 5.38% - 6.80% 58,142 2000 - 2013
WPAT:
Serial Bonds 2.00% - 5.50% 232,535 1995 - 2011
Term Bonds 5.25% - 5.60% 87,000 2013 - 2014
Economic Development:
Notes Payable 7.87% 17,248 1995 - 2001
Total $ 2,601,506
-
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Maturities of principal are as follows {amounts in thousands):

Years

ending Econemic

June 30 MBTA RTA's MCCA WPAT Development Total
1695 $ 75478 § 15 & 17,235 § 12,195 $ 2098 § 107,021
1996 69,559 5 18,105 11,920 1,883 101,482
1997 72,434 is 19,105 12,235 2,11t 105,900
1998 75,077 20,195 12,695 3,590 111,557
1999 and thereafter 1,922,159 116,259 270,490 7,719 2,316,627

Total $§ 2214707 § 45 % 190,899 % 319,535 § 17,401 $ 2,742,587

The amounts above represent the face amount of bonds and notes outstanding and may differ from the
amounts included in the combined balance sheet due to treatment of original issue discount in the general
purpose financial statements.

Daring the fiscal year ended Junc 30, 1994, the following changes occurred in bonds and notes payable
reported in the Component Units (amounts in thousands}).

Eccnomic
MBTA RTA's MCCA WPAT Development Total
Balance, July 1, 1993 § 1925467 3 115 § 163,539 § 148,575 % 670 § 2,238,366
Principal less discount and
issuance costs 544,415 30,509 178,085 18,678 772,087
Debt retired, net of
amortization of discount (369,242) (70) (4.210) (7,125) (2,100) (382,747
Deferred loss on refunding {26,200) {26,200)
Balance, June 30, 1994 $_ 2074440 3 45 § 190,238 § 319535 % 17,248 $ 2,601,506

The MBTA issued certificates of participation in the amounts of $28,565,000 on December 15, 1988 and
$85,795,000 on August 30, 1990 to finance the purchase of commuter rail coaches. Under the terms of the
applicable agreement, the MBTA's obligation to make the annual payments on the certificates is subject to
the Commonwealth's appropriation of necessary funds in its annual budget. The certificates bear interest at
rates ranging from 6.1% to 7.8% and mature as follows (amounts in thousands):
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Year

ending

June 30 Amoun!
1995 $ 2,770
1996 2,875
1997 2,990
1998 3,110
1999 and thercafier 92,325

104,070
Less: Unamortized discoumt 736
Total 5 103,334

During fiscal ycar 1994, the MBTA raiscd $344,415,000 through the issuance of refunding bonds to
advance refund $343,920,000 of its outstanding general transportation system bonds. Net proceeds of
$363,000,000 were used to purchasce U.S. Govermment sccuritics which were deposited in an irrevocable
trust with an escrow agent 1o provide for all future debt scrvice payments on the refunded bonds. As a
result, the MBTA's refunded bonds arc considered to be defeased, and the liability for those bonds has been
removed from the Componcent Units. This advance refunding resulted a loss on defeasance of $26,200,000,
which 1s being amortized as a component of interest cost in accordance with the requirements of GASB
Statement No. 23, "Accounting and Financial Reporting for Refundings of Debt Reported by Proprictary
Activitics". As a result of the advance refunding, the MBTA reduced its aggregate debt service payments
by approximatcly $14,600,000 from fiscal ycar 1994 to 2022 and achicved an economic gain of
approximatcty $14,100,000.

In prior ycars, the Massachusctts Bay Transportation Authority defeased in-substance several General
Transportation System Bonds by placing the proceeds of new bonds in an irrevocable trust fund to provide
for future dcbt service payments on the old debt. These payments began in 1994, Accordingly, the trust
account assct and the liablity for the defeased bonds are not included in the accompanying financial
statements. On June 30, 1994, $825,510,000 of these bonds outstanding are considered defcased.

The legislation under which the MBTA was cstablished provides that if, at any time, the MBTA is unable
to meet any interest or principal payments duc on its debt, sufficient funds will be remitted by the
Commonwealth to mect such obligations.

The legislation which authorizes the issuance of Massachusetts Convention Center Authority debt
securities provides for partictpation by the Commonwealth in the full payment of the annual debt service
costs.

On October 1, 1994, the Massachusetts Water Pollution Abatement Trust issued bonds of $80,925,000 of

tax-exempt bonds. A portion of the proceeds was uscd to refinance interim loans issued to South Essex
Sewcrage District during year 1994
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INDIVIDUAL FUND DEFICITS:

The General Fund, certain Special Revenue Funds and Capital Projects Funds included in the combined
totals have fund deficits at June 30, 1994, as follows (amounts in thousands):

Fund Amount
General $ 923,682
Special Revenue:
Lotteries 1,957
Capital Projects;
General 212914
Highway 85,852
Local Aid 70,917
Other 4962

The deficit in the General Fund reflects the accrual of liabilities for Medicaid claims at June 30, 1994, and
for subsidies to transit authorities for operating deficits incurred but not yet funded. These liabilities will
be paid in subsequent periods as the Legislature appropriates funds. The deficits in the Lotteries Funds
reflect the impact of accruals, created essentially by timing differences, which reverse in the next fiscal
year.

In the Capital Projects Funds, the recognition of minibonds as fund liabilities accounts for $49,062,000 of
the reported fund deficits. The remaining deficits reflect the time lag between capital expenditures and the
receipt or allocation of proceeds from the sale of related bonds. Subsequently on August 9, 1994, the
Commonwealth issued $250,000,000 in general obligation bond related to the capital projects funds.

. RETIREMENT SYSTEMS:

Primary Government -

The Commonwealth is statutorily responsible for the pension benefits for Commonwealth employees
(members of the State Employees' Retirement System) and for teachers of the citics, towns, regional school
districts throughout the Commonwealth and Quincy College (members of the Teachers' Retirement System,
except for teachers in the Boston public schools, who are members of the State-Boston 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 counties, cities and towns (other than tcachers) are
covered by separate retirement systems. The members of the retirement systems do not participate in the
Social Security System. The Commonwealth has also assumed responsibility for payment of cost-of-living
adjustments (COLA) for the separate (non-teacher) retirement systems of its cities, towns and counties.

Certain Commonwealth employees and current retirees employed prior to the establishment of the State
Employees' Retirement System are covered on a "pay-as-you-go” basis.
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Plan Descriptions -

State Employees’ Retirement System (SERS) 1s a single employer defined benefit public employee
retirenient system (PERS), covering substantially all employees of the Commonwealth and certain
employees of the independent authorities and agencies. The SERS is administered by the
Commonwealth and is part of the reporting entity.

Teachers' Retirement System (TRS) is an agent multiple employer defined benefit PERS. The
Commonwealth is a non-cmployer contributor and is responsible for all contributions and future benefit
requirements of the TRS. The TRS covers certified teachers in cities (except the City of Boston),
towns, regional school districts and Quincy College. The TRS is administered by the Commonwealth

and is part of the reporting entity.

State - Boston Retirement System (SBRS) is an agent multiple employer defined benefit PERS. SBRS
provides provision benefits to all full-time 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 rcsponsible for the actual cost of pension benefits for SBRS participants who serve in the
City of Boston's School Department in a teaching capacity. The cost of pension benefits of the other
participants is the responsibility of the City of Boston. SBRS is not administered by the
Commonwealth, and it is not part of the reporting entity.

The Commonwealth has assumed financial responsibility for the COLA granted to participants in the
retirement systems of 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 for the basic pension benefits. The retirement systems are not
adrinistered by the Commonwealth and are not part of the reporting entity.

Membership - Current membership in SERS, TRS as of January 1, 1993 and SBRS as of January 1,
1994 is as follows:

SERS TRS SBRS
Retirees and beneficiaries currently
receiving benefits and terminated
employees entitled to benefits but
not yet receiving them 45419 30,168 2,354
Current employees:
Vested 36,398 44,782 3,872
Nonvested 47,114 17,206 2,011
Subtotal 83,512 61,988 5,883
Total 128,931 92,156 8,237
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The covered payroll for employees of the Commonwealth covered by SERS was $3,094,000,000. The
covered payroll for employees of the cities and towns covered by TRS is $2,573,506,000. The covered
payroll for employees of the City of Boston covered by SBRS is $217,958,000. The covered payroll
amounts approximate the employer payroll.

Benefit Provisions - Massachusetts General Laws establish uniform benefit and contribution requircments
for all contributory PERS. These requirements provide 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 upon a member's age, length of creditable service, and group classification.

Retirement allowance consists of two parts: an annuity and a pension. A member's accumulated total
deductions and a portion of intcrest they generate constitute the annuity. The differential between the total
retirement benefit and the annuity is the pension. Average retirement benefit is approximately 80-85%
pension and 153-20% annuity.

Members become vested aficr ten years of creditable service. A 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
scrvice. Normal retirement for most employees occurs at age 63, for certain hazardous duty and public
safety positions, normal retirement is at age 55.

Funding Status and Progress - The amounts shown below as the pension benefit obligation arc a
standardized disclosure measure of the present value of pension benefits, adjusted for the effects of
projected salary incrcases and step-rate benefits, estimated to be payable in the future as a result of
employee service to date. The measure is intended to help users assess the funding status of the System on
an ongoing basis, assess progress made in accumulating sufficient assets to pay benefits when due, and
make comparisons among employers. The measure is the actuarially determined present value of credited
projected benefits and is independent of the funding method used to determine contributions to the System.

The SERS and TRS pension benefit obligations were computed as part of the actuartal valuation as of
January 1, 1993, updated to January 1, 1994. The SBRS pension benefit obligations were computed as
part of an actuarial valuation as of January 1, 1994. Significant actuarial assumptions used in the
calculation of contribution requirements and pension benefit obligation include (a) rates of return on
investments of present and future assets of 8% per year (b) projected salary increases of 6% per year (c)
cost of living increases of 3% per year and (d) interest rate credited to the annuity savings fund of 3.1% per
year.
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The total unfunded pension benefit obligation is as follows (amounts in miilions):

SERS TRS SBRS COLA Total

Pensicn benefit obligation:
Retirees and others
currently receiving
benefits and terminated
emplovees entitled Lo
benefits but not yet
receiving them b 47288 % 3,101 § 312 % 1452 § 9,153

Current employees:
Accumulated employee
contributions including
allocated interest 1,932 2,199 150 4,321

Commonwealth financed:
Non-vested 668 288 30 93 1,079
Vested 2,069 3.370 186 492 6,117

Total pension benefit
cbligation 8,957 8,958 718 2,037 20,670

Net asscts available for
bencfits, at market 5,802 5,956 443 12,201

Unfundced pension benefit
obligation $ 3,155 §% 3002 % 275 % 2037 § 8,469

Pension benefit obligation -

Contributions Required and Contributions Made - The retirement systems' funding policies have been
established by statutc. The annuity portion of the SERS, TRS and SBRS retirement allowance is funded
by employees, who contribute a percentage of their 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 t, 1979,

The Commonwecalth's contribution for the pension bencfit portion of the retircment allowance of SERS and
TRS and required payments to cover SBRS and COLA contributions were originally established on a “pay-
as-you-go" basis. As a result, amounts were appropriated each year to pay current benefits, without a
systematic provision to fully fund future habilities 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 SBRS and 1ts COLA obligation. This legislation requires funding on a current
basis, including amortizing the unfunded liabilities and liabilities for future COLA payments to local
systems, over 40 years.
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This legislation 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 to legislative
approval. If a schedule is not so approved, payments are to be made in accordance with the most recently
approved schedule. This legislation further provides that if, during the first ten years of scheduled
payments, the pension benefits paid exceed the scheduled contribution, the Commonwealth's contribution
shall equal these benefit payments.

The current legislatively approved funding schedule, based on the January 1, 1990 valuation, was filed with
the Legislature on March 1, 1991. It required contributions by the Commonwealth of $806,584,000 during
the fiscal year ended June 30, 1994. Because total benefit payments exceeded this amount, no additional
Commonwealth contribution was required.

GAAP requires that pension expenditures (costs) be based on an acceptable actuarial cost method and that
they not be less than:

¢ Nommal cost
¢ Interest on any unfunded prior service costs

* A provision for vested benefits when the total present valtue of vested benefits exceeds by 5% or
more the value of the plan

The funding schedule discussed above follows an acceptable actuarial funding methodology to compute
normal cost and the unfunded accrued actuarial liability. However, the amortization of the accrued
actuarial liability has been legislatively determined to be significantly lower in the first years of the 40-year
funding period. Therefore, the fiscal year 1994 contribution did not cover the minimum expenditure
recognition required by GAAP. The difference between the total contributions required and the total
contributions made is recorded as a liability in the General Long-term Obligations Account Group.
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Contributions required and made based on the minimum expenditure recognition required by GAAP are as
follows (amounts in millions):

SERS TRS SBRS COLA Total
Minimum conlribution
requirement:
Normal cost $ 430§ 120 % 25 % 51 § 826
Amortization of
unfunded actuarial
liability 161 104 9 98 in
Interest on unfunded
actuarial liability 100 111 10 64 285
Tota! contributions
required $ 691§ 535 % 4 3 213 % 1,483
Contributions made:
By employeces $ 212 % 174 % 14 3 0 % 400
% of covered payrol! 6.90% 6.715% 6.50% N/A N/A
By the Commonwealth 415 329 28 94 866
% of covered payroll 13.40% 12.80% 12.90% N/A N/A
Total centributions made $ 627 % 503§ 42 % 94 % 1,266

The total contributions required for SERS, TRS and SBRS are based on the entry age normal cost method
using the same actuarial assumptions used to compute the pension benefit obligation.

During the year ended June 30, 1994, the Commonwealth's pension expenditure also included payments

totaling $22,209,000 to current retirees employed prior to the establishment of the current plans and to non-
contributory plans.
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Trend Information - The following table presents the required three-year trend information:

% Y% %
Year SERS TRS SBRS
Net assets available for benefits
as a percentage of the pension
benefit obligation appticable
to employees: 1994 64.7 66.5 61.6
1993 60.3 60.9 527
1992 66.6 58.1 48.5
Unfunded pension benefit
obligation as a percentage of
annual covered payroll: 1994 101.9 116.7 126.5
1993 114.4 135.8 161.9
1992 89.5 169.6 197.2
Commonwealth's contributions to the
pension plan as a percentage of
annual covered payroll; 1994 13.8 12.8 12.9
1993 14.3 12.5 13.2
1992 12.7 14.0 144

Ten-year historical trend information for SERS, TRS and SBRS may be found on page 170 of the
Commonwealth's Comprehensive Annual Financial Report. This report presents information about
progress made in accumulating sufficient assets to pay benefits when due.

Certain information was not available for SERS, TRS and the Commonwealth's participation in SBRS.,
Total annual payroli for SERS, TRS and SBRS approximates annual covered payroll; however, actual
annual total payroll amounts are not 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 ts not available in their separately issued report.

Component Units -

Condensed Pension Information - Of the 27 discretely presented component units 22 maintain separate
pension plans.
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Postretirement Health Care and Life Insurance Benefits - In addition to providing pension benefits, the
Commonwealth is statutorily required to provide certain health care and life insurance benefits for retired
employees of the Commonwealth, housing authorities, redevelopment authorities, and certain other
governmental agencies. Substantially all of the Commonwealth's employecs may become eligible for these
benefits if they reach retirement age while working for the Commonwealth. Eligible retirees are required to
contribute a specified percentage of the health care benefit costs which is comparable to contributions
required from employees. The Commonwealth is reimbursed for the cost of benefits to retirees of the
eligible authorities and non-state agencies. The Commonwealth recognizes its share of the costs of
providing these benefits when paid. These payments totaled approximately $126,027,000 for the fiscal
year ended June 30, 1994.

DEFERRED COMPENSATION PLAN:

The Commonwealth offcrs 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 salarics until future years. The deferred compensation
is not available to employees until termination, retirement, death, or unforeseeable emergency. All amounts
of compensation deferred under the plan, all property and rights purchased with those amounts, and alt
income attributable to thosc amounts, property, or rights are (until paid or made available to the employee
or other beneficiary) solely the property and rights of the Commonwealth (without being restricted to the
provision of benefits under the plan), subject only to the claims of the Commonwealth's general creditors
and its political subdivisions participating in the plan. Participants' rights under the plan are equal to the
fair market value of the deferred account for cach participant. All plan assets are stated at market value.

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 be required of an ordinary prudent investor. The plan assets are subject to
the claims of the Commonwealth's gencral creditors; however, plan assets have not been used in the past to
satisfy such claims.

Of the $945,401,000 in the plan at June 30, 1994, $636,500,000 was applicable to the Commonwealth; the
remaining $308,901,000 rcpresents the asscts of cities and towns participating in the plan. The assets and
liabilities of the deferred compensation plan are included in Agency Funds at June 30, 1994,

CAPITAL LEASES:
Primary Government -

In order to finance the acquisition of cquipment, the Commonwealth has entered into various lease/purchase
agreements, includihg tax-exempt lease purchase (TELP) agreements which are accounted for as capital
leases. These agreements are for various terms and contain clauses indicating that their continuatton is
subject to appropriation by the Legislature.

At Junc 30, 1994, the Commonwealth's aggregate outstanding liability under capital leascs, the present
value of the net minimum lease payments, totals $50,954,000. This liability is reported in the General
Long-term Obligations Accounts Group. Equipment acquired under capital leases and included in the

General Fixed Assets Account Group totals approximately $76,802.000.
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The Commonwealth leases real property and equipment under numerous operating leasc 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, 1994 was approximately
$100,925,000.

The following is a schedule of future minimum lease payments under non-cancclable leases for the
Commonwealth as of June 30, 1994 (amounts in thousands):

Years
ending Capital Opcrating
June 30 leases lcases
1993 $ 18629 § 81466
1996 14,676 62,520
1997 10,545 50,269
1998 7,071 40,947
1999 5,084 28,451
2000 and thercafter 2,786 8,184
Total payments 58,791 § 271,837
Less: amount representing
interest (7,837)
Present value of minimum
lease paymenis $ 50,954

University and College Fund - At June 30, 1994, aggregaic outstanding liability under capital leases, the
present value of the net minimum lease payments, totaled $19,558,000. Equipment acquired under capital
leases and included in University and College Fund fixed assets totaled approximately $14,087,000.

The University and College Fund Type leases real property and equipment under numerous operating lease
agreements for varying terms. Rental expense for the fiscal year ended June 30, 1994 was approximately

$5,261,000,

The following schedule summarizes future minimum payments under non-cancelable leases for the
University and College Fund Type (amounts in thousands):
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Component Units -

Years
ending Capital QOperating
June 30 leases leases
1995 $ 6173 % 4,994
1996 5,150 4,187
1997 3,883 3,161
1998 2,806 2,367
1999 2,112 73
2000 and thereafter 3,319 40
Total payments 23463 § 14822
Less: amount representing
interest (3,905)
Present value of minimum
lease payments $ 19,558

The MBTA has entered into several sale-leaseback agreements with major financial institutions, covering
cquipment and rolling stock, which have been accounted for as operating leases. The leases expire through
2013. Upon termination, the MBTA may purchase the equipment and rolling stock at prices equal to the
lesser of a stated percentage (40%-70%) of the lessor's original purchase price or residual fair market

vaiue, as defined.

The Economic Development Authorities and the RTA’s have operating leases for office space.

The future minimum rental payments required under operating leases having initial or remaining non-

cancelable Icase terms in excess of one year are as follows (amounts in thousands):

Years Economic

ending Development -

June 30 MBTA RTA's Authorities
1995 12,068 % 15700 % 1,047
1996 12,068 9,000 770
1997 12,068 471
1998 12,068 369
1999 13,669 223
2000 and thereafter 188,739
Total payments 250,680 § 24,700 § 2,880
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13. COMMITMENTS:
Primary Government -

Governmental Funds - 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 fiscal year 1994, these subsidies totaled $606,442,000 for the MBTA and $47,761,000
for the RTA’s. The net cost of service subsidy is recognized as a current liability of the Commonwealth,
but is funded in arrears. At June 30, 1994, the Commonwealth has recorded the unpaid portion as a
liability due to the MBTA of $361,020,000 and due to RTA’s of $54,833,000. The cities and towns
served by the MBTA and RTA’s will be assessed their proportionate shares of the net cost of service, A
receivable from cities and towns of $208,089,000 is recorded at June 30, 1994, to account for these future
reimbursements. The MBTA has also recorded net deferred charges of $81,975,000 at Yune 30, 1994,
which will be included in the Commonwealth's net cost of service subsidy in future periods. The
Commonwealth has recognized its liability for these future 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 $17,583,383 in fiscal year 1994.

At June 30, 1994, the aggregate outstanding debt for which the Commonwealth is obligated to provide
contract assistance support totaled approximately $2,442,885,000 long-term and $433,269,000 short-
term. In addition, the Commonwealth guarantees the debt of certain local governments and of the building
authorities included in the University and College Fund. The guaranteed debt outstanding at June 30,
1994, was approximately $235,916,000.

At June 30, 1994, the Commonwealth had commitments app roaching $1,636,000,000 for various
construction projects. The majority relate to new construction funding for a major infrastructure program
known as the Central Artery Project, in which federal participation is antici pated. The remainder relate to
a wide range of building construction projects.

Pension Trust Funds - At June 30, 1994, PRIT had outstanding commitments to invest $28 1,000,000 in
real estate, $18,000,000 in venture capital and $208,000,000 in special equity investments.

University and College Fund Type - The UMass hospital has agrcements with Blue Cross of
Massachusetts, Inc., the Social Security Administration under the Medicare program and the
Commonwealth of Massachusetts under the Medicaid program that govern payments to the hospital for
services rendered to patients covered by these programs and require the hospital to prepare and file
seitlement reports annually. Provisions have been made in the financial statements for the estimated final
settlements with such third party payors.

Component Units -

As of June 30, 1994, the WPAT has agreed to provide loans of $173,000,000 to various local government
units to be funded with grant awards received through June 30, 1994,
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The MBTA has entered into several long term contracts to purchase commuter rail coaches, locomotives
and rapid transit cars, The unpaid amounts under these contracts total approximately $139,754,000 at
June 30, 1994,

The MCCA has entered into a general construction contract for the renovation and rehabilitation of the
Boston Common Parking Garage. The total cost, including architectural, engineering and other costs, is
expected to be approximately $35,000,000.

Massachuscits Housing Partnership Fund (MHP) has executed seven loan agreements with five banks for
an amount of $172,644 973 pursuant to the Massachusetts Nationwide Interstate Banking and Community
Reinvestment Act (Chapter 102 of the Acts of 1990). These bank loan agreements are the source of
funding to borrowers through MHP.

CONTINGENCIES:
Primary Government -

A number of lawsuits arc pending or threatened against the Commonwealth which arose from the ordinary
course of operations. These include claims for property damage and personal injury, breaches of contract,
condemnation proceedings and other alleged violations of law. For those cases in which it 1s probablc that
a loss will be incurred and the amount of the potential judgment can be reasonably estimated, the Attorney
General estimates the liability to be approximately $73,500,000. Of this amount approximately
$61,500,000, which is cxpected to be paid during fiscal year 1995, is recorded in fund habilities;
approximately $12,000,000 expected to be paid thereafter, is recorded as a liability in the Generai Long-
term Obligations Account Group. Appellate Tax Board cases included in the amount to be paid in 1993
total $17,500,000.

Workers' compensation and group health insurance costs for Commonwealth employecs arc recognized
when claims arc incurred. The Commonwealth's outstanding liability for such claims at June 30, 1994,
including claims incurred but not reported, is estimated to be $341,900,000. Of this total, approximately
$54, 100,000 is cxpected to be paid during fiscal year 1995, $47,900,000 is inciuded among fund liabilities
and $6,200,000 is reported in the University and College Fund. Of the remainder, approximatcly
$236,800,000, is recorded as a liability in the General Long-term Obligations Account Group and
$31,000,000 is included in the liabilitics of the University and College Fund.

The Commonwealth has assumed responsibility for worker’s compensation claims for all contractors and
subcontractors working on the Central Artery project. The Commonwealth’s liability as of June 30, 1994
for such claims is estimated to be $86,278,000. The Commonwealth has established reserves through a
combination of bond proceeds and federal funds in its capital project funds to pay these liabilities.

The Commonwealth recerves significant financial assistance from the federal government. Entitlement to
the resources is generally conditional upon compliance with terms and conditions of the grant agrecments
and applicable federal regulations, including the expenditure of the resources for eligible purposes.
Substantially all federat financial assistance is subject to financial and compliance audits. Any
disallowances become liabilitics of the fund which received the assistance. As of June 30, 1994, the
Commonwealth cstimates that liabilities, if any, which may result from such audits arc not matertal.
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The Commonwealth's abandoned property law requires deposit of certain unclaimed assets into a managed
Agency Fund. The statute requires the excess amount over $500,000 cach June 30 to be remitted to the
General Fund, where it is included in miscellaneous revenue. Amounts remitted during fiscal year 1994
totaled $54,298,192. Since inception, approximately $484,660,000 has been remitted. This represents a
contingency, because claims for refunds can be made by the owners of the property. No material amounts
have been repaid.

University and College Fund Type - The University of Massachusetts is contingently liable for
$20,500,000 of Massachusctts Health and Educational Facilities Authority revenue bonds, issued by the
University of Massachusetts Foundation, Inc. In the event the Foundation fails to make any payment, the
University will transfer any amouats unpaid and due to the Foundation.

Component Units -

The Massachusetts Convention Center Authority was involved in six Jawsuits arising primarily as a result
of the Phase Il expansion and renovation of the Hynes Convention Center since January 1989, Three cases
have been dismissed pursuant to a settlement of July 28, 1994 for an amount of § 15,500,000. The
authority had retained security deposits of $12,900,000 plus interest of $2,600,000 against the cost of the
settlement. An initial payment of $12,500,000 was made in July 1994, and the remaining balance is
payable in separate installments during fiscal year 1996 and 1997,

ACCOUNTING CHANGE - CHANGE IN REPORTING ENTITY:

For the fiscal year ended June 30, 1994, the Commonwealth adopted Governmental Accounting Standards
Board Statement No. 14 (GASB 14), “The Financial Reporting Entity.” GASB 14 requires that the
financial statements present (a) the primary government, (b) organizations for which the primary
government is financially accountable and (c) other organizations for which the nature and significance of
their relationship with the primary government are such that exclusion would cause the reporting cntity’s
financial statements to be misleading or incomplete.

As a result of the adoption of GASB 14, all entities which have previously been reported within Enterprise
Funds are now classified in a discretcly presented column labeled component units. In addition, certain
entitics which have previously been excluded from the reporting entity have been added in the current fiscal
year, and three entities which were previously included are now excluded from the reporting entity, See
Note | for a description of the component units included in the reporting entity.

The effect of adopting GASB 14 is to reduce beginning fund equity in the Component Units column
(previously reported as Enterprise Funds) by $2,088,289,000.
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APPENDIX B
TABLE OF REFUNDED BONDS

The bonds of the Commonwealth to be advance refunded from the proceeds of the Series A Bonds are

described below,

Maturity Call Call
Date Coupon Amount Date Price

$45,000,000 Consolidated Loan of 1985, Series C™:

12/01/1997 7.60% $2,250,000 12/01/1995 102.5%
12/01/1998 7.70% 2,250,000 12/01/1995 102.5
$4,500,000

$100,000,000 Consolidated Loan of 1986, Series A:

4/01/2000 6.70% $5,000,000 4/01/1996 102.5%
4/01/2001 6.75% 5,000,000 4/01/1996 102.5
$10,000,000
$528,120,000 General Obligation Refunding Bonds, 1986 Series A:
10/01/1999 71.30% $44,450,000 10/01/1996 102.0%
$150,000,000 Consolidated Loan of 1986, Series B:
5/01/2001 6.50% $7,500,000 5/01/1996 102.5%
50172002 6.50% 7,500,000 5/01/1996 102.5
5/01/2003 6.50% 7,500,000 5/01/1996 [02.5
5/01/2004 6.50% 7,500,000 5/01/1996 102.5
5/01/2005 6.50% 7,500,000 5/01/1996 102.5
510172006 6.50% 7,500,000 5/01/1996 102.5
$45,000,000
$7,705,000 General Obligation Refunding Bonds, 1986 Series B:
2/01/2002 6.40% $1,675,000 2/01/1997 102.0%
2/01/2003 6.40% 1,790,000 2/01/1997 102.0
$3,465,000
$165,000,000 Consolidated Loan of 1986, Series C:
8/01/2000 6.50% $8,560,000 8/01/1996 102.0%
8/01/2001 6.50% 8.555,000 8/01/1996 102.0
$17,115,000
$150,000,000 Consolidated Loan of 1987, Series A:
3/01/2003 6.25% $7.670,000 3/01/1997 102.0%
3/01/2004 6.25% 7,670,000 3/01/1997 102.0
3/01/2005 6.25% 7,670,000 3/01/1997 102.0
3/01/2006 6.25% $,935,000 3/01/1997 102.0
3/01/2007 6.25% 4. 785,000 3/01/1997 102.0
$34,750,000
$200,000,000 Consolidated Loan of 1987, Series B:
7/01/2000 7.00% $10,655,000 7/01/1997 102.0%
7/01/2001 7.10% 10,565,000 7/01/1997 102.0
$21,220,000

“The Commonwealth intends to pay the interest due on these bonds on June !, 1995 from available funds other
than those held under the Escrow Agreement. See "THE BONDS--Plan of Finance”,
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Maturity Call Call
Date Coupon Amount Date Price

$150,000,000 Consolidated Loan of 1987, Series C:

11/01/1999 8.00% $9,245,000 11/01/1997 102.0%
$200,000,000 Consolidated Loan of 1988, Series A:
3/01/2002 6.70% $10,080,000 3/01/1998 102.0%
3/01/2003 6.80% 10.020.000 3/01/1998 102.0
$20,110,000
$250,000,000 Consolidated Loan of 1988, Series B:
9/01/2002 7.00% $13,260,000 9/01/1998 102.0%
9/01/2003 7.00% 13,205,000 9/01/1998 102.0
9/01/2004 7.00% 13,195.000 9/01/1998 102.0
$39,660,000
$380,000,000 Consolidated Loan of 1988, Series C™:
12/01/2001 7.25% $18,985,000 12/01/1998 102.0%
12/01/2002 7.30% 18,985,000 12/01/1998 102.0
12/01/2003 7.30% 18.185.000 12/01/1998 102.0
$56,155,000
$200,000,000 Consolidated Loan of 1989, Series B:
4/01/2002 7.40% $11,500,000 4/01/1999 102.0%
$365,000,000 Consotidated Loan of 1989, Series C™:
6/01/2003 7.00% $24,500,000 6/01/1999 102.0%
6/01/2004 7.00% 26,500,000 6/01/1999 102.0
$51,000,000
$230,000,000 Consolidated Loan of 1989, Series D:
10/01/2003 7.00% $12,500,000 10/01/1999 102.0%
10/01/2004 7.00% 12,500,000 10/01/1999 102.0
$25,000,000
$361,674,000 Consolidated Loan of 1990, Series A:
3/01/2003 7.50% $23,800,000 3/01/72000 102.0%
$449,453,173 Consolidated Loan of 1990, Series B:
7/01/2006 7.00% $25,000,000 710172000 102.0%
$123,240,000 Consotidated Loan of 1991, Series C:
8/01/2012 7.00% $35,125.000 8/01/2001 102.0%
$477,095,000

“The Commonwealth intends to pay the interest due on these bonds on June I, 1995 from available funds other
than those held under the Escrow Agreement. See "THE BONDS--Plan of Finance".
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FORM OF BOND COUNSEL OPINION APPENDIX C

RorPeEs & GRrAY
ONE INTERNATIONAL PLACE
BOSTON, MASSACHUSETTS 02110-2624

30 KENKEDYT PLAZA — —
le17) 951-7000C
PROVIDENCE, 2. 1. Q25035

P30 PEMNSYLVANIA AVENUE, 8 W
GUITE CEDO SOUTH
TELECOPIER! (€17 95i-7050 WASHING™ON, D. ©. 25004
(202} B2 - 2200
IELECORIER: (202) 628 -3a98i

[401) 455 - 4400
TELECORIER: {401) 455 - 4401

[Date of Delivery]

The Honorable Joseph D. Malone
Treasurer and Receiver-General

The Commonwealth of Massachusetts
State House - Room 227

Boston, Massachusetts 02133

Re: The Commanwealth of Massachusetts $225,000,000 General Obligation Bonds, Consolidated Loan
of 1993, Series B (the "1995 Series B Ronds") and $499,095,000 General Obligation Refunding
Bonds, 1995 Series A (the 19935 Series A Refunding Bonds") dated May 25, 1995 (collectively, the
"Bonds")

Dear Treasurer Malone:

We have served as bond counsel to The Commonwealth of Massachusetts (the "Commonwealth") in connection
with the issuance of the Bonds. In that capacity, we have examined a record of proceedings relating to 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 mandatory sinking fund and optional redemption at such
times, in such amounts, 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 bond certificates immobilized at The
Depository Trust Company, New York, 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 te rules and procedures established
by DTC and its participants, We also have examined one of the 1995 Series B Bonds and one of the [995 Series A
Refunding Bonds, cach as executed.

In rendering our opinion, we have telied upon certain covenants of the Commonwealth and upon certifications
and representations of fact made by certain officials of the Commonwealth,

We express no opinion as to laws other than the laws of the Commonwealth and the United States of America.
Based upon the foregoing, we are of the opinion that, under existing law:

(a) The Bonds have been duly authorized by the Commonwealth, and the forms of the Bonds which we
have examined and the forms of their execution are regutar and proper.

(b) The Bonds are legal and valid general obligations of the Commonwealth, and the fult faith and credit

of the Commonwealth are pledged to the payment of the principal of and intercst on the Bonds. It should be noted,
however, that Chapter 62F of the Massachusetts General Laws establishes a state tax revenue growth limit and does not
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exclude principal and interest payments on Commonwealth debt obligations from the scope of the limit. [t should
further 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.

() Interest on the Bonds is not included in gross income for federal income tax purposes and such interest
is not an item of tax preference for the purpose of computing the alterative minimum tax imposed on individuals and
corporations; however, such interest is taken into account in determining adjusted current earnings for the purpose of
computing the alternative minimum tax imposed on certain corporations, and such interest is included in the measure
of certain other taxes imposed on corporations and in the measure of income of certain recipients of Soctal Security and
Railroad Retirement benefits for the purpose of determining whether such benefits shall be included in the taxable
income of such recipients. We call your attention to certain requirements of the Internal Revenue Code of 1986, as
amended (the "Code™), relating to the use, expenditure and investment of the proceeds of the Bonds. Failure by the
Commonwealth to comply with such requirements subsequent to the issuance of the Bonds may cause interest on the
3onds to become subject to federal income taxation retroactive to the date of their issuance. The Commonwealth has
provided covenants or certificates evidencing 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 interest on the Bonds from
gross income lor federal income tax purposes. We express no opinion with respeet to other federal tax consequences
arising with respect to the Bonds.

(d) The Bonds and the interest thereon are exempt from taxes imposed by existing Massachusetts laws,
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.

{(e) For federal and Massachusctts 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 all Bonds with the same maturity was sold. Original issue discount accrues actuarially over the term of a Bond.

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 also be subject to general principles of equity,
regardless of whether applied in proceedings in equity or at law.

Very truly yours,

Ropes & Gray

104%666.01 C-2
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APPENDIX D
AMBAC Indemnity Corporation

m . . . cfo CT Corporation Systems
e Municipal Bond Insurance Policy I} Ease Mifflin St., Madison, Wisconsin 53703
Adminiseracive Office:

Qe State Screer Plaza, New York, NY 10004
Telephone: (212) 668-0340

Policy Number:

Issuer:

Bonds: Premium;

AMBAC Indemnity Corporation ¢AMBAC) A Wisconsin Stock [nsurance Company

in consideration of the payment of the premium and subject to the terms of this Poligy, hereby agrees o pay to
Company of New York, as trustee, or its successor (the "Insurance Trustee™), for the benefic of Bongholderd
cipal of and inretest on the above-described debe ohligations f-‘.h.’-’..','Bondf:‘_},_}‘f,mhl'f!‘ySh““ become Due fug*Ps

teason of Nonpayment by che Issuer

AMBAC will make such paymencs o the Insurznce Trustee within one (1L -basiness da

Linited Srates Truse
gt portion of the prin-
g2l be unpaid by

mene. Upon 2 Bondhalder's presenration and sorrender 1o the Insursnce Truscee of su paid _joe Nt COUPORS, un-
canceled and in bearer form and free of any adverse claim, che lasurance Trustee he face amount of
principal and iacerest which is then Due for Payment bmm‘?ﬁnm\‘m js b " :! | become the owner of the
surrendered Bonds and coupons and shail be fully subrogared o all of ¢ ¥

Wendhoiders or their assigns, che

nd surrender to the Insurance Truscee
of assignment, in form satisfactory ro the
Peed represencative, so as ro permit ownership of
Re Bonds are issuable only in a form whereby interest

W disburse interest to a Bondholder us aforesaid only
Bon encicled to the payment of interest on the Band and

N sarisfactory to the insurance Truscee, duly executed by the
claimant Bondholder or such Bondholder e, wransferring to AMBAC all rights under such Bond to recejve

the incerest in respect of which che jgs . ; ade. AMBAC shall be subrogated o all the Bondhelders rights o
payment on regiscered Bonds tg ™ e | e disbursemencs so made.

In cases where the Bonds are issuable only in a form whercby prineigfl i
Insurance Trustee shzll disburse principal @ a Bondholder as af [d
of the unpaid Bond, uncanceled and free of any adverse claim,
Insurance Trustee, duly executed by the Bondholder or .
such Bond ro be registered in the name of AMBAC or irg
is payable to registered Bondholders or their assigns,
upon presentation ro the Insurance Trustee of pg
delivery to the [nsurance Trusree of an in:

as notice that any payment of principal of ar interest on o Bond which has

In the event the trustee or "
. #holder by or on behalf of the Issuer of the Bonds has been deemed a preferencial

become Due for Paym e
nonappealable ord & rent jurisdiccion, such registered owner will be entitled o payment from AMBAC (o the extent

af such recovery . M3 ot ocherwise available.

As used herein, the
or of a coupon appertaig

gder’ means any person other than the Issuer who, at the time of Nonpayment, is the owner of a Bond
Bond. As used herein, “Due for Payment”, when referring to the principal of Bonds, is when the stated

: edemnprion date for the application of a requited sinking fund installment has been reached and does not

refer to any earlier date on which payment is due by reason of call for redemprion tother than by application of required sinking fund
installments), accelerarion or orher advancement of macurity; and, when referring o Incerest on rhe Bonds, is when the stared dare for
payment of interest has been reached. As used herein, “Noapayment” means the failure of che Issuer to have provided sufficient funds
to the paying agent for payment in full of all principal of and intercst on rhe Bonds which are Due for Payment.

This Policy is noncancelable, The premium on this Policy s not refundable for any reason, including payment of the Bonds prior
maturity. This Policy does not insure against loss of any prepayment or other accelerarion payment which ar any time may become due
in respect of any Bond, other chan at the sole option of AMBAC, ner against any risk ather than Nonpayment,

In witness wheteof, AMBAC has caused chis Policy to be affived with a facsimile of irs corporate seal and to be signed by its duly
authorized cfficers in facsimile o become effeccive as its original seal and signarures and binding upon AMBAC hy vircue of the councer-
signatuce of its duly auchorized representative.

A

.
g
. . :
President ‘ 4

Secretary

Effective Dave:
UNITED STATES TRUST COMPANY OF NEW YORK aclmowledges thar it

has agreed to perform the duties of Insurance Trustee under this Policy, % Chary
Form # 566-0003 (8/92) Authorized Officer

Authorized Representative
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