NEW ISSUE -- BOOK-ENTRY-ONLY

In the opinion of Bond Counsel, under existing law and asswming cortinued compliance with the Internal
Revenue Code of 1986, as amended, interest on the Bonds is not included ir gross income for federal income tax
purposes and is not an item of tax preference for the purpose of computing t1e altermative minimum tax imposed
or 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
corporations. In the opinion of Bond Counsel, the Bonds and the interest thrreon are exempt from taxes imposed
by existing Massachusetts laws, although the Bonds and the interest thereor may be included in the measure of
estate and inheritance taxes and of certain corporation excise and franchise “axes. For federal and Massachusetts
tax purposes, interest includes original issue discount, See “TAX EXEMPTION” herein,

THE COMMONWEALTH OF MASSACHUSETTS

$200,000,000
General Obligation Bonds
Consolidated Loan of 1995, Series C

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. Details of payment of the
Bonds are more fully described in this Official Statement. The Bonds will bear interest from August 1, 1995 and
interest will be payable on February 1, 1996 and semiannually thereafter on August 1 and February 1, calculated
on the basis of a 360-day year of twelve 30-day months. The Bonds are subjet to redemption prior to maturity, as
more fully described herein.

The Bonds will constitute general obligations of The Commonwealth of Massachusetts (the “Common-
wealth””}), and the full faith and credit of the Commonwealth will be pled sed to the payment of the principal
of and interest on the Bonds. However, for information regarding ctrtain statutory limits on state tax
revenue growth and on expenditures for debt service and regarding dedicated state income tax revenues, see
“THE BONDS — Security for the Bonds” and “Appendix A — Comm.onwealth Information Statement”
under the headings “COMMONWEAI'TH REVENUES — Limitations on Tax Revenues,” “COMMON-
WEALTH PROGRAMS AND SERVICES — Debt Service” and “COMMONWEALTH BOND AND
NOTE LIABILITIES.”

The Bonds arc offcred when, as and if issued and received by the orizinal purchasers, and subject to the
unqualified approving opinion as to legality of Hinckley, Allen & Snyder, Boston, Massachusetts, Bond
Counsel. Certain legal matters will be passed upon for the Commonwealth by Mintz, Levin, Cohn, Ferris,
Glovsky and Popeo, P.C., Boston, Massachusctts, Disclosure Counsel. Settlement of the issue is expected at
DTC in New York, New York, on or about August 17, 1995.

August 9, 1995



THE COMMONWEALTH OF MASSACHUSETTS

$200,000,000
General Obligation Bonds
Consolidated Loan of 1995, Series C

Dated: August 1, 1995 Due: August 1, as shown below
Maturity Amount Interest Rate Price or Yield

1996 $ 6,235,000 4% NRO
1997 6,485,000 4 100%
1998 6,745,000 5% 4.20
1699 7,025,000 5% 4.40
2000 7,325,000 5% 4.55
2001 7,650,000* 5% 4.65
2002 8,003,000* 5% 4.80
2003 8,380,000* 5% 4.90
2004 8,790,000* 5% 5
2005 9,220,000+ 5% 5.10
2006 9,680,000+ 5% 100
2007 10,180,000* 5.30 NRO
2008 10,715,000%* 5.40 NRO
2009 11,290,000* 5% 5.60
2010 11,905,000+ 5% 5.70
2011 12,560,000%* 5% 5.80
2012 13,265,000* 5% 5.90
2013 14,025,000+ 3% 5.5
2014 14,830,000+ 5% 6
2015 15,690,000+ 5% NRO

(accrued interest, if any, to be added)

*Insured by MBIA Insurance Corporation. Sece "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.



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

THE COMMONWEALTH OF MASSACHUSETTS

$200,000,000
General Obligation Bonds
Consolidated Loan of 1995, Series C

INTRODUCTION

This Official Statement (including the cover pages and Appendices 4 through D attached hereto) provides
certain information in connection with the issuance by The Commonwealth of Massachusetts (the "Commonwealth™)
of $200,000,000 aggregate principal amount of its General Obligation Bonds, Consolidated Loan of 1995, Series C
(the "Bonds™), The Bonds will be general obligations of the Commonwealts, and the full faith and credit of the
Commonwealth will be pledged to the payment of the principal of and ipterest 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 "THE BONDS - Security for the Bonds" and "Appendix A -
Commonwealth Information Statement” under the headings "COMMONWEAI.TH REVENUES -- Limitations on Tax
Revenues,” "COMMONWEALTH PROGRAMS AND SERVICES - Debl Service” ani! "COMMONWEALTH BOND AND NOTE
LIABILITIES.”

The Bonds are being issuéd to finance certain authorized capital proj:cts 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 or, 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 ar: only summaries and are qualified in
their entirety by reference to each such document.

.Attached hereto as Appendix A is the Commonwealth Information Statement dated February 22, 1995, as
supplemented as of August 9, 1995 (the "Commonwealth Information Stateinent™), which contains certain fiscal,
budgetary, financial and other general information concerning the Commonwealth. 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 statements of the Commonwealth for the fiscal year
ended June 30, 1994, prepared on a statutory basis and a GAAP basis, respuctively. Appendix B attached hereto
contains the proposed form of legal opinion of Bond Counsel with respect to the Bonds. Appendix C attached hereto
contains a specimen of the bond insurance policy to be issued with respect to the Insured Bonds (as hereinafter
defined). Appendix D attached hereto contains the form of the Commonweal'h’s continuing disclosure undertaking
to be included in the form of the Bonds to facilitate compliance by the under~riters with the requirements of Rule
15¢2-12 of the Securities and Exchange Commission.

THE BONDS

General

The Bonds will be dated August 1, 1995 and will bear interest from such date payable semiannually on
February 1 and August 1 of each year, commencing February 1, 1996 (each an "Interest Payment Date") until the
principal amount is paid. The Bonds will mature on August 1 in the years ard in the aggregate principal amounts,
and shall bear interest at the rates per annum (calculated on the basis of a 36J-day year of twelve 30-day months),
a¢ set forth on the inside cover page of this Official Statement. The Commonwealth will act as its own paying agent
with respect to the Bonds. '



Book-Entry-Only System. The Bonds will be issued by means of a book-entry-only system, with one bond
certificate for each maturity immobilized at The 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 iits participants pursuant to rules and procedures established by DTC and its participants. Interest and principal
due on the Bonds will be paid in clearing house funds to DTC or its nominee as registered owner of the Bonds,
The record date for payments on account of the Bonds will be the business day next preceding an Interest Payment
Date. As long as the book-entry-only system remains in effect, DTC or its nominee will be recognized as the owner
of the Bonds for all purposes, including notices and voting. The Commonwealth will not be responsible or liable
for maintaining, supervising or reviewing the records maintained by DTC, its participants or persons acting through
such participants. See "BOOK-ENTRY-ONLY SYSTEM."

Redemption

The Bonds maturing on or prior to August 1, 2005 will not be subject to redemption prior to their stated
maturity dates.

Optional Redemption, The Bonds maturing on or after August 1, 2006 will be subject to redemption prior
to their stated maturity dates on or after August 1, 2005 at the option of the Commonwealth from any moneys
legally available therefor, in whole or in part at any time, by lot, at the redemption prices (expressed as percentages
of the principal amount thereof) plus accrued interest to the redemption date, as follows:

Redemption Dates Redemption Prices
August 1, 2005 through July 31, 2006, inclusive 101%
August 1, 2006 through July 31, 2007, inclusive 1004
August I, 2007 and thereafter 100

Mandatory Redemption. The Bonds are not subject to mandatory redemption.

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

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

Selection for Redemption. In the event that less than all of any maturity of the Bonds is to be redeemed,
and so long as the book-entry-only system remains in effect for such Bonds, the particular Bonds or portion of any
such Bonds of a particular maturity to be redeemed will be selected by DTC by lot, If the book-entry-only system
no longer remains in effect for the Bonds, selection for redemption of less than all of any one maturity of the Bonds
will be made by the Commonwealth by lot in such manner as in its discration it shall deem appropriate and fair,
For purpases of selection by lot within a maturity, each $5,000 of principal amount of 2 Bond will be considered
a separate Bond.

Application of Proceeds - of the Bonds

The Bonds are being issued pursuant to the provisions of Section 49 of Chapter 29 of the Massachusetts
General Laws and bond authorizations contained in various special laws enacted by the legislature. The net proceeds
of the sale of the Bonds will be applied by the Treasurer and Receiver-General of the Commonwealth (the "State
Treasurer”) to the various purposes for which the issuance of bonds has been authorized pursuant to such special
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laws. Accrued interest payable upon original delivery of the Bonds will be credited ratably to the funds from which
debt service on the Bonds is paid and will be used to pay interest on the Bounds.

The purposes for which the Bonds will be issued have been authorized by the legislature under various bond
authorizations and are included within the current five-year capital spending plan established by the Governor (the
"Capital Spending Plan”). The Capital Spending Plan, which is an administrative guideline and is subject to
amendment by the Governor at any time, sets forth capital spending allocations over the next five fiscal years and
establishes annual capital spending limits. The proceeds of the Bonds are to be applied in fiscal year 1996 to 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 - Qverview of Capital Spending Process and Controls; Five-Year Capital Spending
Plan" and “COMMONWEALTH BOND AND NOTE LIABILITIES - Authorized But Unissued Debt.”

SECURITY FOR THE BONDS

The Bonds will be general obligations of the Commonwealth to which its full faith and credit will be
ptedged for the payment of principal and interest when due. However, it should be noted that Chapter 62F of the
Massachusetts Genieral 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
Section 60B of Chapter 29 of the Massachusetts General Laws imposes an annual limitation on the percentage of
total appropriations that may be expended for payment of interest and principal on general obligation debt of the
Commonwealth. These statutes are both subject to amendment or repeal by the Legislature. Currently, both actual
tax revenue growth and annual general obligation debt service are below the: statutory limits. See "Appendix A -
Commonwealth Information Statement" under the headings "COMMONWEALTH REVENUES - Limitations on Tax
Revenues” and "COMMONWEALTH PROGRAMS AND SERVICES - Debt Service,” In addition, the Commonwealth has
pledged up to 15% of its income tax receipts to secure approximately $619.0 million of the Commonweaith’s
outstanding Fiscal Recovery Bonds, the debt service on which amounts to approximately $279 million per year in
fiscal 1996 and fiscal 1997 and $130 million in fiscal 1998, at which time the: final maturity of the Fiscal Recovery
Bonds will be paid. See "Appendix A - Commonweslth 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 levy to pay a judgment, and the satisfaction of any judgment generally requires legislative
appropriation. Enforcement of a claim for payment of principal of or interest on the Bonds may also be subject to
the provisions of federal or Commonwealth statutes, if any, hereafter enacted extending the time for payment or
imposing other constraints upon enforcement, insofar as the same may be constitutionally applied. The United
States Bankruptcy Code is not applicable to the Commonwealth. Under Massachusetts law, the Bonds have all of
the qualities and incidents of negotiable instruments under the Uniform Commercial Code. The Bonds are not
subject to acceleration.

BOND INSURANCE

The Underwriters (as defined herein) of the Bonds have contracted with MBIA Insurance Corporation (the
"Insurer™) for the issuance of a financial guaranty insurance policy to secure the Bonds maturing on August 1, 2001
through August 1, 2015 (collectively, the "Insured Bonds"). The issuance of such policy is not a condition to the
issuance and delivery of the Bonds by the Commonwealth to the Underwriters. The following information has been
furnished by the Insurer for use in this Official Statement. Reference is mad= to Appendix C for a specimen of the
Insurer’s policy.

The Insurer’s policy unconditionally and irrevocably guarantees the full and complete payment required
to be made by or on behalf of the Commonwealth of an amount equal to (7) the principal of (either at the stated



maturity or by an advancement of maturity pursuant to a mandatory sinking fund payment) and interest on, the
Insured Bonds as such payments shall become due but shall not be so paid (except that in the event of any
acceleration of the due date of such principal by reason of mandatory or optional redemption or acceleration
resulting from default or otherwise, other than any advancement of maturity pursuant to a mandatory sinking fund
payment, the payments guaranteed by the Insurer’s policy shall be made in such amounts and at such times as such
payments of principal would have been due had there not been any such acceleration); and (ii) the reimbursement
of any such payment which is subsequently recovered from any owner of the Insured Bonds pursuant to a final
judgment by a court of competent jurisdiction that such payment constitutes an avoidable preference to such owner
within the meaning of any applicable bankruptcy law (a "Preference™).

The Insurer’s policy does not insure against loss of any prepayment premium which may at any time be
payable with respect to any Bond. The Insurer’s policy does not, under any circumstance, insure against loss
relating to: (i) optional or mandatory redemptions (other than mandatory sinking fund redemptions); (ii) any
payments to be made on an accelerated basis; (iii) payments of the purchase price of Insured Bonds upon tender
by an owner thereof, or (iv) any Preference relating to (i) through (iii) above. The Insurer’s policy also does not
insure against nonpayment of principal of or interest on the Insured Bonds resulting from the insolvency, negligence
or any other act or omission of any paying agent for the Insured Bonds.

Upon receipt of telephonic or telegraphic notice, such notice subsequently confirmed in writing by
registered or certified mail, or upon receipt of written notice by registered or certified mail, by the Insurer from
any owner of a Bond the payment of an insured amount for which is then due, that such required payment has not
been made, the Insurer on the due date of such payment or within one business day after receipt of notice of such
nonpayment, whichever is later, will make a deposit of funds, in an account with State Street Bank and Trust
Company, N.A., in New York, New York or its successor, sufficient for the payment of any such insured amounts
which are then due., Upon presentment and surrender of such Insured Bonds or presentment of such other proof
of ownership of the Insured Bonds, together with any appropriate instruments of assignment to evidence the
assignment of the insured amounts due on the Insured Bonds as are paid by the Insurer, and appropriate instruments
to effect the appointment of the Insurer as agent for such owners of the Insured Bonds in any legal proceeding
related to payment of insured amounts on the Insured Bonds, such instruments being in a form satisfactory to State
Street Bank and Trust Company, N.A., State Street Bank and Trust Company N.A. shall disburse to such owners
payment of the insured amounts due on such Insured Bonds, less any araount held by any paying agent for the
payment of such insured amounts and legally available therefor.

The Insurer, formerly known as Municipal Bond Investors Assurance Corporation, is the principal operating
subsidiary of MBIA Inc., a New York Stock Exchange listed company. MBIA Inc. is not obligated to pay the debts
of or claims against the Insurer. The Insurer is domiciled in the State of New York and licensed to do business in
all 50 states, the District of Columbia, the Commonwealth of Puerto Rico, the Commonwealth of the Northern
Mariana Islands, the Virgin Islands of the United States and the Territory of Guam. The Insurer has one European
branch in the Republic of France.

As of March 31, 1995 the Insurer had admitted assets $3.5 billion (unaudited), total liabilities of $2.4
hillion (unaudited), and total capital and surplus of $1.1 billion (unaudited) determined in accordance with statutory
accounting practices prescribed or permitted by insurance regulatory authorities. As of December 31, 1994, the
Insurer had admitted assets of $3.4 billion (audited), total liabilities of $2.3 billion (audited), and total capital and
surplus of $1.1 billion (audited) determined in accordance with statutory accounting practices prescribed or permitted
by insurance regulatory authorities. All information regarding the Insurer, a wholly owned subsidiary of MBIA
Inc., including the financial statements of the Insurer for the year ended December 31, 1994, prepared in accordance
with generally accepted accounting principles, included in the Annual Report on Form 10-K of MBIA Inc. for the
year ended December 31, 1994 is hereby incorporated by reference into this Official Statement and shall be deemed
to be a part hereof. Any statement contained in & document incorporated by reference herein shall be modified or
superseded for purposes of this Official Statement to the extent thar a statement contained herein or in any other
subsequently filed document which also is incorporated by reference herein modifies or supersedes such statement.
Any statement so modified or superseded shall not be deemed, except as 50 modified or superseded, to constitute
a part of this Official Statement.



Furthermore, copies of the Insurer’s year end financial statements prapared in accordance with statutory
accounting practices are available from the Insurer. A copy of the Annual Report on Form 10-K of MBIA Inc. is
available from the Insurer or the Securities and Exchange Commission. The address of the Insurer is 113 King
Street, Armonk, New York 10504.

Moody's Investors Service ("Moody's") rates the claims paying ability of the Insurer "Aaa."

Standard & Poor’s Ratings Group, a division of The McGraw Hill Corpanies, Inc. ("Standard & Poor’s"),
rates the claims paying ability of the Insurer "AAA."

Fitch Investors Service L.P., rates the claims paying ability of the Insurer "AAA."

Each rating of the Insurer should be evaluated independently. The ratings reflect the respective rating
agency’s current assessment of the creditworthiness of the Insurer and its ability to pay claims on its policies of
insurance. Any further explanation as to the significance of the above ratings may be obtained only from the
applicable rating agency.

The above ratings are not recommendations to buy, cail or hold the Insured Bonds, and such ratings may
be subject to revision or withdrawal at any time by the rating agencies. Any downward revision or withdrawal of
any of the ratings may have an adverse effect on the market price of the Insured Bonds. The Insurer does not
guarantee the market price of the Insured Bonds nor does it guarantee that the ratings on the Insured Bonds will not
be reversed or withdrawn.

LITIGATION

No litigation is pending or, to the knowledge of the Attorney Generul, threatened against or affecting the
Commonwealth seeking 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 swits in which the Commonwealth is a
defendant. In the opinion of the Attorney General, no litigation is pending o, to his knowledge, threatened which
is likely to result, either individually or in the aggregate, in final judgments sgainst the Commonwealth that would
affect materially its financial condition. For a description of certain litigation affecting the Commonwealth, see
"Appendix A - Commonwealth Information Statement” under the heading "IITIGATION. "

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 each
maturity 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 memter of the Federal Reserve System, a
"clearing corporation” within the meaning of the New York Uniform Comyuercial Code and a "clearing agency”
registered pursuant to the provisions of Section 17A of the Securities Exchunge Act of 1934, as amended. DTC
holds securities that its participaats (the "DTC Participants") deposit with DTC. DTC also facilitates the settlement
among DTC Participants of securities transactions, such as transfers and pledges, in deposited securities through
electronic computerized book-entry changes in accounts of the DTC Participants, thereby eliminating the need for
physical movement of securities certificates. DTC Participants include securities brokers and dealers, banks, trust
companies, clearing corporations and certain other organizations. DTC is owned by a number of the DTC
Participants and by the New York Stock Exchange, Inc., the American S:ock Exchange, Inc. and the National



Association of Securities Dealers, Inc. Access to the DTC system i3 also available to others such as banks,
securities brokers and dealers, and trust companies that clear through or maintain a custodial relationship with a
DTC Participant, either directly or indirectly (the "Indirect Participants"}. The rules applicable to DTC and the
DTC Participants are on file with the Securities and Exchange Commission.

Purchases of Bonds under the DTC system must he 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
COwner entered inte the transaction. Transfers of ownership interests in the Bonds will be accomplished by entries
made on the books of DTC Participants acting on behalf of the Beneficial Owners. Beneficial Owners will not
receive certificates representing their ownership 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 DTC’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 to any statutory or regulatory requirements as may be in effect from time to
time.

Redemption notices shall be sent to Cede & Co. If less than all of the Bonds are being redeemed, DTC's
practice is to determine by lot the amount of the interest of each D'TC 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 muails 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 TO THE
DTC PARTICIPANTS, THE INDIRECT PARTICIPANTS OR THE BENEFICIAL OWNERS WITH
RESPECT TO THE ACCURACY OF ANY RECORDS MAINTAINED BY DTC OR BY ANY DTC
PARTICIPANT OR INDIRECT PARTICIPANT, THE PAYMENT OF OR THE PROVIDING OF NOTICE
TO THE DTC PARTICIPANTS, THE INDIRECT PARTICIPANTS OR THE BENEFICIAL OWNERS OR
WITH RESPECT TO ANY OTHER ACTION TAKEN BY DTC AS BOND OWNER.

) Beneficial 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 the registered owners thereof. So long as Cede & Co. is the registered owner
of the Bonds, as nominee of DTC, references herein to the holders or registered owners of the Bonds shall mean
Cede & Co. and shall not mean the Beneficial Owners of the Bonds, except as otherwise expressly provided herein,

DTC may discontinue providing its services as securities depositery 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 Commonwealth, Bonds will be delivered and registered ss 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 ¢f book-entry transfers through DTC
(or a successor depository) is not in the best interest of the Beneficial Owrers. In such event, Bonds will be
delivered and registered as designated by the Beneficial Owners.

The principal of and interest 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 Participants 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 tate. 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 Commonwealth 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 th: registered owner, to the Beneficial
Owners, or that they will do so on a timely basis or that DTC will serve and act in 2 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, L.P., Moody’s Investors Service, Inc. and $tandard & Poor’s Ratings Group will
assign their municipal bond ratings of "AAA," "Aaa™ and "AAA," respectively, to the Insured Bonds with the
understanding that upon delivery of such Bonds, a financial guaranty insurance policy insuring the payment when
due of the principal of and interest on the Insured Bonds will be issued by MBIA Insurance Corporation.

The Bonds, other than the Insured Bonds, have been assigned ratipgs by Fitch Investors Service, L.P.,
Moody’s Investors Service, Inc. and Standard & Poor’s Ratings Group. The rating assigned by Fitch Investors
Service, L.P. is "A+," the rating assigned by Moody’s Investors Service, In-. is "Al," and the rating assigned by
Standard & Poor’s Ratings Group 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 revis¢d or withdrawn entirely by any or all
of such rating agencies, if, in its or their judgment, circumstances so warrant. Any downward revision or
withdrawal of a rating could have an adverse effect on the market prices of the Bonds.

TAX EXEMPTION

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. [nterest an obligations such as the Bonds is not
an item of tax preference for the purpose of computing the alternative mirumum tax imposed on individuals and
corporations under the Internal Revenue Code of 1986, as amended (the "{'ode"), but such interest is taken into



account in determining adjusted current eamings for the purpose of computing the alternative minimum tax imposed
upon certain corporations. See Appendix B - *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 interest 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 8
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 allocated to interest on the Bonds.

In the opinion of Bond Coansel, 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. Bond Counsel has not opined as to 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
to a Bond is equal to the excess, if sny, 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. 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 B - "Form of Bond Counsel Opinion.”

OPINIONS OF COUNSEL

The unqualified approving opinion as to the legality of the Bonds will be rendered by Hinckley, Allen &
Snyder of Boston, Massachusetts, Bond Counsel to the State Treasurer. The proposed form of the opinion of Bond
Counsel relating to the Bonds is attached hereto as Appendix B. Certain legal matters will be passed upon for the
State Treasurer by Mintz, Levin, Cohn, Ferris, Glovsky and Popeo, P.C. of Bosten, Massachusetts, as Disclosure
Counsel.

COMPETITIVE SALE OF BONDS

After competitive bidding on August 9, 1995, the Bonds were awarded to a group of underwriters (the
"Underwriters”) led by a management team consisting of Geldman, Sachs & Co., Shawmut Bank, N. A., State Street



........

Bank and Trust Company, First Chicago Capital Markets, Inc., George K. Banm & Company and Tucker Anthony
Incorporated. The Underwriters have supplied the information as to the publig offering yields or prices of the Bonds
set forth on the inside cover hereof. If all of the Bonds are resold to the public at such yields or prices, the
Underwriters have informed the Commonwealth that they anticipate the totul Underwriter compensation, net of
amounts to be applied to costs of issuance of the Bonds and insurance, to b: $832,000. The Underwriters may
change the public offering yields or prices from time to time,

CONTINUING DISCLOSURE

In order to assist the Underwrifers in complying with paragraph (b)(5} of Rule 15¢2-12, the Commonwealth
will undertake in the Bonds to provide annual reports and notices of certain events. A description of this
undertaking is set forth in Appendix D attached. hereto.

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

MISCELLANEOUS

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

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

The information, estimates and assumptions and expressions of opinion in this Official Statement are subject
to change without notice. Neither the delivery of this Official Statement nor 4ny sale made pursuant to this Official
Statement shall, under any circumstances, create any implication that there has been no change in the affairs of the
Commonwealth or its agencies, authorities or political subdivisions since the date of this Official Statement, except
as expressly stated,



AVAILABILITY OF OTHER INFORMATION

Questions regarding this Official $tatement or requests for additional financial information concerning the
Commonwealth should be directed to Kenneth Olshansky, Deputy Treasurer, Office of the Treasurer and Receiver-
General, One Ashburton Place, 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, Massachusetts 02133, telephone 617/727-2040. Questions regarding legal matters relating to this Official
Stateraent and the Bonds should be directed to Richard J. Tetrault, Hinckley, Allen & Snyder, One Financial Center,
Suite 4600, Boston, Massachusetts 02111, telephone 617/345-9000.

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 of Adwministration and Finance

August 9, 1995
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THE COMMONWEALTH OF MASSACIHUSETTS

INFORMATION STATEMENT SUPPLEMENT

August 9, 1995

This supplement to the Information Statement of The Commonwealth of Massachusetts (the
“Commonwealth") dated February 22, 1995 (the "Commonwealth Information Statement ", is dated August 9, 1995
(the "August 9, 1995 Supplement”) and contains information which updat:s the information contained in the
Commonwealth Information Statement. The August 9, 1995 Supplement and the Commonwealth 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 August 9, 1995. All capitalized terms not otherwise
defined in this August 9, 1995 Supplement shall have the meanings ascrived to them in the Commonwealth

Information Statement.
RECENT DEVELOPMENTS
Fiscal 1995 and Fiscal 1996

On July 14, 1995, the Commissioner of Revenue announced fiscal 1995 tax revenues of $11.165 billion,
$559 million or 5.3 % higher than fiscal 1994 tax revenues. The fiscal 1993 total was approximately $14 million
or 0.1% higher than the revised estimate released by the Secretary for Administration and Finance on April 13,
1995. The Department of Revenue’s preliminary report for June, 1995 tax revenue collections showed that they
totalled approximately $1.31 billion, approximately $62 million or 5% higher than collections in June, 1994.

On April 13, 1995, the Secretary of Administration and Finance trnsmitted to the legislature and other
Commonwealth officers revised revenue estimates for fiscal 1996. The fiscal 1996 tax revenue estimate corresponds
to the fiscal 1996 consensus tax revenue estimate of $11.639 billion. The aggrzgate revenue estimate for fiscal 1996
is approximately $49.5 million lower than the prior official projection as reflected in the Governor’s fiscal 1996
budget proposal. See "Commonwealth Information Statement” under the heading "1996 FISCAL YEAR" on page A~
21.

On April 3, 1995, the House Ways and Means Committee released its proposed budget for fiscal 1996.
The proposal projected fiscal 1996 revenues of $16.788 billion and recommended fiscal 1996 spending of
approximately $16.799 billion. The revenue projection was based on & consensus tax revenue estimate of
approximately $11.639 billion, which had recently been passed as a_joint resolution of the legislature and signed
by the Governor. The consensus tax, revenue estimate for fiscal 1996 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 providing for total expenditures of approximately $16.8 billion, as compared to the Governor'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 recommended fiscal 1996 spending of approximately
$16.8 billion. The full Senate added approximately $1.7 million in spending ‘hefore adopting its budget on May 25,
1995. On June 12, 1995, a legislative conference committee agreed upon a fiscal 1996 budget appropriating
approximately $16.85 billion, which was enacted by the full House and Senate on June 12, 1995. On Juse 21,
1995, after vetoing approximately $25 million in appropriations, the ‘Governor signed a budget appropriating
approximately $16.82 billion. Both the House and Senate subsequently overrode approximately $25 million of the
Governor’s vetoes, increasing fiscal 1996 appropriations to approximately $16.85 billion. In addition, authorizations
contained in a fiscal 1995 final supplemental appropriation bill, which is currently being considered by a conference
committes of the House and Senate, are expected to result in certain appropridtions being continued from fiscal 1995
to fiscal 1996, as described below. In addition to the authorized spending cescribed above, the Executive Office
for Administration and Finance has included a reserve for fiscal 1996 contingencies of approximately $115 mullion.
See "Commonwealth Information Statement" under the heading "1996 FISCAL YEAR™ on page A-21.



On April 24, 1995, the Governor filed a fiscal 1995 supplernental appropriation bill recommending
approximately $16.7 million of expenditures related to collective bargaining and certain other personnel costs. On
May 10, 1995, the House of Representatives approved two supplemental appropriation bills for fiscal 1995, which
related, iu part, to prior supplemental appropriation recommendations. One bill authorized fiscal 1995 expenditures
of approximately $65 million, having a net Commonwealth cost of approximately $27 million after factoring in
federal reimbursements that would result from certain Medicaid expenditures authorized by the legislation. The
other bill authorized fiscal 1995 expenditures of approximately $9.1 million for certain Department of Sociat
Services programs. On May 17, 1995, the Senate Ways and Means Committee approved two supplemental
appropriation bills for fiscal 1995. One bill authorized fiscal 1995 expenditures of approximately $52.4 million (of
which approximately $16.1 million would be continued to fiscal 1996), having a net Comunonwealth cost of
approximately $50 million. The full Senate added approximately $59.5 raillion in spending authorizations to this
amount, having a net Commonwealth cost of approximately $21.5 million after factoring in federal retmbursements
for certain Medicaid expenditures authorized by the bill. A second supplemental appropriation bill authorized
approximately $9.2 million for Department of Social Services programs. Both bills were approved by the Senate
on May 25, 1995. On June 12, 1993, a legislative conference committee approved an appropriation bill authorizing
appraximately $105.0 million in fiscal 1995 spending, with a net cost to the Commonwealth, after taking federal
Medicaid reimbursements into account, of approximately $67.0 million. The Governor signed the bill into law on
June 21, 1995. See “Commonwealth Information Statement” under the heading "1995 FISCAL YEAR" on page A-19.

On June 26, 1995, the Governor filed a final fiscal 1995 supplemental appropriation bill recommending
approximately $32.5 million in new fiscal 1995 spending authorizations and also recommending that approximately
$40.6 million in fiscal 1995 appropriations be continued into fiscal 1996. On July 11, 1995 the House approved
a supplemental appropriation bill authorizing approximately $18.4 million in fiscal 1995 spending and continuing
$28.7 million in fiscal 1995 authorizations into fiscal 1996, On J uly 18, 1995, the Senate approved a supplemental
appropriation bill authorizing approximately $48.4 million in fiscal 1995 spending and continuing approximately
$75.7 million in fiscal 1995 appropriations into fiscal 1996. A legislative conference committee is developing a
compromise budget for consideration by the House and Senate, which upon enactment by both houses will be
presented to the Governor. The spending and revenue projections presented in the following tables are based on
the final supplemental appropriation bill filed by the Governor. To the extent that the enacted bill differs from that
filed by the Governor, the projections shown below will change. In order to allow for the possible impact of the
final supplemental appropriation bill, as well as any other uncertainties associated with the close of fiscal 1995, the
projections shown in the following tables include a $50 million reserve for fiscal 1995 contingencies,

On August 4, 1995, the federal government granted a waiver from federal regulations for the
Commonwealth’s proposed changes to its program for Aid to Families with Dependant Children (AFDC).
However, the federal government imposed additional conditions upon the proposed two-year limit on the availability
of AFDC benefits for able-bodied adults. The Governor has rejected the waiver and has directed the Department
of Transitional Assistance to continue negotiations with the federal gevernment.  The Executive Office for
Administration and Finance has determined that even if the Commonwealth does not implement the proposed
changes to its AFDC program, the fiscal 1996 budget appropriations are ex pected to be sufficient to cover program
costs. See "Commonwealth Information Statement” under heading "1995 FISCAL YEAR" on page A-19 for a
description of the proposed changes to the AFDC program.

The revenues and expenditures of the budgeted operating funds presented in the followin £ table are derived
from the Commonwealth’s audited statutory basis financial statements for fiscal 1950 through 1994 and unaudited
current estimates for fiscal 1995 prepared by the Executive Office for Administration and Finance. See
"Commonwealth Information Statement” under the heading "FINANCIAL RESULTS" on page A-13.



Budgeted Operating Funds Operations -~ Statutory Basis

immi Balanc

Reserved or Designatéd
Stabilization Fund (1)
Undesignated

Total

Revennes and Other Sources

Taxes

Federal Reimbursements (2)

Departmenta] and Other Revenues

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

Budgeted Revenues and Other Sources

Masa Transit Assessments from
Municipalities

Interfund Transfers among Budgeted Funds
and Other Sources

Total Revenuves and Other Sources
Expenditures and Uses

Programs and Services

Debit Service

Pengions

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 Budgeted
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 Fung Balances
Reeerved or Designated
Stabilization Fund (1)
Undesignated

Total

(in millions)

Estimated
Fiscal Fiacal Fiscal Fiscal Fiscal Fiscal
1990 1991 1992 1993 1994 1995
$124.9 $174.5 $119.8 $236.2 $110.4 $79.3
- - 59.2 230.4 309.5 3829
{444.2) {1,278.9) 58.1 82.8 142.6 127.1
@19.3) {1,104.4) 37.1 549.4 562.5 589.3
8,517.7 8,994.9 9,483.6 9,929.9 10,606.7 11,164.6
1,117.5 27771 2,393.5 2,674.1 2,901.2 3,068.2
1,131.7 1,204.9 1,187.3 1,327.1 1,187.9 1,2159
641.3 656.6 663.9 778.5 853.0 900.5
12.008.2 13.633 .5 13.728.3 14,709.6 15,549,7 16,349.2
123.9 130.2 130.9 137.4 140.4 144.3
1.1 149.7 366.9 358.7 289.1 225.8
12,2232 13.913 .4 14 1 15,205.7 15,979.2 16,719.3

11,7702 11,944.5 11,757.4 12,683.6 13,416.2 14,090.4(4)
710.9 942.3 983 1,139.5 1,149.4 1,227.2
671.9 703.9 7515 864.2 908.9 974.2
6.7 64.0 83 5.1 48.4 60.0
13.259.7 13,654.7 13,416.0 14,699.4 15,522.% 16,351.8
123.9 130.2 1309 137.4. 140.4 1443
91.1 149.7 366.9 358.7 289.1 225.8
13.474.7 13,934.6 £3.913.8 15,192.6 15,9524 16,671.9
(1.251.5) 21.2) 3123 13.1 26.8 {2.6)

466.4 1,362.7 - - - -

174.5 119.8 235.2 110.4 9.3 98.8
- 502 230.4 309.5 3829 31975
(1,278.9) 58.1 828 142.6 127.1 50.4
§$1!1M'4l $237.1 §549.4 §562‘5 $589.3 §586.7

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

iy . Stabilization Fund balances are not sxpendable without subsequent specific legislative authorization.

() ~ 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 regulting from ¢laims for reimbursement of certain
_uncompensated care for Masgachusetts hospitals, See "Commonwealth Informatiop Statement™ under the headings "FINANCIAL

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

(%)) Interfund transfers represent accounting transfers which reallocate resources among funds, Fund deficit support transfers of $234.8
million in fiscal 1991 have been eliminated to facilitate comparative analysis. See “{‘ommonweslth Information Statement under the

heading "COMMONWEALTH REVENUES--Pederal and Other Non-Tax Revenues” on page A-26.

@ Includes $50 million currently rescrved for contingencies. See "Commonwealth [rformation Statement” under the heading "1995

FISCAL YEAR" on page A-19.



In February, 1995, the legislature established a 13-member commission to make formal recommendations
and to file proposed legislation regarding the site, design, costs, development and construction of a new convention
center containing at least 600,000 square feet of exhibition space to accommodate large-scale national and
international conventions and trade shows. The commission was also charged with studying the need, feasibility,
costs, financing and benefits of constructing a fixed-seating facility, with a capacity of 70,000 spectators, to house
sporting and entertainment events, either as an integral part of the new convention center or as a separate facility.
The commission released its report on June 1, 1995, The report recommends development of a multi-purpose
convention center and integrated sports facility with 650,000 square feet of exhibition space and fixed-seating
capacity of 70,000 spectators, to be sited on Summer Street in South Bostor. The report also recommends inclasion
in the development of a stand-alone open-air baseball stadium, to be sited near Fort Point Channel in Boston, and
structured parking enhanced by public transit and transportation, The commission recommends that the development
proceed by means of a "public private partnership™ involving the Commonwealth, the New England Patriots and
the Boston Red Sox and that the Commonwealth continue to pursue other private corporations regarding financial
participation. The capital cost of site acquisition, infrastructure development and construction of the coavention
facility is estimated at approximately $793 million. (This does not include the cost of the baseball stadium, which
is assumed to be paid by the Boston Red Sox.) The commission’s financing recommendations include a combination
of Commonwealth general obligation bonds (approximately 30%) and lease revenue bonds {(approximately 70%) to
be supported by a variety of proposed revenue sources. The comumission has prepared and filed legislation to
implement its recommendations. Such legislation was recently referred to the House Ways and Means Committee.

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 to be opened to commercial traffic by the end of calendar 1995. The House version authorizes
the issnance of up to $250 million of short-term notes by the MTA, which notes would be guaranteed 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 additional capital expenditures by the Commonwealth for various transportation projects throughout
the Commonwealth, which expenditures are to be financed through the issnance of general obligation bonds. The
Senate adopted similar legislation in June, 1995, which provides for up to $400 million of additional capital
expenditures by the Commonwealth rather than the $330 million offered in the House version. Om July 31, 1995,
a legislative conference committee reported a compromise bill which provided for, among other things, $400 million
of additional capital expenditures by the Commonwealth. The bill was passed by both houses of the legislature, and
awaits action by the Governor. The Executive Office for Administration and Finance expects to offset any increases
in Comamonwealth financed transportation expenditures due to reduced federal hi ghway aid with reductions in other
categories of the Five-Year Capital Spending Plan. See "Commonwealth Information Statement” under the heading
"COMMONWEALTH BUDGET, FINANCIAL MANAGEMENT AND CONTROLS -~ Overview of Capital Spending Process
and Controls on page A-10."

Cash Flow

The most recent quarterly cash flow projection prepared by the office of the State Treasurer in conjunction
with the Executive Office for Administration and Finance is dated May 26, 1995 and estimated that the fiscal year
1995 year-end cash position would be approximately $353,0 million. The actual fiscal year 1995 year-end cash
position was approximately $372.0 million, based on unaudited figures. This does not include approximately
$385.4 million in the Commonwealth's Stabilization Fund. The fiscal year 1993 year-end cash pasition of
$372.0 million reflects $102.9 million in advance payments for fiscal year 1996 expenses and $239.0 in capital
expenditures for which the Commonwealth had not yet issued bonds to reimburse itself. If adjusted for these
expenditures, the year-end cash position would have been $713.9 million, inot including the Stabilization Fund.

On November 22, 1994, the Commonwealth issued $240 million of general obligation notes (transit notes)
to fund payments to the MBTA for its net cost of service. The notes matured on June 15, 1995 (rather than later
in fiscal 1996 as had been assumed in earlier cash flow projections). As assumed in the most recent cash flow
projection, the Commonwealth refinanced such notes later in June, 1995 with the issuance of $240 million of general



obligation notes. (The original cash flow projection for fiscal 1995 had assumed that such notes would be paid from
available funds and not refinanced.) As further assumed in the May 26, 1995 cash flow projection, the
Commonwealth issued $825 million of its long-term general obligation bonds during fiscal 1995 to finance capital
projects (prior cash flow projections had assumed that $1.05 billion of such bonds would be issued) and did not issue
any commercial paper for short-term operating expenditures. As of August 9, 1495, no Commonwealth commercial
paper is outstanding.

The May 26, 1995 cash flow projection also contains monthly forecast:. through the end of fiscal 1996 and
estimates that the fiscal 1996 year-end cash position will be $528.1 million. The fiscal 1996 forecast is based upon
the Governor’s budget recommendations filed in January, 1995, including a $45 million contingency reserve,
adjusted for the consensus revenue estimate for fiscal 1996 agreed to by the Governor and the legislature in April,
1095, The fiscal 1996 cash flow projection anticipates no need for the Conynonwealth to borrow for operating
needs under its commercial paper program if capital bond sales and a transit note sale occur as scheduled (the
projection calls for the issuance of $1.06 billion of capital bonds and $240 pillion of transit notes during fiscal
1996).

The Commonwealth’s practice is to use available cash for capital expenitures pending the issuance of long-
term bonds, but commercial paper may be issued for such purposes if schedoled bond issuances are delayed due
to market conditions or other circumstances.

The ending balances included in the cash flow report for fiscal 1995 gnd forecast for fiscal 1996 are likely
to differ from the estimated ending balances for the Commonwealth's operating budget for those years due to timing
differences and the effect of certain non-budget items. In addition, events occurring subsequent to the preparation
of the cash flow projection for fiscal 1996 may cause the actual cash flow of the Commonwealth to vary from the
projected cash flow.

See "Commonwealth Information Statement” under the headings " 1995 FISCAL YEAR ~- Cash Flow" on page
A-19 and “COMMONWEALTH BOND AND NOTE LIABILITIES -- General Obligation Delx; Commonwealth 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 "Viscal 1995" above.



Commonwealth Revenues -- Budgeted Operating Funds
(in millions)

Estimated
Fiscal Fiscal Fiscal Fiscal Fiscal Fiscal
1990 19916} 1992(6) 1993(6) 1994 1595
Tax Revenues:
Alcoholic Beverages $ T8 § 662 $ 6315 § 606 3 60.2 $ 607
Banks
Commercial 64.5 274 17.6(8) 74.7 136.9 164.5
Savings 46.2 20.6 428 78.2 63.0 41.4
Cigaretiea (1) 150.8 144.4 139.9 190.2 237.3 234.2
Corporations 698.4 612.2 643.8 137.4 7823 911.¢
Deeds 36.2 30.1 2.2 4.0 194 40.2
Income *.465.2(4) 5,045.1(4) 5,337.0 5,374.9 5,680.8 5,974.2
Inheritance and Estate 276.4 249.5 260.2 267.3 2715 209.3
Insursnce (2) 273.0 267.8 284.8 280.5 250.2 292.7
Motor Fuel 301.9 464.2 5411 557.2 562.6 8775
Public Utilities 62.0 59.3 52.9 69,1 81.8 88.7
Racing 1.7 275 26.1 5.7 14.2 14.0
Room Qccupancy 56.6 56.0 55.9 593 62.8 68.8
Sales
Regular 1,370.5 1,392.1 1,443.6 1,548.1 1,664.3 1,796.6
Meals 295.% 291.7 296.3 303.2 323.4 3443
Motor Vehicles 290.0 2256 238,7 2729 3145 3404
Sub-Total--Sales 1,956 .4 1,909.4 1.978.6 2,124.2 2.302.2 2,481.3
Miscellaneous 27.6 15.2 15 6.6 6.5 6.1
Total 8,517.7 8.994.9 2.483.6 9,929.9 10,606.7 11,164.6
Non-Tax Revenues:
Federal Reimbursements 1,717.5(5) 2,777.1(h 2393.5¢h 2,674.1(D 2.901.2(1 3,068.2(N
Departmental and Other Revenues 1,131.7 1,204.9 1,1873 1,327.1 1,187.9 1,215.9
Interfund Teansfers from Non-budgeted
Funds and Other Sources (3) 641.3 656.6 6639 785 853.9 900.5
Budgeted Non-Tax Revenues
and Other Sources 3,490.5 4,638.6 42447 4,779.7 4,943.0 5,189.9
Budgeted Revenues and Other Sources  12,008.2 13,6335 13.728.3 14,709.6 15.549.7 16.349.2
Mass Transit Assessments from
Mugicipalities 1229 130.2 130.9 137.4 140.4 144.3
Interfund Transfers among Budgeted
Funds and Other Sources (3) g1.1 149.7 366.9 358.7 280. | 225.8
Total Revennes and Other Sources $i2.223.2 $13,913.4 $14,226.1 $15.205.7 §15,979.2 $16,719.3

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

()] As 3 result of legislation enacted by voter initiative petition, this excise tax was increased effective Tanuary 1, 1993, Sec "Staie
Taxes; Other Taxes” on page A-25.

2) includes $7.6 million 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.

{3) Interfund transfers represent accounting transfers which reallocate resources amonyg funds. Fund deficit support trunsfers of $234 .8

million for fiscal 1991 have been eliminated to facilitate comparalive analysis. Includes transfers between the Stabilization Fund and
the budgeted operating funds. Transfers to the Stabilization Fund were $59 2 miliion, $170.2 millien, $76.9 million, and $65.4
million in fiscal 1991, 1992, 1993, and 1994, respectively. See "Commonwealth Information Statement” under the heading "Federa
and Other Non-Tax Revenues” on page A-26.

[C))] Excludes $444.5 million collected in fiscal 1990 and $29%.3 million collected in fiscal 1991 auributed to the lemporary increase in
the income tax dedicated to the Commonwealth Liability Reduction Fund and the Medical Assistance Liability Fund.
[8)] Excludes $244 million of revenues attributable to federal reimbursements for expenditures from the Medical Assistance Liability Fund;

such revenues were dedicated to such fund.
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(6)

@)

Includes the impact of tax law changes under Chapters 121 of the Acts of 1990, as amended. The total Gscal 1991 impact of the
changes is an eslimated increase in tax revenues in the amount of $1.020 billion, while the fiscal 1992 and 1993 impacts of the
changes are estimated at $1.329-billion and $1.318 billion, respectively. ’

Includes $513 million for fiscal 1991, $198.6 million for fiscal 1992, $236.3 milliop 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 Information Statement” under the headings "FINANCIAL
RESULTS -~ Fiscal Years 1990 Through 1994* on page A-17 and "1995 FISCAL YEAR" on page A-19.

Reflects settlement of certain litigation, sec. Commonwealth Information Statement under the heading “State Taxes; Business
Corporations Tax™ on page A-24. : :

On July 27, 1995, the Governor approved legislation that will reduct: the state’s 12.54% tax rate on banks

over several years to 10.5%, the same rate charged to other corporations. The Depariment of Revenue estimates
that the tax cut, when fully implemented in fiscal 1999, will result in ap annual $32.3 million revenue loss,
including the effect of provisions in the proposed legislation that would apply the tax to out-of-state banks that are
not currently taxed and that would lead to an estimated $18 million annual gain.

Commonwealih 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 Fiscal Fiscal
Category ' 1999 1991 1992 1993 1994 1995
Direct Local Aid (1) $2,936.9 $2,608.3 $2,358.9 $2 584.5 $2,721.3 $2,979.5
Medicaid 2,120,602} 2,765.3(3) 2.817.7(4) 3.151.4(4) 3,313.1¢(% 3,406.4
Group Health Insurance 433.4 446.0 466.1" 491.2 496,2 511.8
Public Assistance 1,000.9 1,002.3 1,065.0 1.074.9 1,100.3 1,103.6(6)
Debut Service (7) TH.9 2423 858.3 [.139.5 1,149.4 1,227.2
Pensions 671.9 ) 703.9 731.5 . B68.2 908.9 974.2
Higher Education 701.9 608.6 534.0 544.9(8) 672.5 704.8
MBTA and RTA's 354.5 406.1 449.6 499.0 5223 5171
Other Program Expenditures 4,222.0 4,017.9(9) 4,066.1{%) 43757 4,584.5 4,865.2(02)
Interfund Transfers to
Non-budgeted Funds(10) 46.7 . 64.0 8.8 5.1 48.4 60.0

Budgeted Fxpenditures and '

Other Uses 13.259.7 13.654,.7(11) 13.,416.0001) 14,6964 15,5229 16,351.8(12)
Fayment of Municipal Mass Transit

Agsessments to the MBTA and RTA's 123.9 130.2 1309 1374 140.4 144.3
Interfund Transfers among Budpeted

Funds and Other Uses(10) 91.1 149.7 366.9 358.7 289.1 225.8
Total Expenditures and Other Uses  $13,474.7 $13.9346 3139138  $15,1926  $15.952.4 $16,721.9

SOURCE: Fiscal 1990-1994, Ofﬁcc of the Comptroller, Bstimated Fiscal 1995, Executive Qtfice for Administration and Finance.

0]

@

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

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



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

[C) Includes expenditures of $50.0 million in fiscal 1997 for telroactive rate adjustmants and settlements.

5) Includes approximately $22.3 million of expendditures previously off-budget and classified as administrative expenses,

(©) Includes approximately $33.3 million not previously classified as public assistance and $24.0 million not previously classificd as
budgeted expenditures.

&) Excludes debt service on notes issued under 1990 tax Jegislation to fund ths fiscal 1989 deficit and certain Medicaid-related expenses,

See "Commonwealth Information Statement™ under the heading "FINANCIAL RESULTS--Fiscal Years 1990 ‘Through 1994" on page
A-17, Reflects reduction of fiscal 1992 debt service by $261.0 million as a result of the issuance of refunding bonds during fiscal

1992,

8 Reflects the transfer of $89.4 million in related tuition revenue and spending to an off-budget trust fund. See "Commonwealth
Information Statement™ underthe heading "COMMONWEALTH PROGRAMS AND SERVICES - Higher Education” on page A-35.

(&) Fiscal 1991 and fiscal 1992 expenditures have been restated 1o reflect surpluses in the Intragovernmental Service Fund of $3.8 million
in each year,

(10) Interfund transfers represent accounting transfers which realiocate resources among funds. Interfund deficit support transfers for fiscal

1991 of $234.8 million have been eliminated to facilitate comparative analysis. Includes interfund transfers between the Stabilization
Fund and the budgeted operating funds. Transfers to the Stabilization Fund were $59,2 million, $170.0 million, $76.9 million and
$65.4 million in fiscal 1991, 1992, 1993, and 1994, respectively,

(1) Reflects the transfer of approximately $85.4 million in related tuition revenue and spending from an off-budget trust fund 10 budgated
accounts.
(12) Includes $50 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 214, the aggregate property tax levy grew from $3.347
billion in fiscal 1981 to $5.702 billion in fiscal 1995, representing an increase of approximately 70%. By contrast,
according to the federal Bureau of Labor Statistics, the consumer price irdex for all urban consumers in Boston
grew during the same time period by approximately 88%.

Since the implementation of Proposition 215, many commuriities have raised their levy limits by utilizing
statutorily permitted overrides. Override activity steadily increased throughout the 1980s before peaking in fiscal
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 limits 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. In fiscal 1995, 32
communities added $8.8 million. 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 exclusions were passed by 24 communities in
fiscal 1995 and totaled $3.7 million. In fiscal 1995, the impact of successful debt exclusion votes going back as
far as fiscal 1983, was to raise the levy limits of 217 communities by $119 million. See *Commonwealti,
Information Statement” under the headin g "COMMONWEALTH PROGRAMS AN SERVICES - Local Aid” on page A-2%.

MBTA and Regional Transit Authorities. MBTA operating expenses for fiscal 1994 totaled $785.5 million,
as compared to 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 tatal of the
Commonwealth’s assessments on the cities and towns for the net cost of service allocated to such year.

vili



MBTA Net Cost of Service Assessmen(s
(in millions)

Less:
Additional
Cout of Less: Less: Contract Amount
Service in Federat Section 28 Assistance and Interest Assessed
Year Ended Excess Cperating Contract Other State and Other or to be
December 31 of Income Assistance Assistance {1} Asgistance Subtolal Charges (3) Asgessed
1990 $ 5129 $ 183 $ 1157 $ 2726 $ 106.3 3 123 $ 1186
1991 575.0 18.2 137.7 3072 1119 9.7 121.6
1992 607.0 18.2 155.8 315.4 117.6 7.0 124.7
1993 610.3 18.2 165.6 424 1223 5.5 127.8
1994 (5) 590.1 16.1 1716 26.06) 1204 106 1310
SOURCE: Massachuseits 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
indebtedness.
2 Additional contract assistance and other state assistance provided by the Commonwealth.
&) Includes interest and other charges incurred in stale borrowings by the Commonwealth and Boston Metropolitan District expenses
of $25,000in each year.
)] The Commonwealth’s fiscal 1995 budget conlains appropriations, together with other prior appropriations, sufficient to provide this
amount of additional state assistance.
5 Preliminary,
) The Governor’s fiscal 1996 budget recommendation contains appropriations, together with other prior appropriations, sufficient to

provide this amount of additional state asgistance.

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



COMMONWEALTH BOND AND NOTE LIABILITIES
The following table sets forth the Commonwealth bond and note Habilities outstanding on July 1, 1995,

Commonwealth Bond and Note Liabilities

July 1, 1995
(in thousands)
Long Term(1) Short Term

COMMONWEALTH DEBRT
General Obligation Debt $8,596,612(2) $240,000(3)
Dedicated Income Tax Debt 618,980 1]
Special Obligation Debt 394,720 Q

Subtotal Commonwealth Debt 9,610,312 240,000(3)
COMMONWEALTH SUPPORTED DEBT
META 2,399,780 345,000(4)
Massachusetts Convention Center Authority 173,664 0
Massachusetts Government Land Bank 25,195 0
Boston Metropolitan District 47,187 0
Steamship Authority 32,364 4,400
Regional transit authorities 30 67,798

Subtota] Supported Debt 2,673,220 417,198
COMMONWEALTH GUARANTEED DERT
Higher education building authorities 254,342(5) a
Town of Mashpee 200 0

Subtotat Guaranteed Debt 254,542 [t}
TOTAL COMMONWEALTH BOND AND

NOTE LIARILITIES $12,538.074 $ 657,198

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

(t}

@)

&)

Q)]

(%

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 Certificales of Participation” on page A-51 and "OTHER COMMONWEALTH LIABILITIES -- Long Term Capital
Leases and Certificates of Participation™ on page A-54.

Includes interest on Commenwealth general obligation capital appreciation bonds to be accrued from Juty 1, 1995 through their
maturity in the amount of $339.2 million. On Augwst 1, 1995, the Commonwealth issued $26,122,506.23 of its general obligation
bonds as part of the "U.Plan" tuition savings program administered by the Massachusetts Educational Financing Authority. On
August 9, 1995, the Commonwealth also sold $200,000,000 of its general obligation bonds for the purpose of financing various capital
expenditures. The bonds are expected to be delivered on August 17, 1995,

Represents $240 million of Commonwealth general obligation notes issued on June 20, 1955 for the purpose of financing the MBTA's
net cost of service, See "Commonweslth Information Statement” under the heading "COMMONWEALTH BOND AND NOTE
LIABILITIES - General Obligation Debt; Commonwealth General Obligation Notes and Minibonds™ on page A-45.

As of August 9, 1995, the MBTA also has $150.2 million of commercial paper outstanding. See "Commonwealth Information
Statement” underthe heading "COMMONWEALTH BOND AND NOTE LIABILITIES -- Commonwealth Supported Debt; MBTA®
on pape A-49,

On August 9, 1995, the Universily of Massachusetts Building Authority sold $28,765,000 of refunding revenue bonds to be
guaranteed by the Commonwealth for the purpose of advance refunding certain outstanding bonds of the Authority, which are also
guaranteed by the Commonwealth. The bonds are expecied to be delivered on August 29, 1995,

See "Commonwealth Information Statement” under the heading "COMMONWEALTH BOND AND NOTE

LIABILITIES" on page A-41.



OTHER COMMONWEALTH LIABILITIES

Unemployment Compensaﬁon Trust Fund

As of June 30, 1995, the Massachusetts Unemployment Trust Fund had a surplus of $372.7 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 a private contributory account balance of
$331 million in the Unemployment Compensation Trust Fund by December, 1995 and rebuild reserves in the system
to $1.3 billion by the end of 1999. See *Exhibit A - Economic Information” under the heading "Employment--
Unemployment® and see "Commonwealth Information Statement” under the heading "OTHER COMMONWEALTH
LIABILITIES -- Unemployment Compensation Trust Fund” on page A-56. '

LITIGATION

There are pending in state and federal courts within the Commorwealth various suits in which the
Commonwealth is a party. In the opinion of the Attorney General, no litigation is pending or, to his knowledge,
threatened which is likely to result, either individually or in the aggregase, in final judgments against the
Commonwealth that would affect materially its financial condition. The following updates the litigation described
in the Commonwealth Information Staternent 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 tecision of the Superior Court in
Massachusetts Hospital Association et al. v. Departmens of Public Welfare et al. (Suffolk Superior Court No.
90-7116B).

In BayBank et al v. Commissioner of Revenue, the banks challenged 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 Supreme Judicial Court heard the
appeal on March 7, 1995. Taking into account ail banks and all years at issue {1974 through 1986), there were 142
appeals consolidated in the case. The amount at issue was estimated to be approximately $1.4 billion, which amount
included 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 S$.J.C. Docket No. 6518.

On March 30, 1993, the parties reported to the Supreme Judicial Ceurt that they had agreed in principle
to settle the case and related litigation. The settlement agreement provides for the Commonwealth to pay the banks
$25 million, in installments of $10 million on August 1, 1996 and August 1, 1997 and $5 million and all accrued
interest on the settlernent amount on August 1, 1998, with an option for the Cojamonwealth to prepay such amounts.
On June 7, 1895, the parties filed a stipulation of dismissal of the appeal.

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 to
have that amount trebled under the Commonwealth’s Consumer Protection Ac'. In February, 1995, a jury returned
a verdict for the Lottery Commission on all counts.

On March 22, 1995, the Supreme Judicial Court issued its opin.on in Perini Corporation et al. v.
Commissioner of Revenue, 8. J. C. No. 6657, The court held that certain deductions from the net worth measure
of the Massachusetts 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. On June 19, 1995, the Commonwealth filed a petition for a writ of certiorari in the United States
Supreme Court. The Department of Revenue is analyzing the impact of the decision of the Supreme Judicial Court
but cannot yet determine the likely effect on future aggregate annual corporste excise tax receipts.
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In McDuffy v. Robertson (Supreme Judicial Court for Suffolk County No. 90-128), on May 10, 1995, the
plaiatiffs filed a motion for further relief, arguing that the Education Reform Act of 1993 did not provide
sufficiently for public education and that its timetable is too slow.

In Hodge et al. v. Gallamt (Suffolk Superior Court No. 93-0290G), the parties are preparing briefs
supporting cross motions for summary judgement.

In Massachusetts Hospital Association v. Department of Public Welfare et al. {Suffolk Superior Court No.
92-4656C), the parties stipulated to the dismissal of the case without prejudice, and a judgment of dismissal was
entered on July 13, 1995,

Environmental Matters. In connection with United Stares v, Metropolitan District Commission (U.S.
District Court C.A.No. 85-0489-MA), the MWRA did not meet the July 1995 completion date for the outfall tunnel.
The MWRA has kept the court apprised of the delays and has made significant progress towards completion of both
the inter-island tunnel and the outfall tunnel in recent months. The MWRA currently has projected that the total
cost of construction of the wastewater facilities required under the court’s order is approximately $3.557 billion in
current dollars, with approximately $1.046 billion to be spent after Tune 30, 1995.

See "Commonwealth Information Statement" under the heading “LITIGATION” on page A-56,

CONTINUING DISCLOSURE

On behalf of the Commonwealth, the State Treasurer will provide to each nationally recognized municipal
securities information repository within the meaning of Rule 15¢2-12 of the Securities and Exchange Commission,
no later than 270 days after the end of each fiscal year of the Commonwealth, commencing with the fiscal year
ending June 30, 1996, certain financial information and operating data relating to such fiscal year, as provided in
said Rule 15¢2-12, together with audited financial statements of the Commonwealth for such fiscal year.

AVAILABILITY OF OTHER INFORMATION

Questions regarding this August 9, 1995 Supplement or requests for additional financial information
concerning the Commoawealth should be directed to Kenneth Olshansky, Deputy Treasurer, Office of the
Treasurer-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, Massachusetts 02133, telephone 617/727-2040. Questions regarding legal matters
relating to this August 9, 1995 Supplement should be directed to John R. Regier or Navjeet K. Bal, Mintz, Levin,
Cohn, Ferris, Glovsky and Popeo, P.C., One Financial Center, Boston, Massachusetts 02111, telephone 617/542-
6000,

THE COMMONWEALTH OF MASSACHUSETTS
By /s/ Joseph 12, Malone

Joseph D. Malone
Treasurer and Receiver-General

By /s/ Charles D. Baker
Charles D. Baker
Secretary of Administration and Finance

August 9, 1995
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EXHIBIT A

ECONOMIC INFORMATION

The information in this section was prepared by the Massachusetts Institute for Social and Economic
Research (“MISER") at the University of Massachusetts at Amherst and may be relevant in evaluating the
economic and financial condition and prospects of the Commonwealth of Massachuseits. MISER is designated
as the Commonwealth's State Data Center and archives much of the data about Massachusetts. The
demographic information and statistical data, which have been obtained by MISER from the sources indicated.
do not necessarily present all factors which may have 2 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 June 26, 1995. Sources of information are indicated in the text or immediately following 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 di-es 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 Upited States population increased by
approximately 9.8 percent between 1980 and 1990, 3.6 percent between 1990 and 1993, and 1.0 perceat
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 Connecticut, Delaware, Maryland. Massachusetts, New Jersey, New
York, Pennsylvania, Rhode Island, and Virginia. was home to sixty million people in 1992, nearly one quarter
of the entire United States population of 255 million.

Personal Income, Consumer Prices, and Poverty. Per capita personal income levels in Massachusetts
have been consistently higher than those in the United States since 1970.  While the growth in per capita
income has slowed and real income levels have even declined in Massachugetts since 1988 (even as real income
Jevels in the United States continued to grow), real income levels in Massachusetts in 1994 remained well above
the national average: $25,616 compared to $21,809.  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 Massachuselts were
roughly equal to those in the United States, pay has grown at a rate two t three percentage peints 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 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 May 1995, the CPI-U for the Boston Metropolitan area
was 157.7 while that for the United States was 152.2; the change from May 1994 was 2.7 percent and 3.2
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 pcpulation was below the poverty line,
while 15.1 percent of the population of the United States fell 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 empiovment tevels since
1985. The sector employing the greatest number of people in Massachusztts 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 berween 1979 and 1989.
was higher than the national average between 1990 and 1993. In 1994, however, the unemployment rate of 6.0
percent in Massachusetts was below the United States average of 6.1 percent. In May 1995, the unemployment
rate in Massachusetts was lower than that of the United States: 5.0 percent compared to 5.7 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 $331 million by December 31, 1995,

Economic Base and Performance. Massachusetts has a diversified economic base which includes
traditional manufacturing. high technology, and service industries. A substantial portion of products produced
by these and other sectors is exported. Massachusetts ranked thirteenth in the United States with nearly $13.1
billicn 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, consulting, health 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 engaged in the production of computer equipment, electronic components, or
scientific/photographic instruments. Non-manufacturing high technology jobs have continued 1o 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 Massachuseits a national center for high technology industries.

The recession of the late 1980s and early 1990s reversed the good fortunes of the construction industry
in the mid-1980s. The industry is recovering in the 1990s, however. Housing permits issued in Massachusetts
increased by 30.3 percent in 1992, 9.3 percent in 1993, and 2.9 percent in 1994. This follows a prolonged
decline in demand that extended from 1986 to 1991. Since 1991, sales of existing homes in Massachusetts
increased at a yearly rate considerably higher than the national average. Relative housing prices in Boston
continue to outpace those of the rest of the nation. however. In 1933, the price for a single family home in the
Bosten Metropolitan area was 18 percent higher than the national average; by 1994, home prices were 64.4
percent higher than the national average.

The travel and tourism industry represents a significant component of the overall Massachusetts
econcmy. The Massachusetts Office of Travel and Tourism estimates that a total of 25.9 million people visited
the Commonwealth in 1994, spending $8.71 billion.

Human Resources and Infrastructure. Skilled human capital is the foundation of Massachusetts’
econctic strength. It provides the basis for a technologically dynamic and industrially diverse regional
econcmy. 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,
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The concentration of technical. engineering. managerial. scientific, and ather professional skills within
the Massachusetts work force is. in part. due to the 120 private and publiz colleges and universities located
thronghout 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. Wellesley College. and Williams College.

Massachusetts is aiso 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 prof:ssionals 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 bixechnology companies located in
Massachusetts.

Massachusetts possesses an extensive transportation system and relazed facilities. The City of Boston is
the transportation and commercial center for New England and is the site of both a full-acility 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 tae number served in 1973, 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 vajued 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,
905 and 495. The condition of the interstate highway system in Massachus:tts 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 la-ge percentage of its residents living
in metropolitan areas. According to the 1990 census, the population densizy 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 r:sidents live in metropolitan areas,
compared with a national average of 79.4 percent.

The City of Boston, the largest city in New England. has 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 (163,759), situated approximately 40 miles west
of Boston, Springfield (156,983), located in the Connecticut River Valley i1 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 smaller than Springfield’s MSA. Its service. trade, and manufacturing industries combine for more
than 70 percent of Worcester's (otal employment. As a major medical and educational center. the Worcester
area is home 1o 19 patient care facilities, including the University of Massachusetts Medical School. and twelve
celleges and universities.

Springfield. the third largest city in the Commonwealth, enjoys a diverse body of corporate employers,
the targest 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
colleges,

As the following chart indicates, the percentage change in population in Massachusetis since 1971 has
been both lower and more erratic than the change in population for the United States as a whole. While this
trend is similar to that experienced by New England. it differs considerably from the steady growth rates for the
United States over the same period of time. Between 1990 and 1992, the rate of population growth in
Massachusetts was zero or negative. In 1994, however. the population of Massachusetts grew by 0.4 percent.
compared to a |.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 perceniage change in population level of
Massachusetts with those of the New England States and the United States.

Population, 1970-1994
(in thousands)

Massachuseits New England .~ United States
Percentage Fercentage FPercentage

Year Tosal Change Toua! Change Total  Change
1970 5,704 11,735 203,799
1971 5,739 0.6% 11,878 1.2% . 206818 1.5%
1972 5,762 0.4% 11,996 1.0% . 209,275 1.2%
1973 5,784 0.4% 12,083 0.8% 211,349 1.0%
1974 5777 4.4% 12,148 0.5% . 213,334 ¢.9%
1975 5,762 0.3% 12,157 0% . 215,457 1.0%
1976 5,749 £.2% 12,176 02% 217,554 1.0%
1977 5,744 0.1% 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%
1980 5737 02% 12,349 0.0% 226,542 0.9%
1981 5,769 0.6% 12,436 0.7% 229,466 1.3%
1982 5,771 0.0% 12,468 0.3% 231.664 1.0%
1983 5,799 05% 12,544 0.6% 233,791 0.9%
1984 5,841 0.7% 12,042 0B% 235.825 0.9%
1985 5,881 0.7% 12.74] 08% 237,924 09%
1986 5,903 0.4% 12,833 0.7% 240,132 09%
1987 5,935 0.5% 12,951 09% 242,289 0.9%
1988 5,980 0.8% 13,085 1.0% 244,499 0.9%
1989 6,015 0.6% i3.182 0.7% 246,819 0.9%
1990 6,016 0.0% 13,207 02% 248,718 08%
1991 6,002 0.2% 13,209 0.0% 252,131 1.4%
1992 5,999 00% 13,203 0.0% 255,028 1.1%
14993 6.018 03% 13,235 0.2% 257,783 1.1%
1994 6,041 0.4% 13,270 03% 260,341 1.0%

SOURCE: United $tates Department of Cornmerce, Bureau of the Cesus.
Note: 1970, 1980, 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 Commonwealth’s total population
during the last decade, although preliminary evidence suggests that out-migration increased during the
Cominonwealth's recent economic downturn. However, net migration has reduced the age profile of the
Massachusetts population. Between 1980 and 1990, considerable increas:s 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 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 following chart shows, the pcpulation of Massachusetts is expected 10 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 - - Pet. of Towal Number  Pet. of Trral Numnber Pet. of Toval
Under 5 421 7.0% 362 6.1% 335 55%
5wy ' 1140 18.0% . 1218 20.5% 1177 19.3%
20 to 24 . 517 8.6% as1 5.9% 451 7.4%
25 to 34 1099 18.3% 834 14.0% . 760 12.5%
35 to 44 914 15.2% 1015 ATA% 820 13.5%
45 to 54 596 9.9% 808 13 6% 940 15.4%
5% to 64 ) 514 8.5% 521 8.3% 732 120%
65 and over 815 13.5% 842 14.1% . . 881 14.5%

SOURCE: 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 Unitéd 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 'Jnited States. In fact, between 1989
and 1991, real per capita income levels in Massachusetts actually declined In 1994, however, real per capita
income in Massachusetts jumped by 3.6 percent, the Jargest increase since 1986. Although in nominal terms
the Massachusetts per. capita personal income is the highest on record, in r:al terms it remains $309 below the
1988 peak of $25,925. In contrast, real income levels in the United States have grown at a positive rate in ten
of the eleven years since 1983 and were higher in 1994 than at any time in the previous twenty-three years.
Nevertheless. per capita income in Massachusetts remained considerably higher than that in the United States in
1994: $25.616 versus $21,809. In addition, per capita personal income in Massachusetts was fourth highest
among the fifty states in 1994, The following chart illustrates real per capita pefsonal income in Massachusetts,
New England, and the United States since 1970.

Per Capita Personal Income, 1970-1994
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The following table compares per capita personal income in Massachusetts. New England. and the
United States for the period 1970-1994.

Per Capita Personal Income, 1970-1994

Nominal Income Real income Percentage Change
{in current dollars) (in 1994 dollars) in Real Income

Year MA NE U.s. MA ME. U.s. MA  NE Us.
1976 $4.515  $4,445  $3.047 $17,397  $16,978 315072
1971 4,77 4.665 4,294 17,513 17,070 15,713 07% 0.5% 43%
1972 5.130 5.013 4,659 18,184 17,773 16,518 38%  4.0% 5%
1973 5,564 5.466 5,168 18,615 18,245 17,250 24%  2.7%  4.4%
1974 6.033 5,927 5,628 18,252 17,817 16,918 -1.9%  23%  -1.9%
1975 6,445 6314 6,045 17,891 (7.393 16,652 2.0%  -24%  -1.6%
1976 6.988 6,902 6,629 18,041 17.977 17,266 0.8% 3.4% 3.7%
1w 7,620 7,537 7,267 18,706 18,432 17.772 3.7%  25%  29%
1978 8,466 8,380 8,117 19,750 19,048 18,450 56% 33% 3.8%
1979 9,448 9.374 9,017 19,993 19,135 18,407 12% 05% -02%
1980 10,659 1,582 2,940 19,989 19,032 17,878 00% 05% -29%
1981 11,805 11,720 11,009 19,919 19,123 17,949 03% 05% 04%
1982 12,750 12,604 [1,583 20,680 19,357 17,789 8% 1.2% 09%
1983 13,776 13,558 12,223 21,382 20,174 18,187 34% 42% 229
1984 {5,326 5,034 13,332 22,674 21,444 19.016 6.0% 63% 4.6%
1985 16,423 16,113 14,155 23,253 22,193 19,496 26% 35% 1.5%
1986 17,796 17.418 14906 24,569 23,552 20,156 5.7% 6.1% 34%
1987 19.066 18,670 15,638 25,221 24,356 20,401 27%  3.4% 12%
1988 20787 20276 16,610 25,925 25,401 20,808 28% 43% 20%
1989 21,688 21325  17.690 25,586 25,487 21,142 -13%  03%  1.6%
1990 22247 20,934 18,655 24,810 24,171 21,153 0% 24%  0.0%
1991 22,764 22,424 19,20 24318 24,400 20,893 20%  -19% 129
1992 23.588 23398 20,137 24,538 24,15 21,171 LI%  1.3%  1.3%
1993 24,410 24,179 20,800 24,729 24,798 21,333 0.6% 03% 03%
1994 25.616 25319 21.809 25,616 25,519 21,809 3.6%  21%  22%

SQURCE: United States Department of Commerce, Bureau of Economic Aralysis.
Notes: Estimated population as of April | of that year. Massachusetts real itcome is calculated by MISER using Boston
CPl-U data. New Eagland and United States real income are caleulated using national CP1-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 jn 1984, the rate of growth in annual pay has been
consistently higher in Massachusetts than in the Unjted 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 Fay

Average Annual Pay, 1984-1993
(in current doilars)
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Average Annual Pay, 1984-1993
(in current dollars)
Annual Pay Percentage Change
Year Massachusens United States Ratio (MA/U.S.) Massachusetts United States
1984 $18,414 $18,353 1.00
1985 $19.627 $19,189 1.02 6.6% 4.6%
1986 $20,925 $19,966 1.05 6.6% 4.0%
1987 $22,4%6 $20,857 1.08 7.5% 4.5%
1988 $24,143 $21,872 1.10 7.4% 4.9%
1989 $25,233 $22.567 1.12 45% 3.2%
1990 $26,699 $23,602 1.13 58% 4.6%
1991 $28,041 $24,578 1.14 50% 41%
1992 $29.664 $25,909 1.15 5.8% 5.4%
1993 (p} $30,229 $26,362 1.15 19% 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 May 1995.
Data for each year indicate the Consumer 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 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 May 1995 show that the CPI-U for the Boston
metrapolitan area grew at a rate of 2.7 percent from May 1994 in the United States, growth for the comparable
period was 3.2 percent,

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

CPI-U Ratio Pecr. Change
Year Bosion {5 Boston/U. 8.} Boston .5
1970 40.2 388 103.6%
1971 422 40.5 104.2% 5.0% 4.4%
1972 43.7 418 104.5% 3.6% 31%
1973 46.3 44.4 104.3% 59% 6.2%
1974 512 49.3 103.9% 10.6% 11.0%
1975 55.8 53.8 103.7% 2.0% Q1%
1976 60.0 56.9 105.4% 7.5% 5.8%
1977 63.1 60.6 104.1% 52% 6.5%
1978 66.4 65.2 101.8% 52% 7.6%
1979 73.2 72.6 100.8% 10.2% 11.3%
19380 826 82,4 100.2% 12.8% 13.5%
1981 Q1.8 90.9 101.0% A% 103%
1982 5.5 96.5 09%.0% 40% 6.2%
1983 03.8 99 6 100.2% 45% 3z%
1984 104.7 1039 100.8% 4.9% 4.3%
1985 10%.4 107.6 101.7% 4.5% 36%
19846 112.2 109.6 102.4% 2.6% 1.9%
1987 1171 113.6 103 1% 4.4% 3.6%
1988 124.2 {183 105.0% 6.1% 4.1%
1989 131.3 124.0 105.9% 7 57% 438%
1994 138.9 130.7 106.3% 5.8% 54%
199t 145.0 136.2 106.5% 4.4% 4.2%
1992 148.6 140.3 105.9% 21.5% 0%
1993 152.9 144.5 105.8% 29% 3.0%
1994 154.9 148.2 104.5% 1.31% 2.6%
May, 1994 153.6 147.5 104.1%
May, 1995 1577 1522 103.6% 27% 3.1%

SOURCE: United States Department of Labor, Bureau of Labor Statistics.
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Poverty. The Massachusetts poverty rale 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 ]3.0 percent and 15.2 percent. In
1993, the poverty rate in Massachusefts 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 198( through 1993.
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EMPLOYMENT

Employment by Industry. The Massachusetts services sector, with 33.8 percent of the non-agricuttural
work force in May 1995, is the largest employment sector in the Massachusetts economy. followed by
wholesale and retail trade (22.8 percent), manufacturing (15.1 percent), and government emplioyment (13.6
percent). The fellowing chart shows the distribution of non-agricultural empioyment by industry in
Massachusetts for May 1995 (data are not seasonally adjusted).

Massachusetts Non-Agricultural Employment by Industry, May 1995
(not seasonally adjusted)
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Between 1988 and 1992, total employment in Massachusetis 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 excepl 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 sectar. 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 raptd 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 millien te 2.905 million between 1993 and 1994,

The following table demonstrates the changes in empleyment by sector from 1980 through 1994.
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The following table presents changes in non-agricultural employment by sector between May
1994 and May 1995. Total non-agriculiural employment increased by 2.0 percent and average wecekly
manufacturing earnings rose 1.4 percent over that period (data are not seasonally adjusted).

Massachusetts Non-Agricultural Employment by Industry, May 1994-May 1995
fin thousands}

Per. Change
Employment Sector May 1994 Pet. of Total May 1995 Pet, of Toral 1994.1995
Coonstruction 86.7 3.0% 92.0 3% b.i%
Manufacturing 448.7 15.5% 448.2 15.1% 01%
Transportation and Public Utilities 127.5 4.4% 1278 4.3% 0.2%
Wholesale and Retail Trade 650.8 2238% 6758 22.8% 23%
Finance, lnsurance, Real Estate 208.3 T2% 210.9 T.1% 1.2%
Services F71.5 135% 1,001.5 I38% 3%
Government 396.0 13.7% 402.4 13.6% 1.6%
Total Employment 29009 100.0% 2960.1 100.0% 2.0%
Average Weekly $525.01 $532.13 1.4%

Maonfacturing Earnings

SOURCE: Massachuserts Department of Employment and Training.

Notes: Figures are preliminary and subject W revision. Sum of the parts may not equsl totals due to rounding.
Figures are not seasonelly 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 May 1994 and May 1993, manufacturing employment declined 0.1 percent. Employment in the
manufacture of non-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 naticnally as well as in Massachusetts, it is expected to outperform other types of
manufacturing in the long-term. As of May 1995, high technology manufacturing employed 161,100
persons. down 7.600 persons (4.5 percent) from the 168.700 persons employed in this sector in May
1994,

Manufacturing Employment in Massachusetts, 1983-1994
{in thousands)
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Manufa'cturing.Establishrﬁent Employment by Industry in Massdchusetrs, 1983-1994

iselected industries. in thousqgnds)

1983 1984 1985 1986 1987 1988 193¢ 1990 199F 192 1943

1994

Purable Goods 4092 443.5 4360 4091 3980 3881 3721 3427 317.0 29Qe 2870 T8

Percentuge Change 13%  84% -17% -62% 17%  -253% A1% 1.9%  C5% 0 S35% 4l% L9R
Primary Metals 150 165 158 158 156 inex 123 113 103 93 91 94
Fabricated Metals 46,1 483 453 42.8 41.7  45.0% 43.2 40.9 379 k{: 3 356 35.7
Industrial Machinery NA NA MNA Na Na 1053.0 958 852 X A I 632
Electronic & Elec. 979 1097 1113 107.4 105.2  82.2%* 79.3 7.9 68.5 619 509 58.0
Transportation Equip. 35.0 403 41.6 7 354 324 30.6 278 260 24.1 21.9 19.4
Stone, Clay, & Glass 11.3 11.8 11.5 16.8 10.7 1.7 100 8.7 7.8 79 8.0 8.0
[nstruments 57.7 59.1 58.0 55.1 54.5 724 7.2 9.4 656 6l.6 60.4 587
Non-Durable Goods 2197 2241 2136 2053 2011 196.5 189.0 1786 168.0 © 166.1 168.1 §i70.0

Percentage Change -11% 0% -4.7% -19% 20% -23% -33% S55%  S59% -1.0% I.2% 1.1%
Apparel 159 360 317 27.8 254 37 120 19.2 17.7 17.7 17.2 16.5
Food & Kindred Prod. 24.1 24.0 23.1 22.7 21.4 210 20.5 20.1 19.6 19.3 19.8 20.6
Chemicals . 168 178 176 172 180 186 184 177 173 165 169 179
Printing & Publishing 48.1 51.7 533 54,2 55.6 558 550 522 439 47.3 47.5 48.1
Textile Mill Prod. 20.2 20.2 18.8 17.7 17.1 16.3 15.5 14.6 14.1 14.6 15.1 15.3
Paper & Allied Prod. 26.0 269 259 248 24.7 243 23.4 225 21.1 _20.7 0.3 201
Rubber & Misc, Plastics 305 © 310 293 294 287 26.9 253 238 22.1 229 24.4 247
Total Man. Employ. 6290 ©667.6 649.7 Gl4.d4 5991 5847 5611 5213 4850 4657 4351 4486

Percentage Change 12%  61% -27% -54% -2.5% 24% -40% -T1% -70% 40% -23% -14%

SOURCE: Massachuseits Department of Employment and Traming.
NA = Not Available.
* Rreak in series: 1988 and subsequent data not comparable with previous vears for this industry.

Largest Employers in Massachusetts. The following table Lsts, 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 Massachuseits 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, Potaroid Corporation

Digital Equipment Corporation Purity Supreme Inc.

Friendly Ice Cream Corporation Raytheon Company

General Electric Company S & S Credit Company, Inc.

Harvard Community 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 Upited Parc:l Service, Inc.

SOURCE: Massachusetts Department of Employment and Training.
= Twenty-six companies are listed because the difference between the twenty-fifth and twerty-sixth largest employers in 1994 was
not significant.
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Unemployment.  Between 1979 and 1989, the Massachnsetts unemployment rate was
significantly lower than the national average, Between 1990 and 1992, however, the unemployment rate
in Massachusetts was considerably higher than the national 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
rates 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 1o 6.1 percent}. The Massachusetts unemployment rate
in May 1995 was 5.0 percent, compared to 5.9 percent in April 1995 and 5.8 percent in May 1994, The
unemployment rate in New England was 5.2 percent in May 1995, 5.5 percent in Apri] 1995, and 6.0
percent in May 1994. The United States unemployment rate was 5.7 percent in May 1995, 5.8 percent
in April 1995, and 6.1 percent in May 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 civiljan labor force. the number unemployed. and
unemployment rate averages of Massachusetts. the New England states, and the United States between
1970 and 1994,

Annual Average Civilian Labor Force and Unemployment, 1970-1994
fin thousands)

Civilian Labor Force Unemployed Unemployment Rate MA Rate as Pct,
of U.S.
Year MA NE. U5, MdA N.E. U.S. MA N.E. U.S.
1970 2,465 5,129 82,796 114 256 4,227 4.6% 5.0% 5.0% 92.0%
7 2.459 5,157 84,376 64 364 5,022 5.7% 7.1% 6.0% 11.7%
1972 2.487 5,261 87,011 161 363 4387  5.5% 6.9% 5.6% 116.1%
1973 2.557 5,387 g9.411 17 336 4,359 6.7% 6.2% 4.9% 136.7%
1974 2,636 5512 91,976 19 369 5,173 2% 6.7% 5.6% 128.6%
1975 2.725 5.634 93,770 306 581 7.940 122% 10.3% 8.5% 131.8%
1976 2.727 5,717 96,151 259 519 7,398 9.5% 9.1% 7.7% 123.4%
1917 2,754 5,816 98,984 223 47 6,967 8.1% 7.7% 7.1% 114.1%
1978 2,815 5,908 102,233 171 339 6,187 6.1% 5.8% 6.1% 100.0%
1979 2,870 6,100 104,96 159 332 6,135 5.5% 5.5% 59% 932%
1980 2,867 6166 106,974 161 167 7,671 6% 6.0% 7.2% 78.1%
1981 2,948 6,262 108.676 187 399 8,278 6.4% 6.4% 7.6% 83.4%
1482 2,993 6338 110,224 237 496 10715 7.9% 7.8% 9.7% 31.3%
1983 2.978 6363 111,515 205 433 10,694 €.9% 6.8% 9.6% 71.5%
1984 3.048 6,548 112,532 145 317 8,529 4.8% 4.8% 7.5% 63.5%
1985 3,053 6,632 115467 120 292 8,313 4.0% 3.4% 7.2% 54.9%
1986 3,060 6,721 117,846 117 265 8,245 318% 19% 7.0% 54.9%
1987 3.087 6.829 119,853 98 229 7,414 3I2% 33% 6.2% 51.0%
1988 3.155 6,913 120,671 104 216 6,697 3.3% 31% 55% 59.7%
198Y 3.180 7.002 123851 127 269 6.524 4.0% 3I8% 53% 76.2%
199¢ 3.242 7,136 124,787 154 404 6,874 6.0% 5.7% 5.5% i08.2%
199 3,180 7083 i25303 285 564 8426 9.0% 8.0% 6.7% 132.9%
1992 3.162 7066 126987 268 563 9,384 8.5% 3.0% 7.4% 14.5%
1993 3,180 7.037 128,040 218 475 8.734 69% 6.8% 6.8% 100.7%
1984 3,179 6.971 131,056 191 412 7,99 60% 5.9% 6.1% 98.4%

SOURCES: Massachusetts Department of Employment and Training; United States Department of Labor, Bureat of Labor Statistics.
Note: 1994 data reflect the redesigned Current Population Survey and are not sirictly comparable to data for earlier years.
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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.

In September 1991 the reserves in the fund were exhausted due to the continued high level of
unemployment. Between September 1991 and May 1994, benefit payments in excess of contributions
were financed through repayable advances from the federal unemployment loan account. Legislation
enacted in 1992 significantly increased employer contributions in order to reduce advances from the
federal loan account and 1993 contributions exceeded benefit outlays by more than $200 million. All
federal advances were paid in May 1994 and interest on federal advarces of $4.7 millicn was paid in
September. Since that time, the balance in the trust fund has been been positive. As of December 31,
1994, the private contributory sector of the Massachusetts Unemplovment Trust Fund contained a
balance of $122 million. As of February 28, 1993, the balance was $124.1 million.

The Department of Employment and Training's April 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 $331 million in the private contributory sector of the Unemployment
Compensation Trust Fund by December 31, 1995 and $1.33 billion by the end of 1999,
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ECONOMIC BASE AND PERFORMANCE

Between 1982 and 1988. the economies of Massachusetts and New England were among the
strongest performers in the nation. with growth rates considerably higher than those for the national
economy as a whole. Since 1989, however, both Massachusetts and New England have experienced
growth rates significantly below the national average. An economic recession in 1990 and 1991 caused
negative growth rates in Massachusetts and New England that were much lower than those for tihe
national economy. In 1992, the Gross State Product for Massachusetts grew at a rate of 1.5 percent
while the Gross State Product for the United States grew at a rate of 2.5 percent. 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.

Percentage Change in Real Gross State Product, 1978-1992
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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, 1977-1992
(millions of 1987 constant dollars)

Massachuserts New England Uniited States

Year GSP Percentage Change GIpP Percensage Change Tow! GSP Percentage Change
197 188,461 $185.042 $3.478,517

1978 $92,734 4. 8% $193.750 4.7% $3,643,39] 4.7%
1974 394,824 23% $198, 748 26% $3,722,513 22%
1980 $95,275 05% $199,935 0.6% $3,697,140 0.7%
1981 $96,930 1.7% $203,377 1.7% $3,769,425 2.0%
1982 $97.980 1.1% $206,324 1.4% $3,738.155 0.8%
1983 $102,561 4.7% $215.313 4.6% $3,859,508 321%
1984 112,021 9.2% $235,115 §9% 34,121,329 68%
198 $117.816 52% $246,98] 5.0% $4,270,981 16%
1986 $125,054 6.1% $281.912 60% $4,391,529 2.8%
1987 $132,276 58% $277,795 6.1% 34,548,182 3.6%
1988 $139.774 57% $292.63¢6 53% $4.731,458 4.0%
1984 §141.255 1.1% 296,520 1.3% $4,836,446 22%
199 $136.701 32% $290.314 21% $4.888,324 1.1%
199] $133.111 2.6% $283,57¢ 2.3% $4,881.756 0.1%
1992 $135.079 1.5% $286,992 1.2% $5,001.445 2.5%

SOURCE: U.§. Department of Commerce, Bureau of Economic Analysis.
Note: New England and United States figures include Massachusetts and New England GSP, respectively,
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The commercial base of Massachusetts is anchored by the seventeen 1995 Forrune 500 industrial
and service firms with headquarters within the state. as the following tabl¢ indicates. The 1995 Forrune
500 combined the traditional industrial 500 ranking with the previcusly separate service 500 ranking.
The Fortune 500 firms are ranked according to total revenues in 19094,

Massachusetts Companies in the 1995 Fortune 500

1994 revemues

Ranking
F9us 1994 Compuny fndustr it maliions)
65 29 Digital Equipment (Maynard) Cumputers and ' fice Equipment $13.450.8
10% 52 Ravtheon (Lexingron} Electromics and Zlectncal Equipment 10.012.9
128 F-21 Liberty Mutual lns. Group (Boston) Insurance (Mutual) 8.985.5
194 99 Gillette (Boston) Metal Products 3.410.8
209 L9 John Hancock Mutua! Life Ins. (Bosto) Insurance (Mutual} 5,668}
218 L-11 Massachusetts Mut. Life Ins. (Springfield) Insurange (Mutval) 5.332.5
256 B-19 Bank of Boston Corp. (Boston) Commercial Barks 4.546.8
296 R-35 TIX (Framngham) Specialist Retai):rs 18428
301 R-38 Stop & Shop (Quiney) Food and Drug Stores 3.789.0
310 R-37 Waban {Natick) Specialist Retail :rs 38503
313 §-27 Harcourt General (Chestnut Hill) General Merchandisers 3.6400
347 5-43 Reebok {Stoughton) Wholesalers 128706
148 F-37 Allmerica Financial {Worcester) Insurance (Mufual} 327133
429 176 EG & G {Wellesiey) Scientific, Photugraphic 1.630.6
480 206 Polaroid {Cambridge) Scientific, Photugraphic 23125
491 -- New England Electric Sys. {Westborough) Eleetric and Ga- Utilities 2.243.0
492 L-22 New England Mumal Life Ins. (Boston) Insurance (Mut.al) 2.238.3

industry key: B-Banking: F-Financial: L-Life Insurance: R-Reuwilers;  S-Service.
SOURCE: Formne, May 15, 1995,

The composition of the Fortune 500 changed dramatically in 1995 with the inclusion of 267
firms from Fortune's service 500. Twelve of the seventeen Massachusetts companies are new to the list.
while nine companies were eliminated from the kist.” Eleven of the twelve new firms on the list were
from the service 500. The only industrial company added to the list is New England Electric Systems.
The companies no longer an the 500 were not necessarily removed due to sagging economic performance
but because of the new criteria for the Fortune 500,

Several Massachusetts companies on the 1994 list were eluminated from the 1995 list.
Following is a list of these companiés, their new positions on the Foriune 1000, and their respective
rankings in the 1994 Formumne 500: Cabot (F95-599; F94-263), Thermc Electron (F95-629; F94-309},
Wang Laboratories (F95-943; F94-311), Ocean Spray (F95-off; F94-332). Data General (F95-791; F94-
348). Kendall International (F95-off; F94-403), EMC (F95-690; F94-412), Stanhome (F95-991; F94-
426). Analog Devices (F95-off, F94-468).

Along with the seventeen 1995 Fortune 500 companies headquar: ered in Massachusetts, seven of
Fortune’s 1995 Top 100 fastest growing companies in the country are based in Massachusetts, [n both
1994 and 1995, Massachusetts ranks third among states in number of firms on the list, trailing only
California (27 firms) and Texas (12). The 1995 Formune Top 100 firms are ranked according to annual
growth rates.
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Massachusetts Companies in the 1995 Fortune Top 100
(Forrune Top 100 measures fastest growing 1.5, companies)

Sales
Ranking Previous
Four Quarters
799 fo0q Company Indusiry Awnnral Growth Raie (in Miflions)
20 Q Avid Technology {Tewkshury) Dagitized film, video, audio editing 163% $203.7
3z - Primark {Waltham) Gu-line dawa delivery 122% $477.0
56 -- Cryk {Gloucesten Custom promotional toateriaty 52 % 3401.9
63 48 Parametric Technalogy (Waltham) Computer software 82% 32628
8 81 Chipeom {(Southborough) Computer equipment T0% 52678
&6 70 FTP Software (North Andover)  Computer software 3% $932
97 64 Ficturete] (Danvers; Videoconferencing syslems % 32532

SOURCE: Formne, April 17, 1995,

The current restructuring of the Massachusetts economy due to the economic recovery has
brought new business opportunities to many. The incorporation of new businesses in Massachusetts
reached a peak in 1986 and declined steadily over the next five years. Since 1992, however, the number
of new business incorporations has grown steadily. with new husiness incorporations in 1994 reaching
their highest level since 1989,

According to Dun & Bradstreet. the business failure rare in Massachusetts. which was
significantly lower than the national average between 1984 and 1989, increased to a rate slightly higher
than that of the United States between 1990 and 1993. [n £994, however. the failure rate for
Massachusctts was lower than that for the nation as a whole: 0.4 percent compared to 0.9 percent. 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 (tota] 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).
Business Failures and Incorporations, 1980-1994
Total New Business
Existing Businesses Incorporations Business Failures Failure Rate
Vear Ma N.E. LS. MA N.E. uv.s. Ma NE _US MA  NE US
1950 NA NA NA 1129 25328 533,520 235 464 11,742 Na NA  Na
1981 Na Na NA 12,615 28,134 581242 226 553 15,694 NA NA  Na
1952 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 123,021 276,551 4,867,102 14,159 32027 634991 313 1203 52,678 04% 04% !1%
1985 125,551 284.25¢ 4,978,352t 15.801 37,943 664.235 683 1,228 57,253 053% 04% 12%
L9%6 129.464 291,842 5.134.666 17320 41,940 702,738 725 1,109 61,616 06% 04% 12%
1957 150,714 340,333 5.99) 274 17.222 42,027 685572 633 1,021 61,111 04% D3% 1.0%
198% 142,307 328,750 5,826,224 16,438 40,251 685,095 355 1,082 57,097 04% 63% 1.0%
198y 175,727 442,068 7,747 846 14,078 35299 676,565 I 1282 50,361 0.4% 03% 0.7%
1994) 180,471 441,000 7,993,026 12,465 31,383 647386 1,913 3,087 60,747 1% 0.7% 0.8%
1 218.384 514.000 8,237,383 11,706 28.864 628,604 2.839 5654 88,140 3% 1I1% 1.1%
1992 222,867 531,111 8,824,454 12,197 28,686 666,800 3031 6214 97,069 4% 12% 11%
1993 200,889 476.607 7.902,t10 12,850 30,233 706.537 2,712 5339 86,133 L3%  11% 11%
199400 213.980 500,933 8.316.279 14065 30,705 741,657 2.097 3757 71520 04% 0.8% 0.9%

SQURCE: The Dun & Bradstreet Corporation, Department of Economic Analysis.
NA=Data not available for these years.
i =prelimirary estunates,
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The economy of Massachusetts is I
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Sector Composition of Massachusetts Gross State Product, 1982-1992
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Gross State Product by Industry in Massachuseits, 1982-1992
(millions of 1987 constant dollars)
Indusirial Sector 1982 1983 1984 1985 1986 1987 1948 19§89 1990 1991 1992
Agriculture $543 5648 $640 3774 5977 $999 942 $913 0l6 $991  $1.020
Construction 3,491 3,828 4,669 5,511 6,043 6,748 6,77 5,988 4,922 4,072 4,114
Manufacturing 21.059 21,838 24,540 24,884 25,034 26,529 27,595 28,724 27523 26,984 27,187
Trans., Pub. 6827 7,358 7.801 7.966 7.946 8.824 .09 9,484 g,722 10,352 10.703
U, Comm.
Wholesale Trade 5,482 5,970 7,188 7,607 8,921 0414 .81 10,079 9,571 0.419 9,881
Retail Trade 8,183 9,199 10,265 11,248 12,699 12,697 13,619 13,493 12,408 11,752 11,932
FIRE 20,946 21.045 22,555 23,566 24960 26,806 28,810 29.22] 28,121 27,457 27,956
Services 21,057 22,051 23,630 25,020 26,831 28,321 30,513 30,391 30,821 30,256 30,705
Government 10,372 10,578 14,675 11,177 11,555 11,842 12,40 12,380 12,627 11,764 t1,514
Other 40 46 38 63 88 96 3 82 70 63 [
Total GSP $97,980 $102,561 $112,021 $117.516 $125,054 $132.276 $139.774 $141.255 §136,701 $133.111 $135.079

Source: United States Depurtment of Commerce, Bureau of Economic Analysis.

Note: "Agriculture” includes Forestry and Fisheries.
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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 includes the broad categories of health services. business services,
educational services, engineering and management services, and social services. [n May 1995, services
sector employment (not seasonally adjusted) was 1,001,500, representing some 33.8 percent of total
nonagricultural employment. The services sector contribitted 22,7 percent of the Commonwealth's Gross
State Product in 1992, After moderate declines in 1990 and 1991, the services sector employment levels
reached new highs in 1993. Between May 1994 and May 1995, the services sector saw an increase in
cmployment of 3.1 percent. An area with relatively high wages, business services employed 17.3
percent of services sector workers in May 1995,

Health Services. The health care industry is the largest coatributor to the services sector and
continues to play an important role in the Massachusetts economy, contributing 9.5 percent of the Gross
State Product in 1992, Health services is the largest component of the services sector in terms of
employment. In 1990, the health services sector numbered 270,900 workers, with 128,600 of those
employed by hospitals. Health services employment continued (o grow during the economic downturn in
the early 1990s and by 1993 had reached 299,900. As of May 1995, health services employment had
increased to 314,500, with 132,800 employed in hospitals.

Trade and International Trade. Tn 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
grew by L1 percent between 1992 and 1993 and 3.3 percent between 1993 and 1994. In May 1995,
retail and wholesale trade was the second largest employment sector in Massachusetts with 675,800
employees, 2.3 percent above May 1994 levels. The retail trade sector employed 76.2 percent of these
employees.

A significant portion of what Massachusetts produces is exported internationally. The total
value of all international shipments from Massachusetts in 1992 represented 9.0 percent of the total Gross
State Product. 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 seme other states in the U.S.,

by 7.1 percent over 1993, This js an improvement over 1993 where exports increased only 0.3 percent
from the previous year, although the 1994 increase still faiis short of the 1).8, increase of 10,2 percent.

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.
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Percentage Composition of Massachusetts Exports by Industry Group, 1994
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Source: Massachusetts Institute for Social and Economic Research. University of Massachusetls at Amherst,

Massachusetts' five most important trading partners for [994 were: Canada, which purchased
$3.1 billion worth of products; the United Kingdom, which bought $1.3 billion: Japat, 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 among its top. ten trading
partners were: Taiwan, which increased 67.1 percent; Ireland. which iacreased 28.6 percent. and the
United Kingdom, which purchased 24.8 percent more Massachusetts’ exports in 1994 than in 1993.
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Value of International Shipments from Massachusests, 1988-1994
{by major industry group, in millions)

Major Industry Groap 1988 1589 1999 1991 1992 1993 1994
Industrial Machinery & Computer Equip,  $4.496.1 $4.521.0 $4.234.1 $4.460 .1 $4,174.0  $3.874.0 $4.065.1
Electronics & Elec. Equip.lex. G45.7 1,395.9 2,005 2.167.4 2.082.1 2.240.5 2,799.5
Compnters)

Instruments & Related Products 1.604.6 1.636.0 1.871.8 1,796 .9 1.848.3 1,867.0 1.897.9
Chemicals & Alhed Products 3233 399.1 479.5 490.3 496.3 5341 632.4
Transportation Equipment 562.0 4336 403.0 352.2 479.0 499 1 4164
Rubber & Misc, Plustic Products 2124 192.4 214.0 196.7 236.8 373.8 417.1
Textile Mill Products 90.4 123.6 1759 199.5 2573 2633 267.7
Printing & Publishing 521 101.8 105.1 141.6 161.5 171.2 136.3
Paper & Allied Products 136.5 175.0 202.9 194.0 243 .1 242.8 258.7
Primary Metal Industries 172.3 170.7 182.7 216.5 200.0 2115 138
Agricultural Production 422 4.6 34.2 452 54.2 48 .4 49.9
Toral from Above Industries $8.664.4 $9.173.6 $9,983.9  $10.260.4 $10,232.7 $10.325.6 $11.1739
Total from All Industries-Massachusetts $2.691.8 3104720 $11,586.8 5118914  $12,157.6 $12.194.8 $13.064.8
Percentage Change 16.1% 2.0% 10.6% 2.6% 22% 0.3% TI%

SOURCE: Massachusetts Institute for Social and Economic Research, University of Massachusetts 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. After dropping significantly
below the national average in 1989 and 1990, the rate of retail sales growth in Massachusetts outpaced
both New England and the nation in 1991 and 1992. Since 1993. however, retail sales growth in
Massachusetts has been slower than retail sales growth for the nation as a whole, although it has been
faster than the New England average. While the retail sales component remains a significant contributor
to the Massachusetts Gross State Product, it now represents a lower percentage of the Gross State Product
(8.9 percent in 1994) than it did in the 1980s, when it contributed between 9 and 9.5 percent of the
Gross State Product.

According to the Federal Reserve Bank of Boston, retail sales for March 1995 were 0.9 percent
above the figures for March 1994. The following chart and table show the annual retail sales activity for
Massachusetts and the United States from 1980-1994.

Percentage Change in Retail Sales, 1981-1994
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Annual Retail Sales, 1930-1994
(in millions)

Massachusetts New England United States

Year Sales Percentage Change Sales Percentage Charige Sales Percentuge Change
1980 $23,068 $51,924 $954,826

1981 25,347 9.9% 57.91% 11.5% 1.038,309 8.7%
1982 27,231 T.4% 59.94% 3.5% 1,068,227 29%
1983 29,083 6.3% 65,277 89% 1.167.416 9.35%
1984 32,261 10.9% 72,194 10.6% 1.283,753 10.0%
1985 35.014 8.5% 71,765 7.7% 1,373,829 T.0%
1586 38.2%6 93% 86,431 1.1% 1,449,210 5.5%
1987 40,664 63% 93,557 8.2% 1,538,637 6.2%
1988 43,868 7.9% 105,028 12.3% 1.649.974 72%
1989 44,830 22% 111,903 6.5% 1,762,012 6.8%
19%0 44,091 -1.6% 112,087 02% 1,849,941 5.0%
1991 45,163 24% 10,851 1% 1,865,811 0.5%
1992 47,491 52% 112,804 1.8% 1,956,175 4.8%
1993 49,576 4.4% 116,265 3.1% 2,083,877 65%
1994 52,466 5.8% 121,796 48% 2,241,321 T6%

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

Finance, Insurance, and Real Estate. While the Finance, Insu-ance and Rea) Estate (*FIRE"™)
sector experienced 23,7 percent growth in employment between 1984 and 1988. there was an [1.2
percent decline in employment between 1988 and 1992. Despite increase: of 1.5 percent in 1993 and 4.6
percent in 1994, employment levels in this sector remain well below 1983 levels. As of May 1995, total
employment in the FIRE sector was 210,900, an increase of 1.2 percen over May 1994 levels. FIRE
contributed 20.7 percent of the Massachusetts Gross State Product in 199,

Housing and Construction. Fueled by the general growth o the rest of the Massachusetts
economy, employment in the construction industry experienced dramatis 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, when employment in the construction industry declined nearly 50 percent.
Since 1993, with the return to general growth in the Massachusetts econa ny. employment in construction
has rebounded with growth rates of 9.0 percent in 1993 and 8.7 perceat in 1994. In May 1995, the
construction sector employed 92,000 people, an increase of 6.1 percent nver May 1994 levels. In 1992
construction activity contributed 3.0 percent of the Massachusetts Gross State Product.

The following table shows the number of housing permits avthorized on an annual basis in
Massachusetts, New England, and the United States. Between 1983 any. 1986, both Massachusetts and
New England experienced explosive growth in the number of housing permits authorized. This period of
strong growth was followed by a prolonged decline between 1986 and 1991 during which the number of
housing permits authorized in Massachusetts declined by 71.5 percent. Since 1992, however, the number
of housing permits authorized in Massachusetts has increased in each year. In 1994, the number of
housing permits authorized increased 2.9 percent in Massachusetts, ¢ompared to an increase of 0.7
percent for New England and 12.1 percent for the United States.
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Percentage Change in Housing Permits Authorized, 1971-1994
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Housing Permits Authorized, 1970-1994
Massachusetts New England United States

Year Total Permits _ Perceniage Change  Total Permits Fercentage Change  Towal Permits Percentage Change
1970 39,460 74,230 1,355,000

1971 51.400 3% 96,360 298% 1,213,000 41.2%
1972 46,330 4.0% 98.080 1.8% 2.138.000 11.8%
1973 42.350 -14.1% 84,640 13 T% 1,783,000 -le %
1974 25,580 -19.6% 54,310 35 8% 1,068,000 -40.1%
1975 16,640 -34.9% 40,690 251% 935,000 -12.5%
1976 19,050 14.5% 47,160 129% 1,285,000 37.4%
1977 24,870 30.6% 58,200 23.4% 1,678.000 30.6%
19718 20,090 -19.2% 55,100 53% 1,659,000 -1.1%
1979 20,210 0.6% 54,900 -0.4% 1,534,000 -1.5%
1980 16,473 -18.5% 40,970 -25.4% 1,171,000 -23.7%
1981 15,834 -3.8% 38,300 -6.5% 985,000 -15.9%
1982 15,529 -2.0% 38,370 02% 1,000,000 1.5%
1983 22,659 45.9% 57,700 50.4% 1,606,000 60.6%
1984 28,287 248% 72,760 26.1% 1,691,000 53%
1985 39.251 k1934 96,080 4% 1,733,000 2.5%
1986 43,598 11.1% 107,805 12.2% 1.773.000 23%
1987 40,173 -19% 101,599 -5 8% 1.542 000 -13.0%
1988 31,954 -20.5% 52,769 18.5% 1,450,000 -6.0%
1989 21,982 312% 54,129 -34.0% 1,347.000 STA%
199G 15,765 283% 38,148 -29.5% 1,127,000 -16.3%
1991 12.435 211% 30,3%6 -20.3% 954,000 -15.4%
1992 16,209 303% 37.000 21.7% 1,106,000 159%
1993 17,717 9.3% 39.765 T5% 1.211,000 Q5%
1994 18,236 29% 40,027 07% 1,358,000 12.1%

SOURCES: Massachusetts Institute for Social and Economic Reses rch; Federal Reserve Bank of Boston;
United States Department of Commerce.

The current recovery in the regional economy is reflected in the housing sector. Significant
declines in existing home sales in Massachusetts in 1989 and 1990 {of 12.0 percent and 34.6 percent,
respectively) were followed by rapid sales growth between 1991 and 1993, when home sales in
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Massachusetts increased at a yearly rate substantially higher than the nat.onal average. Following this
period of rapid growth. the growth in existing home sales slowed to a rute of 7.7 percent in 1994 but
grew at a faster rate than New England or the Unired States. On a seasonally adjusted annual rate basis.
existing home sales for the Commonwealth. New England, and the United States appear in the table

beiow,
Existing Home Sales, 1983-1994
(seasonally adjusted annual rates, in thousands)
Massachusetts New England United States

Year Sales Pereenpage Change Sales Percentage Change Scles Perceniave Chatige
1983 59.2 141.3 2,925.0

1984 54.9 13% 140.7 0.4% 3,092.5 5.7%
1985 60.2 9.7% 157.0 11.6% 1.487.5 12.8%
1986 66.0 S.0% 169.2 TE8% 3.897.5 11.8%
1987 76.4 15.8% 174.5 3% 397170 20%
1988 6.6 03% 178.5% 23% 3.947.5 0.7%
1989 67.4 -12.0% 142 .8 220.0% 3.807.3 3.5%
1990 44.1 -34.6% NA NA 3.483.3 8.3%
1991 49.5 12.2 NA MA 3.,561.5 2.2%
1992 57.7 16.6% 139.7 Ma 3,888.0 923%
1993 96,0 14.4% 159 13.9% 4,205.0 3.2%
1994 71.1 7.7% 170.1 6.9% 4,420.0 SA%

SOURCES: Federal Reserve Bank of Boston; National Association of Realtors.
NA=Not Available.

Single family home prices for the Baston 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 54.4 percent above the national
average in 1994,

Average Annual Home Prices, 1983-1994
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Average Annual Home Prices for the Boston Metropolitan Area, 1983-1994
fin thousands)

Year ) Baston .5, Bosran Prices as a Percentage of the 17,8,
1983 $82.3 $69.7 118.1%
1984 8.0 72.4 [35.4%
1985 130.8 75.3 173.7%
19%6 1382 B2 197.3%
fYR7 176.5 85.8 205.7%
1988 180.7 $9.5 W9%
1959 181.5 931 195.0%
199101 173.%8 952 1B2.6%
1991 168.5 99.4 169.5%
1992 170.5 103.6 164.6%
1993 171.4 1063 160.9%
1994 178 7 108.7 164.4%

SOQURCES: 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 empioyment. Foliowing a peak
in the value of military prime contracts awarded to Massachusetts firms in fiscal 1986 of 38.7 billion.
detense-related contracts declined 17 percent by fiscal 1988 to $7.2 billion. By fiscal year 1994, the
value of defense-related prime contracts had declined to $5.1 billion. The diversity of Massachusetts
cotopanies, particularly in the area of electronics and high technology research and development. has

helped dampen the impact of the decline in national defense expenditures on the Massachusetts economy,
Ner Value of Prime Contract Awards, 1980-1994
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The importance of the defense industry to the Massachuselts econemy is reflected in the
following table. which shows the value of Department of Defense prime contract awards between 1980
and 1994. Since 1980, Massachusetts has increased its share of New England contract awards from 42.7
percent of total New England awards to 54.7 percent of such awards in 1994. The net value of prime
coniract awards in fiscal year 1994 declined in Massachusetts, New England, and the United States. At
the same ime. the Commonwealth's share of the national total declined 10 4.6 percent from a high of 7.3
percent in 1989,
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Net Value of Department of Defense Prime Contract Awards, 1980-1994
{in millions)

Fivcal Year Ma N.E, U.5. Percentage MA of N.E. Percentage MA of U5,
19R0> $3,743 $8.775 $68.070 427 % 55%
1981~ 4,605 10,372 87,761 44 <% 3I%
1982+ 5317 13.037 103,358 404 % 5.1%
1953 6. 328 12,967 118,744 48+ % 3.3%
1984 7.020 14,249 123.995 49, % 5.7%
1985 1714 15,487 140,096 495 % 55%
1986 8,735 15,748 136.026 55. % 6.4%
1987 8.685 15,606 133,262 357 % 6.5%
1988 7,212 13,673 125,767 52.'% 57%
1989 8.757 16.268 119,917 330 % T3%
199} 8,166 4,271 121,254 5% 6. 7%
1993 6.933 13,889 124,119 49.1% 5.6%
1992 5.686 11,033 112,285 510% 5.1%
1993 5.836 10,779 114,145 55.. % 5.2%

1994 5,106 9,320 110,316 54.7% 4.6%

SOURCE: United $tates Department of Defense.
* Prime Contract is defined as $10.000 and above for these years: begnming in 1983 it is defined as $25.00C and ahove.

Travel and Tourism. The travel and tourism industry represents a substantial component of the
overall Massachusetts economy. Massachuselts is one of the nation's mest popular tourist and travel
destinations for both domestic and international visitors. The greater 3oston area represents New
England’s most popular destination, as the site of many popular and historic attractions inciuding the
New England Aquarium, Boston's Museum of Fine Arts, Boston’s Museum of Science, the U.8.8.
Constittion. the Kennedy Library and Museum, and Faneuil Hall Marketplace,

The Massachusetts Office of Travel and Tourism estimates that @ total of 23.9 million people
visited the Commonwealth in 1994. Of these. 1.5 million were international visitors. It was also
estimated that 1993 spending by domestic travelers was $7.35 billion whilz international travelers spent
$1.36 billion. The domestic visitor spending represents an 8.1 percert increase over 1992, while
international traveler spending increased by 13.3 percent.
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HUMAN RESOURCES AND INFRASTRUCTURE

Human Resources. The availability of a skilled and well-educated population s 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 2 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 §.13 in 1983-1984 to
a high of 1.30 in [986-1987. Preliminary estimates for the 199394 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 [991-92 spending tevels. The following table and chart show expenditures per pupil for
Massachusctts and the United States since the 1979-80 academic year. Data for the 1993-94 academic
year are preliminary estimates based on state-reported preliminary data.
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Expenditure Per Pupil in Public Elementary and Secondary Schools, 1980-1994
(in current, unadjusted dollars)

Academic Year Massachusetts Unired States  Ratic (MA/U.S.}
1979-80 $2,819 ) $2,272 1.24
1980-81 52,940 $2.502 " 1.18
1981-82 §3.137 $2,726 .15
1982-83 $3.378 $2.955 L.14
1983-84 13,595 33,173 1.13
1984-85 34,026 $3.470 1.16
14585-86 $4,562 $3,756 1.21
1986-87 $5.145 $3.970 1.30
1987-88 $5.471 $4,240 1.29
198%-8Y $5,972 $4.645 1.29
1989-90) $6,237 $4,962 1.26
199091 $6.366 $5.245 1.21
1991-92 36,408 $5,421 1.18
199203 $6,141 $5.170 1.19
1993094{p} = - 36,361 $5,314 L.20
SOURCE: United States Department of Education, National Center for Education
Statistics.

{(p}= preliminary estimates.
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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, rccording 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 earollment
in the United States. The Massachusetts public higher education systom is composed of universities,
state colleges, and community colleges with a combined enrollment of 180,753 students in 1992. In
addition, Massachusetts contains a system of private higher education that accounted for 56.7 percent of
total enroliment in Massachusetts in 1992, 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 alse 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 institulions
have a large number of Nobel Laureates. The Massachusetts bistitute 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 rescarch and development (“R&D™) at doctorate-granting
tostitutions in 1993, compared with 9.5 percent for Massachusetts. In 1993, the federal government
provided funding for 71.6 percent of all R&D activities in Massachusetts compared to 60.0 percent for
the nation as a whole. Massachusetts received 6.7 percent of total federal spending on R&D in 1993,

The higher education system in Massachuselts 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 Massachusetis
higher education system while only 11.854 mugrated out ot 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 targe 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 Statss population. Note that the figures are
particularly strong for masters and doctoral degress.

Science and Engineering Degrees Conferred in Massachusetts, 1991

Mussachusens as
Tewal Number Fercentage of U.S. Towl

Baccalaureate:
Mathematics 618 42%
Physical Sciences 751 4.5%
Engineering 2975 4.9%
Masters:
Mathematics 244 68%
Physical Sctences 415 3.0%
Engineering T189 9.3%
Ph.D.;
Mathematics 69 7.4%
Physical Sciences 3le Ti%
Engineenng 350 6.7%

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

Nute: Massachusetts population age 15 and over a5 a percentage of U.S,
porulanon age 25 and over i 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 tota] 1992 federal spending on college and university-based research and development
in Massachusetts, 44.3 percent was from the Department of Health snd 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
Admirustration. 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 are among the Commonwealth’s 25 largest non-governmental
employers. The educational services sector includes only private institutions for education: public
institutions are included in the government sector. According to the Massachusetts Department of
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Employment and Training, educational services accounted for 121.800 jobs in May 1995, while in the
government sector, state and local public edt}fcation accounted for 170.60( jobs in May 1995,

Major Infrastructure Projects. The next decade brings significant work on several major public
sector-sponsored construction projects. giving rise m 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 t employ 5.000 on-site warkers
and 10,000 auxiliary workers during the peak years of construction, 1934 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 facilitizs 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 o the project began
in 1988 and is expected 1o 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 attached hereto is furnished by The Commonwealth
of Massachusetts (the "Commonwealth"). [t contains certain fiscal, financial and economic information concerning
the Commonwealth and its ability to meet its obligations. The Commonweulth Information Statement confains
information only through its date, and should be read in its entirety.

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

Exhibit A to this Information Statement sets forth certain economic, demographic and statistical information
concerning the Commonwealth. Exhibits B and C contain the Commonwealth’s fiscal 1994 combined financial
statements (statutory basis) and fiscal 1994 general purpose financial statemerts (GAAP basis), respectively.



The government of the Commonwealth is divided into three branches:
Legislature and the Judiciary, as indicated by the chart below.,
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Executive Branch

The Governor is the chief executive officer of the Commenwealth. Otl er elected members of the executive
branch are the Lieutenant Governor {elected with the Governor). the Treasurcr 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 efection 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 corfirmation of certain gubernatorial
appointments, particularly judges, and must approve all warrants (other thar 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 Commi ssioners, 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 Gevernor in administration and policy
making, is comprised of the secretaries who head the eleven. Executive Offic:s. Cabinet secrefaries serve at the
pleasure of the Governor. All agencies are groupcd under one of the eleven fxecutive Offices for administrative
purposes.

Approximately 76.4% of the Commonwealth’s fiscal 1995 program er penditures in the budgeted operating
funds is allocated to the Executive Offices. Listed below are the eleven Exex utive 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 ot 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 Priscilia H. Douglas 0.2
Economic Affairs Gloria C. Larson az2
Educational Affairs Piedad F. Robertson 16.6
Elder Affairs Franklin P. Ollivierrs 0.8
Environmental Affairs Trudy Coxe 1.0
Health and Human Services Gerald Whitburn 426
Labor Christine E. Morris 0.2
Public Safery Kathleen O'Toole 4.8
Transportation and Construction James J. Kerasiotes g

SOURCE: Executive Office for Administration and Finance.

Approximately 3.7% of the Commonwealth’s fiscal 1995 expenditurcs in the budgeted operating funds are
for the costs and expenses of the constitutional officers (other than the S ate Treasurer), the Legislature, the
Judiciary, the Office of the Comptroller, the Board of Library Commissioners, the Office of the Inspector General,
the State Bthics 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 admin istration. See "COMMONWEALTH
PROGRAMS AND SERVICES -- Local Aid", "-- Debt Service” and " -- Pen ions”. The remaining 0.6 % of fiscal
1995 expenditures is reserved for contingencies.
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The Govemor’s chief fiscal officer is the Secretary for Administration and Finance. The activities of the
Executive Office for Administration and Finance fall within five broad categories: (i) administrative and fiscal
supervision, including supervision of the implementation of the Commonwealth's budget and monitoring of all
agency expenditures during the fiscal year; (ii) enforcement of the Commonwealth’s tax laws and collection of tax
revenues through the Department of Revenue for remittance to the State Treasurer; (iii) human resource
management, including administration of the state personnel system, civil service system and employee benefit
programs, and negotiation of collective bargaining agreements with certain of the Commonwealth’s public employee
unions; (iv) capital facilities management, including coordinatin g and averseeing 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 functious are the responsibility of the Comptroller. The Comptroller also administers the annual state
single audit and operates the state accounting system. The Comptroller is appointed by the Governor for a term
coterminous with the Governor’s and may be removed by the Governor only for cause. The preliminary and annual
financial reports of the Commonwealth, single audit reports and any rules and regulations promulgated by the
Comptroller must be reviewed by an advisory board. This board is chaired by the Secretary for Administration and
Finance and includes the State Treasurer, the Atiorney 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
Commonwealth’s general purpose financial statements and to conduct the state single audit. See
"COMMONWEALTH BUDGET, FINANCIAL MANAGEMENT AND CONTROLS".

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

In addition to these responsibilities, the State Treasurer serves as Chairman of the Massachusetts Lottery
Commission, the State Retirement Board, the Pension Reserve Invastment Management Roard, the Massachusetts
Convention Center Authority, the Emergency Finance Board and the Massachusetts Water Pollution Abatement
Trust. The State Treasurer also serves as a member of numerous other state boards and commissions.

State Auditor. The State Auditor is charged with improving the efficiency of state government by auditing
the administration and expenditure of public funds and reporting the findings to the public. The Office of the State
Auditor reviews the activities and operations of approximately 750 state entities and contract compliance of private
vendors 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 Commonwealth in actions in which a state law or executive
action is challenged. The Attorney General also brings actions to enforce environmental and consumer protection
slatutes, 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 coordinate and monitor al] pending liti gation.

State Secretary. The Secretary of the Commonwealth is responsible for collection and storage of public
recotds and archives, securities regulation, state elections and custody of the seal of the Commonwealth,
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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 Represeptatives of 160 members. Members

of both the Senate and the Housc are elected to two-year terms in even-numbezed years. The General Court meets
every year, and sessions often extend throughout the year.

The House of Representatives must originate any bill which imposes a tax. Once a tax bill is originated
by the House and forwarded to the Senate for consideration, the Senate may imend it. All bills are presented to
the Governor for approval or veto; the General Court may override the Govemior’s veto of any bill by a two-thirds
vote of each branch of the Legislature. The Governor also has the power to return a bill to the branch of the
Legislature in which it was originated with a recommendation that certain amendments be made therein; such bill
is then before the Legislature and is subject to amendment or reenactment #1 which point the Governor has no
further right to return the bill a second time with a recommendation to ameng,

Judicial Branch

The judicial branch of state government is composed of the Supreme J 1dicial Court, the Appeals Court and
the Trial Court. The Supreme Judicial Court has original jurisdiction over cert: in cases and hears appeals from both
the Appeals Court, which is an intermediate appellate court, and, in some caser, directly from the Trial Court. The
Supreme Judicial Court is authorized to render advisory opinions on importait questions of law to the Governor,
the General Court and the Governor's Council. Judges of the Supreme Judic al Court, the Appeals Court and the
Trial Court are appointed by the Goveror, with the advice and consent of the Governor's Council, to serve until
the mandatory retirement age of 70 years.

Independent Authorities and Agencies

Within the Commonwealth 56 independent authorities and agen:ies have been established by the
Legislature, the budgets of which are not included in the Commonwealth’s annual budget. The Govemimental
Accounting Standards Board (GASB) statement number 14 established 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, sperating assistance and debt service
payments, and is liable for the outstanding debt of certain of these awlhorities and agencies, such as the
Massachusetts Bay Transportation Authority (the "MBTA"), the Boston Me:ropolitan District, the Woods Hole,
Martha’s Vineyard and Nantucket Steamship Awuthority (the “Steamship Authority"), certain regional transit
authorities ("RTA’s"), the Massachusetts Convention Center Authority (tbe "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 ins lude the Massachusetts Educational
Financing Authority, the Massachusetts Health and Educational Facilities Authority ("HEFA"), the Massachusetts
Industrial Finance Agency ("MIFA™), the Massachusetts Port Authority, the Massachusetts Turnpike Authority, the
Massachusetts Water Pollution Abatement Trust (see “OTHER COMMCNWEALTH 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 Exhibit C hereto.

Local Government
Below the level of state government are 14 county governments responsible for various functions,

principally the operation of houses of correction and registries of probate und deeds. Each county government
assesses its constituent cities and towns for the costs of its services.
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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
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
avaifable funds (including general and dedicated reserve funds). Following the enactment in 1980 of the tax
limitation injtiative petition commonly known as Proposition 2 1/2, most local governments have been forced to rely
on ather revenues, principally Local Aid, to support local programs and services. See "COMMONWEALTH
PROGRAMS AND SERVICES -- Local Aid".

Initiative Petitions

Under the Massachusctts 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 ag 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 after the date of the election.
Initiative petitions approved by the voters do not constitute constitutionsl amendments and may be subsequently
amended or repealed by the Legislature. In recent years ballots at statewide general elections typically have
presented a variety of initiative petitions, frequently including petitions relating to tax and fiscal policy. A number
of these have been approved and become law. See particularly "COMMONWEALTH REVENUES -- State Taxes;
Income Tax", "-- Other Taxes" and "-- Limitations on Tax Revenies" and "COMMONWEALTH PROGRAMS
AND SERVICES -- l.ocal 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 to in this Information Statement as the "budgeted operating funds" of
the Commonwealth. They do not include the capital projects funds of the Commonwealth, into which the proceeds
of Commonwealth bonds are deposited. See "Overview of Capital Spending Process and Controls; Capital Projects
Fund Structure”, The three principal budgeted operating funds are the General Fund, the Highway Fund and the
Local Aid Fund. Expenditures from these three funds generally account for approximately 98 % of total expenditures
of the budgeted operating funds.

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} to make up any difference between actual statz revenues and aflowable state revenues
in any fiscal ycar 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 subdivistons. Upto 5% of total state
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tax revenues may be accumulated in the Stabilization Fund. Amounts in excess of that figure at the end of any fiscal
year are to be applied to the reduction of personal income laxes.

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

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

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

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

Various procedures required by state finance law are used by the Commonwealth to monitor revenues and
expenditures during the fiscal year. For example, quarterly revenue estimates are required to be made by the
Secretary for Administration and Finance, and the Office of the Comptroller publishes a quarterly report of planned
and actual revenues. See "COMMONWEALTH REVENUES - Tax Revenue Forecasting”. In addition, each
department head is required to notify the Secretary for Administration ant Finance and the House and Senate
Committees on Ways and Means of any anticipated decrease in estimated reyenues for his or her department from
the federal government or other sources or whenever it appears that any appropriation will be insufficient to meet
all expenditures required in the fiscal year by any law, rule, regulation or order not subject to administrative control.
The Secretary for Administration and Finance must notify the Governor and the House and Senate Committees on
Ways and Means whenever the Secretary determines that revenues will be insufficient to meet authorized
expenditures. The Secretary for Administration and Finance is then required *o 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.
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From time to time, the Governor’s use of the Section 9C power to withhold allotments has been challenged
by litigation. In May 1990 the Massachusetts Supreme Judicial Court invalidated a withholding of local school aid
funds, ruling that Section 9C extended only to appropriations of funds 1o state agencies under the control of the
Governor.

Cash and Budgetary Controls

The Commonwealth has in place controls designed to ensure that sufficient cash is available to meet the
Commonwealth’s obligations, that state expenditures are consistent with periodic allotments of annual appropriations
and that moneys are expended consistently with statutory and public purposes. Two independently 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
activities.

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

Cash Management Practices of State Treasurer

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

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

The State Treasurer is required to prepare and submit quarterly (o 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 estithated 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 is used by all state agencies and departments except for independent state authorities. MMARS provides a
ledger-based system of revenue and expenditure accounts enabling the Comptroller to control obligations and
expenditures effectively and to ensure that appropriations are not exceeded during the course of the fiscal year.
During fiscal 1992 the Commonwealth added a billing and accounts receivable subsystem to its statewide accounting
systemn in order to automate the billing, collection and management of its non-tax revenues,
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Expenditure Controls. The Comptroller requires that the amount of gll obligations under purchase orders,
contracts and other commitments for the expenditures of monies be recorded as encumbrances. Once encumbered,
these amounts are not available to support additional spending commitments, As a result of these encumbrances,
spending agencies can use MMARS to determine at any given time the amount of their appropriations available for
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, -he Comptroller’s office reviews each
account and subaccount to ensure that the necessary monies for payment have been both appropriated by the
Legislature and allotted by the Governor. By law, certain obligations may be placed upon the warrant even if the
supporting appropriation and/or allotment is insufficient. These obligations 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 pricrity among the
Commonwealth’s various payment obligations.

Internal Controls. The Comptroller maintains internal control policies and procedures in accordance with
state finance law that state agencies are required to follow. Violations of state finance law or regulation, or other
internal control 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 basiz of accounting”). The emphasis is on
accountability and budgetary control over appropriations.

Under the statutory basis, tax and departmental revenues are accounted for on a modified cash basis by
reconciling revenue to actual cash receipts confirmed by the State Treasurer, Certain limited revenue accruals are
also recognized, including federal reimbursements receivable with respect to expenditures already made.
Expenditures ar¢ 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 are
recognized as accounts payable and inciuded 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 (:AAP basis. However, for certain
federally-mandated entitlement programs, such as Medicaid, expenditurss are recognized to the extent of
disbursements on apprapriations made through June 30 of each fiscal year. The approximate net effect of this
statutory practice is to charge in each fiscal year the Medicaid bills of the las! 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 bas prepared Commonwealth financial
statements on a GAAP basis. The emphasis is on demonstrating interpericd 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 Commonwtalth 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 taxes, federal grants and reimbursements, local government assessments for
operations of the MBTA and reimbursements for the use of materials and se-vices. Tax accruals, which represent
the estimated amounts due to the Commonwealth on previous filings, over and under withholdings, estimated
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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 refated fund liabiiity is incurred.
Principal and interest on long-term debt obligations are recorded as fund liabilities when due. Major expenditure
accruals are recorded for the cost of Medicaid claims that have been incurred but not paid. net cost of service
payments due to the MBTA, claims and judgments and compensated absences such as vacation pay earned by state
employees. See "FINANCIAL RESULTS -- Selected Financial Data - GAAP Basis" and "EXHIBIT C - 1994
General Purpose Financial Statements -- GAAP Basis".

Financial Reports. 'The Commonweallh’s fiscal year ends on June 30 of each year. Throughout the year,
the Comptroller prepares interim financial statements, and, in Septeraber, following the end of each fiscal year, the
Compiroller issues the Preliminary Financial Report. These interim and preliminary financials are prepared on the
statutory basis of accounting and are not audited, but they are considered authoritative, In the following January,
the Comptroller publishes the Commonwealth’s audited annual report. For fiscal 1986 through 1989 this report
included audited financial statements on both the statutory basis of accounting and on the GAAP basis. Since fiscal
1990, these financial statements have been issued as two separate financial reports, one utilizing the statutory basis
of accounting (the "Statutory Basis Financial Report“) and the Comprehensive Annual Financial Repeort ("CAFR"},
which is on a GAAP basis. The gencral purpose financial statements. from these two reports of the Comunanwealth
for fiscal 1994 are attached hereto as Exhibits B and C, respectively. For fiscal 1990 through 1994 the independent
auditor's opinions were unqualified. Copies 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
tinancial statements and on certain other reports required by the single audit. As part of the single audit, the
tndependent auditors render a report on all programs involving federal funding for compliance with federal and state
laws and regulations and assess the adequacy of internal control systems. A separate report is issued on all
programs not involving federal funding.

The Commonwealth CAFRs for fiscal 1990 through fiscal 1993, from which certain information contained
in this [nformation 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 Certificate of Achievement is the highest form of recognition for excellence in state and local government
financial reporting.

In order to be awarded a Certificale 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 peried 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 submitied to the GFOA.,

Overview of Capital Spending Process and Controls

Capital Projects Fund Structure, Capital projects funds ("Capital Projects Funds™) are used to account for
financial activity related to the acquisition of major capital 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 issnance
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. Sce "COMMONWEALTH BOND AND NOTE
LIABILITIES -- Overview”. Pursuant to state finance law, the Governor, through the Secretary for Administration
and l'inance, has discretion over the allotment and, therefore, the actnal expenditure of funds authorized by capital
appropriations.



Five-Year Capital Spending Plan. In August 1991, the administration announced the development of a five-
year capital spending plan (the “Five-Year Capital Spending Plan”). The Fiv:-Year Capital Spending Pian, which
is an administrative guideline and subject to amendment by the Governar at ny time, sets forth capital spending
atlocations for the next five fiscal years and establishes capital spending limit:. The Governor bas also introduced
a set of capital spending controls. See "Capital Spending Controls”,

The policy objective of the Five-Year Capital Spending Plan i: to limit the debt burden of the
Commonwealth by controlling the relationship between current capital spend-ng and the issuance of bonds by the
Commonwealth. Capital appropriations enacted by the Legislature are typically matched with bond authorizations.
The Governor, by utilizing his discretion over the allotment of funds for capital appropriations, may control the rate
at which capital appropriations are expended, and therefore control the amcunt of bonds issued to finance such

expenditures.

The following table, entitled "Summary of Five-Year Capital Spencing Plan and Plan of Finance”, scts
forth current estimates of capital spending of the Commonwealth, including ‘he MBTA, as well as the sources of
funding for such capital spending, including federal aid, for fiscal years 1995 hrough 1999. Total capital spending
for fiscal years 1995 through 1999 to be financed from Commonwealth debi is forecast at approximately $4.634
billion, which is significantly below legislatively authorized capital spendin:; levels. In addition, the Five-Year
Capital Spending Plan also forecasts total MBTA capital expenditures of $1.683 billion for fiscal years 1993 through
1999, 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 tunnel and central artery projects and for stat> highways and bridge repair. The
Legislature recently enacted and the Governor signed into law legislation providing for approximately $3.3 billion
of transportation related expenditures to be funded from federal aid and Corymonwealth debt. This amount is in
addition to legislation enacted earlier in fiscal 1995 that provides for aj proximately $2.4 billion of simitar
transportation related expenditures. The Executive Office for Adminmistraticn and Finance regularly reviews the
Five-Year Capital Spending Plan to account for changes in the expected timin ; and amount of the Commonwealth’s
capital expenditures. These expenditures are included in the following table
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Summary of Five-Year Capital Spending Plan and Plan of Finance(1)
(in millions)

1995 1996 1997 1998 1999 Tot!

Uses of Funds
Information Technology $25 $20 $21 517 319 $ 102
Infrastructure(2) 128 168 217 237 214 964
Enviroamental Affairs

Commonwealth Expenditures 114 73 61 48 74 370

Open Space Acquisition 35 40 45 45 45 210

Subtatal 149 113 106 93 119 580
Housing 58 65 77 78 78 356
Transportation

Commoenwealth Expenditures 453 413 348 302 363 1,879

MBT A 350 400 400 330 203 1,683

Federal Highway/MBTA Aid 1,620 L.431 1,337 1,035 980 6,403

Subtotal 2,423 2,244 2,085 1,667 1,546 2,965
Economic Development 0 103 117 118 150 488
Miscellanecus Capital Projects _38 _12 _8 7 10 15

Total 2,821 (3 32,725 g‘@ $2.217 $2.136 $12,530
Sourcesi of Funds
Federal Aid 31,620 $1,431 $1,337 $1,035 $ 980 $6,403
Commenwealth Debt(d) 1,031 (5) 894 894 852 953 4,624
MBTA Bounds 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 Administration and Finance.

(4Y) Totals may not add due to rounding.

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

3 The difference batween the total uses of funds and total sources of funds primarily rzlates to the timing of issuance of Coinmonweslth
debt,

4 Includes general ebligation honds and special obligation bonds.

(5) Includes expected issuance of approximately $180 million of general obligation honds for certain expenditures unrelated 1o fiscal 1995,

The Commonwealth anticipates that a substantial portion of the state financed share of the Five Year Capital
Spending Plan will be financed from the proceeds of general obligation debt. Due to the size and complexity of
the Commonwealth’s capital program, and other factors, the timing and amount of actuai 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 authcrize 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 convention center, with at 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 separatc from the convention center. The study and recommendations would be completed by late
spring, and the legislation contemplates fina] 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 January 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 tunnel 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 operatzd by the MTA. The legisiation provides for

A-12



various payments by the MTA to the Commonwealth with respect to the cuontral atfery and third harbor tunnels
portions of the system and to the Massport with respect to the Tobin Bridg:. These payments, as well as costs
related to the equipping and initial operation of the system, would be financid on an interim basis by the issuance
of up to $449 million of notes by the MTA, which notes would be guarwnteed by the Commonwealth. The
legislation also authorizes the MTA to conduct an implementation study to det >rmine a fong-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 Controls. In conjunction with the development of the Five-Year Capital Spending
Plan, the Governor has directed the implementation of a number of accounting procedures and fiscal controls to limit
agency capital spending to the levels 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 Comptroller’s statewile accounting system, and federal
reimbursements have been budgeted and monitored against anticipated receifts.

The Governior is pursuing additional measures to limit the practice ¢ f shifting operating agency personnel
costs and other operating expenditures to Capital Projects Funds. Impleinentation 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 ali
activities of the Commonwealth. The audit encompasses 750 entities, including the court system and the
independent authorities, and includes an overall evaluation of management operations. The State Auditor also has
the authority 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 financ al compliance and performance andits
in accordance with generally accepted government auditing standards issue] by the Comptroller General of the
United States. In addition, and in conjunction with the independent public acounting firm of Deloitte & Touche,
the State Auditor performs a significant portion of the audit work relating tc the state single audit.

Within the State Auditor’s office is the Division of Local Mandates, which evaluates all proposed and actual
legislation to determine the financial impact on the Commonwealth’s cities anu. 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 State Auditor’s fin wicial analysis is used to establish the
amount of reimbursement duc. See "COMMONWEALTH PROGRAMS AND SERVICES -- Local Aid;
Proposition 2 1/2",

FINANCIAL RESULTS

As the annual operating budget of the Commonwealth is adopted in 1ccordance 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 }as prepared separate audited financial
reports on the statutory basis and on a GAAP basis. See "COMMOMWEALTH BUDGET, FINANCIAL
MANAGEMENT AND CONTROLS -- Fiscal Control, Accounting and Reporting Practices of the Comptroller;
Financial Reports". The fiscal 1994 statutory 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 unaudited
estimutes 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 budgeted funds. During a fiscal year there are numerous
transactions among these budgeted funds, which from the fund accounting perspective create offsetting inflows and
outflows.

In conducting the budget process, the Executive Office for Administration and Finance excludes those
interfund transactions that by their nature have no impact on the combined fund balance of the budgeted funds. The
following table isolates this interfund activity from the budgeted sources and uses to align more clearly forecasts
prepared during the budget process to the detatied 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 statements as part of the General
Fund, but it is not appropriated or included in the budget process.

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

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

Beginning Fund Balanres

Reserved ot Designated
Stabilization Fund (1}
Undesignated

Total

Reven ther Sources
Taxes

Federal Reimbursements (2)

Departmental and Other Revenues

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

Budgeted Revenues and Other Sources

Mass Transit Assessments from
Municipalities

Interfund Trensfers among Budgeied Funds
and Other Sources

Total Revenues and Other Sonrces

Expenditures and Uses

Programs and Services

Debt Service

Pensions

Jnterfund Transfers to Non-budgeted Funds
and Other Uses

Budgeted Expenditures and
Other Uses

Payment of Municipa!l Mass Transit
Assessments 1o the MBTA and RTA’s

Interfund Transfers ameng Budgeted
Funds ard Other Uses

Total Expenditures and Qther Uses

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

Prior Year Deficit Financing
Ending Fund Balances
Rederved or Designated
Stabilization Fuml (1)
Undesignated

Total

(in millions)

Fiscal Fiscal Fiscal
1990 1991 1692
$124.9 $174.5 31198
- - 59.2
(444.2) {1,278.% 58.1
319.3 1,104 4 237.1
8,517.7 3,994 9 9,433.6
1,717.5 2,777.1 2,393.5
1,131.7 1,204.9 1,187.3
£413 636.6 663.9
12,008 13,633.5 13,728.3
1239 130.2 130.9
91.1 149.7 366.9
12,2232 13,913 .4 14,226.1
1t,770.2 11,944 5 11,757.4
170.9 9423 898.2
671.9 703.9 751.5
46.7 64,0 8.8
13,259.7 13,654.7 13.416.0
123.9 1302 130.9
91.1 149.7 366.9
13.474.7 13.934.6 13,913.8
{1,251.5) 210 iza
466.4 1.362.7 -
174.5 [19.3 236.2
- 59.2 230.4
1,278, 58.1 4.8
§!15104i4] 2237.1 §549.4

110.4
309.5
142.6

$562.5

Estimated
Fiscal Fiscal
1994 1995
$110.4 $72.3
309.5 382.9
142.6 127.1
562.5 589.3
10,606.7 11,178.5
2,901.2 3,034.6
1,187.2 1,249 .4
8532 897.8
15 7 16,360,
140.4 1443
289.1 2258
15.979.2 16,730.4
13,416.2 14,152.4(4}
1,149 .4 1,241.8
908.2 994 3
484 60.0
15,522.9 16.448.5
140.4 1443
289.1 225.8
15,952 4 16,818.6
26.2 (38.2)
79.3 16.8
829 397.9
127.1 6.4
§89.3 wl‘l

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

o)) Stabilization Fund balances are not
() Includea $513 million for fiscal 1991, $198.6 miltion for fiscal 1992, $236.3 million for fiscal 1993, and $247.8 million for fiscal
1994 and an estimated $233.0 miliion for fiscal 1995 in federal reimbursements resul-ing from claims for reimburssment of certain

dable without sub

mt specific legisiative authorization.

uncompensated care for Massachusetts hospitals. See *Fiscal Years 1950 Through 1994" and "1995 FISCAL YEAR".

E)] Interfind transfers represent accounting transfers which reallocate resources among funds. Fund deficit support transfers of $234.8
million in fiscal 1991 have been eliminsted to facilitate comparative analysis. See "COMMONWEALTH REVENUES—Federal and
Othet Non-Tax Revenues”.

4 Includes $98.6 million currently reserved for contingencies. See "1995 FISCAL YEAR".
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Annual budgeted revenues increased by approximately 13.5% in fiscal 1991, 0.7% in fiscal 1992, and 7.1%
in fiscal 1993, Annual budgeted revenues increased from fiscal 1993 to fiscal 1994 by approximately 5.7% and
are projected to increase by approximately 5.2% in fiscal 1995. Annual budgeted expenditures increased at an
annual rate of approximately 3.0% in fiscal 1991, decreased from fiscal 1991 to fiscal 1992 by approximately 1.7%
and increased by approximately 9.5% in fiscal 1993 and increased by approximately 5.6% 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 $562.5 million,
including $309.5 million in the Stabilization Fund. Fiscal 1994 ended with fund balances of $589.3 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 on a GAAP basis for fiscal years 1990 through 1994 for all

budgeted operating funds of the Commonwealth.

Budgeted Operating Funds Operations - GAAP Basis
(in millions)

Fiscul 1990 Fisca] 199] Fiscal 1992 Fiscal 1993 Fiscal 1994

Fund equity (deficit) at beginning of year 3{(946.2) $(1,895 5) $(761.2) 331742y $(184.1)
Revenues and Sources
Taxes 82596 9,131.1 9,471.0 10,0158 10,602.7
Federal Grants and Reimbursements 1,649.7 2,808.8 2,4159 2,627.0 2,918.1
Department and Other Revenues 1,249 ¢ 1,350.1 1.441.1 1,522.4 1,303.8
Interfund Transfers and Cther Sources 8070 300.7 8175 1,015.7 980.3
Total 11,9653 14,099.7 14,145.5 15,181.0 15,804.9
Expenditures and Uses
Programs und Services 11,1932 11,8925 11,348.8 11.636.5 12,238.8
Debt Service 770.9 9423 751.5 1,139.5 1,149.2
Pensions 671.9 706.3 8983 93,5 8302
Interfund Transfers and Other Uses () 745.0 786.3 T67.3 1,378.2 1,474.6
Total 13,381.0 14,328.1 13,7659 15,0477 15,6928
Excess {Deficiency) of Revenues and Other

Sources over Expenditures and Other Uses (1.415.7 (228.4) 3706 1333 112.1
Prior Yaar Deficit Financing 4664 1,362.7 - - Q.0
Fund Equity (Deficit) at End of Year $(1,895.5) 3(761.2) $381.6) $(184.1) 72.0
SOURCE: Office of the Comptroller.
1)) A fund deficit support transfer of $234.8 million in fiscal 1991 has been eliminated 10 facilitate comparative analysis. See

"COMMONWEALTH REVENUES -- Federal and Other Non-Tax Revenues".

(2 As restated to reflect diserete presentation of the University und College Fund. This fund balance is increased $64.2 million due to

certain liabilities related to sccrued salaties and fringe benefits being transferred to the University and College Fund.

Using a modified acerual 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 statuiory 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 acconnting, see "COMMONWEALTH
BUDGET, FINANCIAL MANAGEMENT AND CONTROLS - Fiscal Cuatrol, Accounting and Reperting
Practices of the Comptroller; GAAP Basis of Accounting”.

Fiscal Years 1990 Through 1994

1990 Fiscal Year. Budgeted expenditures for fiscal 1990 were approximately $13.260 billion. Budgeted
revenues and other sources for fiscal 1990 were approximately $12.008 billion. The fiscal 1990 operating loss
equalled approximately $1.252 bifiion 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 procecds of the $1.416 billion of Fiscal
Recovery Bonds issued under legislation enacted in July 1990, See "COMMONWEALTH BOND AND NOTE
LIABILITIES -- Gencral Obligation Debt; Dedicated Income Tax Debt". Ret-oactive application of the proceeds
of such financing would have resulted in a fiscal 1990 positive closing balanc: of $258.3 million, on an adjusted
basis. In order to conserve cash at the end of the fiscal year, the Commonwealth deferred unti! 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. Oune of these vetoes occasioned a defanlt by the
Commonwealth on a payment of $2.5 million due September 1, 1989 or a general obligation basis to the
Massachusetts Community Development Finance Corporation, to which the full faith and credit of the
Cominonwealth 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 on September 17, 1990,

199/ Fiscal Year. Budgeted expenditures for fiscal 1991 were approximately $13.659 billion. Budgeted
revenues and other sources for fiscal 1991 were $13.634 billion. The fiscal 1991 operating loss equalled
approximately $21.2 million. Application of the adjusted fiscal 1990 fund balance of $258.3 million resulted in a
final fiscal 1991 budgetary surplus of $237.1 million. State finance faw 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 undertcok 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 fisca: 1991, At that time, estimated tax
revenues were revised to $8.845 billion, $903.0 million less than was estimated at the time the fiscal 1991 budget
was adopted. The Governor proposed a series of legislative and administrative actions, including withholding of
allotments under Section 9C, designed to eliminate the projected deficit. To address the projected deficit, a number
of legislative measures were enacted, including a state employee furlough program, and the Governor took certain
other administrative actions not requiring legislative approval. It is estimated that spending reductions achieved
through savings initiatives and withholding of allotments totalled $484.3 million for fiscal 1991,

In additton to reducing spending to close the projected budget deficit, the new administration, in May 1991,
filed an amendment to s Medicaid state 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
Commeonwealth obtained additional non-tax revenues in the form of federal reimbursements equal to approximately
$513.0 million on account of uncompensated 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 ceriain 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 1991 year-end cash position compared favorably to the Commonwealth’s cash position at the end of the
prior fiscal year, when the Commonwealth's cash shortfall would have exczeded $1.1 billion had the distribution
of Local Aid not been pastponed.



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

Budgeted expenditures were approximately $13.420 billion in fiscal 1992, which is $238.7 million, or
1.7%, lower than fiscal 1991 budgeted expenditures. Final fiscal 1992 budgeted expenditures were approximately
$300 million higher than the initial July 1991 estimates of budgeted expenditures. While certain expenditures were
less than originally estimated, spending for certain human services programs, in particutar, was higher than initialty
estimated, including an increase of $268.7 million for the Medicaid program and $50.0 million for mental
retardation consent decree requirements. Fiscal 1992 budgeted expenditures for Medicaid were $2.818 billion, or
1.9% higher than fiscal 1991, This increase compares favorably with the 19.0% average annual growth rate of
Medicaid expenditures for fiscal years 1988 through 1991, See "COMMONWEALTH PROGRAMS AND
SERVICES -- Medicaid and Group Health Insurance”.

Appropriations for the General Relief and Group Health Insurance programs were among the appropriations
reduced by the Governor prior to signing the fiscal 1992 budpet. The Legislature overrode the Governor's $376.0
million reduction of the Group Health Insurance appropriation, in essence rejecting the Governor’s proposal to
increase the state employee and retiree share of health insurance costs from 10% to 25%. The General Relief
program was abolished and replaced by Emergency Aid to the Elderly, Disabled and Children {"EAEDC"). The
replacement of General Relief with EAEDC is estimated to have reduced expenditures in fiscal 1992 by §55.1
miflion, 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 million, 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 due on June 3¢, 1992,
retirement of the Commonwealth's outstanding commercial paper (except for approximately $50 million of bond
anticipation notes) and certain other short-term borrowings, as of June 31, 1992, the Commonwealth showed a
year-end cash position of approximately $731.0 million. The fiscal 1992 ending balance compares favorably with
the cash balance of $182.3 miflion at the end of fiscal [991.

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 miflion 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, includirg tax revenues of $2.930 billien. Total
revenuss 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 expenditures and other uses tn fiscal 1993 totalled approximately $14.696 billion,
which s $1.280 billion or approximately 9.6% higher than fiscal (992 expenditures and other uses. Fiscal 1993
budgeted expenditures were $23 million lower than the initial July 1992 estimates of fiscal 1993 budgeted
expenditures.

As of June 30, 1993, after payment of all Local Aid and retirement of short-term debi, the Commonivealth
showed a vear-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 sources over expenditures and other uses of $26.8 million and aggregate ending fund balances
in the budgeted operating funds of the Commonwealth of approximately $389.3 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 1934 while tax revenues increased by
6.8% for the same period.

Commonwealth budgeted expenditures and other uses in fiscal 199¢ 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 purposes 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 1953 base spending of $1.288 billion to
be approximately $396 million in fiscal 1995, $625 million in fiscal 1994 and $868 million in fiscal 1997.
Additional annual increases are afso expected in later fiscal years, The fscal 1995 budget as signed by the
Governor includes $396 million in appropriations to satisfy this legistation.

1995 FISCAL YEAR

On July t0, 1994, the Governor signed into law the fiscal 1995 budget, which, together with authorizations
contained in the final fiscal 1994 appropriations bill and expected supplemental appropriations relating to welfare
and certain other programs, as described below, currently provides for approximately $16.482 billion in fiscal 1995
expenditures. The Governor exercised his authority to veto and reduce individual line items and reduced total
expenditures by approximately $298.2 million and vetoed 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 Excecutive Office of Human Services ¢ nd the Department of Public Welfare,
representing the estimate, at that time, of four months of funding for th: 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 Familics with Dependent Children (AFL:C). The revised program is scheduled
to take effect on July 1, 1995, subject to federal approval of certain waiveri. It reduces AFDC benefits to able-
bodied recipients by 2.75% while allowing them to keep a larger port on of their carned 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 chiidren between the ages of two and six
to participate in an education or training program or perform community service. The plan also establishes a pilot
program for up to 2,000 participants that offers tax credits and wage sub.idies to employers who hire welfare
tecipients. Parents who find employment will be provided with extended me:lical 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 attending 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 miilion 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 heing 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
tax 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 legisletion 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 fanuary 1, 1996 and, therefore, is not
expected to affect fiscal 1993 tax revenues and to have only a minor effect ¢ o fiscal 1996 tax revenues. The no-tax
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status change is estimated to 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 certain tax revenue categories, includin g, in particular, the income
tax, has slowed. Fiscal 1994 tax revenues were approximately $37 million below the Department of Revenue's tax
revenue estimate of $10.694 billion. On Septemnber 26, 1994, as required by law, the Secretary for Administration
and Finance revised the fiscal 1995 tax revenue estimate to $11.234 billion, a reduction of approximately $75
million from the most recent estimate, which represented the $11.328 billion consensus tax revenue estimate Jointly
endorsed in May, 1994 by the Secretary for Administration and Finance and the Chairmen of the House and Senate
Ways and Means Committees in connection with preparation of the fiscal 1995 budget, less $19.3 million of tax
cuts signed by the Governor in the fiscal 1995 budget. On January 25, 1995, based on tax revenue collections
through December 3 1, 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 billion,
a reduction of approximately $55 million from the September 26, 1994 estimate, which amount includes the
estimated $5.5 million reduction related to the no-tax status 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 kigher than anticipated federal reimbursements,

legislative session. The $16.449 billion of fiscal 1993 expenditures includes a reserve agaiast 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 Tanvary 25, 1995, the Governor 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 expendilures.

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 exclude 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 transportation 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 injtiative petition, appropriate moneys from the Highway Fund in such amounts
and for such purposes as it determines, subject only to a constituticnal 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 flow projection prepared by the office of the State Treasurer in December, 1994
estimates the fiscal 1995 year-end cash position to be approximately $447 miltion. This projection is based on the
fiscal 1995 budget as originally signed by the Governor and supplemental appropriations enacted to date. The cash
flow projection reflects actual results through October, 1994 and revenue and spending estimates as of December,
1994, On November 22, [994. the Commonweatth issued $240 million of general obligation nates to fund payments
to the MBTA for its net cost of service. The notes mature on June 15, 1995 (rather than later in fiseal 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 forscast 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 flew of the Commonwealth to vary from the projected cash flow. This cash flow projection assurmes that the
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Commonwealth will issue approximately $600 million of long-term general obligation during the remainder of fiscal
1995 to finance capital projects and that no more than approximately $145 million 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 prOJectlon had assumed such commercial paper would !rave been issued in December, 1994,
However, no commercial paper was issued, and as of February 22, 19953, 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 commercial paper n*ay be outstanding from time to time.
See "COMMONWEALTH BOND AND NOTE LIABILITIES -- General Obligation Debt; Commonwealth General
Obligation Nores".

1996 FISCAL YEAR

On January 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 revenues 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 195 expenditures of $16.449 billion.
Proposed budgeted revenues for fiscal 1996 are approximately $16.741 billicn. The Governor’s recommendation
projects a fiscal 1996 ending balance of approximately $505 million, of which approximately $419 million will be
in the Stabifization 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
propases several reductions in personal and business taxes, including an increase of $500 in the dependent allowaince
and a $500 increase in the exemption for blind and elderly taxpayers, corporat: tax credits for job training, revisions
to the definitions of research and development tax credits for companies in ths 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 law changes would result in reduced tax rev nues 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 approximately $147.9 million in higher education
tuition revenues that the 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 ¢.3%, from estimated non-tax revenues
for fiscal 1995. Major changes in projected non-tax revenues for fiscal 1936 include a decline in motor vehicle
license and registration fees cf approximately $42 million, due mainly to altzrnate year licensing patterns and the
dejayed impact of the change in 1991 to a five year driver's license renewa! period; a decrease of approximately
$17 million in abandoned property revenues, due to a one-time increase in atandoned property collections in fiscal
1995 resulting from a change in the Commonwealth's abandaned property laws; and a $40 million increase due to
a proposed initiative to provide incentives to state departments to optimize ron-tax revenues.

The Governor's budget proposal generally maintains current service levels for most programs but also
provides for increased funding to reflect various factors including inflatien, increased medical costs, increased
pension costs and higher debt services expenditures, as well as approximate’'y $228 million recommended to fully
fund the education reform law passed in fiscal 1993. The proposal also (ontains recommendations to increase
spending in certain priority areas. The Governor's budget proposal projects savings from reform of the state’s
welfare system, higher health insurance contributions from state employee: and other administrative reductions.
The recommendation also includes $45 million allocated for a contingency 1sserve.

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

A-21



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 goverument and various fees, fines, court revenues,
assessments, reimbursements, interest carnings and transfers from its non-budgeted funds. In fiscal 1994,
approximately 68.2% of the Commonwealth’s annual bud geted 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 revenuss in its budgeted operating funds for fiscal
1990 through 1994, and estimated revenues for fiscal 1995,
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Commonwealth Revenues -- Budgeted Operatin; Funds
{in millions)

Tax Revenunes:
Alcoholic Beverages
Banks

Commercial

Savings
Cigarettes (1)
Corporations
Deeds
Income
Inheritance and Estate
Insurance (2)
Motor Fuel
Public Utilities
Racing
Room Qccupancy
Sales

Regular

Meals

Motor Vehicles
Sub-Total--Sales

Miscellaneous
Total

Non-Tax Revenues:

Federal Reimbursements

Departmental and Other Revenues

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

Budgeted Non-Tax Revenves
and Other Sources

Budgeted Revenues and Other Sources

Mass Transit Assessments from
Municipalities

Interfund Transfers among Budgeted
Funds and Other Sources (3)

Total Revenues and Other Sources

Fiseal
1990

3 708

64.5
46,2
150.8
658.4
362

4,465.2(4)
276.4
273.0
3019
62.0
31.7
56.6

1,370.5
2959
280.0

1,956.4

27.6

8,517.7

1,717.5(5)
1,131.7

12.008.2

123.9

91.1

12,223.2

Fiscal Fiscal Fircal Fiscal
1991(6) 1992(6) 1993(6) 1994
$ 66.2 $ 6315 $ 0.6 $ 602
27.4 17.6(8) 4.7 136.9
20.6 42.5 8.2 63.0
144.4 139.9 1202 2373
612.2 643 .8 737.4 782.3
30.1 322 4.0 39.4
5,045.1(4) 53370 5,374.9 5,685.8
249.5 260.2 2573 277.5
267.8 2843 250.5 2%0.2
464.2 541.1 5372 562.6
593 52.9 9.1 1.8
27.5 26.1 5.7 142
360 55.9 59.3 62.8
1,392.1 1,443.6 1,548.1 1,664.3
291.7 296.3 03.2 3234
2256 238.7 272.9 314.5
1,909.4 1,978.6 2,124 2 2,302.2
15. 7.5 6.6 6.5
§,994.9 2,483.6 9,+29.9 10,606.7
2,771 2,393.,5(N 26741 2.901.2(N
1,204.9 1,187.3 1,027.1 1,187.9
656.6 663.9 “78.5 R53.9
4.638.6 4,244.7 4.79.7 4,943.0
13,633.5 13,7283 14,709.6 15,5497
130.2 130.9 i31.4 140.4
149.7 3669 {58, 289.1
§13!913‘4 14,226.1 %205.7 §15!979‘2

Estimated
Fiscal
1995

$ 600

170.0
55.0
240.0
8510
42.0
6,027.5
240.0
299.0
575.0
780
13.0
67.0

1,772.0
347.0
3354

2.454.0

7.0
LIS

3,034.6(7)
12494

144.3

2258

$16,730.4

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

m As a result of legislation enacted by voter initiative petition, this excise tax was in-reased effective January 1, 1993. See "State

Taxes; Orher Taves."

2 Includes $7.6 million in 1990, $7.2 million in 1991, $6.6 million in 1992, $8.0 million in 1993, and

respectively, in fees collected by the Division of Insurance relating te high-risk insurance.

[} Interfund transfees represent accounting transfers which reallocate resources among funds. Fund
million for fiscal 1991 have been eliminated to facilitate comparative analysis. Inclug-es transfers between the Stabilization Fund and
Transfess to the Stabilization Fund were $59.2 mill-on, $170.0 million, $76.9 million, and $65.4
million in fiscal 1991, 1992, 1993, and 1994, respectively. See "Federal and Other Non-Tax Revenues"
{4} Excludes $444.5 million collected in fiscal 1990 and $298.3 million collected in fisal 1991 attributed to the temporury increase in

the budgeted operating funds.

deficit support transfers of $234.8

" below.

$8.7 million in 1994,

the income tax dedicated to the Commonwealth Liability Reduction Fund and the Medical Assistance Liability Fund,

5 Excludes $244 million of revenues atributable to federal reimbursements for expenditures from the Medical Assistance Liability Fund,

such revenues were dedicated to such fund.

(6) 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 inerease in tax revenues in the amount of $1.020 billion, while the fiscal 1992 and 1993 impacts of the

changes are estimated at $1.329 billion and $1.318 billion, respectively.
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(i3] Includes $513 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 federsl reimbursements resulting from claims for reimbursement of certain
uncompensated care for Massachusetts hospitals. See "FINANCIAL RESULTS -- Fiscal Years 1990 Through 1994 and "1995

FISCAL YEAR".
(8) Reflects settlement of certain litigation, see "State Taxes; Business Corporations Tax".
State Taxes

The major components of state taxes are the income tax, which accounted for approximately 53.6 % of total
projected tax revenues in fiscal 1994, the sales and use tax, which accounted for approximately 21.7%, and the
business corporations tax, which accounted for approximately 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 exemptions. A rate of 5.95% is applied to income from employment,
professions, trades, businesses, rents, royalties, 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
Commonwealth and its political subdivisions is exempt) and dividends; and a rate rangin g from 12% on capital gains
from the sale of assets held for one year and less to 0% on capital gains from the sale of certain assats held more
than six years,

Under Chapter 151 of the Acts of 1990 up to [5% of state income tax revenue is pledged to the payment
of debt service on approximately $1.045 billion of outstanding Fiscal Recovery Bonds issued pursuant to Chapter
I51. See "COMMONWEALTH BOND AND N OTE LIABILITIES -- General Oblj gation Debt; Dedicared 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 certain 1989 tax fegislation) in fiscal 1991. Thegs
figures represent an increase of approximately 13.0%. State income tax revenues in fiscal 1992 were $5.337 billion,
which represents an increase from fiscal 1991 of approximately 5.8%. Income tax revenues in fiscal 1993 were
$5.375 billion, an increase of approximately 0.7% from fiscal 1992. Income tax revenues for fiscal 1994 were
approximately $5.690 billion, an increase of 5.9% from fiscal 1993, Income tax revenues for fiscal 1995 are
currently expected to be approximately $6.028 billion, an increase of 5.9% from fiscal 1994. As a result of a
slowing rate of growth in certain tax revenue categories, including, in pariicular, 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 consumption of like tangible properties brought inte 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 cigarettes} are exempt from sales
taxation. The sales and use tax is also applied to sales of electricity, gas and steam for cerfain 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 taXx revenues are estimated to iricrease to $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 utilities and safe deposit companies, are subject to an excise
that has a property measure and an income measure. The value of Massachusetts tangible property {not taxed
locally) or net worth allocated to the Commonwealth is taxed at $2.60 per $1,000 of value. The net income
allocated to Massachusetts, which is based on gross income for federal taxes, is taxed at 9.5%. The minimum fax
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is $456. Both rates and the minimum tax include a 14% surtax. Annual revenues from the business corporations
tax have declined significantly in recent years, from the high of $887.{ million in fiscal 1989 to $612.2 million in
fiscal 1991. Business corporation tax revenues were $643.8 million in fiscal 199, representing an increase of $31.5
million, or 5.1%, from fiscal 1991. For fiscal 1992, the excise tax on commerc:al and savings 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 Commonweal:h paid a taxpayer commercial bank
$37.0 million, thus reducing revenues from the commercial and savings bank excise tax in fiscal 1992 from $97.1
million to $60.2 million. For fiscal 1993, revenues from the business corporations tex 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 approximately $782.3 million and
$199.9 million, respectively or approximately 6.1% and 30.7% above the respective fiscal 1993 amounts. Fiscal
1995 tax revenues from corporations and banks are estimated to be $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 Commeonwealth is authorized to issue special obligation highway bonds secured by a pledge of all or
a portion of the Highway Fund, inciuding 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 fuel excise tax imposed on gasoline and $300,000,000 of special obligation bonds in June, 1994
secured by a pledge of an additional 4.86 cents of such excise tax and certain other monies. The portion 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 also 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 January
1, 1993, the tobacco excise tax by 1.25 cents per cigarette (25 cents per pack of 20 cigarettes) and 25% of the
wholesale price of smokeless tobacco. Under the legislation, the revenues raised by this excise tax shall be credited
to a new Health Protection Fund and expended, subject to appropriation by the Legislature, to pay for health
programs and education relating to tobacco use. Total revenues deposited in the Health Protection Fund in fiscal
1993 and fiscal 1994 were $59.5 million and $116.3 million, respectively, ard are estimated to be $114.3 million
in fiscal 19935.

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 [997. The "sponge tax" is based on the maximum
amount of the credit for state taxes allowed for federal estate tax purposes. 'The estate tax is phased out by means
of annual increases in the basic exemption from the 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 t, 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
wag estimated 1o be approximately $24.8 million in fiscal 1994 and is estima‘ed to be approximately $72.5 million
in fiscal 1995,

Tax Revenue Forecasting

Under state law, on or before September 25 and March 15 of each year, the Secretary for Administration
and Finance is required to submit to the Governor and to the House and Senate Committees on Ways and Means
estimates of revenues available to meet appropriations and other needs in the current and following fiscal year, On
or before October 15, January 15 and April 15, the Secretary is required to submit revised estimates for the current
fiscal year unless, in his opinion, no significant changes have occurred since the last estimate of total available
revenues. On or before May 15 of each year, the Secretary is required to develop jointly with the House and Senate
Committees on Ways and Means a consensus tax revenue forecast for the following fiscal year. The Department
of Revenue employs sophisticated economic modeling techniques and ongoing monitoring of tax revenue receipts
and current taxpayer behavior to provide the Secretary with information on tax revenue trends.
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In the past several years tax revenue forecasting has been complicated by uncertainty about the national and
statc economies, federal and state tax law changes and decisions in certain state court cases affectin g 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 ycar proved to be stbstantially more optimistic than the actual
results. In July 1989 the Governor and Legislature approved a budget for fiscal 1990 based on 7% tax revenue
growth; actual tax revenues decreased 3.4%. The fiscal 1991 budget was based on projected tax revenue growth
of less than 1 %, before taking into account revenues expected to be generated by the 1990 tax legislation, Once
these additional revenues were added, the projection was for tax revenues of $9.748 billion in fiscal 1991, reflecting
projected growth of 14.4%. However, during the remainder of calendar year 1990, actual receipts lagged
projections, resulting in reductions of the fiscal 1991 tax revenue estimates. Fiscal 1991 tax revenues were $8.995
billion, which represents growth over fiscal 1990 of only 5.6%. See “FINANCIAL RESULTS -- Fiscal Yoars 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
million, or 2.1 %, from tax revenues for fiscal 1992, The actual fiscal 1993 tax revenues were $9.930 billion, a
4.7% increase over fiscal 1992, See "FINANCIAL RESULTS -- Fiscal Years 1990 Through 1994,

In May, 1993, the chairpersons of the House and Senate Ways and Means Committee and the Secretary
for Administration and Finance Jointly endorsed an estimate of tax revemyes for fiscal 1994 of $10,540 billion, an
increase of $610 million, or 6.1%, from then expected tax revenues for fiscal 1993. The fiscal 1994 budget was
based upon this lax 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
tnerease of $634 million, or 5.9%, from then expected tax revenues for fiscal 1994 of $10.694 billion. The fiscal
1995 budget was based upon this tax 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 approximarely $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 biilion, a reduction of approximately
$55 mittion 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 bhe
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 ("AI'DC"). 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% to $2.777 billion from $1.718
billiot. in fiscal 1990, owing mainly to the $313.0 million reimbursement of uncompensated care payments, See
"FINANCIAL RESULTS -- Fiscal Years 1990 Through 1994". Federal reimbursements in fiscal 1992 decreased
by $3383 million to approximately $2,394 billion, reflecting a decrease of $349 mittion in uncompensated care
payments. In fiscal 1993, federal reimbursements increased to $2.674 billion as a result of increased spending for
certain entittement programs. Federal reimbursemens for fiscal 1994 increased to $2.915 billion and are estimated
to increase to $3.035 hillion in fiscal 1995,

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

cash transactions and reimbursement and assessinents 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
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1992 increased 11.8% in fiscal 1993 to $1.327 billion and decreased 10.5% to $1.188 billion in fiscal 1994. Annual
revenues from these sources are estimated to increase to approximately $1.250 billion in fiscal 1995,

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
revenucs; 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 tujtion
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 to result in approximately $15 million of additional revenues;
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 million, $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
approximately $930.4 million, an increase of 3.6% as compared to fiscal 1995, which amounts include $729.4
millicn 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 respect of such deficits were $234.8 million for fiscal 1991.
These fund deficit transfers have been eliminated from the tables contained in this Information Statement to facilitate
comparative analysis. Legislation included within the fiscal 1993 budget prohibits, beginning with fiscal 1992, the
transfer of operating funds from the Highway Fund to the General Fund. 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
taxes 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 rcvenues 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 fo total wages and salaries in the Commonwealth. However,
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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 reported by the federal government, during the three calendar years immediately preceding the end
of a given fiscal year. Additionally, unlike Chapter 62F, Chapter 29B allows for an increase in maximum state tax
revenues to fund an increase in local aid and excludes from its definition of state tax revenues (1) income derived
from local 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 set by either Chapter 62F or
Chapter 29B. The Executive Office for Administration and Finance currently estimates that state tax revenues in
fiscal 1995 and fiscal 1996 will not reach the limit imposed by eilher of these statutes. See also “1995 FISCAL
YEAR",

COMMONWEALTH PROGRAMS AND SERVICES

From fiscal 1990 to fiscal 1991 budgeted expenditures of the Commonwealth increased approximately 3.0%
to $13.655 million. For fiscal 1992, budgeted expenditures were $13.420 billion, representing a decline of 1.7%
from the level of budgeted expenditures in fiscal 1991. Fiscal 1993 budgeted expenditures were $14.696 billion,
an increase of 9.6 % from fiscal 1992. Fiscal 1994 budgeted expenditures were $15.523 billion, an increase of 5.6 %
from fiscal 1993. See "FINANCIAL RESULTS -- Fiscal Years 1990 Through 1994", Tt 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 estimated fiscal 1995 expenditures, after adjusting for approximately $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 table identifies certain major spending calegories of the Commonwealth and sets forth the
budgeted expenditures for each fiscal year within each category.

A-28



Commonwealth Expenditures - Budgeted Operating: Funds
(in millions)

Estimated
Expeaditure Fiscal Fisca]l ~  Fiscal Fiscal Fiscal Fiscal
Catego 1990 1991 1962 199; 1994 1995
Direct Local Aid (1) 12,9369 $2.608.3 $2,358.9 $2,584 5 $2,727.3 $2,984.3
Medicaid 2,120.6(2) 2,765.3(3) 2,817 04 3,151 .4(% 3,313.1(% 3,411.4
Group Health [nsurance 433.4 446.0 466.1 491 2 496.2 3108
Public Assistance 1,000.9 1,092.3 1,065.0 1,074.9 1,100.3 1,161.0{6)
Debt Service (7} 770.9 042.3 898.3 1,138.5 1,1494 1,241.8
Pensions 671.9 703.9 751.5 862.2 908.9 994.3
Higher Education 7019 608.6 534.0 544.9(8) 672.5 708.1
MBTA and RTA's 3545 406.1 449.6 49¢.0 5223 520.1
Other Program Expenditures 4,222.0 401799 4,066,1{9 4,37 7 4,584.5 4,856.7
Interfund Transfers to
Non-budgeted Funds(10) 46.7 64.0 8.8 Y 48.4 60.0
Budgeted Expendityres and
Other Uses 13,259.7 13.654.7011) 13.416.8(11) 14.,6%.4 15,523, 16,448.5(12)
Payment of Municipal Mass Transit
Assessments to the MBTA and RTA's 123.9 1302 130.9 1374 140.4 144.3

Interfund Transfers among Budgeted
Funds and Other Uses(1{) 1.1 14%.7 1669 358.7 232.1 225.8

Tota) Expenditures and Other Uses $13.474.7 $13.934.6 $13.912.8 $15,1€2.6 $15.952.4 $16,818.6

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

[ Ald reported 10 cities, towns and regional school districts by the Department of Revenye on its official communication, the so-called
"cherry sheet", excluding certain pension funds, and including $80.5 million in Comm »nwealth support to county jails, which is no
longer included on-the cherry sheet. :

2 Fiscal 1990 Medicaid expenditures do not include $488.0 million in retroactive rale 1djustments and spending related to services
rendered in prior fiscal years which were funded in the non-budgeted Medical Assistayce Liability Fund.

3 " Includes $194.2 million for retroactive rate settlements, including $126.0 million raised 'hrough Fiscal Recovery Bonds issued in 1991
to resolve the deficit for fiscal year 1990.

1G] Includes expenditures of $50.0 million in fiscal 1992 for retroactive rate adjustments and settlements.

&3] Includes approximately $22.3 millien of expenditures previously off-budget and classitied as administralive expenses.

® Includes approximately $33.3 million not previously classified as public assistance aad $24.0 million not previously classified as
_budgeted expenditures.

] Excludes debt service on notes issued under 1990 tax [egislation to fund the fiscal 1989 deficit and certain Medicaid-refated expenses.

See "FINANCIAL RESULTS--Fiscal Years 1990 Through 1994". Reflects reduction of fiscal 1992 debt service by $261.0 millien
ag A result of the issuance of refunding bonds during fisca} 1992,

8) . Reflects the transfer of $89.4 million in related tuition revenue and spending to an off budget trust fund. See "Higher Education”.

(&) Fiscal 1991 and fiscal 1992 expenditures have been restated to reflect surpluses in the hitragovernmental Service Fund of $3.8 million
in each year.

(10} Interfund transfers represent accounting transfers which reallocate resources among funis. Interfund deficit suppor transfers for fiscal

1991 of $234.8 million have been eliminated to facilitate comparative analysis. Inctud-ss interfund transfers between the Stabilization
Fund and the budgeted operating funds. Transfers to the Stahilization Fund were $5¢.2 million, $170.0 million, $76.9 million and
$65.4 million in fiscal 1991, 1992, 1993, and 1994, respectively.

{11y Reflects the transfer of approximately $89.4 million in related tition revenue and spending from an off-budget trust fund to budgeted
accounts.
(12) Includes $98.6 million currently reserved for contingencies. See "1095 FISCAL YEAR",
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Local Aid

Proposition 2 1/2. In November 1980, voters in the Commonwealth approved a statewide tax limitation
tnitiative petition, commonly known as Proposition 2 1/2, to constrain levels of property taxation and to limit the
charges and fees imposed on cities and towns by certain governmental entities, including county governments.
Proposition 2 1/2 is not a provision of the state constitution and accordingly is subject to amendment or repeat by
the Legislature. Propesition 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 feir cash valuation of the real estate and personal
property therein, and (i) 2.5% over the previous year’s levy limit plus any growth in the tax base from certain new
construction and parcel subdivistons. 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 (ii) any increase in charges for services customarily
provided locally or services obtained by the city or town at its option. The law contains certain averride 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 genera! or special 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
rotl 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 exclustons. Override activity peaked in fiscal 1991, when 182 communities 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 [00 passed at least one question, adding $358.5 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 lacal property tax revenues, significant capacity exists for overrides in nearly all cities and towns.

Commonwealth Financial Support for Local Governments. During the 1980s, the Commonwealth inereased
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
direet 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 "chesry 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
for public education and are distributed through a formula designed to provide more aid to the Commonwealth’s
poorer comtmunities. 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 exampie, payments for MBTA assistance and debt service, pensions for teachers,
pension cost-of-living allowances for municipal retirees, housing subsidies and the costs of courts and district
attorneys that formerly had been paid by the counties,

Direct Local Aid decreased from $2.937 billion in fiscal 1990 to $2.360 billion in fiscal [992, increased
to $2.547 billion in fiscal 1993 and increased to $2.727 billion in fiscal 1994, It is estimated that fiscal 1995
expenditures for direct Local Aid will be $2.984 biltion, which is an increase of approximately 9.4% above the
fiscal 1994 level. The additional amount of indirect Locai Aid provided over and above direct Local Aid was
approximately $2.069 billion in fiscal 1994. It is estimated that in fiscal 1995 approximately $2.318 billion of
indirect Local Aid will also be paid. The Governor’s proposed fiscal 1996 budget includes approximately $3.222
billion and $2.5835 billion of direct Local Aid and indirect Local Aid, respectively.
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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 statute requires that, subject to annual
appropriation, no less than 40% of collections from personal income taxes, sdies and use taxes, corporate excise
taxes and [ottery fund proceeds be distributed to cities and towns. Under the [aw , the Local Aid distribution to each
¢ity 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 nct 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 rate of
growth in Medicaid spending to approximately 4.6 %, down from average annual growth of 17 % between fiscal 1987
and fiscal 1991. This decrease in the rate of growth is due to a number of savings and cost control initiatives that
the Division of Medical Assistance continues to implement and refine, including managed care, utilization review
and third party liability.

In fiscal 1992, Medicaid accounted for more than half of the Commonwealth's appropriations for health
care. It was the largest item in the Commonwealth’s budget and has been one of the fastest growing budget items.
During fiscal years 1990, 1991, 1992, and 1993 Medicaid expenditures were $2.121 billion, $2.765 billion
(including $194 million paid in respect of retroactive provider settlements), $2.818 billion and $3.151 billion,
respectively, representing an average annual increase of 14.1%. The increase from fiscal 1992 to fiscal 1993
resulted mainly from the one-time start-up costs of a new managed care program for Medicaid recipients. See
"COMMONWEALTH PROGRAMS AND SERVICES -- Table of Commonwea!th 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 expenditurcs. For fiscal 1995, no supplemental
Medicaid appropriations are currently expected to be necessary. The Governor’s fiscal 1996 budget recommends
$3.431 billion for Medicaid 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.

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 settlement of provider payments. In fiscal 1990, in addition to current
expenditures, the Commonweslth 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 Liahility Fund established to fund certain
Medicaid liabilities for prior years and were not included in the fiscal 1990 expenditure of $2. 121 billion stated in
the preceding paragraph. In fiscal 1991, expenditures of $194.2 million were made to fund prior year provider
settlements. Medicaid expenditures for fiscal 1992 of $2.818 billion included $50.0 million for prior year provider
settlements.  See "FINANCIAL RESULTS -- Fiscal Years 1990 Through 994", Fiscal 1994 and fiscal 1995
Medicaid expenditures include approximately $123.0 million in final retroactive rate settlements funded through the
final fiscal 1994 supplemental budget to pay pre-1992 liabilities to hospitals and nursing homes.

No supplemental appropriations were required in fiscal 1994 to fund expenditures related to fiscal 1994
services and none are currently anticipated in fiscal 1995.

Nursing home services currently account for more than 35% of th:: Medicaid budget, The Division of
Medical Assistance has strengthened the admissions criteria to ensure that those not needing this care use less costly
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community services, rather than being inappropriately placed in nursing homes. This measure, along with certain
other projects, has limited the average annual increase in long-terin care costs to approximately 3% between fiscal
1992 and fiscal 1994 on a date of service basis, as compared to approximately 16% average annual increases for
the previous two fiscal years. Medicaid costs in the long-term care area increased from $1.158 million in fiscal
1990 to approximately $1.499 billion in fiscal 1994. The largest portion of these costs ig for nursing home care.
The nursing home population is also very dependent on Medicaid: 65% of all nursing home costs in the
Commonwealth are paid by Medicaid as compared to the national average of 43%. The annual cost per beneficiary
in a nursing home is approximately $30,000. Over 35,000 elderly and disabled citizens were cared for in nursing
homes through Medicaid in fiscal 1992 and 1993 and over 35,000 such citizens are expected 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 Medicald 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 recipients
(approximately 11.0% of the most recently estimated population of the Commonwealth), as compared to
approximately 523,000 recipients in fiscal 1990,

To further stem the considerable annual cost increases in the Medicaid program, the Administration has
commenced the implementation of a managed care program, which is in addition to major rate control initiatives
implemented since fiscal 1991. A waiver of federal regulations granting recipients freedom of choice of provider
was approved by federal authorities in fiscal 1992, This waiver enables the program to assign certain recipients

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 to obtain services in a more cost-effective fashion. In
addition, nursing home prescreening and community service planning for long-term care will be concentrated in 27
Home Care Corporations to provide a single entry peint 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 eligiblity.

Group Health Insurance. The Group Insurance Commission provides individual and family health
insurance coverage for Commonwealth employees and retirees. Coverage is provided through an indemnity pian,
curreatly administered by the John Hancock Mutual Life Insurance Company, and through 10 health maintenance
organizations. The Commonwealth currently pays approximately 83% of the costs for active employees and 90%
of the costs for employees who retired on or before July 1, 1994. The Commonwealth will pay approximately 85%
of the costs for employees who retire after July 1, 1994, For several years group health insurance expenditures
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 1993 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, to 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 1993, legislation was enacted to enable any willing pharmacy to provide services and be
compensated at the same rate offered to any pharmacy within an established health care network. The Group
Insurance Commission believes that this fegislation may decrease network utilization and cause the eliminaiion 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
legislation. 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 million 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 recomunendation in the Governor’s budget to increase the state
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employee health insurance contribution from the current 15% ta 25%, wvhich would result in savings of
approximately $32 million in fiscal 1996.

Public Assistance

The Commonwealth administers three major programs of income assistance for its poorest residents: Aid
to Families with Dependent Children ("AFDC"), Emergency Aid to the Elderly Disabled and Children ("EAEDC")
and the state supplement to federal Supplemental Security Income ("SS1"). The following table illustrates the recent
expenditures within these categories,

Public Assistance Program Expenditure:
(in millions)

Estimated
Category of Public Fiscal Fiscal Fiscal Fiscal Fiscal Fiscal
Assistance 1990 1991 1992 193 1594 1995(4)
AFDC (1) $700.3 $758.1 $771.2 38099 $817.2 $840.3
EAEDC (formerly 161.9 189.6 131.5 £9.9 100.3 124.3(5)
General Relief) (2)
S50 (3) 138.7 144.6 161.3 175.1 182.8 196.4
Tatal 1,000.9 $1.0023 $1,065.0 $iL749 $1,100.3 1,161.0

SOURCE: Fiscal 1990-1994, Office of the Comptroller. Estimated Fiscal 1993, Executive Office for Administration and Fipance,

(1) Includes expenditures for Emergency Assistance, & component of AFDC designed to revent homelessness and to shelter
income-eligible fumilies when they become homeless.

23 Includes cutpatient medical services to EAEDC recipients.

)] luclude benefits for blind recipients, which are administered by the Massachusetts Commission for the Blind.

[C)] Includes approximately $33.3 million not previously classified as public assistance.

(5 Includes $24.0 million not previously 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 app roxinately 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 Govemor has proposed raplacing AFDC cash grants with an
employment support program that will provide day care, health care and employment services, which were not
previously classified as Public Assistance. See "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 $161.9 million in fiscal 1990 to $189.6 million n 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
EAEDC 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 O million not previously classified as
budgeted expenditures. This projection is based upon current caseload precjections which are subject to change
during the fiscal year. Sec "Controls and Reforms" and "LITIGATION".

SSI payments are funded entirely by the federal government up to $446 per individual recipient per month
and entirely by the Commonwealth above that amount. SSI payment levels in the Commonwealth for aged, disabled
and blind individual recipients range from $560 to $596 per month. Ttese levels include a Commonwealth
supplement over and above federally approved assistance standards. Expenditures for SSI have risen at an average
annual rate of 7.1% from $138.7 million in fiscal 1990 to $182.8 million in fiscal 1994. SST expenditures for fiscal
1995 are projected to be $196.4 million, an increase of 7.4% from fiscal 1994, This projection is based upon

A-33



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 miltion 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 dotermine 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 steps to reduce
welfare fraud. In addition, the Department of Revenue has improved its collection of child support payments.

Actions by the federal government in administering reimbursements to states for human services programs
could affect the future receipt of federal reimbursements by the Commonwealth, These actions include placing
limitations on the periods for which reimbursements may be claimed and possible imposition of sanctions if the rates
of technical and substantive errors in the programs exceed permitted levels or if certain program controls are not
in place. The Commonwealth has, in recent years, through improvecd management pracedures and controls, lowered
its errar 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
belicves that its error rates are among the lowest in the country.

Deht Service

During the 1980s, Commonwealth financed capital expenditures grew substantially. Capital spending by
the Commonwealth in the Capital Projects Funds rose from approximately $600.0 million in fiscal 1987 to $971.0
million in fiscal 1989. In November 1988, the Executive Office for Administration and Finance established an
administrative limit on state financed capital spending in the Capital Frojects 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 (994, respectively. Commonwealth financed capital
expenditures are projected to increase to approximately $850.0 million in fiscal 1995. Capital expenditures are
projected to be approximately $300.0 million in fiscal 1996, See "COMMONWEALTH BUDGET, FINANCIAL
MANAGEMENT AND CONTROLS -- Overview of Capital Spending Frocess and Controls; Five-Year Capital
Spending Plan",

The growth of capital expenditures during the 1980s accounts for the significant rise in annual debt service
expenditures since fiscal 1989. Payments for debt service on Commonwealth general obligation bonds and notes
increased approximately 22.2%, from $770.9 million in fiscal 1990 to $942.3 million in fiscal 1991. Debt service
payments in fiscal 1992 were $898.3 million, representing a 4.7% decrease from fiscal 1991, which resulted from
a $261.0 million one-time reduction achieved through the issuance of refunding bonds in September and October
1991, Debt service expenditures for fiscal 1993 and fiscal (994 were $1.140 billion and $1.149 billien,
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, 1952 and March, May and August, 1993. See
"COMMONWEAILTH BOND AND NOTE LIABILITIES". The amounts noted represent debt service payments
on Commonwealth debt (including the Fiscal Recovery Bonds and the Special Obligation Bonds) but do not include
debt service on notes issued to finance certain Medicaid-related liabilities, which were paid in full from
non-budgeled funds. See *FINANCIAL RESULTS -- Fiscal Years 1990 Through 1994", Also excluded are debt
service contract assistance paymeats 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 scrvice costs on local school bonds ($179.2 million projected in fiszal 1995). See "MBTA and Regional
Transit ~ Authorities”, "COMMONWEALTH BOND AND NOTE LIABILITIES" and "OTHER
COMMONWEALTH LIARILITIES",

In January 1990, legislation was cnacted 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
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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 Reccvery 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 Bucgeted

Fiscal Year Debt Service (1) Expenditures ane Other Uses Percentage
1990 $770.9 $13,250.7 5.8%
1891 863.1 13,65:.7 6.3
1992 656.1{2) 13,4100 4.9
1993 861.1 14,69:.4 59
1994 8723 15,529 3.6
1995 (Estimated) 963.3 16,445 59

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

[¢)] Excludes $79.0 million in fiscal 1991, $242.2 million in fiscal 1992, $278 .4 million in fiscal 1993; $277.1 million in fiscal 1994 and
$278.0 million in fiscal 1995 in interest and principal payments related to Fiscal Re:overy 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 honds h September and October 1991.

The estimated annual debt service on the Fiscal Recovery Bonds currently outstanding (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 outstandin 3, and therefore, the payment of debt
service. The Five-Year Capital Spending Plan projects Commonwealth capital spending to remain relatively constant
during its five-year period. See "COMMONWEALTH BUDGET, FINANCIAL MANAGEMENT AND
CONTROLS -- Overview of Capital Spending Process; Five-Year Capital Spnding Plan".

Pensions

The Commonwealth is respensible for the payment of pension benefi:s for state employees and for school
teachers throughout the state. The Commonwealth is also responsible for cost of living increases payable to local
government retirees. State pension expenditures have risen dramatically as the Commonwealth has appropriated
moneys to partially address the unfunded liabilities that had accumulated ove 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, ir: addition to paying current benefits,
In 1988, the Commonwealth adopted a funding schedule under which it is required to fund future pension liabilities
currently and to amortize the accumulated unfunded Iiabilities 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 r:serves) for fiscal 1995 are $994.3
million, including approximately $36.5 million to fund the costs of an early reiirement 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 expenditires are expected to be approximately
$1.044 billion, an increase of 5.0% over fiscal 1995 expenditures. Sce "OTHER COMMONWEALTH
LIABILITIES -- Retirement Systems and Pension Benefits".
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Higher Education

Total budgeted expenditures for higher education have declined between fiscal 1990 and fiscal 1994 at an
average annual rate of 1.1% from $701.9 million in fiscal 1990 to $672.6 million in fiscal 1994. To accommodate
these budget reductions, the public higher education system decreased its state-funded payroll by 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 all but two of the
campuses raised tuition by 6.0%. In fiscal 1993 tuition was raised at all campuses by 4.0%. Fiscal 1994 tuition
revenues also reflect a 2.0% tuition increase. In addition, tuition increases for nonresident students have brought
these tuitions to 100% of cost. Chapter 142 of the Acts of 1991 reorganized the 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 miilion will be expended from the Commonwealth’s
budgeted operating funds for higher education. The Governor’s fiscal 1996 budget recommends expending
approximately $558.1 millien 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 assistance 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 exlent
outside its territory. The MBTA issues its own bonds and notes and is also responsible for the payment of
obligations issued by the Boston Metropolitan District prior to the creation of the MBTA in 1964, The Boston
Metropolitan District no longer issues debt except for refunding purposes.

Commonwealth support of the MBTA includes all thr:e 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, to the extent that funds sufficient for this purpose are not
otherwise available 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
required to pay the MBTA its net cost of service (current expenses, including debt service and lease obligations,
minus current income). During the calendar year the MBTA's net cost of service, as certified to the Commonwealth
by the MBTA on a calendar year basis, is financed by the issue of notes by either the MBTA itself or the
Commonwealth or by payments by the Commonwealth. In the following fiscal year, the Commonwealth pays to
the MBTA the net cost of service for such calendar year (to the extent that the Commonwealth has not already
advanced funds for such net cost of service). The Commonwealth issues short-term notes (transit notes) to provide
funds to make such payments. The Commonwealth assesses such net cost of service on the cities and towns in the
MBTA territory after deducting certain contract assistance provided by the Commonwealth. Proposition 2 1/2, as
amended, generally limits the increase in such assessments from one year to the next to 2.5% of the prior year’s
assessment. The Commonwealth pays its transit notes from the proceeds of the assessments and from such contract
asgistance and, if the foregoing proceeds are insufficient, from other funds of the Commonwealth.

Total expenditures for the purpose of paying costs related to the MBTA and regiona! transit authorities 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 millien relates to the MBTA.
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In light of major expansion of service throughout the 1980s, the toral MBTA operating expenses rose at
an average annual rate 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 $4% 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 miltion 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 support as a result of Proposition 2 1/2,

The information set forth above concerning the Commonwealth’s ttal expenditures for the costs of the
MBTA is based on the Comumonwealth’s fiscal year ending June 30. However, under state law, the MBTA
continues to report its net cost of service to the Commonwealth on a calencar year basis for reimbursement and
assessment purposes. The following table sets forth for the calendar year: 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, (iil) Section 28 contruct 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
i Service in Federal Section 28 Asgistance and Interest Assessed
Year Ended Excess Operating Contract Other State and Cther or to be
December 31 of Income Assistance Assistance (1) Asgistance {2} Subtotal Charges (3) Assessed
1990 $ 5129 § 183 3 1157 § 2726 $ 1063 $ 12.3 $ 1186
1991 575.0 18.2 137.7 3072 111.9 9.7 121.6
1992 607.0 18.2 155.8 il54 117.6 1.0 124.7
1993 610.3 18.2 165.6 304.2(4) 1223 5.5 127.8
1994 (5) £33.6 17.8 198.6 296.2(6) 1210 10.0 1310
SOURCE: Massachusetts Bay Transportation Authority.
[¢)] Contract assistance under Section 28 of the MBTA’s enabling act for payment of a pertion of debt service on certain of the MBTA’s
indebtedness.
(3] Additional contract assistance and other state assistance provided by the Commonwe: lth.
3) Includes interest and other charges incurred in state borrowings by the Commonwe: lth and Boston Metropolitan District expenses
of $25,000 in each year.
&) The Commonwealth's fiscal 1995 budget contains appropriations, together with other prior appropriations, sufficient to provide this
amount of additional state assistance. :
5) Estimated,

©) _ The Governor’s fiscal 1996 budget recommendation contains upproprintions, together with other prior appropriations, sufficient to
provide this amount of additicnal state assistance. .

Regional Transit Aurhorities and Steamship Authority. There are 13 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 Vinevard and Nantucket. As with the MBTA, tie Commonwealth is required under
applicable statutory provisions to provide the regional transit authorities and the Steamship Authority with funds
sufficient to meet the principal of and interest on their bonds and notes as they mature to the extent that funds
sufficient for this purpose are not otherwise available.

The Commonwealth also is required under applicable statutory provisions to pay to the regional transit
authorities and the Steamship Authority their net cost of service (current expenses, including debt service, minus
current income). The Commonwealth recovers such amounts as are no: paid by its contract assistance by
assessments on the cities and towns served by such authorities. The Commsnwealth is required under applicable
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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
millicn, 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 Cornmonsvealth alse 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 $302.6 million, or 7.6% higher than fiscal 1992,
Fiscal 1994 expenditures were $4.585 billion, which is $209.0 millicn or 4.8 % more than fiscal 1993. Fiscal 1995
expenditures are estimated to be $4.857 billion, which is $272 million 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 Departments of Mental Retardation ($712.5 million), Mental Health ($514.5
million), Social Services ($381.5 million} Public Health ($355.3 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
apprepriations and retained revenues. This number does not include 393 seasonal 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 universities) under the control of the Governor, while the others work in the
Legislature, Judiciary and other entities constitutionally or legally independent of the Governor (e.g., the offices
of the State Treasurer, the Secretary of State, the State Auditor and the Attorney General). During fiscal 1994
approximately $2.4 billion was expended for salaries for state 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
Decernber 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 has successfully
implemented an aggressive program to reduce the state workforce since taking office in January 1991, through
attrition, layoffs, and an early retirement program which took effect on July 1, 1992.
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Budget-Funded Standard Workforce (1)

Juge 1988 January 1991 fune 1994 December 1994
Executive Office 105 53 88 34
State Comptroller 119 1131 103 103
Executive Departments:
Administration & 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 3,146 2,565 1,389 1,348
Board of Library Commissioners 19 14 14 14
Educational Affairs - .- 15 16
Education 468 348 195 9%
Higher Education 14,654 13,084 13,130 13,393
Puhlic Safety 3,405 2,833 8,827 8,772
Economic Affairs a7 64 99 104
Eller Affairs 50 35 30 3
Consumer Affairs 755 725 G614 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 5,856 5,861 5,927
Other (4) 4224 3,504 3,693 3.739
Total 80,339 72,193 63,809 63,983

SOURCE: Executive Office for Administration and Finance.

(1) The Budget-Funded Standard Workforce excludes employees whose positions are estahlished in accounts funded by Capital Projects
Funds, direct federal grants, expendable trusts 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 positions (FTEs), not individual

empioyees.
@ Administration & Finance includes the Disabled Persons Protection Commission.
6] Environmental Affairs includes the Low-Level Radioactive Waste Management Board
&) Other includes staff of the Legislature and Executive Council, the offices of the Statr Treasurer, Secretary, Auditor, and Atterney

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 trusty 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 representaiives for appropriate bargaining units.
Collective bargaining with employees of the Commonwealth’s colleges and ubiversities, its judicial branch and the
Lottery Commission generally is conducted directly by those entities. The Office of Employee Relations, acting
for the Secretary for Administration and Finance, conducts the collective burgaining negotiations with all other
employees of the Commonwealth. Such negotiations may cover wages, houss 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.
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In most cases, the Chief Administrative Justice of the Trinl 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 Legistature. If the Governor does not recommend
the requested appropriation to fund contractual increases, he may refer the contracts back to the parties for further
negotiation.

Approximately 42,302 exccutive 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 Engineers and
Scientists (MOSES, representing unit 9) expired June 30, 1993, The agrecment 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 resulled in an impasse. The parties are now in
factfinding. The expired collective bargaining agreements remain in effect until new contracts arc negotiated, or
until successor collective bargaining agreement negotiations result in impasse,

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

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

In April, 1992, the Commonwealth 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 fitle upgrades, as well as an educational incentive program, both of which were
implemented retroactive to January 1, 1992, at a total cost of approximately $20.1 million through fiscal 1994, A
supplemental agreement to this contract, negotiated in May, 1993, 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 State Police. Negotiations between the Commonwealth and the State Police
Association of Massachusetts (representing unit 5A) culminated with the signing in July, 1993 of a three year
contract, which expires June 30, 1995. The contract grants a series of annual 6% salary increases, which are
estimated to cost approximately $14.9 million in fiscal 1993,

In March 1, 1994, the Commonwealth and the Massachusetts Nurses Association signed the successor
agreement to the agreement that expired October, 1990. The new agreement, which expired December 31, 1994,
called for & 4% pay raise effective July |, 1992, a 2.5% increase effective July 1, 1993, a 1% increase effective
July 1, 1994 and a 2.5% increase effective October 1, 1994, The contract is notable for being the first
Commonwealth collective bargaining agreement to link an employes’s salary increase to his or her performance.
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The agreement also provides for a reduction in overtime costs by paying employ ees at straight time for the first shift
of overtime worked in any work week in which the employee uses sick leave. The cost of this agreement in fiscal

1995 is estimated to be approximately $10.5 million.

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

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

Office of Employee Relations Bargaining Units

Contract ] FTEs Expiratien
Unit Bargaining Union Type of Emplovee All Funds Dates
1 National Association of Gavernment Employees Clerical 5,616 6/30/93
2 Alliance/ American Federation of State, County & Non-professional hospital 11,056 6/30/93
Municipal Employees and Service Emplovees International
Union
3 National Association of Government Employees Skilled trades 838 6/30/93
4 .Massachusetts Correction Oificers Federated Union Corractions 3,602 12/31/94
5 Coalitions of Public Safety Police/Law enforcement 343 6/30/90
Sa State Police Association of Massachusetts State Police 1,941 6/30/95
6 Nationa} Association of Government Employees Administrative 6,037 6/30/93
_ : professionals
7 Massachusetis Nurses Associations Health professionals 2,130 12/31/94
] Alliance/Service Employees International Union Social workers 724 6130493
9 Massachusetts Organization of Engineers and Scientists Engineers/scientisis 2,806 6/30/93
10 Alliance/Sarvice Employees International Union Secondary educatior 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 anticipation of receipts
from taxes or other sources, any such loan to be paid out of the revenue of the year in which the loan is made, or
(b) by a two-thirds vote of the members of each house of the Legislature present and voting thereon. The
constitution further provides that borrowed money shall not be expended for any other purpose than that for which
it was borrowed or for the reduction or discharge of the principal of the [oan 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 tc or in aid of any individual, or of any
private association, or of any corporation which is privately owned or maneged.

The Commonwealth has waived its sovereign immunity and consented to be sued on contractual obligations,

which term includes bonds and notes issued by it and all claims with respect thereto. However, the property of the
Commonwealth is not subject to attachment or levy to pay a judgment, and the satisfaction of any judgment
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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 other coustraints 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
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 Commonwealth has issned Special Obligation
Bonds secured by a pledge of two cents of the Commonwealth’s 21-cent gasoline tax. See "Special Obligation
Debt. "

Other Commenwealith Bond and Note Liabilities. Certain independent authorities and agencies within the
Commonwealth are statutorily authorized to issue boads 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) Commonsvealth 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 certain bonds of the Town of Mashpee. Indircct obligations consist of (i) obligations of the
Commonwealth to fund capital reserve funds ptedged 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 approprialed 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 issued to finance the new Plymouth County Correctional Facility; and (iv) the obligation
of the Commonwealth to make lease payments from amounts appropriated by the Legislature with respect to the
Massachuseits Information Technology Center now under construction in Chelsea, Massachusetts. See "Indirect
Obligations." In addition, the Commonwealth has liabilities under certain tax exempt capital leases, See "OTHER
COMMONWEALTH OBLIGATIONS -- Long Term Capital Leases".

Outstunding Bond and Note Liabilities. The following tabls sets forth the Commonwealth bond and note
liabilities cutstanding on January |, 1995,
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Commonwealth Bond and Note Liabilities
January 1, 1993
(in thousands)

Long Tetm(}) Short Term
COMMONWEALTH DEBT
General Obligation Debt £8,360,095(2) $264,132
Dedicated Income Tax Debt 831,210 0
Special Obligation Debt 403,770 __ 9
Subtotal Commonwealth Debt 9,595,075 264,132
COMMONWEALTH SUPPORTED DEBT
MBTA 2,165,230 365,000{4)
Massachusetts Convention Center Authority 173,664 0
Massachusetts Government Land Bank 25,170 ¢
Boston Metropolitan District 47,685 0
Steamship Authority 34,249 2,900
Regional transit authorities 3o 67,417
Subtotal Supported Debt 2,446,028 435,317
COMMONWEALTH GUARANTEED DEBT
Higher education building authorities 234,615 () Q
Town of Mashpee 400 g
Subtotal Guaranteed Debt 235,015 0
TOTAL COMMONWEALTH BOND AND .
NOTE LIABILITIES g 12,276,1 18 3 £09,449

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

1)

@

3

@

(%)

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

Includes interest on Commonwealth general obligation capital appreciation bonds ta lie accrued from January 1, 1995 through their
maturity in the amount of $346.8 million. The Commonwealth also expects to issue $150 million of general vbligation bonds on
March 2, 1995 for the purpose of financing yvarious capilal expenditures. )

Represents $240 miltion of Commonwealth Generat 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 Commonwealih's "minibonds" (4 hich are redeemable at the request of the holder
on one business day’s notice and are treated as short term liahilities), See "Gern=ral Obligation Debt; Commonwealth General
Obligation Notes and Minibonds".

The MET A expects io issue $165 million of shott-term notes for the purpose of refinincing a pottion of its notes maturing on March
1, 1995. As of February 22, 1995, the MBTA also has $139.0 million of commurcial paper outstanding. See "Commenwealth
Supported Debt; MBTA".

On February 8, 1993, the Southeastern Massachusetts University Building Authority sold $35,715,000 of bonds to be guaranteed by
ihe Commonwealth for the purpose of refunding approximately $35 million of thesc outstanding bonds. The University of Lowell
Building Authority currently expects to issue spproximately $24 million of bonds to e guaranteed by the Commonwealth in March,
1995, for the purpose of refunding approximately $20.7 million of these outstanding bonds and to finance certain capital expenditures.

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

Commonwealth debt and Commonwealth supported bond liabilities as of the end of the fiscal years indicated.
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June 30

1990
1951
1992
1993
1994

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

General Dedicated Special Commonwaslth Other

Obligation Income Obligation Long Term Debt MBTA Supported

Bonds (3) Tax Debt Debt Subtotal (4) Bonds Debt (3) Total (4)

$6,605,040 - - $6,605,040 $1,283,765 $263,848 $8,152,653
7,164,195 $1,416,145 - 8,580,340 1,475,480 247,574 10,303,394
7,916,571 1,236,990 $103,770 9,257,331 1,708,230 257,327 11,222,888
8,082,323 1,044,865 103,770 9,231,458 2,015,405 291,482 11,538,345
8,184,165 839,810 403,770 9,427,745 2,165,230 277,655 11,870,630

SOURCE: Office of the State Treasurer and the Office of the Comptroller.

M
@
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Does not include Commonwealth guaranteed debt. See "Commonwealth Guaranteed Debt".

Cutstanding bond linbilities include discount and costs of issuance.

Does not include Dedicated Income Tax Debt. Commonweslth genera obligation bonds include interest on capital apprecistion bonds
yet to be accrued from the end of the fiscal year indicated through their maturity in the following approximate amounts: fiscal
1990-$175.38 million; fiscal 1991-$399.64 millicn; fiscal 1992-$451.29 million; fiscal 1993-5389.40 million and fiscal 1994-§361.5
million.

Totals may not add due to rounding.

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

Long- Term Debr Analysis. The following table sets forth outstanding long term Commonwealth debt and

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

June 30

1990
199
1992
1993
1994

Long Term Debt Analysis
Commonwealth Debt and Commonwealth Supported Debt

Net of CAB Interest

Amount (1)(2) Yet to be Accrued Ratio to Full Value Ratio to

{in thousands} {in thousands) Per Capita {3) of Real Estate {4) Personal Tncome (5)
$3,152,653 $7.977,273 $1,326 2.13 5.87
10,303,394 9,903,754 1,652 .32 7.21
11,222,88% 10,771,598 1,797 2.52 T.61
11,538,345 11,148,945 1,854 2.85 7.58
11,870,630 11,418,996 1,899 2.92 7.76

SOURCE: Office of the State Treasurer and the Office of the Comptroller.
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Includes Cammonwealth general obligation bonds, dedicated income tax bonds and Special Obligation Bonds, and bonds of the
MEBTA, the MCCA, the Steamship Authority, the Land Bank and the Boston Metropolitan District. Does not include bonds of the
regional transit authorities. Does not include Commonwealth guaranteed cebl. See "Commonwealth Guaranteed Debt".
Qutstanding bond liabilities include discount and costs of issuance. Commonweslth general obligation bonds include interest on capital
appreciation bonds yet to be accrued from the end of the fiscal year through their maturity. See "TFable of Long Term Bond
Liabilities; foomote 3" above.

Based on United States Census resident population estimates for Massachusetts of 6,016,000 for 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 hillion for 1990, $427.6 billion
for 1991 and 1992 and $391.0 billion for 1993 and 1994.

Based on United States Department of Comnmerce, Bureau of Economic Acalysis towal personal income of $135.9 billion for 1990,
$137.3 hillion for 1991, $141.6 billicn for 1992 and $147.1 billion for 19%3 and 1994,
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Maturities of

Short Term Debr. The following table sets forth the maturities of the Commonwealth’s short

term liabilities outstanding as of January 1, 1995.

Maturities of Short Term Liabilities
January 1, 1995
(in thousands)

Regional
) Transit Steamship

Month Due Commonwealth MBTA _ Authorities Authority Total
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 - 223,092
Total $264,132 $476,000 $67.417 $2,900 $810,449

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

Minibonds are redeemable at the option of the holder on one business day's notice atd 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 February 22,
1995, the MBTA has $139.0 million of commercial paper outstanding. For e descriprion of the Commonwealth commercial paper
program, see "General Chligation Debt; Commonwealth General Obligation Notes”. s of February 22, 1993, the Commonweaith
‘has no commercial paper outstanding.

(n
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General Obligation Debt

~ The Commonwealth issues general obligation bonds and notes pursugnt to Chapter 29 of the General Laws
("Chapter 29"). Pursuant to Chapter 29, general obligation bonds and notes .ssued 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 Debr. 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 attributable to fiscal 1990, including certain Medicaid payments for prior service
periods. Bonds issued pursuant to Chapter 151 ("Fiscal Recovery Bonds") must be repaid no later than December
31, 1997. The Commonwealth issued Fiscal Recovery Bonds in October and December- 1990 in the aggregate
principal amount of $1.416 billion. The Fiscal Recovery Bonds constitute general obligation bonds of the
Commonwealth, but are ta be repaid from funds deposited in the Commonwesalth 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 Fupd 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 into 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 Commonwealth’s income tax receipts for fiscal 1994 amonnted to approximately $853.5 million, while in
fiscal 1995 it is estimated to amount to $904.1 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 trnsit notes issued to fund a portion of
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the Commonweaith’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 vear. 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
to 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 Commoenwealth 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 to vary from the projected cash flow and additional commercial paper may be
outstanding from time to time during fiscal 1995, See "1995 FISCAL YEAR -- Cash Flow".

Transit notes issued to fund the net cost of service payments 10 the MBTA may be issued by the State
Treasurer pursuant to Chapter 161 A 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 assessmants 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 millien of cutstanding transit notes which mature on June 15, 1995. As of January 1, 1995, no other revenue
or bond anticipation notes were ocutstanding.

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 vears). As minibonds are redeemable on one business day’s notice, the Comptroller accounts for minibonds
as short termn liabilities of the Commonwealth. Such minibonds are sold at a discount with no current interest
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 to have been redeemed by the holders 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 currenily accounted to the
Highway Fund are primarily derived from taxes and fees relating tc the operation or use of motor vehicles in the
Commonwealth, including the motor fuels excise tax. Special Obligation Bonds are not general obligations of the
Commonwealth. Chapter 33 of the Acts of 1991 authorizes the Commonwealth to issue Special Obligation Bonds
in an aggregate amount not to exceed $1.125 billion. As of lanuary 1, 1993, 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 1ax 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 annnal fisc 1l 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 OBLIGATION BONDS
Total

Interest on Debt Service
Fiscal CABs at Current Commonwealth
Year Prineipal Maturity Interest Subtotal Principal Interest Subtotal Bonds
1995 (4) $354,559 3 - $223,231 $577,790 $2.050 $11,197 $20,247 $598,037
1996 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 8,675 376,344 994,125 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 B66,278 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 43,348 254,065 755,310 17,420 18,098 35,518 790,828
2003 447,475 59,609 229,893 736,977 18,585 16,929 15,514 772,491
2004 404,464 88,320 206,781 699,565 19,585 15,927 35,512 735,077
2005 406,588 95,981 185,585 688,154 20,665 14,832 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 - 91,922 942,407 115,330 16,424 131,754 1,074,161
thereafter
TOTAL $8,739.671 $451.634 $3.980,929 $13,172,234 $403. 770 $272 816 $676,5%6 | $13.848,830
SOURCE: Office of the State Treasurer and the Office of the Comptroller.
(1 Totals may not edd due to rounding,
(2) Includes Fiscal Recovery Bonds, Estimated debt service on the Fiscal Recovery Bends (a portion of which constitute variable rate

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

[€)] Exclides minibonds, Estimated debt service payable on cutstanding minibonda {ass iming interest is paid at maturity) in fiscal year
1995 is approximately $33.5 million.
[C)] Does not include debt service pajd in fiscal 1995 through Junuary 1, 1995, including approximately $274.1 million of general

obligation bond principal, and approximately $253.9 million of general and special “bligation 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, seta fiscal 1991 limit of $6.8 billion,
and provides that the limit for each subsequent fiscal year shall be 105% o the previous fiscal year's limit. The
measurement of this limit is performed under the statutory basis of accounting which differs from GAAP in that
the principal amount of outstanding bonds is measured net of discount and costs of issuance. The law further
provides that bonds to be refunded from the proceeds of Commonwealth refunding bonds shall be excluded from
outstanding "direct” bonds upon the issuance of the refunding bonds. Chapter 151 of the Acts of 1990 and the .
Special Obligation Act provide that the F iscal Recovery Bonds and the Special Obligation Bonds, respectively, shall
not be counted in computing the amount of bonds subject to this limit. Pursuant to Chapter 5 of the Acts of 1991,

A-47



$287.2 million of the Commonwealth’s refunding bonds issued in September and October 1991 are not counted in
computing the amount of the bonds subject to this limit. The following table shows the amount of outstanding
"direct” bonds of the Commonwealth, as compared with the appropriate statutory limit, as of the first day of each
fiscal year in which the statutory limit has been in effect.

Statutory Debt Limit on Direct Bonds
(in thousands)

Cutstanding Statutory Limit

Date Direct Bonds on Direct Bonds
July 1, 1990 $6,010,063 $6,800,000
July 1, 1991 6,653,030 7,140,000
July 1, 1992 6,937,500 7,497,000
July 1, 1993 7,259,821 7,871,850
Tuly 1, 1994 7,343,227 8,265,442
Jenuary 1, 1995 7,555,827 8,265,442

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

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

Autherized but Unissued General Obligation Debt
(in thousands)

Authorized hut Unissued Capita}
Date General Obligation Debt Expenditures(1)
June 30, 1990 $5,383,743 $936,065
Sune 30, 1991 4,937,306 847,057
June 30, 1992 6,393 832 694,057(2)
June 30, 1993 4,614,367 575,905
lune 30, 1994 4,512,297 760,618
SOURCE: Office of the Comptrolier.
{13 Does not include $537.5 millicn, $1.852 billion, and $835.7 million of refunding bend proceeds paid to escrow agents in fiscal 1992,
fiscal 1993 and fiscal 1994, respectively, in order to decease then outstanding general obligation bonds.
23 Does not inclide $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 obligation debt equalled $6.380 billion,
which amount includes $1.670 billion allocable to transportation related projects authorized by the Legislature in
fiscal 1993,

Authorized but unissued debt is measured in accordance with the statutory basis of accounting, which is
different from GAAP. Only the net proceeds of bonds issued (exclusive of discount and costs of issuance) are
deducted from the amount of authorized but unissued debt. Therefore, the change in authorized but unissued debt
at the end of any fiscal year is not intended to 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 p-ojects which may only be issued as
Special Obligation Bonds. The Special Obligation Bonds will be secured by a pledge of all or a portion of the
revenues accounted for in the Commonwealth’s Highway Fund. In addition, certain general obligation bonds
authorized in Chapter 33 for such projects (which are reflected as Authorized but Unissued General Obligation Debt
above) may be issued as Special Obligation Bonds, with the aggregate amount of Special Obligation Bonds not to
exceed $1.125 billion. Chapters 102 and 273 of the Acts of 1994 also authoriz: the issuance of up to §1.474 billion
of genera! 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 dibt obligations provided by statutory
requirements that the Commonwealth provide the MBTA funds sufficient to meet its obligations, including the
principal and interest on MBTA and Boston Metropolitan District bonds and notes as they mature, to the extent that
funds sufficient for this purpose are not otherwise available to the MBTA; (2) Commonwealth contract assistance
equal to 90% of the debt service on MBTA bonds; and (3) under applicable statutory provisions, the
Commonwealth’s payment of MBTA’s net cost of service {current expenses, including debt service and lease
obligations, minus current income). Commonwealth obligations with respect to the MBTA are discussed at
"COMMONWEALTH PROGRAMS AND SERVICES -- MBTA and Repional 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 cutstanding short term notes. The MBTA expevts to issue $165 million of short-term
notes an March 1, 1995 for the purpose of refinancing a portion of its cutstanding notes maturing on such date.
The MBTA also has established a commercial paper program in order to issie bond anticipation notes for capital
purposes. Up to $200 million of debt under two series of notes may be issued under this program. The notes are
general obligations of the MBTA and ninety percent (90%) of the interest thereon is payable from contract assistance
to be provided by the Commonwealth. As of 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; Outstanding Bond and Note Liabilities” and "Trend of
Long Term Bond Liabilities”.

Regional Transit Authorities and Steamship Authority. There are 15 regional transit authorities organized
in various areas of the state. The Steamship Authority operates passengsr ferries ‘o Martha’s Vineyard and
Nantucket. Each of these entities issues its own bonds and notes. Commonwezlth support of the bonds and notes
of the regional transit authorities and the Steamship Authority includes (1) 8 Commonwealth guarantes pursuant to
statutory provisions requiring the Commonwealth to provide each of these eptities with funds sufficient to meet the
principal of and interest on their bonds and notes as they mature to the extent that funds sufficient for this purpose
are not otherwise available to such entity; {2) the Commonwealth’s payment, under applicable 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 January 1, 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 outstanding 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; Qutstand'ing 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 general obligation
of the Commonweath for which its full faith and credit are pledged. As of January 1, 1995, the MCCA had $173.7
million of outstanding long term bounds on which the Commonwealth will pay approximately $24.6 million in debt
service contract assistance payments in fiscal 1995. See "Overview; Ousstanding Bond and Note Liabilities” and
"COMMONWEALTH BUDGET, FINANCIAL MANAGEMENT AND CONTROLS -- Overview of Capital
Speading Process and Controls; Five Year Capital Spending Plan.”

Massachusetts Government Land Bank. The Land Bank assists in the development of state and federal
surplus property for private use, and in the development of substandard, blighted or decadeat open areas in the
Commonwealth. The Land Bank has direct borrowing power and the Commonwealth is required to provide contract
assistance payments for debt service obligations of the Land Bank of up to $6 million per fiscal year for a period
of twelve fiscal years, of which five years remain. Like the MCCA assistance contract, the contract with the Land
Bank is a general obligation of the Commonwealth for which the full faith and credit of the Commonwealth are
pledged. As of January 1, 1995, the Land Bank had $25,170,000 of bonds outstanding, which are secured by the
contract assistance from the Commonwealth, ag described above. See "Overview; Ouistanding Bond and Note
Liabilities".

Commonwealth Guaranteed Debt

Local Housing Authorities. Local housing authorities have been created by legislation in each city and town
in the Commonwealth and have the power, among other things, to undertake projects to pravide housing for persons
of low income, Prior to a readjustment of their financing methods effected by Chapter 4 of the Acts of 1976
("Chapter 4"), such housing authorities financed housing projects by issuing Commonwealth guaranteed bonds and
notes. The financing has been taken over by the Commonwealth, which makes grants to housing authoritics to pay
the costs of housing projects. Housing authorities can no longer make arrangements for the permanent financing
of projects by Commonwealth guaranteed borrowing. Chapter 4 and certain bond covenants of the Commonwealth
place limitations on the amount and pericd of guaranteed temporary notes which may be issued by housing
authorities to finance planning and construction phases of housing projects. Chapter 4 also provides that no
guaranteed notes may be issued unless a contract for grants which may be used to retire such nofes is in effect.
Housing authorities may issue revenue bonds to finance privately cwned housing developments under a program
authorized by the Legislaturc 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. Sec "Overview; Outstanding Bond and Nore 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 to such guarantee, certain revenues of these authorities, including
dormitory rental income and student union fees, are pledged to their respective debt service requirements. While
revenues thus far have been sufficient to meet debt service requirements, they have not been sufficient in all cases
to pay operating costs. In such cases, the operating costs have been met by Commonwealth appropriations.  As
of January 1, 1995, the higher education building authorities had $234.6 million of outstanding long term bonds
guaranteed by the Commonwealth, On February 8, 1995, the Southeastern Massachusetts University Building
Authority sald $35,715,000 of bonds (guaranteed by the Commonwealth) for the purpose of advance refunding
approximately $35 million of outstanding bonds. 'the University of Lowell Building Authority currently expects
to issue approximatety $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 "QOverview: Quistanding Bond and Note Liabilities”.

Indirect Obligations

Massuchusetts Housing Finance Agency and Massachusetts Home Mortgage Finance Agency.  The
legislation establishing the MHFA limits the outstanding indebtedness of MHFA issued for the purpose, among
others, of financing certain multi-family housing projects within the Commonwealth to $2.7 billion of bonds or notes
(excluding certain notes issued for construction financing) and limits the proportion of such indebtedness that may
be evidenced by notes rather than bonds.
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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 any bonds outstanding anc the issuance of additional debt of
MHMFA 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 cther interest in the financed housing.
MHFA's enabling legislation also permits, and certain resolutions authorizing the respective issuance of multi-family
and single-family housing bonds to 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 rot 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 te the Governor of any amount
necessary to restore a capital reserve fund to the above-described requirement, the Legislature may, but is not
legally bound to, make an appropriation in such amount. No such appropristion has been necessary to date.

As of January 1, 1995, multi-family obligations of the MHFA totales 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 to students and
other users of the projects financed. As additional security for the Community Colleges Bonds, the Commonwealth,
acting through the Higher Education Coordinating Council ("HECC"), entered into a Contract for Financial
Assistance, Maintenance and Services with HEFA. Pursuant to this contrat, HECC agrees to provide financial
assistance, from moneys legally available to it, if the revenues collected on behalf of HEFA are insufficient to pay
debt service on the Community Colleges Bonds. Pursuant to the contract, the financial assistance will be provided
solely from funds otherwise appropriated to HECC in the Commonwealth’s operating budget, The financial
assistance does not constitute either a general obligation, or a so-called "moral obligation", of the Commonwealth,
as the Commonwealth is not obligated to continue to appropriate moneys to HECC, and the credit of the
Commonwealth is not pledged to the Community Colleges Bonds.

Plymouth County Certificates of Participation. In May 1992 the County of Plymouth, Massachusetts
("Plymouth County") caused to be issued $110,535,000 of certificates of purticipation (the "Plymouth COPs"} to
finance the construction of the new 1,140 bed Plymouth County Correctiona) 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 Commonweaslth 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 Npvember, 1993, the City of Chelsea,
Massachusetts, acting through the Industrial Development Financing Authotity of the City of Chelsea (the "City"),
issued $95,750,000 aggregate principal amount of City of Chelsea, Commonvealth 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 butlding 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 processing information system center for DOR and certain
other departments and agencies of the Commonwealth. The Chelsea Bonds bear interest at a variable rate and
MIFA 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 obligated
to make fixed rate payments in exchange therefor. Sunultaneously 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 Commonwealth do
not constitute a general obligation or a pledge of the full faith and zredit of the Commonwealth and are subject to
annuval appropriation by the Legislature. The Chelsea Bonds are limited okligations of the City and do not constitute
a debt or pledge of the faith and credit of the City.

OTHER COMMONWEALTH LIABILITIES
Retirement Systems and Pension Benefits

Commonwealth Responsibility for Pension Costs. The Commonwealth is responsible for the payment of
pension benefits for Commonwealth employees {(members of the state employees’ retirement system) and for
teachers of the cities, towns and regional school districts throughout the state {members of the teachers retirement
system, except for teachers in the 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 MWRA, and of counties, cities and towns (other than teachers) are covered by 104
separate retirement systems. However, the Commanwealth 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 Employee Contributions. The state employees’ and teachers’ retirement systems are
partially funded by employee contributions of regular compensation -- 5% for those hired before January 1, 1975,
7% for those hired from January 1, 1975 through December 31, 1983 and 8% for those hired on or after January
1, 1984, plus an additional 2% of compensation above $30,000 per year for those hired on or after January |, 1979,

The systems were originally established as "pay-as-you-go" systems, meaning that amounts were
appropriated each year to pay current benefits, and no provision was madz to fund currently the future liabilities
already incurred. In fiscal 1978 the Commonwealth began to address the unfunded liabilities of the two state
systems by making appropriations to pension reserves. Prior to the establishment of the pension funding program
described below, the Commonwealth appropriated approximately $680 million to the pension reserves during the
mid-1980’s, in addition to the pay-as-you-go pension costs doring those 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 fevel credited to member accounts) in the retirement systems, withdrawal penalties on members
leaving government employment with less than ten years of service and any amounts from the funding schedule
described below in excess of pension payments.

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

" Funding schedules are scquired to be filed with the Legislature triennially on March -1 and are subject to
legislative disapproval. The current funding schedule, which has been approved by the Legislature, was filed on
October 26, 1994 (A diffefent schedule; which was disapproved, had been ongmaﬂy filed on February 28, 1994.)
If a schedule is not approved By the Legislatire, payments are to be made th accordance with the most recent
approved schedule; such payments must, however, at least equal the prior year’s payments. The Commonwealth
is contractuaily 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 fo
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 sche.lule currently in effect requires total
payments by the Commonwealth over 35 years as shown in the following tabl..

Funding Schedule for Unfunded Pension Obligations
(in thousands)

Fiscal Year Payments Fiscal Year . Payments
1935 ) $ 889,985 2012 $2,215,826
1936 927,508 2013 2,300,966
1997 ' B 965,903 2014 2,389,980
1998 © 1,004,764 2015 2,483,069
1999 1,043,109 2016 1,580,443
2000 1,091,988 2017 ) 2,682,327
2001 1,142,918 2018 2,788,953
2002 1,196,000 2019 . o 2,900,572
2003 1,251,339 ' 2020 T 3,017,445
2004 1,309,046 2021 3,139,850
2005 S 1,369,238 2022 o 3,268,079
2006 © 1,432,088 2023 : 3,402 440
2007 1,519,931 2024 . . 1,543,261,
2008 1,588,348 2025 3,690,887
2009 1,634,696 2026 3,845,681
2010 N ' 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 [, 1793 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 1o 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. Swch valuations are based on actuarial
assumptions described in the current schedule, including future investment earnings at the rate of 8% per year,
annual salary increases at the rate of 6% and annual cost-of-living increases for pensioners at the rate of 3%.
"Actuarial accrued liability,” as used above, is the estimated present value of all benefits to be paid to existing
pensioners and current employees less the present value of the future normal sosts associated with such employees.
The "unfunded" liability is the amount by which the actuarial accrued liability exceeded accumulated assets set aside
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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.

As stated above, annua] 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 o 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 Operating Lesses
1995 $86,460

1996 66,707

1997 53,430

1998 43,314

1999 28,524

2000 and thereafter 8.224
;2861659

SOURCE: Office of the Comptroller.

Long Term Capital Leases and Certificates of Participation

In certain circumstances, 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
to computer 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) §]6!02[(1)

SOURCE: Office of the Comptroller.
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n As of June 30, 1994, the principal amounts of these obligations were $50,954,000 snd $12,687,000 for capital leases and COPs
respectively.

Water Pollution Abatement Trust

The Massachusetts Water Pollution Abatement Trust (the “Trust”; was created in:1989 as a public
instrumentality of the Commonwealth to implement the Commonwealth’s state revolving fund program under Title
VI of the fedetal 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 Joans to local
governmental units to finance eligible water pollution abatement projects. To date, the Trust has received
approximately $375 million in federal grants and approximately $75 million in Commonwealth matching grants to
capitalize the fund. The Trust has also received additional Commonwealth grants of approximately $21 million to
capitalize a separate revolving fund program for projects which are not eligible under the Clean Water Act. The
Trust’s enabling legislation authorizes the State Treasurer to issue up to $122 3 million of Commonwealth general
obligation bonds to fund Commonwealth 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 to local governmental units to finance
eligible projects or to directly fund such loans. Obligations issued by the Trust are not a debt of the Commonwealth
ot 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 money's of the Trust and, for certain loans,
contract assistance payments from the Commonwealth as described below. As of January 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 governmental 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 to be issued during fiscal year 1996,

Under the enabling legislation creating the Trust, each loan made by the Trust is required to provide for
debt service subsidies or other financial assistance sufficient to result in the loan being the financial equivalent of
a grant to the borrower of between 25% and 90% of the eligible cost of the financed project. Financial assistance
sufficient to result in a 25% grant equivalency (or approximately 50% in the chse 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 Commonwealth. The Trust’s enabling legislation
directs the State Treasurer to enter into contract assistance agreements with the Trust for such purpose providing
for annual contract assistance payments to the Trust of up to $20 million in the aggregate in each fiscal year through
fiscal year 2025. The contract assistance agreements and the Trust’s right tt 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 to expand the scope of the Trust’s loan programs.
Among other things, the Governor’s bill recommends a $19 million appropriation to provide additional matching
funds for the Trust’s revolving fund programs and authorizes the Trust to implement a water treatment facilities loan
program. The Governor’s bill also mandates that all new loans made by the Trust in fiscal years 1995 and 1996
shall provide for financial assistance sufficient to result in at least a 50% grant equivalency to the borrower and that
interest payable after July 1, 1994 on loans made by the Trust prior to that date shall be forgiven so that such loans
shall 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. Howaver, 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 curremt 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.

Schoo! Building Assistance
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The school building assistance program was established in 1948 to promote the planning and construction
of school buildings and the establishment of consolidated and regional schools in the Commonwealth. Under this
program, cities, towns, regional school districts and the three counties that maintain agricultural schools can obtain
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 racial imbalance
are eligible for 90% reimbursement. Grants are usually payable over a period of up to 20 years to defray a portion
of the debt service on city, town, district or county bonds issued to pay construction costs. Payment is made to
cities, towns, regional school districts and counties from amounts annually appropriated for the school building
assistance program. The following table shows the amount of the Commonwealth’s obligation to pay such grants
as of June 30, 1994.

School Building Assistance Obligations
(in thousands)

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

1995 $167,586 2005 106,903
1996 159,107 2006 101,954
1997 152,959 2007 98,231
199§ 139,629 2008 93,219
1999 131,304 2009 36,860
2000 127,763 2010 79,545
2001 123,923 2011 65,212
2002 120,238 2012 42,272
2003 117,724 2013 29,777
2004 112,104 2014 14,399
Total 32,070,709

SOURCE: Department of Education, School Facilities Service Bureau.

Unemployment Compensation Trust Fund

The assets and liabilities of the Commonwealth Unemployment Compensation Trust Fund are not assets
and liabilities of the Commonwealth, 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 $362 million in the Unemployment Compensation Trust Fund by December 1995
and rebuild reserves in the system to $1.4 billion by the end of 1999. Sce “Exhibit A - Economic Information”
under the heading "Employment--Unemployment".

INVESTMENT POLICIES

For information with respect to the investment of Commonwealth funds, see note 4 to the fiscal 1994
statutery 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 Commonvsealth and in the Supreme Court of the
United States various suits in which the Commonwealth is a party. In the opinion of the Attorney General, no

litigation is pending or, to his knowledge, threatened which is likely to result, either individually or in the aggregate,
in final judgments against the Commonwealth that would affect materially its financial condition.
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Commonwealth Programs and Services. From time to time actions are brought against the Commonwealth
by the recipients of governmental services, particularly recipients of human services benefits, seeking expanded
levels of services and benefits and by the providers of such services challenging the Commonwealth’s reirbursement
rates and methodologies. To the extent that such actions result in judgments requiring the Commonwealth to provide
expanded services or benefits or pay increased rates, additional operating and capital expenditures might be needed
to implement such judgments, In June, 1993, in an action challenging the Commonwealth’s funding of public
primary and secondary education systems on both federal and state constitational grounds Webby v. Dukakis
(Supreme Judicial Court for Suffolk County 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 currently 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 been taken. [t cannot now be determined what action, if any, the plaintiffs in
McDuffy may take in response to this decision or whether the court will ordey any further relief.

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

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

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

Challenges by residents of five state schools for the retarded in Ricci, v. Murphy (U.S. District Court C.A.
No. 72-469-T) resulted in a consent decree in the 1970’s which required the Commonwealth to upgrade and
rehabilitate the facilities in question and to provide services and 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 final order vacating and replacing all consent decrees and court orders, In their
place, the. final order requires lifelong provisions for individualized services to class members and contains
requirements regarding staffing, maintenance of effort (including funding) and other matters,

In Hodge et al. v. Gallant (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
to prevail on their claims and the Commonwealth were required to provide ull of the services sought by plaintiffs
to all similarly situated persons, a substantial increase in the annual cost to the Commonwealth of these services
might eventually be required. The Department of Public Welfare cutrently sstimates this increase to be as much
as $200 million per year.

Environmental Matters. The Commonwealth is engaged in various lawsuits involving environmental and
related laws, including an action brought on behalf of the U.S. Environmental Protection Agency alleging violations
of the Clean Water Act and seeking to enforce the clean-up of Boston Harbor. United States v. Metropolitan
District Commission (U.S. District Court C.A. No. 85-0489-MA). See aiso Conservation Law Foundation v.
Metropolitan Districe Commission (U.S. District Court C.A. No. 83-1614-MA). The Massachusetts Water
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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 construction
of the treatment facilities necessary to achieve compliance with the federal requirements. The MWRA did not meet
the July 1994 court-ordered date for start-up of the first two primary treatment batteries and related facilities,
although testing 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-island tunnel, and does not expect 10 meet the July 1995 date for completion of the
outfall tunncl. The MWRA has kept the court apprised of the delays and other aspects of the praject 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 & 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 spent oni or after July |, 1994, Under the Clean Water
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 to 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 Nudicial Court struck down, on Commerce Clause
grounds, several fees imposed on interstate motor carriers operating in the Commonwealth. The court remanded
the case to the Superior Court to determine the appropriate remedy. The Superior Court has approved the partics’
agresment establishing a refund mechanism. The Commonwealth’s total liability equals approximately $30 million,
with $20 million to be paid in fiscal 1995 (which amount has been appropriated) and the remaining $10 million in
fiscal 1996, assuming the appropriation of necessary funds.

Massachusetts Wholesalers of Malt Beverages v. Commonwealth {Suffolk Superior Court No. 90-1523) is
a suit brought by associations of bottlers challenging the 1990 amendments to the hottle bill which escheat abandoned
deposits to the Commonwealth. 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 cerlain amounts (plus interest) as a result
of the Supreme Judicial Court’s decision. The actual amount will be determined in further proceedings.

In Narional Association of Government Employees v. Commonwealth, Suffolk Superior 93-5509-E, the
Superior Court declared that a line item in the Commonwealth’s general appropriations act for fiscal 1994 that
increased the state employees’ percentage share of their group health insurance premiums from 10% to 15% viclated
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 Pebruary 9, 1995, the Supreme Judicial 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
companion 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, er 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
Tex 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 accoun: all banks and all years at issue (1974
through 1986), there are 142 appeals consolidated in this case. The amount at jssue is estimated to be approximately
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$1.2 billion, which amount includes interest of approximately $900 mitlion and amounts involved in other related
applications for abatement pending with the Commissioner of Revenue or with the Appellate Tax Board. The
Supreme Judicial Court is expected to hear the appeal in March, 1995. S.J.C.. Docket No. 6518, Approximately
$150 million in taxes and interest in the aggregate are at issue in seven other tases pending before the Appellate
Tax Board or on appeal to the Appeals Court or the Supreme Judicial Court.

The Commonwealth 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 that the measure of the bank excise tax did not include smounts 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 Jadicial 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., S.J.C. Docket
No. 6653,

Other Fiscal Martters. In County of Barnsiable et al. v. Commonwealth (Suffolk Superior Court
No.90-7439B) twelve Massachusetts counties seck reimbursement from the Commonwealth for the costs of
courthouse maintenance on the theory that the state is required to pay them the amount of money necessary to
maintain their courthouses at the "constitutional minimum" for the adequate provision of justice. The Supreme
Judicial Court denied a request for an injunction to pay the sums sought and has referred the matter to the Superior
Court for fact finding. The parties have completed a stipulation of facts with respect Lo two counties for an agreed
upon test year, and the Superior Court has made findings and rulings regarding the ability of those two counties to
provide courthouse facilities and services within their available sources of funds in that year. The Superior Court
has now developed a record regarding expenditures for each facility in those wo counties, and re-transfer to the
Supreme Judicial Coourt was ordered in December, 1994. In carly January 1995, the Supreme Judicial Court for
Suffolk County reported to the full Supreme Judicial Court certain questiors 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 to have that amount trebled under the Commonwealth's Consumer Protection Act. The Superior Court
has denied the Commonwealth’s motion for summary judgment. A trial date of February 21, 1995 has been set.

MISCELLANEOUS

Any provisions of the constitution of the Commonwealth, of all general and special laws and of other
documents set forth or referred to in this Information Statement are only suminarized, and such summaries do not
purport to be complete statements of any of such provisions. Only the actual zext 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
to this Information Statement shall, under any circumstances, create any implication that there has been no change
in the affairs of the Commonwealth or its agencies, authorities or political subdivisions since the date of this
Information Statement, except as expressly stated,
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CONTINUING DISCLOSURE

The Department of the State Auditor audits all agencies, departments and authorities of the Commonweslth
at least every two years. Copies of audit teports may be obtained from the State Auditor, State House, Room 229,
Boston, Massachusetts 021313,

The Commonwealth prepares its Comprehensive Annual Financial Report ("CAFR") with respect to each
fiscal year ending Tune 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 cbtained by requesting the same
in writing from the Office of the Comptroller, The Commonwealth of Massachusetts, One Ashburton Place, Room
909, Boston, Massachusetts 02108,

AVAILABILITY OF OTHER FINANCIAL INFORMATION

Questions regarding this Information Statement or requests for additional information concerning the
Commonwealth should be directed to Kenneth Olshansky, Deputy Treasurer, Office of the Treasurer and Receiver-
General, One Ashburton Place, 12th Floor, Boston, Massachusetts 02108, telephone (617) 367-3900, or Lowell
Richards, Director of Deht 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
Information Statement should be directed to Walter J. St. Onge, 111, Esq., Palmer & Dodge, One Beacon Street,
Boston, Massachusetts 02108, telephone (617) 573-0100.

THE COMMONWEALTH OF MASSACHUSETTS
By__/s/ Joseph D. Maione

Joseph D. Malone
Treasurer and Receiver-General

By__/s/ Charles D. Baker
Charles ). Baker
Secretary for Administration and Finance

February 22, 1995

TH553172.1
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[Exhibit A intentionally omitted --

please refer to Exhibit A to the Information Statement Supplement dated August 9, 1993.]
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EXHIBIT B

COMMONWEALTH OF MASSACHUSETTS
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Deloitte &
Touche LLp

,\ 125 Summer Street Telephone 1617) 261-800C
- Boston. Massachusetts 021101617 Facsimile: (617: 261-8111

Independent Auditors' Report

Mr. William Kilmartin, Comptroller
The Commonwealth of Massachusetts

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 basts are the responsibility of the management of the Commonweaith of Massachusetts. Our
responsibility is to express an opinion on these combined financial staterments - 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 revenues of the Fiduciary Fund
Type. We did not audit the financial statemerits 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
audrors 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 free of material misstatement. An audir 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
audst and the reports of the other auditors provide a reasonable basis for our opinion,

As described 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 opimien, 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.

Deloitte Touche
o e 3.2



As discussed in Note 2, the Fiduciary Fund Type includes mvestments representing 5.7% of the assets of the
Fiduciary Fund Type, whose values have been estimated by management in fhe 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 values that
would have been used had a ready market existed for the investments.

O—MJT{V.‘_L.. LLP

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)

Fiduciary
Governmental Fund Types Fund Types
Special Capital Trust
ASSETS AND OTHER DEBITS General Revenue Projects and Agency
Cash and short-term investments $ 4] $ 1,574,314 by 20,631 b 837 824
Cash on deposit with U.S. Treasury 33,00
Cash with fiscal agent 3,114
Investments 11,613,209
Advances to related entity 170,093
Assets held in trust 1,486,504
Receivables, net of allowance for
uncollectibles:
Taxes 4,721 688
Due from federal government 131,111 126,825 155,301
Other receivables 1,475 9,691 1,581,059
Due from cities and towns 133,042 1,177
Due from other funds 5 .897 377,439
Fixed assets:
Land
Buildings
Machinery and equipment
Construction in progress
Amount to be provided for retirement
of long-term obligations
Total assets and
other debits 5 450,339 $ 1,717,809 g 175,932 8 15,929,436
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w

Totals
Account Groups (Memorandurn Only)
Non-
General General Subtotal appropriated
Fixed Long-term (Memorandum Higher

Assets Obligations Only) Education 1994 1993

] 0 $ 0 5 2,432,769 % 129,247 3 2,562,016 $ 2,327,042
33,001 33,001

5,114 5,114 3,797
11,613,209 273,391 11,886,600 11,342,003
170,093 170,093 199,881
1,486,504 1,486,904 1,518,389
5,409 5,408 3,651
413,237 8,496 421,733 307,420
1,592,225 1,592,225 1,300,158
134,219 134,219 141,271
387.336 387,336 391,934
496,207 496,207 456,207 : 448 8BRS
3,362,971 3,362,971 3,362,971 3,243,522
833,124 853,124 833,124 806,729
30,449 30,449 30,449 155,090
9,497,475 9,497 475 9,497,475 9,296 238
S 4,742,751 5 9,497.475 8 32,513,742 s 411,134 § 32,924 876 § 31,486,110

(Continued)
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COMMONWEALTH OF MASSACHUSETTS
COMBINED BALANCE SHEET - STATUTORY BASIS -
ALL FUND TYPES AND ACCOUNT GROUPS

JUNE 30, 1994

(Amounts in thousands}

-*—-———————.—__—__.—__________ —
e = ] —

Fiduciary
Governmental Fund Types Fund Types
LIABILITIES, FUND EQUITY Special Capital Trust
AND OTF CREDITS General Revenue Projects and Agency
Liabilities:
Deficiency in cash and
short-term investments $ 362,851 ) 4] 3 170,605 3 2,487
Accounts payable 384,454 366,169 306,493 1,812,422
Accrued payroll 62,018 18,910 1,980 3e8
Agency liabilities 2,008,390
Due to federal government
Due to cities and towns 11,937
Due to other funds 381,116
Obligations under lease/purchase
Bonds, notes payable and
certificate of participation 240,000 49,062 29,452
Deferred revenue 32,919
Total liabilities 1,082,242 385,079 528,140 4,246,182
Fund equity and other credits:
Investment in genera] fixed assets
Fund batances (deficit):
Reserved for:
Continuing appropriations 59,621 14,624
Commonweaith stabilization 382907
Debt service 5114
Pension benefits 11,535,422
Unemployment benefits 30,514
Unreserved:
Designated for specific purpose 111,493 117,318
Undesignated (691,524) 818,592 (352,208}
Total fund equity (deficit)
and other credits {631,903) 1,332,730 (352,208) 11,683,254
Total liabilities, fund equity
and other credits S 450,339 s 1,717,309 s 175,932 S 15,929 436

See notes to combined financial statements - statutory basis.
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Totals
Account Groups {Memorandum Culy)
Non-
General General _ Subtotal appropriated
Fixed Long-term {Memorandum Higher
Assets Obligations " Only) Education 1994 1993
$ 4] L3 0 L 535,943 5 0 3 535,943 $ 623,945
2,869,538 37,092 2,906,630 2,186,267
83,276 459 83,735 72,953
2,008,35C 4,973 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 6%,730 64,780
9,427,745 9,746,269 9,746,269 9,585,617
32,919 32,919
9,497 475 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
382,907 342,907 309,512
5,114 5,1i4 3,797
11,535,422 11,535,422 11,096,499
30,514 30,514
228811 13,613 242,424 ([3,014)
(225,140) 348,777 123,637 108,989
4,742,751 16,774,624 362,390 17,137,014 16,266,735
s 4,742,751 s 9,497,475 S 32,513,742 8 411,134 $ 32,924 876 $ 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 thonsands)

-—-——————————____.—__—_———-—-——-—.——-——-—__‘
e e e e B et e e e ——t

Fiduciary
Governmental Fund Types Fund Tvpe
Special Capital Expendable
General Revenue Projects Trust
Revenues:
Taxes b3 6,297,75¢ % 4317626 % 0 3 1,147,975
Assessments 191,796 354,354 1,207
Federa! grants and reimbursements 2,892 189 1,228,347 044,738 257,805
Departmental 525,006 3,327,588 267 3,972
Miscellaneous 175,259 70,406 674 61,138
Total revenues 10,082,009 9,298,321 945,679 1,472,197
Other financing sources:
Proceeds of general obligation bonds 342,208
Proceeds of special obligation bonds 297,968
Proceeds of refunding bonds 835,795
Fringe benefit cnst 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 anad other
financing sources 10,464,005 10,227,222 2.65‘).59_2"__ 1,481,155
Expenditures:
Legislature 42,853 257
Judiciary 68,128 273,700 762 3,689
Inspector General 1,271 150
Governor and Licutenant Governor 4,292
Secretary of the Commonweatth 9,081 2,549 4
Treasurer and Receiver-General 101,789 1,956.05% 47,626 19
Auditor of the Commeonwealth 10,167 733 167
Attorney General 19,720 2,501 1,124 1,124
Ethics Commission 527 537
District Attorney 8,071 39,207 328 3,609
Office of Campaign & Political Finance 311 317
Disabled Persons Protection Commission 1,325
Board of Library Commissioners 5,399 734 1
Comptroler 5,865 525 4,123
Administration and finance 693,700 270,678 122,540 1,293
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Totals
{Memorandum Only}
Nen-
Subtotal appropriated
(Memorandum - Higher
Only} Education 1994 1993
$ 11,763,360 0 $ 11,763,360 $ 10,928,395
517,357 547,357 617,258
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
189,156 189,156 138,296
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 3,588,847
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
4,252 4,292 3,651
11,634 11,634 13,840
2,105,493 2,105,493 1,670,698
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 1,088,211 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)

Fiduciary
Governmental Fund Types Fund Tvpe
Special Capital Expendable
General Revenue Projects Trust
Expenditures {continued):;
Environmental affairs 3 23,118 § 144,575  § 117,623 % 4,935
Communities and development 113,233 248,027 33,694 2,335
Health and human services 3,270,133 1,013,327 14,019 20,292
Transportation and construction 619,168 146,225 1,325,809 330
Education 145 457,359 2,966 1,299
Educaticnal affairs 1,943 1,152
Higher education 670,148 16,061 5,621 30
Public safety 313,986 370,110 6,311 3,727
Economic affairs 14,588 196,911 1,850 1,103,591
Elder affairs 125,573 20,851 651 60
Consumer affairs 25,852 6,433 3,538
Labor 20,977 2,492 s 28,238
Direct local aid 2,727,313
Medicaid 3,273,177 39,350
Pension 313,264 595,684
Debt service:
Principal retirement 308,323 322,898
Interest and fiscal charges - 288908 231,255
Total expenditures 10,350,236 9,101,228 1,686,189 1,178,833
Other financing uses:
Paymernts to refunded bond escrow agent 835,795
Fringe benefit cost assessment 103,241 14,916 2,287
Operating transfers out 4,822 - 1,052,514 155.049 2,489
Stabilization transfer 39,254 25,169
Other uses
Total other financing uses . 44,076 1,181,924 1,005,760 4,776
Total expenditures and other
financing uses 10,394,312 10,283,152 1,691,949 1,183,609
Excess {deficiency) of revenues and other
financing sources over expenditures and
other financing uses 69,693 (55,930} (32,357) 297,546
Fund balances (deficits) at beginning of year (701,596) 1,388,660 (319,851) (155,554
Fund balances (deficits) at end of year 3 (631,903) S 1,333,730 § {352,208) $ 141,992

See notes to combined financial statements - statutory basis.
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Totals
(Memorandum Only)
Non-
Subtotal appropriated
(Memorandum Higher
_Quly) Education 1994 1993
b 290,257 § 0 3 290,257 3% 288,621
397,289 397,289 399,965
4,317,171 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
694,134 654,134 626,536
. 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 1,178,775 23,492,261 22,279,574
835,795 835,795 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 25,797,639 25,4%6,251
278,952 63,981 342,933 (89,984)
211,659 298,409 510,068 500,052

g 490,611 § 362,390 § 853,001 3 510,068

Exhibit B-11



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)

e ——_———————————rr—————— e e R R
— T T ———————_ e i ———

Revenues:
Taxes
Assessments
Federal grants and reimbursements
Departmental
Miscellaneous

Total revenues

Other financing sources:
Fringe benefit cost recovery
Operating transfets i
Stabilization transfer
Other sources

Total 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 Commitiee
Board of Librarv Commissieners
Comptroller

Admnistration and finance
Environmental affairs

Communities and development

General Fund
Variance
Favorable
Budjret Actual {Unfavorable)
5 6,179,800 6,297,759 117,959
191,796 191,796
2,913,900 2,892,189 (21,711}
819,225 525,006 (294,219)
175,259 175,259
9,912,925 10,082,009 169,084
180,156 189,156
160,675 192,840 32,165
5,000 (5,000)
165,675 381,996 216,321
10,078,600 10,464,005 385,405
59,235 42,853 16,382
69,098 68,128 970
1,281 1,271 10
4,996 4,202 704
9,272 9,081 191
105,386 101,789 3,597
10,174 10,167 7
19,936 19,720 216
527 527
8,134 8071 63
34 311 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 113233 6,842
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Totals
Budgeted Special Revenue Funds {Memeorandum Only)
Variance Variance
Favorable Favorable
Budpet Actual {Unfavorable) Budget Actual {Unfavorable}
4,380,200 4,308,922 3 (71,278) 3 10,560,000 ) 10,606,681 3 46,681
21,688 21,688 213,484 213484
8,600 9,042 442 2,922,500 2,901,231 (21,269
447,100 465,676 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
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)
542,000 664,080 122,080 707,675 1,046,076 336,401
5,377,900 5,515,216 137,316 15,456,500 15,979,221 522,721
59,235 42,853 16,382
275,403 271,833 3,568 344,501 339,963 4,538
1,.:81 1,271 10
4,996 4,292 704
2,12t 1,891 230 11,393 10,972 an
21,928 20,250 1,678 127,314 122,039 5275
733 733 10,907 10,900 7
800 785 15 20,736 20,505 231
537 537 1,064 1,064
38,088 37,783 305 46,222 45,854 168
320 3147 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
25,74% 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
{4Amounts in thousands)

it

i

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

Principal retirement
Interest and [iscal charges

Total expenditures
Other financing uses:
Fringe benefit cost assessment
Operating transfers out
Stabilization transfer

Total other financing uses

Totzl 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

Sze notes 1o gener  -urpose financial statements.

General Fund
Vanance
Faverable
Budget Actual (Unfavorable}
L3 3,368,359 3 3,270,133 3 98,226
621,447 619,168 2,279
147 145 2
2,024 1,943 81
674,480 670,148 4,332
319,456 313,986 5470
15,580 14,588 992
(27,044 125,573 1471
27,548 25,852 1,656
22,303 20,977 1,326
3,290,149 3273777 15,372
328,447 313,264 15,183
327453 308,323 19,130
312,186 288,908 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) 69,693 622,638

(701,596) (701,596)
s (1,254,541) § 631,903y § 622,638
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Totals
- Budgeted Special Revenue Funds {Memorandurm Only)
Vanance Variance
Favorabie Favorable
Budget Actual (Unfavorable) Budget Actual {Unfavorable)
148274  § . 124,664 3 23,610 3,516,633 ] 3,394,797 3 - 121,836
145,588 " 141,458 4,530 767,435 760,626 6,809
104,894 95,757 9,137 105,041 95,902 5,139
635 608 47 2,679 2,551 128
2,610 2,398 212 677,090 672,546 4,544
354,504 342,926 11,978 674,360 656,912 17,448
16,277 15,279 998 31,857 29.367 1,990
5,187 4,340 347 132,231 129,+13 2,318
5,945 5016 929 33,493 30,88 2,625
_ ) 22,303 © 20,977 1,326
2,739,827 2,727,313 12,514 2,739,827 2,727,313 12,514
39,350 39,350 3,329,499 3,313,127 16,372
623 449 595,684 27,765 951,396 908,948 42,948
347,569 322,183 25,386 675,022 630,504 44,516
236,293 229,967 6,126 348,479 518,875 29,604
5,518,336 5,361,603 156,733 16,145,059 15,711,839 433,220
: 146,836 (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 15,352,460 320,083
(263,098) (42,932) 220,166 (816,043) 26,761 842,804
1,264,169 1,264,169 562,573 562,573
1,001,071 s 1,221,237 s 220,166 (253,470} § 589.334- s 842,804
- ....__-3



COMMONWEALTH OF MASSACHUSETTS

COMBINED STATEMENT OF REVENUES, EXPENSES AND CHANGES IN FUND BAL»
STATUTORY BASIS - NONEXPENDABLE TRUST FUNDS AND PENSION TRUST FUNL

FISCAL YEAR ENDED JUNE 30, 1994

(Amounts in thousands)

Operating revenues:
Emplovees contributions:
Investment earmings

Total operating revenues
Other financing sources:

Omperating transfers in

Total operating revenues
and other firancing sources

Operating expenses:
Administration
Payments to beneficiaries and cities
and towns
Total operating expenses

Other financing uses:
Operating transfers out

Total operating expenses and
other financing uses

Net income {deficit)
Fund bziznces at beginning of year

Fund balances 2t end of year

‘ES -
Tatals
Fiduciary Fund Types {Memorandum Onlv)
Non-
expendable Pension
Trust Funds Trust Funds 1994 1993
0 ) 383,904 383504 § 349,531
2:5,446 245 446 1,301,368
629,350 639,350 1,650,899
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
190,427 190,427 180,470
2 474,069 675,071 76,501
2 864,496 865,498 256,971
(2) 438,923 438,921 1,470,417
5,842 11,096,499 11,; 02,341 9,631,924
5,840 b 11,535,422 11,541,262 b 11,102,241

See notes to combined financial statements - statutory basis.
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COMMONWEALTH OF MASSACHUSETTS
STATUTORY BASIS FINANCIAL REPORT

FISCAL YEAR ENDED JUNE 30, 1994

1.

FINANCIAL STATEMENT PRESENTATION:

Introduction -The accompanying combined financial statements - statutory basis of the 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 Comptroller 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 h:gher education are also presented,
as directed by special statute,

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

Fund Accounting - The Commonwealth reports 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 ficcounts that comprise its assets,
liabilities, fund balances, revenues and expenditures. Transactions between funds within a fund type, if
any, have not been eliminated.

Account groups are accounting entities used to provide accountability for the Commonwealth's general
fixed assets and long-term obligations. They are not considered funds because they do not report
expendable available financial resources and related 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. ¥t is used to account for all
governmental transactions, except those which state finance Jaw 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 activities. 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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COMMONWEALTH OF MASSACHUSETTS
STATUTORY BASIS FINANCIAL REPORT
FISCAL YEAR ENDED JUNE 30, 1994

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
governmental 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 emplovers, interest eamed or paid on the trust fund balance and
the payment of benefits to the unemployed

Nonexpendable Trust Funds - account for trusts whose principal cannot be spent. Withim 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 Employvees' 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 resuits of operations.

Account Groups - Account Groups establish control and accountability over the Commonwealth's general
fixed assets and long-terrt 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 Commonweaith'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
Massachusetis 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 intenaed to present the Commonwealth's financial condition
and results of operations in conformity with GAAP.
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NOTES TO THE COMBINED FINANCIAL STATEMENTS

Revenues are generally recognized when the cash deposit is received by Treasury. However, revenues
receivable for federal grants and reimbursements are recognized when related expenditures are incurred,
and amounts due from certain political subdivisions of the Commonweglth 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 Melicaid program, amounts required
to seitle claims and judgments against the Commonwealth, and certain other liabilities are not recognized
until they are encumbered or otherwise processed for payment. Under GAAP, liabilities are recognized to
the extent of costs incurred, without regard to statutory encumbrance limitations.

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

Cash and short-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 earned on pooled cash is aliocated to the General
Fund and Expendable Trust Funds and to certain Special Revenue Furkds when so directed by law,

Investments of the Pension Trust Funds are stated at market. The Magsachusetts State Teachers and
Employees 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 estate funds, limited partnerships, futures pools, international hedge pools, commodities pools,
balanced pools, leverage buyouts, private placements and other alternative investments. The structure,
risk profile, retumn potential and marketability of these investments differ from traditionai equity and fixed
income investments. The estimated values, determined by management with input from the investment
managers, of these altermnative investments were $434,13 1,507 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 fedcrally-funded reimbursement and
grant programs are reported as "Due from federal government.”

Advances to related entity - The Commonwealth periodically provides working cap ital advances to the
Massachusetts Bay Transportation Authority (MBTA) to fund 1ts net cost of service. A portion of these
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 supplies are recorded as expenditures. No inventories are
reported on the statutory basis.
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COMMONWEALTH OF MASSACHUSETTS
STATUTORY BASIS FINANCIAL REPORT
FISCAL YEAR ENDED JUNE 30, 1994

General fixed assets - General fixed asset acquisitions are recorcled as expenditures in the Governmental
Fund Types and Expendable Trust Funds. They are 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 assets are recorded at fair market
value at the time of donation.

The Commonwealth capitalizes all land. It capitalizes buildings and equipment, including computer
software, with costs in excess of fifteen thousand dollars at the date of acquisition and with expected
useful lives greater than one year. Infrastructure (roads, bridges, tunnels, dams, water and sewer systems,
etc.) is not capitalized. No depreciation is provided on general fixed assets.

Interfund/intrafund transactions - During the course of its operations, the Commonweaith 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. Asa
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 ehminated. GAAP
requires that such transactions within a fund be ¢liminated.

Risk financing - The Commonwealth does 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 Gerieral Laws limuts the risk assumed by
the Commonwealth to $100,000 per occurrence, in most circumstances. The Group Insurance
Commission administers contributory health care and other insurance programs for the Commonwealth's
employees and retirees.

Encumbrances - Encumbrance accounting ts utilized in the Governmental Fund Types as a sigmficant
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 actual
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
employees and retirees through the General Fund and a budgeted Special Revenue Fund. These fringe
benefits include the costs of employees’ health insurance, pensions, unemployment compensation, and
other costs necessary to support the state work force. As directed by Chapter 29, Sections 5D and 6B(f)
of the Massachusetts General Laws, these costs are assessed to other funds based on their payroll costs,
net of credits for direct payments. Since these fringe bencfit costs are not appropriated in the budget, the
required assessment creates a variance between budget and actual expenditures at year end.

Compensated absences - Employees are granted vacation and sick leave in varying amounts based on
collective bargaining agreements and state laws. Upon retirement, 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 for a
specific future use. 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 t¢ 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 Obhigation

Revenue Bonds authorized under Section 20 of Chapter 29 of the Massachusetts General ~aws and
Chapter 33, Acts of 1991.

"Reserved for pension benefits" - identifies 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 Legisiature or
Executive Branch has evidenced an intention to restrict for a specific purpose.

“Undesignated” - consists of cumulative surpluses or deficits of the Govemmental Fund Types not
otherwise designated.

Total columns - memorandum only - Total and subtotal columns on the combined financial statements -
statutory basis are captioned "Memorandum Only" to indicate that thev 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 haye 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,

3, BUDGETARY CONTROL:

Chapter 29B of the Massachusetts General Laws requires that a balanced budget be approved by the
Governor and the Legistature. The Governor presents an annual budget to the Legislature which includes
estimates of revenues, expenditures and other financing sources and uses anticipated during the coming
fiscal year. The Legislature, which has full authonty to amend the bydget, 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 appropniation act, the Governor may veto or reduce any item, subject to legislative
overnide. Further changes to the budget established in the annuat 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 majerity of the Commonwealth's appropriations are non-continuing accounts which lapse at the end
of cach fiscal year. Others are continuing accounts for which the Legislature has authorized that an
unspent balance from the prior fiscal year be carried forward and made available for current spending. In
addition, the Legislature may direct that certain revenues be retained and made available for spending
within an appropnation account.

Generally, 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
iternized 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 direct appropriations and $61 1,422,000 in authorizations to r2tain and
expend certain non-tax revenues, plus $125,869,000 of interagency chargebacks. Chapter 170 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 approximately $142,638,000 casried forward from fiscal year 1993, the
budget as presented in this original 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
appropniations to $14,846,092,000.

During fiscal year 1994, the Legislature also passed and the Governor signed, with some modification
through veto, Chapters 151, 495, 496, 497, Acts of 1993, and Chapters 18, 49, Acts of 1994, which
included numercus 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 interagency
chargebacks. Subsequent to June 30, 1994 the Legislature passed and the Govemer signed Chapter 126
of the Acts of 1994 which included $119,857,000 in additional supplemental ap:rorriations. Fiscal year
1994 appropnations, 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 directed by statute, totaled approximately $197,55 0,000

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 bz 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 Commonwea th's annual financial statements
(amounts in thousands):

Revenues and Expenditures
other financing and other
sources financing uses
As presented in the combined budget and
actual statement - statutory basis: $ 15979221 $ 15,952,460
Adjustments to revenues and expenditures:
Municipal transit assessments : (140,365) {140,365)
Charges from the Intragovernmental
Service Fund (96,868) (96.338)
Adjustments to 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 (160) {1,601)
RMV Liscense Plates 494) {494)
Stabilization transfers (65,423) (65,423)

As presented on budgetary documents: $ 15,549,740 $ 15,522,979

The enacting or supplemental legislation determines the budgeted fund or funds to which the appropriation
is assigned. If no Spec:al Revenue Fund is identified, 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 Control Funds are:

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

Major Budgeted Special Revenue Funds are:
Highway Fund, Local Aid Fund, and Commonwealth Stabilizatron Fund.
Budgeted Environmental (Special Revenue) Funds are:

Natural Heritage and Endangered Species Fund, Mosquito and Greenhead Fly Control Fund, Inland
Fisheries and Game Fund, Environmental Challenge Fund, Toxics Use Reduction Fund, Clean
Envi-~nment Fund, Environmental Permitting and Compliance Assurance Fund, Underground Storage
Tank Petroleum Product Cleanup Fund, Environmental Law Enforcement Tu:d, Public Access Fund,
Harbors and Inland Waters Maintenance Fund, Marine Fisheries Fund, Watcrshed Management Fund,
Low Level Radioactive Waste Management Fund, Asbestas Cost Recovery fund and Clean Atr Act
Compliance Funds.

Cther Budgeted (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, Motorcycle Safety Fund, Re-Employment and Job Placement Fund, Trust Fund for
the Head Injury Treatment Services Fund, Massachusetts Tourism Fund, Heaith 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 established in 1988, and the Mctor Vehicle
Emission Inspection Compliance Fund established in 1994, as nonbudgeted special revenue funds, have
had no activity and no financial statements are presented.

The Office of the Comptrolier 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 exceed 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 Commonwealth maintains a cash and short-term investment pool that is available for use by all funds.
Each fund type's net equity in this pool is 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 are held and managed in separate and pooled trusts.
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The Office of the Treasurer and Receiver-General (the Treasury) manages the Commonwealth's short-
term investment pool. Statutes authorize imvestment 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 & 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
Value
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 10 invest in
equity securities, fixed income securities, real estate and other alternatites. The investments are carried at
market value. At June 30, 1994, they are as follows (amounts in thousinds):

Investments:
Equity securities $ 6,571,068
U.8. government and government agency securities 2,027,604
Fixed income securities 1,473,849
Real estate 629,032
Commercial paper 10,352
Money market investments 225979
Mutual funds 96
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 temporarv
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 16 1A of the Massachusetts General Laws, the Commonwealth
issues 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 revenue anticipation notes outstanding fluctuates during the fiscal year but must be
reduced to zero at June 30. During fiscal vear 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 Commonweaith has issued five-year term minibonds, which are redsemable
upon demand, to finance its capital projects. At June 30, 1994, munibonds 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 credic
agreements with several banks in order to provide credit and liguidity 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 avatlable, 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 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
banks 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 approximatety 0.077% on unutilized amounts
and approximately 0.11% on utilized amounts.
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Line of credit agreement - The Commonwealth maintained a revolvirg 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 commytment 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 10t 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 money
(a) for defense, or in anticipation of receipts from taxes or other souréss, any such loan to be paid out of
the revenue of the year in which the loan is made, or (b) by a two-thirds vote of the members of each
house of the Legislature present and voting thereon. The Constitution further provides that borrowed
money shall not be expended for any other purpose than that for which it was borrowed or for the
reduction or discharge of the principal of the loan. In addition, the Commonwealth may give, loan or
pledge its credit by a two-thirds vote of the members of each house of the Legislature present and voting
thereon, but such credit may not in any manner be given or loaned to ¢r 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 is not subject to attachment or levy to pay a judgment, and th+: satisfaction
of any judgment generally requires legislative appropriation. Enforcetaent 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, 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 primartly to provide funds for state-owned capital projects and local government
improvements. They are backed by the full faith and credit of the Commonweaith 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 expenditures are made, unless the proceeds are allocated at the time of
1s5uance.

During fiscal year 1991, dedicated income tax bonds were issued as anthorized by Chapter 151, Acts of
1990, to finance the combined net undesignated fund deficit in the Geperal 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 earnings 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. These
bonds are secured by all or a portion of revenues credited to the Highway Fund and are not general
obligations of the Commonwealth. At June 30, 1994, the Commonwealth 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 carried 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 basts of
accounting, with only the net proceeds (exclusive of discount and costs of issuance) deducted from the
total authorized by the Legisiature.

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 Amount
Deficit reduction:
Fiscal recovery $ 839810 1994 -1998 $ 57274
Capital projects:
General 4,965 236 1994 - 2014 2,613,220
Highway 2427619 1994 - 2014 965,681
Local aid 1,105,083 1694 - 2013 855,998
Other 89,997 1994 - 2025 20,124
Capital projects bonds 8,587,935 4,455,023
Total $ 9,427,745 54512297

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 year ended June 30, 1994,
are as follows (amounts in thousands):

Bonds Authorized
outstanding -unissued
Balance, July 1, 1993 'S 9231458 S 4,614,367
General and special obligation bonds:
Principal 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 835,795
Discount and issuance costs 7,200
Bonds retired (1,346,708)
Increase in bonds authorized 612,611
Expiration of authorizations (24 475)
Balance, June 30, 1994 ~§79.427.735 T 4.513.297
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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 $ 646,279 $ 490,506 % 1,136,785
1996 666,961 453,264 1,120,225
1997 694,365 410,257 1,104,622
1998 618,262 368,262 986,524
1999 543,937 338,349 882,286
2000 and thereafter __ 6,257,941 2,097,805 8,355,746

Total $ 9,427,745 $ 4il58’443' $ 13,586,188

The Commonweaith issued bonds and notes under negotiated contracts and under competitive bidding
contracts during the fiscal year 1994. The costs for legal counsel and underwriting fecs 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 issued $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 Section 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 $835,094,000 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. Asa result, the refunded bonds are considered to be defeased, and the
liabilities therefor have been removed from the General Long-term Obligations Account Group. Asa
resuit 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
betwesn 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 2ll future debt service payments on the
refunded bonds. Accordingly, the trust account assets and the liabilitics 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 considercd 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 amouat of direct debt outstanding, effective at the
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beginning of fiscal year 199} By statutorily limiting the Commonweaith's ability to issue direct debt,
these amendments provide a control on annual capital spending, The first-year limit was $6,800,000,000
with an increase of 5% allowed in each successtve 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. Outstanding direct debt, as defined, totaled approximately $7,392,292 000 at
June 30, 1994,

semiannual installments through year 2000, Payments are funded from UMass student fess 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 5 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 agreements, including tax-exempt lease purchase (TELF) agreements, which are accounted
for as capital leases. These agreements are for various terms, and contain clauses indicating that their
continuation is subject to appropriation by the Legislature. For the fiscal year ended June 30, 1994,
lease/purchase expenditures under these agreements totaled approximately $27,555,000.

At June 30, 1994, the Commonwealth's aggregate outstanding liability 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 cottinuation is subject to.
appropriation by the Legislature. Rental expense for the fiscal year entled 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 30 Commeonwealth UMass Total leases
1995 $ 18,629 $ 5,726 $ 24,355 $ 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 9,877 43,314
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 $ 286g659
Less: Amount representing

interest (7,837) (3.878) (11,715}
Present value of minimum

lease payments 5 50,954 b 18,776 $ 69,730

——— e i

Exhibit B-31



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

8. INDIVIDUAL FUND DEFICITS:

The General Fund and certain Special Revenue and Capital Projects Funds included in the combined
totals have fund deficits at June 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:
Antitrust Law Enforcement 1,144
Victim and Witness Assistance 3,125
Intercity Bus Capital Assistance 8,307
Leo I. Martin Recreation 36

Non-budgeted Special Revenue:

Other:
Government Land Bank 21,14
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 Infrastructyre 227
Water Pollution Control 13,129
Other:
State Recreation Areas 702
Metropolitan Parks 4,304
Intercity Bus Capital Assistance _ 5
Total $1,0374359
= ]

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 liab.lities accounts for $49,062,000 of
the reported fund deficits. The remaining 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 $230,000,000 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 government for 50% of that
cost. For the fiscal year ended June 30, 1994, the General Fund and Local Aid Funds inciude
$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 estimates
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 szttlements and
other costs. Of this amount, 50% is expected to be reimbursed by the federal govemmant.

Subsequent to June 30, 1994, the Commonwealth reached settlements with certain 20spitals, and it also
certified disputed nursing home rates on a retroactive basis. These acticns are expected to reduce the
Commonwealth's Medicaid liability as measured by GAAP for fiscal year 1994

RETIREMENT SYSTEMS:

The Commonwealth is responsible for the pension benefits of Commonyvealth 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 whose pensions are also the
responsibility of the Commonwealth). The members of the retirement svstems do not participate in the
Social Security System. The Commonwealth has also assumed responsibility for paymeant of cost-of-
living adjustments (COLA) for the separate (non-teacher) retirement systems o its cities, towns and
counties.

Employees of certain independent authorities 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-yon-go” basis.

Plan descriptions - State Employees’ Retirement System (SERS) is a single employer defined benefit
public employee retirement system (PERS), covering substantially all eraployees 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 all contributions and future benefit
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requirements of TRS. The TRS covers certified teachers in cities (except the C ity 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 partictpants
is the responsibility of the City of Boston.

The Commonwealth has assumed financial responsibility for the COLA granted to participants 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.

Membership - Membership in SERS, TRS as of January 1, 1993 and SBRS as of January 1. 1994 is as

follows:
SERS TR3 SBRS

Retirees and beneficiaries currently

receiving benefits and terminated

employees entitled to benefits

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

Vested 36,398 44,782 3,872

Nonvested 47,114 17,206 2,041

Subtotal 83,512 61,588 5,883

Tetal 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 crednable 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 63, for certain hazardous duty and public
safety positions, normal retirement is at age 55,

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 emplovees, \who contribute a percentage of their
regular compensation - 3% 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 Commonweaith's contribution for the pension benefit portion of the retirement allowarce of SERS
and TRS and required payments to cover SBRS and COLA contributicns 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 to 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 Labilities and liabilities for
future COLA payments to local systems, over 40 years.

Chapter 697 also directs the Secretary for Administration and Finance =0 prepare a funding schedule to
meet these requirements, and to update this funding schedule every threz 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. Chapter 697 further provides that if, during the first 10 years of
scheduled payments, the pension benefits paid exceed the scheduled cortribution, the Commenawealih'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 ended June 30, 1994. are as follows (emounts in thousands):

Employee Cotnmonwealth

contributions cdntributions

SERS 3 212,625 5 415,173
TRS 171,273 328,707
SBRS 14,056 28,223
COLA 94,287
Total b 397,954 $ 866,390

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.
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Postretirement health care and life insurance benefits - In addition to providing pension benefits, the
Commonwealth is statutonly required to provide certain health care and life insurance benefits for retired
cmplovees of the Commonywealth, housing authoritics, redevelopment authorities, and certain other
governmental agencies. Substantially all of the Commonwealth's employees may become eligible for these
benefits if thev 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 s reimbursed for the cost of benefits to retirees of the
eligible authonties 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:

Under Chapters 161A and 161B of the General Laws, the Commonwealth 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 $490,428,931 and $31,855,619, respectively. For fiscal year
1995, the Commonwealth has appropriated $500,901,506 and $33,973,184 to the MBTA and regional
transit authorities, respectively. These appropnations cover net costs of service for the calendar vear
ended December 31, 1993,

The Commonwealth 1s 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 vear 1994, appropniations 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 authorities. 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 commitrnents relate to a major infrastructure
project known as the Central Artery Project in which Federal participation is anticipated. The remainder
relate to a wide range of building construction projects.

A number of lawsuits are 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 is expected to be paid in fiscal year 1995; and $12,000,000 is expected to be paid thereafter
Appellate Tax Board cases 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.
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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 fisca! 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 government. Entitlement to
these resources s 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 eligible purposes. Substantially all federal financial agsistance is subject to financial and
comphance audits. Any disallowances become liabalities of the fund which received the assistance. At
June 30, 1994, the Commonwealth estimates that habilities, 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 assets 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
muscellaneous 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.

12. 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 Coilections Fees
Allen Daniels Associates 5 36 L 5
Credit Control Services 27 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 the Commonwealth's public institutions of higher education, the following
arnounts were collected and fees paid {amounts in thousands):

Debt Collectors Collectibns Fees
Allen Daniels Associates 5 107 $ 21
Collection Co.of America 442 141
Glenn Associates, Inc. 93 10
Payce-American Corporation 205 61
Totals § 807 b 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 Commonwealth-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 29, authorized the Department of
Procurement and General Services to solictt services and enter into contingent contracts on behalf of
govemmental entities for the potential recoupment of overcharges associated with utility expenses. 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 2 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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Deloitte &
Touche LLP

,\ 125 Summer Street Telephore: (817) 261-8000
AN Bostan, Massachusetts 02110-1617  Facsimile: (817} 261-8111

Independent Auditors' Report

Mr. William Kilmartin, Comptroller
The Commonwealth of Massachusetts

We have audited the accompanving general purpose financial statements of the Commonwealth of
Massachusetts as of June 30, 1994, and for the vear then ended. These general purpose financial
statzments are the responsibility of the management of the Cominonwealth of Massachusetts. Our
responsibility is to express an opinion on these general purpose financial statements based on our audit.
We did not audit the financial statements of the University of Massachusetts, Massasoit Community
Coliege, Bridgewater State College, and the State College Building Authority, which statements reflect
74 percent of the total assets and 76 percent of the revenues of the University and College Fund Type.
We did not audit the financial statements of the Penston Reserves Investment 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
Fiduciary Fund Type. Except for the Massachusetts Convention Center Authority, which represents 4
and 3 percent of assets 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 thereon have been furnished to us, and our opirion, insofar as it relates to the
amounts included for the University and College Fund Type, Fiduciary Fund Type and the discretely
presented Component Units referred to above, is based solely on the reports of the other auditors.

We conducted our audit in accordance with penerally accepted auditing standards. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the general
purpoese financial staternents are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the general purpose financial statements. An
andit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that our
audit and the reports of the other auditors provide a reasonable basis for our opinion.

In our opinion, based upon our audit and the reports of the other auditors, such general purpose financial
statements referred to above 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 and cash flows of
its Nonexpendable Trust Fund and discretely presented Component Units for the year then ended in
conformity with generally accepted accounting principles.

As discussed in note 15, the Commonwealth adopted Governmenta! Accounting Standards Board
Statement No. 14, “The Financial Reporting Entity.”
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As discussed in Note 1, the Fiduciary Fund Type includes investmerits representing 5.7 percent of the
assets of the Fiduciary Fund Types, whose values have been estimated 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 cther 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.

As discussed in Note 1, the discretely presented Component Units include investments representing 1
percent of their total assets, whose values have been estimated by management in the absence of readily
ascertainable market values. The procedures used by management ir arriving at the estimated value of
such investments and the underlying documentation have been reviewed and mspected by other auditors'
~ 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

Our audit was made for the purpose of forming an opinion on the general purpose financial statements
taken as a whole. The required supplementary information on the public employes retirement systems is
presented for the purpose of additional analysis and is not a required part of the general purpose _
financial statements of the Commonwealth of Massachusetts. The supplementary information is the
responsibility of the management of the Commonwealth of Massachusetts. Such information has been
subjected to the auditing procedures applied in the audit of the general purpose financial statements and,
based on our audit and the reports of other auditors, in our optnion, is fairly stated in all material
respects in relation to the general purpose financial statements taken s a whole.

[Yedotta, ¥ Towado, ALP

December 21, 1994
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(Amounts in thousands)

Primary
Fiduciary
CGovemnrrental Fund Types Fund Types
Special Capital Trust
General Revenue Projects and Agency
ASSETS AND R DEBITS
Cash and short-term investments 3 33975 3§ 1,023,832 3§ 2,636 1,749,344
Cash with fiscal agent 736 4,328
Deposits 33,001
Investments 11,613,208
Restricted investments 83,319
Investments of deferred compensation plan 945,401
Annuity contracts 1,045,084
Assets held in trust 1,550,917
Raceivables, net of allowance for uncollectibles:
Taxes 612,921 432,216 319,802
Due from federal government $30,130 145,162 155,301 655
ioans 7,420
Other receivables 179,002 95,356 1,271 1,642 070
Due from cities and towns 213,331 1,177
Due from prirnary government
Due from other funds 9,897 145,972 20,632 2,487
Inventory
Fixed assets
Other assets
Amounts available for retirement
of general leng-term cbligations
Amounts 10 be provided for retirement
of general leng-term obligations
Total assets and other debits b 1,630,042 § 1,852,083 § 263,159 18,909,389
LIABILITIES, FUND EQUITY
AND QTHER CREDITS _
Liabilities:
Accounts payable $ 1,239.818 3§ 362597 % 305,902 1,832,981
Accrued payroll 62,068 14,831 1,980 368
Compensated absences 90,493 52,601 3,799 200
Tax refunds and abatements payable 335,988 216,313 8,475
Due to cities and towns 11,937
Due to other funds 170,604 6,164
Due to component unit 326,228 160,763 18,180
Due to federal government 30,780 2,100
Deferred revenue 95,382 70,912 880 29,844
Prizes payable 1,045,084
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Component
Governenent Units
University
and College Totals
Fund Type Account Groups (Memorandum Only)
General General
University Fixed Long-term Component
and Colleges Assets Qbligations 1954 1593 Units
L As restated)
13 87,949 § 0 3 0 3 2,897,736 3§ 2,565,086 § 272,708
55,268 60,382 3,797
' 33,001 45,506
255,295 11,868,503 11,347,123 173,830
83,319 59,380
945,401 895,768
1,045,084 975,442
1,550,917 1,518,389
1,364,939 1,457,317
9,378 ' 890,626 778,786 10 588
44 47 51,891 51,697 425,780
130,334 2,048,073 1,729,849 41,869
214,508 205,166 376
445171
28,459 211,447 413,105
13,572 13,572 13,633 39418
2,058,075 3,066,682 5,124,757 5,034,261 4823218
9,921 9,921 9625 139,078
87,647 87,647 3,797
14,558,611 14,558,611 14,027 470

5 2,692,722 § 3,066,682 S 14,646,258 § 43,060,335 § 41,079,817 § 6,527,416

5 45,369 % o 3 o s 3,786,667 3 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 12,710 475
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 GROLUPS AND

DISCRETELY PRESENTED COMPONENT UNITS

JUNE 30, 1994
(Amounts in thousands}

Primary
Fiduciary
Governmental Fund Types Fund Tvpes
Special Capital Trust
General Revenue Projects and Agency
Liabilities {continued):
Deferred compensation benefits payable 0 3 Q o 3 945,401
Agency liabilities 3,010,656
Claims and judgments 132,937 23,714 3,715 167
Deposits and unearned revenue
Other accrued liabilities 62,791 27116
Capital leases
Bonds, notes payable and
certificates of participation 240,000 49.062
School construction grants
Unfunded pension costs
Totzl liabilities 2,553,724 911,122 554,122 6,918,393
Fund equity and other credits:
Investment in general fixed assets
Contributed capital
Retained earnings:
Reserved for tnvestment programs
Unreserved
Fund balances {deficity.
Reserved for pension benefits 11,563,156
Reserved for unemplovment benefits 256,676
Reserved for clatms and judgements 83,319
Restricted
Unexpended plant funds
Renewals and replacements
Retirement of indebtedness 4328
Net investment in plant
Reserved for specific purpose 5,840
Unreserved {923,682} 936,633 (374,282) 125,324
Total fund equity {deficit)
and other credits {923,682) 240,961 (290,963) 11,990,996
Total liabilities, fund equity
and other credits 1,630,042 % 1,852,083 263,159 3§ 18,909,389

See notes to general purpose {inancial statements.
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Component
Government Units
University
and College Totals
Fund Type Account Groups (Memorandur: Only)
. General . General
University Fixed Long-term Component
and Colleges Assets Obligations 1994 1993 Units
3 o 3 0o 3 o 3 945401 3 895768 § 0
65,819 ’ 3,017,475 2,892,422
71,981 435,595 668,109 694,098 1,224
6,997 6,957 5,776 _
60,008 149,915 124,313 195,172
19,558 50,954 70,512 46,016 38
260,933 0427743 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 26,241,408 25,279,761 3,529,778
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 - 27868
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

$ 2692722 § 3066682 5 14646258 S 43060335 S 41079817 S 6527416
e ——
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COMMONWEALTH OF MASSACHUSETTS
COMBINED STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES -
ALL GOVERNMENTAL FUND TYPES AND EXPENDABLE TRUST FUNDS

FISCAL YEAR ENDED JUNE 30, 1994

{Amounts in thousands)

Primary
Governmental Fund Types
Special Capital
General Revenuye Projects
Revenues:
Taxes $ 6,550,346 § 4,061,025 % 0o
Assessments 207,933 336,576
Federal grants and reimbursements 2,908,959 1,255,412 944,738
Departmental 502,139 3,241,766 629
Miscellaneous 174,040 78,667 2,033
Total revenues 10,343,417 8,973,446 947,400
Other financing sources:
Proceeds of general obligation bonds 690,206
Proceeds of refunding bonds 835,796
Proceeds of capital Jeases 33,550
Operating transfers in 350,455 863,831 152,542
Other 35,371
Total other financing sources 384,005 863,831 1,713,91%
Total revenues and other
tinancing sources 10,727,422 9,837.277 2,661,518
Expenditures:
Current:
Legislature 43,096
Judiciary 62,863 275,618
Inspector General 1,394
Governor and Lieatenant Govemor 4,330
Becretary of the Commonwealth 9,082 2,597
Treasurer and Receiver-General 95,968 1,956,433
Auditor of the Commonwealth 10,253 733
Attorney General 35,671 2,496
Ethics Commission 512 563
District Attorney 8,035 39,304
Office of Campaign and Political Finance 302 334
Disabled Persons Protection Commission 1,514
Board of Library Commissioners 5411
Comptroller 6,369
Administration and finance 68%.556 173,863
Environmentat affairs 23,084 146,198
Comrunities and development 108,715 248,030
Health and human services 3,291,038 1,034,452
Transportation and construction 51,194 68,958
Education 488 457,391
Educational affairs 1,956 1,155
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Government
Fiduciary Totals
Fund Type . (Memorandum Only)
Expendable
Trust 1994 1993

{As restated)

$ 1,125,539 3 11,736910 § 11,093,768

1,207 545,716 599,415
257,551 5,366,660 5,130,180
3,528 3748062 3,392,308
60,191 - 314,931 . 445958
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 24,161,07¢
43,096 40,798
3,689 342,170 307,781
1,394 1,304
4,330 3,680
4 11,683 14,111
19 2,052,420 1,659,490
167 11,153 10,458
1,124 39,201 37,061
. 1,075 1,003
3,609 50,948 47,143
636 539

1,514
5411 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 | 4,345,773 4.085,252
829 120,981 274,270
1,296 459,175 469,886
3, 9,602
{Continued)
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COMMONWEALTH OF MASSACHUSETTS
COMBINED STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES -
ALL GOVERNMENTAL FUND TYPES AND EXPENDABLE TRUST FUNDS

FISCAL YEAR ENDED JUNE 30, 1994

{Amounts in thousands)
-———%%
Primary
Governmental Fund Types
Special Capita]
General Revenue Projects
Expenditures (continued):
Current (continued):
Higher education 3 65402 % 1,898 s§ 0
Public safety 330,119 365,305
Economic afTairs 16,903 195,977
Elder affairs 125,587 29,839
Consumer affairs 25,845 6,502
Labor 20,898 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 borid proceeds 15324
Transfers to component units 582,453 116,751 2,195
Other uses
Totzl other financing uses 1,221,985 1,241,236 1,023,280

Total expenditures and other
other financing uses 10,529,566 9,904,885 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 s (921,682) S 940961 $ (290,963)

See notes to general purpose financial statements.
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Government
Fiduciary Totals
Fund Type (Memorandum Only)
Expendable
Trust 19%4 1993
(As restated)
s 79 67379 % 69,459
3,728 699,152 613,082
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) (470,013)
5 422,000 148,316 § (349,562)
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COMMONWEALTH OF MASSACHUSETTS
COMBINED STATEMENT OF REVENUES, EXPEND

TTURES 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)
—_—_——— — ——— ——— e
General Fund
Variance
Favorable
Budget Actual _ {Unfavorable)
Revenues:
Taxes ¥ 6,179,800 6,297,759 b 117,959
Assessments 191,796 191,796
Federal grants and reimbursements 2,913,900 2,892,189 (28,711}
Departmental 819,225 525,006 (294,219)
Miscellanzous 175,259 175,259
Total revenues 9,912,924 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 sotrces 5,000 (5,000)
Total other financing sources 165,675 381,996 216,321
Total revenues and other financing
sources 10,078,600 10,464,005 385,405
Expenditures:
Legislature 59,235 42 853 16,382
Judiciary 49,098 68,128 970
Inspector General 1,281 1,271 10
Govemor and Lieutenant Governor 4,996 4,292 704
Secretary of the Commonwealth 9272 9,081 191
Treasurer and Receiver-General 105,386 101,789 3,597
Auditor of the Commonwealth 10,174 10,167 7
Attorney General 19,936 19,720 216
Ethics Commisston 527 527
District Attorney 8,134 8,071 63
Office of Campaign and Political Finance 314 311 3
Disabled Persons Protection Committee 1,328 1,325 3
Board of Library Commissioners
Comptrotler 5,882 5,865 17
Adminjstration and finance 749,459 693,700 55,759
Envircnmental affairs 25,003 23,118 1,885
Communities and development 120,675 113,233 6,842
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Exhibit C-13

Totals
Budgeted Special Revenue Funds {Memorandum Only)
Variance Vanance
Favorable Favorable
Budget Actual (Unfavorable) Budget Actual {Unfavorable)
4,380,200 4,308,922 5 (71,278) 3§ 10,560,000 $ 10,606,681 S 46,681
21,688 21,688 213,484 213484
8,600 9,042 442 2,922,500 2.901,231 (21,269)
447,100 465,676 18,576 1,266,323 990,682 (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
129,156 189,156
542,000 598,657 56,657 02,675 791,497 88,822
65,423 65,423 65,423 65,423
5,000 {5,000)
542,000 664,080 122,080 707,675 1,046,076 338,401
5,377,900 5,515,216 137,316 15,456,500 15,979,221 522,721
59,235 42,853 16,382
275403 271,835 3,568 344,501 339,963 4,538
1,281 1271 10
4,996 4292 704
2,121 1,891 230 11,393 10,972 421
21,528 20,250 1,678 127,314 122,039 5275
733 733 10,907 10,900 7
800 783 15 20,736 20,505 231
537 537 1,064 1,064
38,088 37,783 308 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
- 245;801 229151 16,650 995,260 922,851 72.40%
132,805 123,658 9,147 157.808 146,776 11,032
25,749 - 24,895 854 145,824 138,128 7,696
{Continved)



COMMONWEALTH OF MASSACHUSETTS

COMBINED STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN

FUND BALANCES - STATUTORY BASIS - B

UDGET AND ACTUAL -

GENERAL AND BUDGETED SPECIAL REVENUE FUNDS

FISCAL YEAR ENDED JUNE 30, 1994
{(Antounts in theusands)

Expenditures {continued):
Health 2nd human services
Transportation and construction
Education
Educational affairs
Higher education
Public safety
Econemic affairs
Elder affairs
Consumer affairs
Labor
Direct liocal 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 genera] purpose financial statements.

General Fund
Variance
Favorable
Budget Actual __{Unfavorable)
3 3,368,359 3 3,276,133 5 98,226
621,447 619,168 2,279
147 145 2
2,024 1,943 B!
674,480 670,148 4,332
319,456 313,986 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 3.273,777 16,372
328,447 313,264 15,183
327,453 308,323 19,130
312,186 288,908 23278
10,626,723 10,350,236 276,487
4,822 4,822

39254 (39,254)

4,822 44,076 {39,254)
10,631,545 10,394,312 237,233
(552,945) 69,693 622,638

(701,596) {701,596)

3 {1,254,541y 8 !63 1.9032 $ 632,638

Exhibit C-14



B eyt ——

W_—#_-

. Totals
Budgeted Special Revenue Funds {Memorandum Only)
Variance Variance
Favorable Favorable
Budget Actual {Unfavorable) Budget Actual {(Unfavorable)
$ 148,274 3 124,664 b 23,610 3 3,516,633 5 3,394,797 $ 121,836
145,988 141,458 4,530 767,435 760,626 6,809
104,854 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 4,340 347 132,231 129,913 2,318
5,945 5016 929 33,493 30,868 2,625
22,303 20,977 1,326
2,739,827 2,727,313 12,514 2,739,827 2,727,313 12,514
39,350 39,350 3,329,499 3,313,127 16,372
622,449 595,684 27,765 551,896 98,948 42,948
347,569 322,183 25,386 675,022 630,506 44 516
236,293 229,967 6,326 548 479 518,873 29,604
5,518,336 5,361,603 156,733 16,145,059 15,711,839 433,220
46,436 (46,436) 46,436 (46,436)
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 15,952,460 320,083
(263,098) (42,932) 220,166 (816,043) 26,761 842,504
1,264,169 1,264,169 562,573 £62,573
s 1,001,071 $ 1,221,237 s 220,166 3 5353,4702_ $ 589,334 5 842,804
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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 36, 1994
(Amounts in  usands)

!

ra——
e— I —— R r————

Operating revenues:
Contributions
Investment income
Charges for services
Donations
Other

Total operating revenues

Operating expenses:
Cost of services and administration
Retirement benefits and refunds

Depreciation
Total operating expenses
Operating income (loss)

Nonoperating revenues (expensesy.
Operating grants
Interest income
Other revenues
Interest expense
Qther expenses

Nonoperating revenues (expenses), het

Income (Joss} before operating transfers
Transfers:

Transfers in from primary government
Qperating transfers out

Total transfers

Net income (loss)

Primary
Fiduciary
Fund Types
Nonexpendable Pension
Trust Funds Trust Funds
$ o s 1,130,868
245,446
1,376,314
3677
230,630
934,307
442,007
442,007
2
2
[#3) 442,007
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Component

Government Units
Totals
{Memorandum Only) -

o . : Component
1994 . 1993 - Units
1,130,868 3 1,072,789 0

245 446 1,301,368
245,690
670
1,989
1,376,314 2,374,157 248,349
3,677 3,276 789,561

930,630 398,399
S : - 177,095
934,307 901,675 966,656
442,007 1,472,482 {718,307)
59,998
29,780
4,786
(144,854)
(26,025)
(76,319)
442,007 1,472,482 (794,626)
701,399

3]

{2) 701,399
442,005 1,472,482 (93.227)
(Continued)
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COMMONWEALTH OF MASSACHUSETTS

COMBINED STATEMENT CF 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

{Amounis in thousands)
Primary
Fiduciary
Fund Types
Nonexpendable Pension
Trust Funds Trust Funds
Add: Depreciation of fixed assets acquired
from contributed capital 5 0 3 0
Increase (decrease) in retained
earnings/fund balances (2) 442,007
Retained earnings/fund balances st
beginning of year 5,842 11,121,149
Retained earnings/fund balances at
end of year 5 5,840 s 11,563,156

Contributed capital at beginning of year
Add: Capital contributions

Less: Depreciation of fixed assets acquired
from contributed capital

Contributed capital at end of year
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Component
Government Units
Totals
(Memorandum Only)
Component
1994 1993 Uits
$ 0 3 -0 3 94,534
442,005 1,472,482 1,307
11,126,991 9,654,509 (54,39%)
s 11,568,996 s 11,126,991 S (53,088)
5 2,941,413
203,850
(94,534}
s 3,050,729
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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

(Amounts in thousands)
fﬂw
Primary Component
Govermument Units
Fiduciary
Fund Type
Nonexpendable Component
Trust Funds Units

Cash flows from operating activities:
Operating income {loss)
Adjustments to reconcile operating 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
Loans
Other receivables
Due from cities and towns
Due from primary government
Inventory
Restricted and other assets
Accounts payable
Accrued payroli
Compensated absences
Deferred revenue
Claims and judgements
Other accrued liabilities
Dnie to cities and towns

Total adjustments
Net cash provided by (used for) operating activities
(ash fiows from noncapital financing activities:
Operating grants -
Operating transfers

Net cash provided by (ased for) noncapital
financing activities

Exhibit C-20
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(718,307)

177,095
4,786
(26,029)

52,595
(225.277)
(13,846)
(55)
(12,104)
1,075
(15,853)
30,270
9,365

92

9,858

3

14,210

30

60

6,105

60

{712,202)

59,998
701,399

@)

761,397
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COMMONWEALTH OF MASSACHUSETTS
COMBINED STATEMENT OF CASH FLOWS - _ N
NONEXPENDABLE TRUST FUNDS AND DISCRETELY PRESENTED COMPONENT UNITS
FISCAL YEAR ENDED JUNE 30, 1994

(4moﬁ:f in thousands)

— —— ——

— P — e e —————— ]
— p——— e S e

Primary Component
Government Units
Fiduciary
__Fund Type
Nottexpendable Component
Trust Funds Units

Cash flows from capital and related financing activities:
Acquisition and construction of capital assets 5 0§ - (279249

Proceeds from the issuance of bonds and notes 1,375,198
Interest on bonds and notes (144,854)
Capital contributions 203,850
Principal pavments on bonds and notes (1,064,692}
Proceeds from sale of equipment 1,19t
Net cash provided by (used for) capital and
rclated financing activities 91,444
Cash flows from investing activities:
Purchases of investments (1,478,223)
Sales and maturities of investments 1,360,957
Interest income 29,780
Net cash provided by (used for} investing activitics 0 {87,486) -
Net increase (decrease) in cash and cash equivalents 8 53,153
Cash and cash equivalents at heginning of year : 5,762 - 219,553
Cash and cash cquivalents at end of year 5 280 8 272,708
b ]
Reconciliation: i
Cash and cash equivalents at end of year 3 5840 §$ 272,708
Cash and cash equivalents at end of year, '
Pension Trust, Expendable Trust and Agency 1,807,517
Cash and cash equivalents per the Combined
Balance Sheet _ 5 1,813,357 § 272,708
. b ————_ — - -

See notes 1o 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, 1994

{Amounts in thousands)

e e —— —— — ————————

Revenues and other additions:
Unrestricted current funds revenues
Federal appropriations
Federal grants and contracts
State grants and contracts
Local grants and contracts -

Prevate gifts, grants and contracts
Investinent income
Endowment Income

Net realized gain (loss) on investments

Interest on loans receivable
Reimbursed loan cancellations
Other income

Expended for plant facilities
Retirement of indebtedness
QOther additions

Total revenue and other additions

Expenditures and other deductions:
Educational and general expenditures
Auxiliary enterprises expenditures
Indirect costs recovered
Hoespital expenditures
Group practice plan expenditures
Refunded to grantors and donors
Loan cancellations and write-offs
Administrative and collection costs
Retirement of indebtedness
Interest on indebtedness
Expended for plant facilities
Depreciation and amertization
Disposal of plant facilities
Other deductions

Total expenditures and other deductions

Current Funds
Endowment
Loan and Similar
Unrestricted Restricted Fund Funds
1,083,311 b 0 b 0 0
7.526 228
176,127 1,627
23,182 76
2278
64,050 13 1272
72 35 4
530 22
2,754
314
1,348
348 422
72 468
1,083,311 274,185 5,031 4,112
1,119,339 262,854
171,118
32,055
225,006
111,400
313
700
2,668 561
1,626,863 195222 3,368 561
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Totais
Plant
Funds 1994 1993
4] 5 1,083,311 5 075,642
7,754 727
329 178,083 177,910
13,649 36,507 6,656
2,278 2,481
1,653 66,988 61,898
2,533 2,644 2472
612 416
2,754 618
314 213
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 1,449,451 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
E)E] 237
700 1,165
1,586 4,815 2,81
231N 23,171 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
£0,395 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

{(Amounts in thousands)
Current Funds
Endowment
Loan and Similar
Unrestricted Restricted Fund Funds

Mandatory transfers:

Principal and interest s {27,506) S 0 s 0 5 ¢

Renewals and replacements 517

Student loan fund matching {435) T30 115

Other mandatory transfers (68,822)
Nenmandatory transfers:

Transfers of appropriation 606,969 27,652 9

Transfers of bond proceeds 14,723

Unexpended plant fimds {11,324)

Renewals and replacements {6,410} {8,0¢9)

Other nonmandatory transfers (15435) (2,133) {507} 30,159

Total transfers 476,500 32473 (383) 30,159

Net increase (decrease) for the yesr (67.052) 11,436 1,280 33,710
Fund balances st the beginning of year 122,977 21,781 47,403 20,976
Fund balances at end of year ] 55,925 s 33,217 s 48,683 $ 54,686

See notes to general purpose financial statements.
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Totals.
Plant N o _
Funds 1994 1993
$ 27,506 $ 0 s 0
517 .
(20) (68,242) (72,695)
281 634911 618,817
601 15,324 24,796
11,324
14,499 -
(12,064) -
42,644 $81,393 $70,918
4510t 24475 18,826
1797324 2,010,461 1,991,635
$ 1,842,425 . § 203493 § 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
{dmounts in thousands)

*m—_“
——'——__—._—_._—-._—-_-—--l———_.—_

Current Funds Totals
Unrestricted Restricted 1994 1993
Revenues and other additions:
Tuition and fees 5 489,110 § c s 489,110 S 379,069
Federal appropriations 7,411 7411 7,158
Federal grants and contracts 16 138,951 138,967 154,461
State grants and contracts 887 19,717 20,604 5972
Local grants and contracts 32 1,979 2,011 2247
Private gifts, grants and contracts 2,210 51,315 54225 82,059
Endowment income 170 552 822 204
Sales and service, educational 9,351 9,351 10,333
Sales and service, zuxiliary enterprises 176,536 176,536 121,366
Sales and service, hospita] 229,763 229,763 225,165
Sales and service, group practice plan 110,732 110,732 84,517
Recovery of indirect costs 32,055 32,055 32,669
Other investment income 14411 32 14,493 16,401
Other 17,338 371 17,709 68,354
Total current funds revenues 1,083,311 220,478 1,303,789 1,189,975
Expenditures:
[nstruction 540,228 29,102 569,330 521977
Research 37377 85,076 122,453 125,053
Public service 37,433 31,234 68,667 42,876
Academic support 100,729 20,830 ' 121,559 114,340
Student services 73,080 3,846 76,926 95,512
Institutional support 166,353 3,499 169,852 145,761
Operation and maintenance of plant 126,365 11,409 137,774 138,354
Schelarships and fellowships 37,774 77,858 115632 119,680
Auxiliary enterprises 171,118 : 7,118 124,027
Hospital 225,006 225,006 218,583
Group practice plan 111,400 111,400 99,603
Total current funds expenditures 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 1994 1993
Transfers and other changes;
Mandatory tranfers:
Principal and interest L (27,506) 3 0 $ (27.506) 8 (32,896)
Renewals and replacements (517 (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 14,727 14,723 8,716
Unexpended plant funds (11,324) (11,324) (3,800)
Renewals and replacements {6,410) (8,08%) 14,499) (8,211)
‘Other nonmandatory transfers : (15,458) (2,13%) (17,588) (953)
Refunds to grantors {31%) (313 (222)
‘Excess of restricted receipts over
transfers to revenue 21,652 21,652 247
Total transfers and other changes 476,500 83,812 530,312 504,041
Total increase (decrease) in fund balances § !67,0522 s 11436 S (35,616) § {52,250)

See notes to general purpose financial statements.
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COMMONWEALTH OF MASSACHUSETTS
COMBINING BALANCE SHEET -

DISCRETELY FRESENTED COMPONENT UNITS

JUNE 34, 1994
{Amounts in thousands)

Massachusetts Water
Bay Regional Pollution
Transportation Transit Abatement
Authority Authorities Trust
ASSETS
Cash and short-term investments § 42,164 b 12,436 155,554
Investments 197 127,250
Restricted investments 17,791
Receivables, net of allowance for uncollectibles:
Due from federal government 7,500 3,546 82,542
Loans 352,315
Other receivables 28,158 4,497 7.701
Due from cities and towns
Due from primary governrment 361,020 54,833 16,378
Inventory 39,083 302
Fixed assets 4,502,070 94,496 571
Other assets 132,054 3,260 436
Total assets s 5,129,940 $ 173,567 742,747
LIABI [TIES E
Liabilities:
Accounts payable $ 54,324 b 1,786 0
Accrued payroll 41,679 536
Compensated absences
Due to cities and towns
Due to federal government
Deferred revenue 49,168 573
Obligations under [ease/purchase
and other financing arrangements
Claims and judgements 1224
Other acerued liabilities 165,945 3,432 6,987
Capital leases
Bonds, notes payable and
certificates of participation 2,550,774 65,717 319,535
Tota! liabilities 2,861,890 79,268 326,522
Fund equity:
Contributed capital 1,433,829 92,681 409,630
Retained eamings (deficits):
Reserved for investment programs
Unreserved (165,779} 1,618 7.195
Total fund equity 2,268,050 94,299 416,225
Total liabilities and fund equity s 5,125,940 s 173,567 742,747
|

Exhibit C-28




fl

Massachusetts
IConven:ion Economic
Center Development
Authority Authorities Total

) 12,530 $ 50,024 272,708
46,383 173,830

33,623 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 39,418

204,932 21,049 4823218

2,642 686 139,078

] 264,184 s 216,978 6,527,416
$ 2083 § 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

33 kH]

190,238 17,909 3,144,173

213,849 38,246 3,529,778

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 s 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 UNITE

FISCAL YEAR ENDED JUNE 30, 1994

(Amounts in thousands)
Massachusetts ‘Water
Bay Regional Pollution
Transportation Transit Abatement
Authorily Authorities Trust
Operating revenues:
Charges for services 3 199,550 3 34,718 3 ]
Donations
Other 188
Total operating revenues 199,550 34,906
Operating expenses:
Cost of services and administration 625,130 51,889 5,682
Depreciation 153,865 12,067 227
Total operating expenses 778,995 103,956 5,909
Operating income (loss} {579,44%) (69,650) (5,909)
Nonoperating revenues {(expenses):
Operating grants 17,230 11,699 2,278
Interest income 4,503 400 19,102
Other revenues 1,135 308 576
Interest expense (116,044) {1,881) (14,230)
Other expenses {12,383) (629)
Nonoperating revenues {(expenses), net {10%,559) 5,897 7,726
Income (Loss) before transfers (685,004) (59,153) 1,817
Transfers:
Transfers in from primary government 606,442 47,761 2,981
Total transfers 506,442 47,761 2,981
Net income (loss) (78,562) (11,392) 4,798
Add: Depreciation of fixed assets acquired
from contributed capital 74,603 11,765 227
Increase (decrease) in retained earnings (3,959 373 5,025
Retained earnings (deficits) at beginning of year (161,820) 1,245 5170
Retained earnings (deficits) at end of year 3 5165, 719 5 1,618 s 7,195
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Massachusetts

Convention Econormnic
Center Development
Authority Authorities Total

3 6,999 S 4,423 § 245,650
670 670

1,301 1,989

6,999 6,854 248,349

16410 50,450 789,561

8,502 2,434 177,095
24,912 £2,884 966,636
(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 (15,082) {794,626)
21,968 22,247 701,399
21,968 22,247 701,399
{15,266) 7,195 (93,227)
7,939 94,534
{7,327 7,195 1,307

3,049 100,961 {54,395)

3 0 (4278 % 108,156 ] (53,088)

{Continued)
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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)

Massachusetts Water
Bay Regional Pollution
Transportation Transit Abatement
Authority Authorities Trust
Contributed capital at beginning of year s 2,420,849 5 93,654 5 312,509
Add: Capital contributions 87,583 10,792 96,748
Other
Less: Depreciation of fixed assets acquired from _
contributed capital . (74,603) (11,765) (227
Contributed capital at end of year s 2,433,829 s 92,681 5 409,030
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Massachusetts

Economic

5

LConvention
Center Development
Authority Authorities Totat
47,984 3 66,417 2,941,413
4,568 4,159 203,850
(7,939) (94,534)
44,613 $ 70,576 3,050,729
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COMMONWEALTH OF MASSACHUSETTS
COMBINING STATEMENT OF CASH FLOWS -
DISCRETELY PRESENTED COMPONENT UNITS
FISCAL YEAR ENDED JUNE 30, 1994

{Amountys in thousands}

L.

Cash flows from operaling activities:
Operating income (loss)

Adjustrnents to reconcile operating loss 1o net cash

provided by {used for) operating activities
Depreciation
Other nonoperating revenunes
Other nonoperating expenses
Change in assets and liabilities:
Due from federal government
Loans
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
Drue to cities and towns

Total adjustments

Net cash provided by (used for) operating activities

Cash flows from noncapital financing activities:

Operating grants
Transfers in from primary government

Net cash provided by (used for) noncapital
financing activities

Exhibit C-34

Massachusetts Water
Bay Regional Pollutien
Transportation Transit Abatement
Authority Authorities Trust
s (579.445) § 69,050y $§ {5,909
153,865 12,067 227
1,135 308 576
(12,383) (629}
981 186 57,563
(213,391)
(7,902) (1,047} {4,915}
(24,507) (5,086) 18,030
1,077 (2)
(13,662} (1,216} 473
13,563 5,524
9,325
1,607 43
3
3,345 584 4,097
(80)
132,444 10,655 {137,340)
(447,001} (58,395) (143,249
17,230 11,699 2278
606,442 47,761 2,981
623,672 59,460 5,259
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Massachusetts
Convention Economic
Center Development
Authority Authorities Total

h] (17,913) § (45,990) § (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)
(35) (33)
(3.830) 3,289 (12,104)
1,075
(232) (1,216) (15,853)
9,085 2,008 30,270
40 9,365
02 92
@) 2210 9,858
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 reiated financing activities:

Acquisition and construction of capital assets _ 3 (257242 § {9,546) 3 4

Proceeds from the 1ssuance of bonds and notes 1,099,415 37,028 178,085

Interest on bonds and rotes (116,044) (1,881) (14,230)

Capital contributions 87,583 10,792 96,748

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} capitai and

related financing activities (190,965) {1,207 253,474

Cash flows from investing activities:

Purchases of investments - (1,308,504) {12) (80,641

Sales and matunities of investments 1,309,387 588

Interest income 4,503 400 19,102
Net cash provided by (used for) investing activities 5,386 388 (60,957)
Net increase (decrease) in cash 2nd cash equivalents (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 vear Y 42,164 S 12436 § 155,554
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Massachusetts
Convention Economic
Center Development
Authority Authorities Total
b (10,768) § (1,689) 8§ (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}
4711 3,811 1,360,957
© 245 5,530 29,780
(20,947) {11,356) (87,486)
1,740 5,548 53,153
10,790 44,476 219,555
) 12,530 ] 50,024 b 272,708
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COMMONWEALTH OF MASSACHUSETTS
COMPREHENSIVE ANNUAL FINANCIAL REPORT
FISCAL YEAR ENDED JUNE 30, 1994

1.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:

The accompanying financial statements of the Commonwealth of Massachusetts (the Commonwealth) have
been prepared in accordance with generally accepted accounting principles (GAAP). The Governmental
Accounting Standards Board (GASB) is the recognized standard-setting body for establishing governmental
accounting and financial reporting principles. The significant Commonwealth accounting policies are
described below.

a. Reporting Entity -

The state government is comprised of three branches: the Executive Branch, with the Governor as the
chief executive officer; the Legislative Branch, consisting of a Senate of 40 members and a House of
Representative of 160 members; and the Judicial Branch nade up of the Supreme Judicial Court, the
Appeals Court and the Trial Court. In addition, the Legislature has established 56 independent
authorities and agencics. Below the level of state government are 14 county governments and 351
cities and towns exercising the functions of local govermments.

For financial reporting purposes, the Commonwealth of Massachusetts has included all funds,
organizations, account groups, agencics, boards, commissions and institutions. The Commonwealth
has also considered all potential component units for whick 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 misleading or
incomplete. As required by generally accepted accounting principles, these financial statements present
the Commonwealth of Massachusetts (the primary government) znd its component units. The
Commonwealth has included 36 entities as component units in the reporting entity because of the
significance of their operational and/or financial relationshi ps with the Commonwealth.

Blended Component Units - Blended component units are entities which are legally separate from the
Commenwealth, but are so intertwined with the Commonweaith that they arc, in substance, the same as
the Commonwealth or entities providing services entirely or almost entirely to the Commonwealth. The
following Component Units are blended within the Primary Government:

The Pension Reserves Investment Trust Fund (PRIT) was created in 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 (PRI M) Board manages and provides general
supervision of the investments of PRIT. PRIM is governed by a board of directors comprised of 9
members including the Governor, State Treasurer, a representative from Public Safety, a representative
from the State Employec's Retirement System and an investment specialist appointed by the Govemor.

The Massachusetts State Teachers and Employees Retirement Systems Trust (MASTERS Trust) is a
combined investment fund for the State Employecs’ Annuity Fund and the Teachers® Annuity Fund.
The MASTERS Trust was established by the State Treasurer, as Trustee, under a Declaration of Trust
dated January 1, 1989, pursuant to authority granted under MGL, Chapter 29, Scction 38a.
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NOTES TO THE GENERAL PURPOSE FINANCIAL STATEMENTS

The Massachusetts State Coilege Building Authority provides dormitories, 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 2 members appointed by the Governor.

The Southeastern Massachusetis University Building Authority pro-ides residence halls and a dining
center; it is governed by a 9 member board.

The University of Massachusetts Building Authority provides dorm tories, dining commons and other
buildings and structures for the use of the University of Massachusttts and its students and staff, it is
governed by a 9 member board.

The University of Massachusetts Medical School Teaching Hospita! 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 2 member of the Group Practice Plan. The Group Practice Plan is
governed by a 24 member board of which 23 are appointed by the Ciovernor.

The University of Massachusetts Medical 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-Insuranc: Trust is govemned by a 24 member
board of which 23 are appointed by the Governor.

Discrete Component Units - Discrete component units are entities 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 Commonwzalth'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 2
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 transpottation to areas not serviced by the
MBTA. The RTA’s are fiscally dependent on the Commonwealth 5s evidenced from the need for
approval by the Secretary of the Executive Office of Transportatior and Construction before an RTA
can issue bonded debt. In addition, the Commonwealth subsidizes & minimum of 50% of the net cost of
service for the RTA’s. There are 14 RTA’s as follows:

o Berkshire Regional Transit Authonty ¢ Cape Cod Rugional Transit Authority
o Brockton Area Transit Authority o  Franklin Regional Transit Authority
s Cape Ann Transportation Authority e Greater Attlcboro/Taunton Regional Authority
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COMMONWEALTH OF MASSACHUSETTS
COMPREHENSIVE ANNUAL FINANCIAL REPORT

FISCAL YEAR ENDED JUNE 30, 1994

Greenfield-Montague Transportation Area * Montachusett Regional Transit Authority
Lowell Regional Transit Authority e Pioneer Valley Transit Authority
Martha's Vineyard Transit Authority » Southeastem Regional Transit Authority

Merrimack Valley Regional Transit Authority e 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 Bostorn 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 Govemor. The Commonwealth provides grants to fund annual debt service of the bonds
issued and subsidies to fund annual operating deficits.

Economic Development -

The Massachusetts Community Development Finance Corporation (MCDFC) provides community
development in economically depressed areas 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) identifies occupations that are in high demand, seeks out
educational and training organizations and then funds creative skills training programs. BSSC is
govemned by a 19 member board of directors including the Secretary of Economic Affairs,
Commissioner of Welfare, Chancelior of the Board of Regents, Commissioner for Department of
Education, Commissioner for Department of Employment and Training and 14 appointments made by
the Governor. The operations are almost entirely funded through Commonweaith grants.

The Massachusetts Industrial Service Program (ISP) provides high risk financing to troubled
businesses, 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 Governor. 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 govemor 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 Commissioner of Administration, the Secretary of Communities and Development and 8
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appointments made by the Governor. The GLB has access to $40 raillion of general obligation bonds
and the Commonwealth also provides subsidy assistance. The GLE also needs Commonwealth

approval to issue bonded debt.

The Massachusetts Technology Park Corporation (MTPC) manages Massachusetts educational centers
that foster economic development within the Commonwealth 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 Economic Affairs, the Secretary for
Administration and Finance, the Chancellor of the Board of Regents and 20 appointments made by the
Governor. 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 affordzble housing and to foster the
revitalization of economically distressed areas. The Governor appemts the 9 member board of
directors. . o : '

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 Govemnor. 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 -
govermnment. 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 one is
the Secretary of Communities and Development. The Commonweslth provides funding to MHP.

The Massachusetts Zoological Corporation manages Franklin Park Zoo and the Waliter 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 200s.

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 Tranit Authority  Govemment Land Benk

Authofity " 145 Thorndike Street ‘Oné Court Strect, Suite 200
Ten Park Plaza . Lowell, MA 01852 Boston, MA 02108
Boston, MA 02116~ = . - .

Massachusetts Convention Center  Mermimack Valley Regional Transit = Massachusetts Community Development

Authority Authority Finence Corporation
900 Boylston Street . 85 Railroad Avenue. 10 Fost Office Square, Suite 1090

Boston, MA 02115 . Bradford, MA 01835 Boston, MA 02109

Exhibit C-41



COMMONWEALTH OF MASSACHUSETTS
COMPREHENSIVE ANNUAL FINANCIAL REPORT
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Berkshire Regional Transit Authority Montachusett Regional Transit Massachusetts Corporation for Education
67 Downing Parkway Authority Telecommunications
Fittsfield, MA 01201 Rear 1427 Water Street 38 Sidney Street

’ Fitchburg, MA 01420 Cambnidge, MA
Brockton Area Transit Authority Pioneer Valley Transit Authority Massachusetts Housing Partnership
70 School Street 2808 Main Street 2 Oliver Street
Brockton, MA 02401 Springfield, MA 01107 Boston, MA 02109
Cape Ann Transportation Authority  Southeastern Regional Transit Massachusetts Industrial Service Program
PO Box 511 Authority 100 Cambridge Street, Room 1302
Gloucester, MA 01931 25 North Sixth Street Boston, MA 02202

New Bedford, MA 02740

Cape Cod Regional Transit Authority Martha’s Vineyard Transit Aﬁthority Massachusetts International Trade

585 Main Street, PO Box F PO box 158 Coungil, Inc.
Dennis, MA 02638 Edgartown, MA 02539 100 Cambridge Street, Room 1302
Boston, MA 02202

Franklin Regional Transit Authority  Worcester Regional Transit Authority Massachusetts Technology Park Corporation

474 Main Street 287 Grove Street 75 North Drive

Greenfield, MA 01301 Worcester, MA 01605 Westborough, MA 01581
Greater Attleboro/Taunton Regional Bay State Skills Corporation Water Pollution Abatement Trust
Authority ' 101 Summer Street Office of the State Treasurer

7 Mill Street Boston, MA 02100 One Ashburton Place, 12th Floor
Attleboro, MA 02703 Boston, MA 02108

Greenfield-Montague Transportation Massachusetts Community Economic Commonwealth Zoological Corporation

Area Development Assistance Corporation 1 Franklin Park Road
382 Deerfield Street 19 Temple Streat Boston, MA 02121
Greenfield, MA 01301 Boston, MA 02111

The following organizations do not meet the criteria for inclusion in the reporting entity, and are
excluded from the general purpose financial statements: Massachusetts Tumpike Authority,
Massachusetts Port Authority, Massachusetts Water Resources Authority, Massachusetts Housing
Finance Agency, Massachusetts Health and Educational Facilities Authority, Massachusetts
Technology Development Corporation and Massachusetts Industrial Finance Agency.

The Commonwealth does not exercise any oversight respongsibility and maintains no special financing
relationships with these entities. '

In addition the Massachusetts Horse Racing Authority and the Massachusetts Centers of Excellence
Corporation are 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, liabilities, 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 liabilities. '

The Commonwealth has established the following fund categories (further divided by fund types), and
account groups:

Governmental Funds - account for the general governmental activitizs 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 general obligation bonds and federal reimburséments.

Fiduciary Funds - are used to account for assets held by the Commanwealth 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 priacipal 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 whica must be utilized for specific
purposes established by others.
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Loan funds account for resources available to make loans to students, facuity and staff.

Endowment and Simular Funds are comparable to trust funds, and they must be administered
according to the terms of specific agreements.

Plant Funds are used to account for resources that have been or will be invested to acquire or
repair fixed assets or for the related debt service.

Account Groups - establish control and accountability over the Commonwealth's general fixed assets
and general long-term obligations.

The General Fixed Assets Account Group is used to account for general fixed assets of the
Commonwealth, excluding the fixed assets of the University and College Fund and the discretely
presented Component Units.

The General Long-term Obligations Account Group is used (o account for long-term bonds and
notes issued by the Commonwealth, capital leases, 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 entities that are scparate from the primary
government but are financially accountable to the Commonwealtlh. The Component Units are
discretely presented in the gencral 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. Revenues are recognized
when they become both mcasurable and available. "Available™ means expected to be collectible within
the current period or soon cnough thereafter to be used to pay liabilitics of the current period.
Significant revenues 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 are recognized when received. Expenditures are recorded in the period in
which the related fund liability is incurred. Principal and irterest on gencral long-term obligations are
recorded as fund liabilities 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 earned and expenses are recorded at the time liabilities are incurred. This
measurement focus emphasizes the determination of net income.

Agency Fund assets and liabilities are reported using the miodified accrual basis of accounting. They
are custodial in nature and do not measure results of operations or have a measurement focus.

University and College Fund activitics are reported using the accrual basis of accounting, except that
depreciation is recorded only for those plant fund assets related to the hospital and group practice plan.
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Statutory (Budgetary) Accounting - The Commonwealth's books an¢ records and other official reports
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.

Under the statutory basis, revenues are generally recognized when the cash deposit is received.
However, revenues receivable for federal grants and reimburscments are. recognized when related
expenditures are incurred, and amounts due from certain political subdivisions of the Commonwealth
are recognized when considercd measurable and available at year enc. '

Expenditures generally are recorded when the related cash disburscment 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 federatly-sponsored Medicaid program, amounts
required to settle claims and judgments against the Commonwealth, and certain other liabilities are not
recognized until they arc cncumbered or otherwise processed for payment.

Cash and Short-term Investments and Investments -

The Commonwealth follows the practice of pooling cash and cash equivalents for some of its
Govemnmental and Fiduciary Funds. Cash equivalents consist of short-term investments with an
otiginal maturity of threc months or less and are stated at cost. There arc instances where a fund with
a cash dcficit will borrow from another fund. These interfund borrowings arc reported as "Due from
other funds” and "Due to other funds” on the balance sheet. Intercst 2amed 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 cquity securities, fixed income securities, real estate and other alternative mvestments.
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 cstate, venture capital funds, real
estate funds, limited partnerships, futures pools, internationa! hedge pools, commedities pools,
balanced pools, leverage buyouts, private placements and other altemative investments. The structure,
risk profile, return potential and marketability differ from traditional equity and fixed income
investments. As of June 30, 1994, the estimated values, determined by management with input from
the investment managers, of these alternative investments were $434.131,507 in the MASTERS Trust
and $635,426,769 in PRIT rcpresenting 2.3% and 3.4%, respectively of the total assets of the
Fiduciary Fund Type.

Included in the discretely presented Component Units is $6,977,000 i investments, whose valuation
was determined by management. In making its valuations, management considered the cost of
investments, current and past operating results, current economnic conditions and their effect on the
borrowers, estimated realizable 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 relied on financial data and on estimates 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 Massachusetts {UMass) are stated at the lower-of-cost of market
(except for debt instruments to be held to maturity which are carried at amortized cost). Other
investments are stated at cost or amortized cost.

Annutty contracts represent guaranteed investment contracts and are carried at present value.

& Receivables -

Receivables are stated net of estimated allowances for uncollectible aceounts. Reimbursements due to
the Commonwealth for its expenditures on federaily-funded reimbursement and grant programs are
reported as "Due from federal government.” The receivables in the University and College Fund and
Component Units column are amounts that have arisen in the normal course of operations.

f. Inventories and Other Assets -

The costs of materials and supplies are recorded as expenditures in Governmental Funds when
purchased. Such inventories are not material in total to the financial statements and therefore are not
recorded.

Inventories included within the University and College Furd 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 consumption
method).

8 Fixed Assets -

For Governmental Funds, general fixed asset acquisitions are recorded as expenditures in the acquiring
fund and capitalized in the General Fixed Assets Account Group in the vear purchased. General fixed
assets are recorded at historical cost, or at estimated historical cost if actual historical cost is not
avatlable. Donated fixed assets are recorded at the cstimated fair market value at the date of the
donation.

The cost of normal maintenance and repairs that do not add to the value of the assets or materially
extend asset lives are not capitalized. Improvements are capitalized.

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 expected useful
lives of greater than one year. Interest incurred during construction is not material and it is not
capitalized. Public domain general fixed assets or Infrastructure (roads, bridges, tunnels, dams, water
and sewer systems, efc.) are 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 are not recognized
as additions to investment 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 doilars. The community colleges capitalize all other fixed assets with costs in excess
of fifteen thousands dollars consistent with the Commonwealth’s f:xed 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 assets.

Fixed assets of the Component Units are capitalized upon purchase and depreciated on a straight-line
basis over the estimated useful 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 years
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 nature betwecn 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 sheet.

Receivables and payables resulting from transactions between Component Units and the primary
government are classified as Due to/from primary government or ['ue 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 employees' health insurance,
pensions, unemployment compensation and other costs necessary » support the workforce. As
directed by Massachusetts General Laws, these 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 rengvation. This liability is recorded in
the General Long-term Obligations Account Group.
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k. Compensated Absences -

For Goyernmental 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
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.

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 recognized as
drawings are held. For certain prizes payable in installments, the Commonwealth 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 Retirement Administration and another program for individuals working on the
Central Artery/Third Harbor Tunnel Project managed by “he Massachusetts Highway Department. For
personal injury or property damages, Massachusetts Gen. -al Laws limit the risk assumed by the
Commonweaith to $100,000 per occurrence, in most circumstances. The Group Insurance
Commission administers health care and other insurance for the Commonwealth's employees and
retirees.

n. Total Columns - Memorandum Only -
Total columns on the combined financial statermnents are captioned "Memorandum Only" to indicate
that they are presented only to facilitate financial analysis. Data i 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” columns for 1993 are labeled “as restated” to reflect the adoption of
GASB Statement No.14 as discussed in Note 15,

0. 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 separately 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 issued the following statements which the Cérmnonwealth has not yet adopted and
which require adoption subsequent to June 30, 1994:

: Adoption required
Statement No. in fiscal vear
10 - Accounting and Financial 1995
: Reporting for Risk Financing and '
Related Insurance Issues
19 . Governmental College and University 1995
Omnibus Statement (Risk Financing Activities)
20 Accounting and Financial Reporting 1995
for Proprietary Funds and Other
Entities That Use Proprietary Fund
Accounting
21 ~ Accounting for Escheat Property 19935
22 Accounting for Taxpayer-Assessed 1995
: Tax Revenues in Governmental Funds
24 Accounting and Reporting for Certain 1995
Grants and Other Financial Assistance
25 - * Financial Reporting for Defined Henefit 1996
' Pension Plans and Note Disclosurt: for
Defined Contribution Plans
26 * Financial Reporting for Postretireraent 1996
Healthcare Plans administered by
Defined Benefit Pension Plans
27 Accounting for Pensions by State and 1997
' * Local Governmentai Employers '

The implication of these statements to thie Commonwealth’s fiscal practices and financial reports is
~ being evaluated.
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2. BUDGETARY CONTROL:

State finance law requires that a balanced budget be approved by the Governor and the Legistature. The
Govemnor presents an annual budget to the Legisiature 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 budgst by appropriating monies, at the individual
apprapriation account level, in an annual appropriation act.

For fiscal year 1994, the Legislature included in the general appropriation act a revenue budget to show the
estimates of amounts expected to be available to finance appropriated expenditures,

Before signing the appropriation act, the Governor may veto or reduce any specific item, subject to
legislative override. Further changes to the budget established in the annual appropriation may be made via
supplemental appropriation acts or other legislative acts, The ¢ also must be approved by the Legislature
and signed by the Governor and are subject to line item veto.

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

Generally, expenditures may not exceed the level of spending authorized for an individual appropriation
account. However, the Commonwealth is statutonly required to pay debt service, regardless of whether
such amounts are appropriated. Certain interfund assessments 1o allocate fringe benefits and other costs
are mandated by state finance law but not itemized in the appropriation process or separately budgeted. In
addition, Massachusetts General Laws authorize the Secretary of Adrninistration 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 meet authorized
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 interagency chargebacks. The act also included estimates of $10,560,000,000 in tax
revenues and approximately $4,887,800,000 in non-tax revenucs. With these revenues (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 considered to be in balance. Subsequently, the Legislature overrode the Governor's
veto of $20,990,000 in dircct 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, 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 inter-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
raiszd to approximately $15,967,038,000 the total of appropriations and retained revenue authorizations.
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Appropriations continued from fiscal year 1993 totaled approximately § 106,626,000, and certain intrafund
and interfund transfers and expenditures, directed by statute, totaled approximately $197,550,000.

Because revenue budgets are not updated subsequent to the original app-opriations act, the comparisons of
the initial budgeted revenue to the subsequent, and often modified, experditure 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 Rgvenue 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 budgrtary 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 "QOther financing uses."

A MMARS report, internally identified as RPT226, is used by management and the Office of the
Comptrolier 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 sccretariat 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 statement;, consistent with their presentation
in prior fiscal years.
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A reconciliation of the statutory basis General and budgeted $pecial Revenue funds to the GAAP basis
General and all Special Revenue funds presented in the financial statements s as follows (amounts in
thousands):

Special
Gengral Revenue
Excess (deficiency)of revenucs and other
financing sources over cxpenditures and other
financing uses (statutory basis) $ 69,693 $ (42,932)
Entity differences:
Excess (deficiency) of revenues and other
sources over expenditures and other uses for:
Non-budgeted Special Revenue Funds 18,167
Perspective differences:
_Certain activities treated as Special Revenue
Funds for statutory and as part of the
General Fund for GAAP 73,489 (73,489)
Basis of accounting differences:
Nct decrease in taxes receivable (51.662) {22,666)
Net incrcase/(decrease) in due from
federal government (10,479) 165
Net decrease in other receivables
and other assets (184,380} (4,828)
Net increase in tax refunds and abatements
payable (18,392} (6,824)
Net decrease in accounis payable and other
liabilities 320,087 64,799
Excess (deficiency) of revenues and other
financing sources over expenditures and
other financing uses (GAAP basis) $ 197856 5 (67,608)

3. DEPOSITS AND INVESTMENTS:

Cash and Short-term Investments - 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 Govemment'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
untnsured and uncollateralized.
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As of June 30, 1994, the carrying amount of the discretely presented Component Urﬁt‘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
securities, fixed income securities, real estate and other altemative invegiments. 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 Commonwezalth 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.
Category3:  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, are as follows {(amounts in thousands}:

Carrying amount

Category Category Category Market
Investment 1 2 3 Total value

Fepurchase agreements $ 429339 $ 2,413 0 431,752 ¢ 431,752
U.8. Treasury obligations 463,226 5,838 471,064 471,064
Commercial paper 788,549 788,549 788,549
Government obligations 2,700,419 77,348 2,777,767 2,777,767
Equity securities 6,571,068 17,537 246 6,588,851 6,588,856
Fixed income securitics 1,473,848 65,998 1,539,846 1,539 898
Asset backed investments 17,651 17,651 17,651
Notes 1,514 1,514 1,514
Other 2,514 212 2726 2,704
$ 12428449 § 190,813 458 12,619,720 12,619,753

Money market investments 262,183 262,183
Mutual fund investments 5,869 5,869
Deferred compensation plan mutual funds 945,401 945 401
Annuity contracts 1,045,084 1,045,084
Eurodoliar contracts 34,445 34,445
Real Estate 629,032 629,032
Assets held in trust 1,550,917 1,550,917
Cash on deposit with insurance carricrs 81319 83,319
Deposi  +ith U.S. Treasury 33901 33,001
Certif: 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):

Investments 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 reported
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 reported separately in the
combined balance sheet 33,001
Investments as reported on the combined balance sheet $ 11,868,503
e - 3

Following is a reconciliation of the balance of cash and short-tem
investments at June 30,1994 (amounts in thousands):

Carrying amount of cash and cash equivalents 5 768,086
Short-term investments 2,187,396

Cash and shori-term investments as reported on the
combined balance sheet $ 2,955,482
. ) E—— -
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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 5 2,549 § 0 % 31,150 $ 33,699 $ 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 1,499 1,684 1,684
Notes 3,025 6,572 9,597 8,377
QOther 1,837 1,598 3,435 3,443
$ 46774 $ 76081 § 49826 172,681 171,808
- ] ———————
Money market investments 14,823 14,823
Mutual fund investments 67 67
Guaranteed income contracts ' - 130,250 130,250
Total $ 317821 $ 316,948

Following is a reconciliation of investments summarized above to the balance as recorded in the combined
balance sheet (amounts in thousands):

Investments as summarized above s 317,821
Less: Short-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 reported on the combined balance sheet h 173,830
b

Following is a reconciliation of the batance of cash and short-term
investments at June 30,1994 (amounts in thousands):

Carrying amount of cash and cash equivalents b3 188,097
Short-term investments 84,611

Cash and short-term investments as reported on the
combined balance sheet 3 272,708
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4. RECEIVABLES:

Taxes, federal reimbursements, loans and other receivables are presented in the various funds as follows
(amounts in thousands):

Primary Government -

Due from Allowance
federal for Net
Taxes government Loans Olher uncollectibles  receivable
General Fund $ 915390 § 590,058 §% 0% 830800 % (1,014,195 % 1,372,053
Special Revenue Funds 633,862 145,773 117395 (224,256) 672,774
Capital Projects Funds 155,301 1419 (148) 156,572
Trust and Agency 356,848 7,176 7.421 1,666.612 (68,110) 1,969,947
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
Less: Allowance for
uncollectible _
accounts (541,161) {17.060) (5.098) {(776.358) §  (1,339.677)
Net receivable $ 1364939 § 890626 § 51,891 $ 2048073 ) $ 4355329
Component Units -
Due from Allowance
federal for Net
government Loans Other uncollectibles  receivable
MBTA S 750 § 0s 28158 § $ 35658
RTA's 3,546 4,497 8,043
WPAT 82,342 352,315 7,701 442,558
MCCA 400 {63) 337
Economic Development 12,320 78,237 4,870 (7,786) 87,641
Subtotal 105,908 430,552 45,626 574,237
Less: Allowance for
uncollectible
accounts (320) 3,77) (3,757 § (7,8492
Net receivable § 105,588 $ 426780 § . 41,3869 $ 574207
— = —rr——— LT ————————————— | ————
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5. RECEIVABLES AND PAYABLES BETWEEN FUNDS AND COMPONENT UNITS:

Recervables and payables between funds and component units at June 30, 1994 are surmmarized as follows
{amounts in thousands):

Due from e to
General Fund:
Component Units:

MBTA 3 b 267,514
RTA 45,384

MCCA 16,120

Economic Development Authorities 2,810

Trust and Agency Funds:
Pension Trust 3,677
University and College Fund:
Cutrrent - Unrestricted 6,220
Subtota] 9,897 326228
Special Revenue Funds:
Capital] Projects Funds:

Highway

Local Aud 149,972

Other ’

Component Units:

MBTA 93,106
RTA 7,647
Economic Development 10

Subtotal 149,972 100,763
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
Subtotat 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 2,487 6,164
University and College Fund:
General Fund 6,220
University and College Fund.

Current - Unrestricted 23,395 653
Current - Restricted 15 27,515
Loan Il
Endowment 390
Plant 4,659 278

Subtota] 28,459 34,679

Exhibit C-58



NOTES TO THE GENERAL PURPO§E FINANCIAL STATEMENTS

(Continued): Due from. Due to
Component units:
General Fund 326,28
Special Revenue:
Federal Grants 0
Highway Fund 100,733
Capital Projects Funds:
General 1,802
Local Aid 16,378
Subtotal 445,171 0
Total b3 456618 3 656,618
e S —

6. FIXED ASSETS:

Primary Government-

General Fixed Asset Account Group - Changes in general fixed assets 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 $ 407,904 § 47529 8§ 344 8 455,089
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 $ 3012,230 § 281,731 8§ 227,279 $% 3,066,682

College and University Fi und 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: accurnulated 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 ir thousands):

Amount
Land and improvements b 243,875
Structures and improvements 4,166,110
Equipment, furniture, fixtures and vehicles 1,491,754
Total 5,901,739
Less acumulated depreciation 1,402,849
Nei fixed assels 4,498,890
Propeny held for cxpansion 7,439
Construction in progress 316,889
Total $ 4,323218

7. SHORT-TERM FINANCING AND CREDIT AGREEMENTS:

Primary Government -

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

General Fund - As authorized by Chapter 161A of the Massachusefts General Laws, the Commonwealth
15sues short-tcrm notes to finance working capital advances to the MBTA. The Commonwealth retires
these notes through subscquent appropriations and asscssments to citics 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 notes
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 Commonwealth has issued five-vear term minibonds, which are redeemable
upon demand, to finance its capital projects. At June 30, 1994, minibonds outstanding in the Capital
Projects Funds totaled $49,062,000, with interest rates ranging from 5.0% to 8.0%.

The Commonwealth may issuc bond anticipation notes (BAN's) to temporarily - 2ance its capital projects,

but it must reduce the balancc to $200,000,000 at June 30. BAN’s ranged from :cro to $180,000,000
during FY94, with no such notes outstanding at June 30, 1994,
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Lerter of Credit Agreements - During fiscal year 1994, the Commonwealth maintained 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 Commonsvealth commercial
paper plus interest thereon. Advances were available, subject 1o 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 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
banks to provide credit and liquidity support for up to $400,000,000 of commercial paper notes, plus
interest thercon. 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 urutilized amounts and
approximately 0.11% on utilized amounts.

Line of Credit Agreement - The Commonwealth maintained a revolving linc of credit agrecment with a
bank through June 30, 1994, in the amount of $150,000,000. Under this agrcement, interest was charged
at the lesser of the federal funds rate plus 1.5%, or prime, with commitment fecs 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 net utilized during the fiscal year and
was allowed to expire on June 30th;

In December, 1990, the University of Massachusetts Medical School Teaching Hospital Trust obtained a
$11,000,000 loan to finance the construction of a building. The loan 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-term notes payable outstanding at June 30, 1994 totaled $365,000,000. Of this amount,
$180,000,000 are due September 30, 1994 with an interest rate of 3.5% and $185,000,000 mature March
1, 1995 with an interest 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.

Subsequent to June 30, 1994, The Massachusetts Bay Transportation Authority issued $180,000,000 of
revenue anticipation notes carrying an interest rate of 5%. The notes mature on September 8, 1995.

The RTA’s had the following short-term notes payable outstanding at June 30, 1994: Pioncer Valley
$11,000,000; Merrimack Valley $7,647,000; Southeast Regional $6,002,000; Worcester Regional
$12,579,000, Brockton Arca $7,095,000; Montachuset $7,300,000; all other Regional Transit Authorities
$14,049,000. All notes mature during fiscal ycar 1995 and have interest rates ranging from 2.6%t0 4.1%.
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Subsequent to June 30, 1994, the Brockton Area Transit Authority :ssued $7,800,000 in revenue
anticipation notes with an interest rate of 4% and due in July 1995, Also subsequent to June 30, 1994, the
Pionegr Valley Transit Authonty refinanced 311,000,000 of bond anticipation notes.

As of June 30, 1994, the Economic Development Authorities have $661,000 outstanding in short-term
notes.

8. LONG-TERM DEBT:

The Commonwealth may borrow money (a) for defense, or in anticipation of receipts from taxes or other
sources, any such loan to be paid out of the revenue of the year in which the loan is made, or {b) by a two-
thirds vote of the members of each house of the Legislature present and voting thereon. In addition, the
Commonwealth may give, loan or pledge its credit by a two-thirds vate 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 issucd by it and all clatms with respect thereto. However, the
property of the Commonwealth is not subject to attachment or levy to pay a judgment, and the satisfaction
of any judgment generally requires legislative appropriation. Enforcement of a claim for the payment of
principal or interest on bonds and notes of the Commeonwealth may also be subject to the provisions of
federal or Commonwealth statutcs, if any, enacted to extend the time for payment or impose other
constraints upen enforcement.

As of June 30, 1994, the Commonwealth had threc types of bonds outstanding: general obligation,
dedicated income tax and, special obligation.

The general obligation bonds are authorized and issued primarily to provide funds for Commonwealth-
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 arc appropriated. Massachusetts General Laws provide for the allocation 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 entirely to the deficit financing authorization of fiscal year 1990, As
a remedy to that financial situation, the Legistature authonzed bonds, to be repaid from tax revenues within
SEVEN years.

During fiscal year 1992 and again during fiscal year 1994, the Commonwealth issued special obligation
revenue bonds as authorized under Massachusetts General Laws. Such bonds may be secured by all or a
portion of revenues credited to the Highway Fund and are not general obligations of the Commonweaith.

At June 30, 1994, the Commonwealth had outstanding $403,770,000 of such bonds, secured by a pledge of
6.86 cents of the 21 cent per gallon motor fuel excise tax collected on gasoline.

For financial reporting purposcs, long-term bonds are carried at their face amount, which inctudes discount
and any issuance 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 basts, it is reported as outstanding as its face amount.

The amount of bonds authorized but unissued 1s measured in accordance with Commonwealth statutes.
Only the net proceeds of bonds (exclusive of discount and costs of issuarce) 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-unissued at June 30, 1994, are as follows (amounts in

thousands):

Purpose

Deficit reduction:
Fiscal recovery

Capital projects:
General
Highway
Local aid
Other

Capital projects bonds

Total

Authorized

Outstanding -unissucd
Maturiy .

Amount dates Amount

b 839810 1994-1998 $ - 57274

4,965,236 1994-20 4 2,613,220

2427619 1994-20:4 965,681

1,105,083 1994-2013 855,998 .

89,997 199420015 20,124

8.587.935 4,455,023

£ 9427745 $ 43512297

P —_———— —— —————

Interest rates on the Commonwecalth'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
vear ended June 30, 1994, are as follows (amounts in thousands):

Bonds Authorized
outstanding -unissued
Balance, July I, 1993 $ 92314358 $ 4614367
General and special obligation bonds:
Principal 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 835796
Discount and issuance costs 7,200
Bonds retired {1,346,709)
Increase in bonds authorized 612611
Expiration of authorizations {24.475)
Balance, June 30, 1994 $ 0427745 § 4512297

At June 30, 1994, debt scrvice requirements to maturity for principal {including discount and issuance
costs) and interest are as follows (amounts in thousands):

Year ending Junc 30 Principal Interest Total
1995 3 646,279 § 490,506 $ 1,136,785
19% 666,961 453,264 1,120,225
1997 694,365 410,257 1,104,622
1998 618,262 368,262 986,524
1999 543,937 338,349 882,286
2000 and thercafter 6,257,941 2,097,805 8,355,746
Total $ 9427745 $ 4158443 § 13,586,188

Subsequent to June 30, 1994, the Commonwealth issued $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 year 1990, Massachusetts General Laws were amended to establish a limit
on the amount of direct debt outstanding, effective at the begiruiing of fiscal year 1991, By statutorily
limiting the Commonwealth's ability to issue direct debt, thesc amendments provide a control on annual
capital spending. The first-year limit was $6,800,000,000, with an increase of 5% allowed in cach
successive fiscal year. The statutory debt limit for fiscal year 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 nctes. Outstanding 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 bends 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 #nd are considered defeased.

In prior years, the Commonwealth also defeased certain general obligaticn 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 défeased 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 lorg-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 or. 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 liabilities reported in the General Leng-term Obligations Account Group
{amounts in thousands}):

School
Long-term Capital construction Compensated
bonds leases grants absences
Balance, July 1, 1993 $ 9231458 § 33329 $ 1926082 $ 76,280
Bond issuances 1,526,002
Bond discount 16,994
Bond principat payments
{excluding minibonds) (1,346,709)
Excess of total pension
contributions required
aver total contribu-
tions made
Net increase (decrease) 17,625 144 627 5,543
Balance, June 30, 1994 s 9427745 § 50,954 % 2,070,709 % 81,823
Unfunded Claims,
pension Judgrnents
costs and other Total
{Continued):
Balance, July 1, 1993 $ 2362254 $ 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 $ 2579432 % 435595 § 14,646,258

University and College Fund - Building authorities related to the University of Massachusetis and the state
colleges have issued bonds for construction of higher education facilities and equipment. Such bonds are
guaranteed by the Commonweaith in an aggregate amount not to exceed $1 2,000,000. 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 Massachysetts
has also entered into various loan agreements as a participant in the Massachusetts 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 June 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
3 248:246

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
199% 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):

Arount
Balance, July I, 1993 $ 235,159
Principal less issuance and
discount cost 398
Bonds retired, net of amortization
of discount . 7.31n
Balance, June 30, 1994 $ 248246
—LEr——

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 i 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 534
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 Coliege Fund building authorities are considered defeasex!,

Component Units -

Bonds and notes outstanding at June 30, 1994, net of unamortized discount of $1 5,421,000 and
unamortized deferred loss on refunding of $125,660,000 are zs follows {amounts in thousands):

Interest Mazaturity
Purpose rates Amount dates

MBTA;

General transportation system 383%-8.00% § 2,024,963 2005 - 2024

Boston Metropolitan District 1.61%-928% 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

e ~——
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Maturities of principal are as follows (amounts in thousands):

Years

ending Economic

June 310 MBTA RTA's MCCA WPAT Development Total
1995 5 75478 § 15 & 17,235 & 12,195 & 2,098 % 107,021
1586 69,559 15 18,105 11,920 [,383 101,482
1997 72,434 15 18,105 12,235 2,11 105,900
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 § 2,742i587

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. '

During the fiscal year ended June 30, 1994, the following changes occu:ed in bonds and notes payable
reported in the Component Units (amounts in thousands):

Economic
MBTA RTA's MCCA WPAT Development Total
Batance, July 1, 1993 $ 1925467 § 115 § 163,539 $ 148575 § 670 § 2238366
Principal less discount and
issuatice costs 544,415 30,909 178,085 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 $ 2'074i440 b 45 § 190238 § 31 9i535 L) 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 __ Amount
1995 £ 2,770
1996 2.875
1947 2,990
1998 3,110
1999 and thereafier 82325

104,070
Less: Unamortized discount . 736
Total $ 103,334

Durning fiscal year 1994, thc MBTA raised $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 purchase U.S. Government securities which were deposited in an irrevocable
trust with an escrow agent to provide for all future debt service payments on the refunded bonds. As a
result, the MBTA's refunded bonds are considered to be defeased, and the liability for those bonds has been
removed from the Component Units. This advance refunding resulted a loss on defeasance of $26,200,000,
which is 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 Proprietary
Activities”. As a result of the advance refunding, the MBTA reduced its aggregate debt service payments
by approximately $14,600,000 from fiscal year 1994 to 2022 and achieved an cconomic gain of
approximately $14,100,000. '

In prior years, the Massachusctts Bay Transportation Authority defeased in-substance several General
Transportation System Bonds by placing the proceeds of new “onds in an irrevocable trust fund to provide
for future debi service payments on the old debt. These payr  1ts began in 1994, Accordingly, the trust
account assct and the liability for the defeased bonds are not 1ncluded in the accompanying financial
statements. On June 30, 1994, $825,510,000 of these bonds cutstanding are considered defeased.

The legislation under which the MBTA was established provides that if, at any time, the MBTA is unable
to meet any interest or principal payments due on its debt, sufficient funds will be remitted by the
Commonwealth to meet such obligations.

The legislation which authorizes the issuance of Massachusetts Convention Center Authority debt
securities provides for participation by the Commonwealth in the full payment of the annual debt service
costs.

On October 1, 1894, the Massachusetts Water Poltution Abatement Trust issucd bonds of $80,925,000 of
tax-exempt bonds. A portion of the proceeds was used to refinance interim loans issued to South Essex
Sewerage District during ycar 1994,
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9.

10.

INDIVIDUAL FUND DEFICITS:

The General Fund, certain Special Revenue Funds and Capital Projects Funds included in the combined
sotals 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 212,914

Highway 85,852

" Local Aid 70,917

Other 4,962

The deficit in the General Fund reflects the accrual of liabilities for Metlicaid 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 cities, 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 anc towns (other than teachers) 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) is a single emplover defined benefit public employee
retirement 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-employer 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 muitiple 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 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. 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 systerns are not
administered 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 45,419 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 $217,92 8,000. The covered payroll
amounts approximate the employer payroll.

Benefit Provisions - Massachusetts General Laws establish uniform benefit and contribution requirements
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. Bencfit 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 interest they generate constitute the annuity. The differential between the totai
retirement benefit and the annuity is the pension. Average retirement benefit is approximately 80-85%
pension and 15-20% annuity.

Members become vested afier ten vears 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
service. Normal retirement for most employees occurs at age 65; for cettain 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 are a
standardized disclosure measure of the present value of pension bénefits, adjusted for the effects of
projected salary increases 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 actuariaily 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 actuarial 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 millions):
SERS TRS SBRS COLA Total
Pension benefit obligation:
Retirees and others
currently receiving
benefits and terminated
employees entitled 1o
benefits but not yet
receiving them 3 4288 % 3,101 % 312 % 1,452 § 9.153
Current employecs:
Accumulated employee
contributions including
allocated interest 1,932 2,199 190 4,321
Comrnonwealth 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 assets available for
benefits, at market 5,802 5,956 443 12,201
Uafunded pension benefit
obligation s 3,155 § 3,002 % 275 8 2037 % 8,469
e —— e — b —— e —-] =

Pension benefit obligation -

Contributions Required and Contributions Made - The retirement systems' funding policies have been
established by statute. 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 Dlecember 31, 1983, and 8% for those
hired on or after January 1, 1984, plus an additional 2% of compensation above $30,000 per vear for those
hired on or after January 1, 1979.

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 t0 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:

e Normal cost
» Interest on any unfunded prior service costs

s A provision for vested benefits when the total present value 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 unfiunded accrued actuariat 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 contribution
requiremnent:

Normal cost b 430 § 320 § 25 % 51 % 826
Amortization of

unfunded actuarial

liability 161 104 9 98 372
Interest on unfitnded

actuarial liability 100 111 10 64 285

Total contributions
required 5 691 § 535 % 4 3 213§ 1,483
—————————  — hr——e—

Contributions made:
By employees 5 212 % 174§ 14 3 G 3 400
% of covered payroll 6.90% 6.75% 5.50% N/A N/A
By the Commonwealth 415 329 28 9% 866
% of covered payroll 13.40% 12.80% 12.90% N/A N/A,
Total contributions made s 627 § 503 % I =‘|$3= s 94 3 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 expendirure also included payments

totaling $22,209,000 to current retirees employed prior to the establishment of the cusrent plans and to non-
contributory plans.
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Trend Information - The following table presents the required three-year trend information:

% Yo %
_ Year SERS TRS SBRS
Net assets availabie for benefits '
" as a percentage of the pension
benefit obligation applicable
" “toemployees: 1994 64.7 66.5 6L.6
o ' ' - 1993 60.3 60.9 527
1992 66.6 58.1 43.5
Unfunded pension benefit
obligation as a percentage of
annual covered payroll: 1994 101.9 116.7 126.5
1993 1144 135.8 161.9
1992 89S 169.6 197.2
Commonwealth's contributions to the
pension plan as a percentage of
annnal covered payroll: 1994 138 128 12.9
1993 14.3 12.5 13.2
1992 127 140 144

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 payroll 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 tr¢nd data of SBRS for revenues and
expenditures is not available in their separately issued report. '

Component Unilts -

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 ernployees 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 retmbursed 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 offers its employess a deferred compensation plan created in accordance with Internal
Revenue Code Section 457. The plan, available to all employees of the Commonwealth and its political
subdivisions, permits them to defer a portion of their salaries until future years. The deferred compensation
is not available to employees until termination, retirement, death, or unforesecable emergency. All amounts
of compensation deferred under the plan, all property and rights purchased with those amounts, and all
income attributable to those 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 each participant. All plan assets are stated at market value.

1t 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 Commonwezaith's general 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 represents the assets of citics 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 equipment, the Commonwealth has entered into various lease/purchase
agreements, including tax-exempt lease purchase (TELP) agreernents which are accounted for as capital
leases. These agreements are for various terms and contain clauses indicating that their continuation is
subject to appropriation by the Legislature.

At June 30, 1994, the Commonwealth's aggregate outstanding liability under capital leases, the present
value of the net minimum lease payments, totals $50,954,000. This liability is reported in the General
Lang-term Obligations Accounts Group. Equipment acquired under capital leases and included in the

General Fixed Assets Account Group totals approxamately $76,802,000.
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The Commonwealth leases real property and equipment under numerous operating lease agreements for
varying terms. These agreements contain clauses which indicate that their continuation is subject to
appropriation by the Legislature. Rental expense for the year ended June 30, 1994 was approximately
$100,925,000.

The following is 2 schedule of future minimum lease payments under non-cancelable leases for the
Commonwealth as of June 30, 1994 (amounts in thousands):

Years
ending Capital Operating
June 30 leases leases
1995 $ 18629 $ Bl466
1996 14,676 62,520
1997 10,545 50,269
1998 7,071 40,947
1999 5,084 28,451
2000 and thereafter 2,786 8,184
Total payments 58,791 S: 271i837
Less: amount representing
interest (7.837)
Present value of minimum
lease payments $ 50954

Uniﬁersio» and College Fund - At June 30, 1994, aggregate 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 Coliege Fund Type (amounts in thousands):
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'

Years

ending Capital QOperating

June 30 leases leases
1995 $ 6,173 % 4,994
1996 5,150 4,187
1997 3,883 3,161
1998 2,306 2,367
1999 2,112 73
2000 and thereafter 3,339 40

Total payments 23,463 § 14,822

Less: amount representing
interest (3,905)

Present value of minimum
lease payments $ 19,558

Component Units -

The MBTA has entered into several sale-leaseback agreements with major financial institutions, covering
equipment 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
value, 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 lease 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 thereafier 188,739
Total payments $ 250,680 $ 24,700 § 2,380
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143 As of June 30, 1994, the principal amounts of these obligations were $50,954,000 and $12,687,000 for capital jeases and COPs
respectively.

Water Pollution Abatement Trust

The Massachusetts Water Pollution Abatement Trust (the “Trust") was created in 1989 as a public
instrumentality of the Commonwealth to implement the Commonwealth’s state revolving fund program under Title
VI of the federal Clean Water Act. The Trust is authorized to apply for and accept federal grants and associated
Commonwealth matching grants to capitalize the revolving fund and to issue debt obligations to fund loans to local
governmental units to finance eligible water pollution abatement projects. To date, the Trust has received
approximately $375 million in federal grants and approximately $75 million in Commonwealth maltching grants to
capitalize the fund. The Trust has also received additional Commonwealth grants of approximately $21 million to
capitalize a separate revolving fund program for projects which are not eligible under the Clean Water Act, The
Trust’s enabling legislation authorizes the State Treasurer to issue up to $122.3 million of Commenwealth 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 revelving fund may be applied by the Trust to
fund reserves to secure debt obligations issued by the Trust to make loans to local governmental units to finance
eligible projects or to directly fund such leans. 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 January 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 governmental 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 to be issued during fiscal year 1996.

Under the enabling legislation creating the Trust, each loan made by the Trust is required to provide for
debt service subsidies or other financial assistance sufficient to result in the loan being the financial equivalent of
a grant to the borrower of between 25% and 90% of the eligible cost of the financed project. Financial assistance
sufficient to result in a 25% grant equivalency (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 Commonwealth. The Trust’s enabling legislation
directs the State Treasurer to enfer into contract assistance agreements with the Trust for such purpose providing
for annual contract assistance payments to the Trust of up to $20 million in the aggregate in each fiscal year through
fiscal year 2025. The contract assistance 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 to expand the scope of the Trust’s loan programs.
Among other things, the Governor’s bill recommends a $19 million appropriation to provide additional matching
funds for the Trust’s revolving fund programs and authotizes the Trust to implement a water treatment facilities loan
program. The Governor's bill also mandates that all new loans made by the Trust in fiscal years 1995 and 1996
shall provide for financial assistance sufficient to result in at least a 50% grant equivalency to the borrower and that
interest payable after July 1, 1994 on loans made by the Trust prior to that date shall be forgiven so that such loans
shall 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
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The MBTA bas entered into several long term contracts 10 purchase commuter rail coaches, locomotives
and rapid transit cars. The unpaid amounts under these contracts total approxtmately $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.

Massachusetts 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 are 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 Attomey
General estimates the liability to be approximately $73,500,000. Of this amount approximately
$61,500,000, which 1s expected to be paid during fiscal year 1995, is recorded in fund liabilities,
approximately $12,000,000 expected to be paid thereafier, is recorded as a liability in the General Long-
term Obligations Account Group. Appellate Tax Board cases included in the amount to be paid in 1995
totat $17,500,000.

Workers' compensation and group health insurance costs for Commonwealth employees are recognized
when claims are incurred. The Commonweaith'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 1s expected to be paid during fiscal year 1995; $47,900,000 is included among fund liabilities
and $6,200,000 is reported in the University and College Fund. Of the remainder, approximately
$256,800,000, is recorded as a liability in the General Long-term Obligations Account Group and
$31,000,000 is included in the liabilities of the University and College Fund.

The Commonwealth has assumed responsibility for worker’s compensation ¢laims 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 receives significant financial assistance from the federal government. Entitlement to
the resources is generally conditional upon compliance with terms and conditions of the grant agreements
and applicable federal regulations, including the expenditure of the resources for eligible purposes.
Substantially all federal financial assistance is subject to financial and compliance audits. Any
disallowances become liabilities of the fund which received the assistance. As of June 30, 1994, the
Commonwealth estimates that liabilities, if any, which may result from such audits are not material.
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The Commonwealth's abandoned property law requires deposit of certair unclaimed assets 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 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 Massachusetts Health and Educational Facilities Authority revenue bonds, issued by the
University of Massachusetts Foundation, Inc. In the event the Foundaticn fails to make any payment, the
University will transfer any amounts unpaid and due to the Foundation.

Component Units -

The Massachusetts Convention Center Authority was involved in six lawsuits arising primarily as a resuit
of the Phase II 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 Commonweaith 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 govemment, (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 entity’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 discretely presented column labeled compaonent units. In addition, certain
entities 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 1 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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[ FORM OF BOND COUNSEL OPINION]) APPENDIX B
ONE FINANCIAL CENTER
" BOSTON, MASSACHUSETTS 021112625
617 345-9000

FAX: B17 3459020

HINCKLEY, ALLEN & SNYDER
Attorneys at Law

August 17, 1995

The Honorable Joseph D. Malone
Treasurer and Receiver-General

The Commonwealth of Massachusetts

State House - Room 227

Boston, Massachusetts 02133

The Commonwealth of Massachusetts
$200,000,000 General Obligations Bonds
Consolidated Loan of 1995

.Series C :

Dear Treasurer Malone:

We have examined a record of proceedings relating to the
issuance by The Commonwealth of Massachusetts (the
"Commonwealth") of its $200,000,000 General Obligation Bonds,
Consolidated Loan of 1995, Serles ¢, dated August 1, 1995 (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 certjificates 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 to rules and procedures isgsued by DTC and its

participants.

In rendering our opinions set forth below, we have relied as
to questions of fact material to our opinjon upon representations
of the Commonwealth contained in the certified proceedings and
other certifications of public officials (including
certifications as to the use, expenditure and investment of the
proceeds of the Bonds) furnished to us without undertaklng to
verify the same by independent investigation..

1500 FLEET CENTER O PROVIDENCE, RHODE tSLAND 02903 O 401 2742000 O] FAX: 401 277-9600
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Based upon the foregoing, we are of the opinion that, under
existing law:

1. The Bonds have been duly authorized and are legal and
valid general obligations of the Commonwealth to which its full
taith and credit are pledged for payment of principal and
interest when due.

The provisions of Chapter 62F of the Massachusetts General
Laws establish a state tax revenue ¢growth limit and de¢ not
exclude principal and interest payments on the Bonds and other
Commonwealth debt obligations from the scope of the limit. The
provisions of Chapter 29, Section 60B of the Massachusetts
General Laws impose an annual limitation on the percentage of
total appropriations that may be expended for payment of interest
and principal on certain general obligation debt of the
Commonwealth, including the Bonds, and that Chapter 151 of the
Acts of 1990 dedicates certain state tax revenues for debt
service on previously issued Fiscal Recovery Bonds of the
Commonwealth. The property of the Commonwealth is not subiject to
attachment or levy to pay a judgment, and the satisfaction of any
judgment against the Commonwealth generally requires legislative
appropriation. Enforcement of a claim for payment of principal
of or interest on the Bonds may also be subject to the provisions
of federal or Commonwealth statutes, if any, hereafter enacted
extending the time for payment or imposing other constraints upon
enforcement, insofar as the same may be constitutionally applied.

2. Interest on the Bonds (including any original issue
discount properly allocable to a holder thereof) is excludable
from gross income for federal income tax purposes and is not an
item of tax preference for purposes of the federal alternative
minimum tax imposed on individuals and corporations, but is
includable in "adjusted current earnings" of corporate holders of
the Bonds and therefore will be taken into account in the
ccmputation of the alternative minimum tax applicable to certain
corporations.

In rendering the foregoing opinion that interest on the Bonds
is, as of the date hereof, excludable from gross income for
federal income tax purposes we have assumed the continued
compliance by the Commonwealth with certain provisions of the
Internal Revenue Code of 1986, as amended, that must be satisfied
subsequent to the issuance of the Bonds in order that the
interest on the Bonds be, and continues to be, excluded from
gross income for federal income tax purposes. Failure to comply
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with certain of such requirements could cause the inclusion of
the interest on the Bonds in gross income for federal income tax
purposes retroactive to the date of issuance of the Bonds. We
express no opinion regarding other federal tax consequences
arising with respect to the Bonds.

3, The Bonds and the interest thereon (including any
original issue discount properly allocable to a holder thereof)
are exempt from taxes imposed by the Commonwealth, although the
Bonds and said interest may be included in the measure of estate
and inheritance taxes and of certain corporate excise and
franchise taxes.

It is to be understood that the rights of the holders of the
Bonds and the enforceability thereof may be subject to
bankruptcy, insolvency, reorganization, moratorium and other laws
affecting creditors’ rights hereafter eénacted 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.

We are members of the bar of the Commonwealth of
Massachusetts and we express no opinion as to laws other than the
laws of the Commonwealth and the United States of America.

Very truly yours,

WP:LBM:CMO36229/59557 .AAL
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APPENDIX C

MBIA

FINANCIAL GUARANTY INSURANCE POLICY

MBIA Insurance Corporaticn
Armonk, New York 10504
Policy No. [NUMBER]

MBIA Insurance Corporation (the “Insurer), in consideration of the payment of the premium and subject to the terms of this policy, hereby
unconditionally and irevocably guarantees to any ownier, as hereinafier defined, of the following described obligations, the full and complete payment
required 1o be made by or on behalf of the Issuer to [PAYING AGENT/TRUSTEE] or its successor (the “Paying Agent") of an amount equal to (i) the
principal of (either at the stated maturity or by any advancement of maturity pursuant to a mandatory Sinking fund payment) and interest on, the
Obligations (as that term is defined below) as such payments shali become due but shall not be si paid (except that in the event of any acceleration of
the due date of such principal by reason of mandatory or optional redemption or acceleration resulting from default or otherwise, other than any
advancement of maturity pursuant to a mandatory sinking fund payment, the paymerits guaranteed hereby shall be made in such amounts and at such
times as such payments of principal would have been due had there not been any such acceleration); and (ir) the reimbursement of any such payment
which is subsequently recovered from any owner pursuant o a final judgment by a court of conpetent jurisdiction that such payment constitutes an
avoidable preference to such owner within the meaning of any applicable bankruptcy law. The amounts referred to in clauses (i) and (ii} of the
preceding sentence shall be referred to herein collectively as the “Insured Amounts." "Obligations™ shall mean:

{PAR]
[LEGAL NAME OF ISSUE]

Upon receipt of telephonic or telegraphic notice, such notice subsequently confirmed in writing by registered or certified mail, or upon receipt of written
notice by registered or certified mail, by the Insurer from the Paying Agent or any owner of an Obligation the payment of an Insured Amount for which
is then due, that such required payment has not been made, the Insurer on the due date of such payhent or within one business day after receipt of notice
of such nonpayment, whichever is later, will make a deposit of funds, in an account with State Street Bank and Trust Company, N.A., in New York,
New York, or its successor, sufficient for the payment of any such Insured Amounts which are then due. Upon presentment and surrender of such
Obligations or presentment of such other proof of ownership of the Obligations, together with any appropriate instruments of assignment to evidence
the assignment of the Insured Amounts due on the Obligations as are paid by the Insurer, and appropriate instruments to effect the appointment of the
Insurer as agent for such owners of the Obligations in any legal proceeding refated to payment of Insured Amounts on the Obligations, such instruments
being in a form satisfactory to State Street Bank and Trust Company, N.A., State Street Bank and Trust Company, N.A. shall disburse to such owners,
or the Paying Agent payment of the Insured Amounts due on such Obligations, less any amoun( held by the Paying Agent for the payment of such
Tnsured Amounts and legally available therefor. This policy does not insure against loss of any prepayment premium which may at any time be payable
with respect to any Obligation.

As used herein, the term “owner" shall mean the registered owner of any Obligation as indicatec! in the books maintained by the Paying Agent, the
Issuer, or any designee of the lssuer for such purpose. The term owner shall not include the Issuer or any party whose agreement with the Issuer
constitutes the underlying security for the Obligations.

Any service of process on the Insurer may be made to the Insurer at its offices located at 113 King Street, Armonk, New York 10504 and such service
of process shall be valid and binding.

This policy is non-cancellable for any reason. The premium on this policy is not refundable for any reason including the payment prior to maturity of
the Obligations.

IN WITNESS WHEREOF, the Insurer has caused this policy to be executed in facsimile on its behalf by its duly authorized officers, this day
of

COUNTERSIGNED: ' MBIA Insurance Corporation

Resident Licensed Agent @p E

Attesl:
City, State Assistant Secretary N

STD-RCS6
4435
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APPENDIX D

Commonwealth of Massachusetts
General Obligation Bonds
Consolidated Loan of 1995, Series C

Continuing Disclosure Undertaking

[to be included in bond form)

On behalf of the Commonwealth, the Treasurer and Receiver-General of the Commonwealth hereby
undertakes for the benefit of the owners of the Bonds to provide to each nationally recognized municipal securities
information repository (each, a "NRMSIR") within the meaning of Rule 15¢2-12 of the Securities and Exchange
Commission (the "Rule") and to the state information depository for the Commonwealth, if any (the "SID"), within
the meaning of the Rule, no later than 270 days after the end of each fiscal year of the Commonwealth, commencing
with the fiscal year ending June 30, 1996, (i} the annual financial information described below relating to such fiscal
year, together with audited financial statements of the Commonwealth for such fiscal year if audited financial
statements are then available, provided, however, that if audited financial statements of the Commonwealth are not
then available, such audited financial statements shall be delivered to each NRMSIR and the SID when they become
available (but in no event later than 350 days after the end of such fiscal year) or (ii) notice of the Commonwealth’s
failure, if any, to provide any such information. The annual financial information to be provided as aforesaid shall
include financial information and operating data, in each case updated through the last day of such fiscal year unless
otherwise noted, relating to the following information contained in the Commonwealth’s Information Statement dated
February 22, 1995 (the “Information Statement"), as appearing in the Official Statement dated August 9, 1995
relating to the Commonwealth’s General Obligation Bonds, Consolidated Loan of 1995, Series C, and in each case
substantially in the same level of detail as is found in the referenced section of the Information Statement:

1. Summary presentation on statutory "FINANCIAL RESULTS - Selected Financial Data -
accounting and five-year comparative basis | Statutory Basis"
of selected budgeted operating funds
operations, concluding with prior fiscal
year, plus estimates for current fiscal year

2, Summary presentation on GAAP and five- "FINANCIAL RESULTS - Selected Financial Data -
year comparative basis of selected budgeted | GAAP Basis”
operating funds operations, concluding with
prior fiscal year

3. Discussion of selected key results for “FINANCIAL RESULTS” (see discussion of prior fiscal
budgeted operating funds for prior fiscal years)
"year

4, Summary presentation of actual revenues in | "COMMONWEALTH REVENUES - Distribution of
budgeted operating funds on five-year Revenues"”

comparative basis, concluding with prior
fiscal year, plus estimates for current fiscal

year
5. So long as Commonwealth statutes impose "COMMONWEALTH REVENUES - Limitations on Tax
limits on tax revenues, information as to Revenues”
compliance therewith in the prior fiscal
year




e

Summary presentation of budgeted
expenditures by selected, then-current
major categories on five-year comparative
basis and estimated expenditures for current
fiscal year

"COMMONWEALTH PROGRAMS AND SERVICES"

7. So long as Commonwealth statutes impose "COMMONWEALTH PROGRAMS AND SERVICES - Debt
a limit on appropriations for debt service, Service”
information 2s to compliance therewith for
the prior fiscal year and an estimate for the
current fiscal year

8. If and to the extent otherwise updated in the "COMMONWEALTH PROGRAMS AND SERVICES - State
prior fiscal year, summary presentation of Workforce”
the size of the state workforce

9. Statement of Commonwealth bond and note | "COMMONWEALTH BOND AND NOTE LIABILITIES -
liabilities as of the end of the prior fiscal Overview - Outstanding Bond and Note Liabilities™
year

10, Five-year comparative presentation of long "COMMONWEALTH BOND AND NOTE LIABILITIES -
term Commonwezalth debt and selected Overview - Trend of Long Term Bond Liabilities"
Commonwealth-supported debt as of the
end of the prior fiscal year

11. Annual fiscal year debt service "COMMONWEALTH BOND AND NOTE LIABILITIES -
requirements for Commonweaith general Debt Service Requirements on Commonwealth
obligation and special obligation bonds, Bonds"”
beginning with the current fiscal year

12. So long as Commonwealth statutes impose "COMMONWEALTH BOND AND NOTE LIARILITIES -
a limit on the amount of outstanding Statutory Debt Limit on Direct Bonds™
"direct” bonds, information as to
compliance therewith as of the end of the
prior fiscal year

13. Five-year summary presentation of “COMMONWEALTH BOND AND NOTE LIABILITIES -
authorized but unissued general obligation Authorized But Unissued Debt"
debt and actual capital project expenditures

14, Summary presentation of the then-current, "OTHER COMMONWEALTH LIABILITIES - Retirement
statatorily imposed funding schedule for Systems and Pension Benefits - Pension Funding
future Commonwealth pension liabilities, if | Plan®
any

15. Summary presentation of operating lease "OTHER COMMONWEALTH LIABILITIES - Long Term
commitments for future fiscal years as of Operating Leases"
the end of the prior fiscal year

16. Summary presentation of long-term capital "OTHER COMMONWEALTH LIARILITIES - Long Term

lease and certificate-of- participation
commitments for future fiscal years as of
the end of the prior fiscal year

Capital Leases and Certificates of Participation”




17.  Summary presentation of school building "OTHER COMMONWEALTH LIABILITIES - School
assistance program commitments for future | Building Assistance™
fiscal years as of the end of the prior fiscal :
year

Any or all of the items listed above may be included by reference to other dovuments, including official statements
pertaining to debt issued by the Commonwealth, which have been submitted to each NRMSIR. If the document
incorporated by reference is a Final Official Statement within the meaning of the Rule, it will also be available from
the Municipal Securities Rulemaking Board ("MSRB”). The Commonwealth’s annual financial statements for each
fiscal year shall consist of (i) combined financial statements prepared in accordance with a basis of accounting that
demonstrates compliance with the Massachusetts General Laws and other applicable state finance laws, if any, in
effect from time to time and (ii) general purpose financial statements prepared n accordance with generally accepted
accounting principles in effect from time to time. Such financial statements shall be audited by a firm of certified
public. accountants appointed by the Commonwealth.

On behalf of the Commonwéalth, the Treasurer and Receiver-General of the Commonwealth hereby further
undertakes for the benefit of the owners of the Bonds to provide in a timely. manner to the MSRB and to the SID
notice of any of the following events with respect to the Bonds (numbered in accordance with the provisions of the
Rule), if material:

(i) principal and interest payment delinquencies;

(ii) non-payment related defaults;

(i) [not applicable];

(iv) draws on the bond insurance policy issued by MBIA Insurance Corporation in connection with the
Bonds;
W) any change in the provider of the bond insurance policy dyscribed above or failure of any bond

insurance provider to perform its obligations with respect t the Bonds;

(vi) adverse tax opinions or events affecting the tax-exempt status of the Bonds;

(vii)  amendment of or modifications to the rights of Bondholders;

(viii)  giving of notice of optional redemption of Bonds;

(ix) defeasance of the Bonds;

(x) [not applicable]; and

{xi} rating changes on the Bonds,

Nothing herein shall preclude the Commonwealth from disseminating any intormation in addition to that required
hereunder. If the Commonwealth disseminates any such additional information, nothing herein shall obligate the
Commonwealth to update such information or include it in any future materials disseminated.

To the extent permitted by law, the foregoing provisions of this Bond related to the above-described
undertakings to provide information shall be enforceable against the Commonwealth in accordance with the terms
thereof by any owner of a Bond, including any beneficial owner acting as a third-party beneficiary (upon proof of
its status as a beneficial owner reasonably satisfactory to the Treasurer and Receiver-General). To the extent

permitted by law, any such owner shall have the right, for the equal benefit and protection of all owners of Bonds,
by mandamus or other suit or proceeding at law or in equity, to enforce its 1ights against the Commonwealth and
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under the foregoing provisions as aforesaid, provided, however, that the sole remedy in connection with such
undertakings shall be limited to an action to compel specific performance of the obligations of the Commonwealth
in connection with such undertakings and shall not include any rights to monetary damages. The Commonwealth’s
obligations in respect of such undertakings shall terminate if no Bonds remain outstanding (without regard to an
economic defeasance) or if the provisions of the Rule concerning continuing disclosure are no longer effective,
whichever occurs first. The provisions of this Bond relating to such undertakings may be amended by the Treasurer
and Receiver-General of the Commonwealth, without the consent of, or notice to, any owners of the Bonds, (a) to
comply with or conform to the provisions of the Rule or any amendments thereto or authoritative interpretations
thereof by the Securities and Exchange Commission or its staff (whether required or optional), (b) to add a
dissemination agent for the information required to be provided by such undertakings and to make any necessary
or desirable provisions with respect thereto, (¢) to add to the covenants of the Commonwealth for the benefit of the
owners of Bonds, (d) to modify the contents, presentation and format of the annual financial information from time
to time as a result of a change in circumstances that arises from a change in legal requirements, or () to otherwise
modify the undertakings in a manner consistent with the provisions of state legislation establishing the SID or
otherwise responding to the requirements of the Rule concering continuing disclosure; provided, however, that in
the case of any amendment pursuant to clanse (d) or (e), (i) the undertaking, as amended, would have complied with
the requirements of the Rule at the time of the offering of the Bonds, after taking into account any amendments or
authoritative interpretations of the Rule, as well as any change In c¢ircumsiances, and (ii) the amendment does not
materially impair the interests of the owners of the Bonds, as determined either by a party unaffiliated with the
Commonwealth (such as Commonwealth disclosure counse! or Commonwealth bond counsel) or by the vote or
consent of owners of a majority in outstanding principal amount of the Bonds affected thereby at or prior to the time
of such amendment.
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