Supplement Dated May 18, 1993
to
Preliminary Official Statement Dated May 5§, 1993
and
Official Statement Dated May 12, 1993
of
The Commonwealth of Massachusetts

relating to its
$175,000,000 $592,665,000
General Obligation Bonds General Obligation Refunding Bonds
Consolidated Loan of 1993, Series A 993 Series B

Reference 1s made to APPENDIX B - Table of Refunded Bonds ("Appendix B") set forth in the
Prehmipary Official Statement dated May 5, 1993 and the Official Staternent dated May 12, 1993 of The
Commonwealth of Massachusetts (the “Commonwealth”) with respect to the above referenced bonds.

The call prices of the Senes [982B Bonds maturing September 1, 1998 and September 1, 1999 and of the
Series 1982C Bonds maturing December 1, 1998 to be refunded as set forth in Appendix B are incorrect,

The actual call prices of such bonds are as follows:

Call
Series Stated Maturity > Amount Coupon Price
1982B September 1, 1998* $16,645,000 3.00% 84.051%
September 1, 1999+ 17,145,000 3.00 81.071
1982C December 1, 1998%%* 16,235,000 5.00 91.340

*  To be redeemed on September 1, 1994,
**  To be redeemed on December 1, 1994,
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May 18, 1993






NEW ISSUE

In the opinion of Bond Counsel, under existing law and assuming continued compliance with the Internal Revenue
Code of 1986, as amended, interest on the Bonds is not included in gross income for federal income tax purposes and is rot
an item of tax preference for purposes of computing the alternative minimum tax imposed on individuals and corporations.
However, interest on the Bonds will be taken info account in deternuning adjusted current carnings for the purpose of
computing the alternative minimum lax imposed upon certain corporations. In the opinion of Bond Counsel, the Bonds and
the interest thereon are exempt from taxes imposed by existing Massachusetts lnws, although the Bonds and said interest
may be included in the measure of estate und inheritance taxes and of certain corporation excise and franchise taxes. For
Jederal and Massachusetts tax purposes, inferest includes ortginal issue discount. See “TAX EXEMPTION™ herein.

ES $767,665,000
THE COMMONWEALTH OF MASSACHUSETTS

$175,000,000 $592,665,000
(GENERAL OBLIGATION BONDS GENERAL OBLIGATION REFUNDING BONDS
CONSOLIDATED LOAN OF 1993, SERIES A 1993 SERIES B
Dated: May 1, 1993 Due: November 1, as shown

on the inside hereof

The Bonds will be issued by means of a book-entry-only system cuvidencing 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 May 1, 1993 and
will be payable on November 1, 1993 and semiannually thereafier on May 1 and November 1. The Bonds
maturing on November 1, 2012 are subject to redemption prior to maturity, us 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 are pledged to the payment of the principal of and
interest on the Bonds. However, for information regarding certain statutory limits on state tax revenue
growth and on cxpenditures for debt service and regarding dedicated state income tax revenues, see “SECUR-
ITY FOR THE BONDS” and “Appendix A — Commonwealth Information Statement” under the headings
“COMMONWEALTH REVENUES — Limitations on Tax Revenues”, "COMMONWEALTH PROGRAMS
AND SERVICES — Debt Service”” and “COMMONWEALTH BOND AND NOTE LIABILITIES”.

The Bonds are offered when, as and if issued and received by the Underwriters, and subject to the
unqualified approving opinion as to legality of Ropes & Gray, Boston, Massachusetts, Bond Counsel. Certain
legal matters will be passed upon for the Commonwealth by Palmer & Dodge, Boston, Massachusetts,
Disclosure Counsel. Certain legal matters will be passed upon for the Underwriters by their counsel, Warner &
Stackpole, Boston, Massachusetts. The Bonds are expected to be available for delivery at DTC in New York,
New York, on or about May 19, 1993.
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Incorporated
Smith Barney, Harris Upham & Co. Tucker Anthony Incorporated
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Shawmut Bank, N.A. State Street Bank and Trust Company

May 12, 1993



THE COMMONWEALTH OF MASSACHUSETTS

$175,000,000
General Obligation Bonds
Consolidated Loan of 1993, Series A

Serial Bonds

Maturity
(November 1} Amount Interest Rate Price or Yield
1994 $3,080,000 3 % 2.90%
1995 3,190,000 3.30 3.35
1996 3,315,000 3.R0 3.90
1997 3,465,000 4.15 4.20
1998 7,030,000 4.40 4.45
1999 7,385,000 4.60 4.70
2000 7,770,000 4.80 4.85
2001 8,185,000 5 5.05
2002 8,640,000 5.10 5.15
2003 9,135,000 5.10 5.20
2004 9,660,000 5.20 5.30
2005 10,215,000 5.30 5.40
2006 11,330,000 5.40 5172
2007 11,920,000 5172 5.55
2008 12,630,000 5472 5.60
$58,350,000 5 1/2% Term Bonds Due November |, 2012 -- Price 97.50%
(accrued interest, if any, to be added)
$592,665,000
General Obligation Refunding Bonds
1993 Series B
Serial Bonds
Maturity
(November 1} Amount Interest Rate Price or Yield

1994 $ 2,680,000 I g 2.90%
1995 20,350,000 3.30 335
1996 16,685,000 3.80 3.90
1957 9,420,000 4.1% 4.20
1998 34,780,000 4,40 4.45
1999 38,745,000 4.60 4.70
2000 2,655,000 4.80 4.85
20017 25,000,000 4.90 4.95
2001 72,345,000 5 5.05
2002 51,255,000 5.10 5.15
2003 17,045,000 5.10 5.20
2004 23,325,000 5.20 5.30
2005 24,585,000 5.30 5.40
20067 50,000,000 5.30 5 3/8
2006 74,835,000 5.40 5142
2007+ 50,000,000 5.40 5.45
2007 37,920,000 5112 5.55
2008 34,040,000 5 1/2 5.60

“Insurad h;l Financial Guaranty Insurance Company.
*Insured by Municipal Bond Investors Assurance Corporation.

(accrued interest, if any, to be added)

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 1S A CRIMINAL OFFENSE.



No dealer, broker, salesperson or other person has been authorized by The Commonwealth of
Massachusetts or the Underwriters of the Bonds to give any information or to make any representations, other than
those contained in this Official 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 includes 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 Underwriters 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 and political subdivisions, since
the date hereof, except as axpressly set forth herein.

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

$767,665,000

THE COMMONWEALTH OF MASSACHUSETTS

$175,000,000 $592,665,000
General Obligation Bonds General Obligation Refunding Bonds
Consolidated Loan of 1993, Series A 1993 Series B
INTRODUCTION

This Official Statement {including the cover pages and Appendices A through D attached hereto) provides
certain information in connection with the issuance by The Commonwealth of Massachusetts (the " Commonwealth")
of $175,000,000 aggregate principal amount of its General Obligation Bonds, Consolidated Loan of 1993, Series
A (the "Series A Bonds") and $592,665,000 aggregate principal amount of its General Obligation Refunding Bonds,
1993 Series B (the "Series B Bonds” and collectively with the Series A Bonds, the "Bonds"). The Bonds will be
general obligations of the Commonwealth, and the full faith and credit of the Commonwealth are pledged to the
payment of the principal of and interest on the Bonds. However, for information regarding certain statutory limits
on state tax revenue growth and regarding dedicated state income tax revenues, see "SECURITY FOR THE
BONDS" and "Appendix A-Commonwealth Information Statement" under the headings "COMMONWEALTH
REVENUES--Limitationson Tax Revenues", "COMMONWEALTH PROGRAMS AND SERVICES--Debt Service"
and "COMMONWEALTH BOND AND NOTE LIABILITIES".

The Series A Bonds are being issued to finance certain authorized capital projects of the Commonwealth.
See "THE BONDS--Application of Proceeds.” The Series B Bonds are being issued to advance refund certain bonds
of the Commonwealth as set forth in Appendix B - Table of Refunded Bonds. See "THE BONDS - Plan of
Finance".

Purpose and Content of Official Statement

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

Attached hereto as Appendix A is the Commonwealth Information Statement, dated February 26, 1993,
as supplemented by the Information Statement Supplement dated May 12, 1993 (collectively, the "Commonweaith
Information Statement™), which contains certain fiscal, budgetary, financial, and other general information
concerning the Commonwealth as of its date. Exhibit A to the Commonwealth Information Statement contains
certain economic information concerning the Commonwealth. Exhibits B and C to the Commonwealth Information
Statement contain the financial statements of the Commonwealth for the fiscal year ending June 30, 1992, prepared
on a statutory basis and a GAAP basis, respectively. Attached hereto as Appendix B is a listing of the bonds to
be refunded with the proceeds of the Series B Bonds. Appendix C attached hereto contains the proposed form of
legal opinion of bond counsel with respect to the Bonds. Appendix D attached hereto contains specimens of the
bond insurance policies to be issued with respect to the Insured Bonds (as hereinafter defined).



THE BONDS
General

The Bonds will be dated May 1, 1993 and will initially bear interest from such date payable semiannually
on May 1 and November 1 of each year, commencing November 1, 1993 (each an "Interest Payment Date"), until
the principal amount is paid. The Bonds shall mature on November 1 in the years and in the aggregate principal
amounts, and shall bear interest at the rates per annim (calculated on the basis of a 360-day year of twelve 30-day
months), as set forth on the inside cover page of this Official Statement. The Commonwealth will act as its own
paying agent with respect 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 of each series, which bear interest at the same rate, immobilized at The Depository
Trust Company, New York, New York ("DTC"). The certificates will not be available for distribution to the public
and will evidence ownership of the Bonds in principal amounts of $5.000, or integral multiples thereof. Transfers
of ownership will be effected on the records of DTC and its participants pursuant to rules and procedures established
by DTC and its participants. Interest and principal due on the Bonds will be paid in clearinghouse funds to DTC
o 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 natices 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 November 1, 2008 are not subject to redemption prior to their stated
maturity dates.

Optional Redemption. The Series A Bonds maturing on November 1, 2012 are subject to redemption prior
to their stated maturity date on or after November 1, 2003, at the option of the Commonwealth from any monics
Jegally available therefor, in whole at any time or in part on any Interest Payment Date, by lot, at the redemption
prices (expressed as percentages of the principal amount thereof)}, plus accrued interest to the redemption date, as
follows:

Redemption Dates Redemption Prices
November 1, 2003 through October 31, 2004, inclusive 102%
November 1, 2004 through October 31, 2005, inclusive 101
November 1, 2005 and thereafter 100

Mandasory Sinking Fund Redemption. The Series A Bonds maturing on November 1, 2012 are subject to
mandatory sinking fund redemption on November 1 in each of the years and each of the principal amounts sel forth
below (the particular Series A Bonds to be redeemed to be selected by lot), at a redemption price of 100 percent
of the principal amount to be redeemed, plus accrued interest to the redemption date:



$58,350,000 Series A Bonds
Maturing November 1, 2012

Year Amount

2009 $13,385,000
2010 14,160,000
2011 14,970,000
2002 15,835,000

The Commonwealth shall be entitled to reduce its mandatory sinking fund redemption obligation in any year
with respect to such Bonds by the principal amount of any such Bonds previously purchased or optionally redeemed
by the Commonweaith.

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 Commonwealth only to DTC or its nominee, Any failure
on the part of DTC, any DTC Participant, or any nominee of a Beneficial Owner of any Bond (having received
notice from a DTC Participant or otherwise) to notify the Beneficial Owner so affected, shall not affect the validity
of the redemption.

Selection for Redemption. In the event that less than all of the Series A Bonds maturing on November 1,
2012 are to be redeemed, and so long as the book-entry-only system remains in effect for such Bonds, the portion
of any such Bonds 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 such Bonds will be made by the Commonwealth
by lot in such manner, as in its discretion it shall deem appropriate and fair. For purposes of selection by lot within
a maturity, each $5,000 of principal amount of a Bond will be considered a separate Bond.

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

Pan of Finance

The Series A Bonds are being issued pursuant to the provisions of Section 49 of Chapter 29 of the
Massachusetts General Laws and bond authorizations enacted by the Legislature.

The Series B Bonds are being issued pursuant to the provisions of Section 53A of Chapter 29 of the
Massachusetts General Laws for the purpose of advance refunding the bonds set forth in Appendix B (the "Refunded
Bonds™).

The Commonwealth, upon delivery of the Series B Bonds, will enter into a refunding escrow agreement
(the "Escrow Agreement") with Fleet Bank of Massachusetts, N.A. (the "Escrow Agent") for the Refunded Bonds.
The Escrow Agreement will provide for the deposit of the net proceeds of the Series B Bonds with the Escrow
Agent in a separate account to be applied immediately upon receipt to purchase non-callable direct obligations of
the United States of America and/or Resolution Funding Carporation stripped interest coupons (the "Government
Obligations”) and to funding, if needed, a cash deposit in such account. The Escrow Agreement will require that
maturing principal of and interest on the Government Obligations, plus any initial cash deposit, be held in trust in
such account and paid to the Commonwealth solely for the payment of the principal of and redemption premium,
if any, and interest on the Refunded Bonds. According to the report described in "VERIFICATION OF
MATHEMATICAL COMPUTATIONS", the Government Obligations will mature at such times and earn interest
in such amounts that, together with any initial cash deposit, will produce sufficient monies to make such payments



on the Refunded Bonds to and including their respective maturity or redemption dates, each as set forth in Appendix
B.

Application of Proceeds

The net proceeds of the sale of the Series A Bonds will be applied by the State Treasurer to the various
purposes for which issuance of bonds have been authorized by the Legislature. The net proceeds of the Series B
Bonds will be applied as described in "Plan of Finance". Any accrued interest payable upon original delivery of
the Bonds will be credited ratably to the funds from which debt service on the Bonds is paid and will be used to
pay interest on the Bonds.

The purposes for which the Series A 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, scfs forth capital spending allocations over the next five fiscal
years and establishes annual capital spending limits. The proceeds of the Series A Bonds are to be applied in fiscal
year 1993 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 -- QOverview of Capital Spending Process and
Controls; Five-Year Capital Spending Plan" and "COMMONWEALTH BOND AND NOTE LIABILITIES --
Authorized But Unissued Debt".

SECURITY FOR THE BONDS

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

Commonwealth Information Statement” under the headings "COMMONWEALTH REVENUES -- Limitations on

Tax Revenues” and "COMMONWEALTH PROGRAMS AND SERVICES — Debt Service”. In addition, the
Commonwealth has pledged up to 15% of the Commonwealth’s income tax receipls to secure approximately $1.24
billion of the Commonwealth's outstanding Fiscal Recovery Bonds, the debt service on which amounts to
approximately $279 million per year in fiscal 1993 through 1997, and $130 million in fiscal 1998, at which time
the Fiscal Recovery Bonds will be paid. See "Appendix A - Commonwealth Information Statement” under the
heading "COMMONWEALTH BOND AND NOTE LIABILITIES -- General Qbligation 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 intetest 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 Commonweaith. Under Massachusetts law, the Bonds have all of
the qualities and incidents of negotiable instruments under the Uniform Commercial Code.



BOND INSURANCE

The Series B Bonds maturing on November 1, 2001 in the principal amount of $25,000,000 and bearing
interest at the rate of 4.90% and the Series B Bonds maturing on November 1, 2006 in the principal amount of
$50,000,000 and bearing interest at the rate of 5.30% (collectively, the "Financial Guaranty Insured Bonds") will
be secured by a municipal bond new issue insurance policy to be provided by Financial Guaranty Insurance
Company ("Financial Guaranty"). The Series B Bonds maturing on November 1, 2007 in the principal amount of
$50,000,000 and bearing interest at the rate of 5.40% (the "MBIA Insured Bonds") will be secured by a financial
guaranty insurance policy to be provided by Municipal Bond Investors Assurance Corporation ("MBIA™). The
Financial Guaranty Insured Bonds and the MBIA [nsured Bonds are referred to herein collectively as the "Insured
Bonds.”

Financial Guaranty Insured Bonds

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

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

The Financial Guaranty Policy is non-canceliable and the premium will be fully paid at the time of delivery
of the Financial Guaranty Insured Bonds. The Financial Guaranty Policy cavers failure to pay principal of the
Financial Guaranty Insured Bonds on their respective stated maturity dates, or dates on which the same shall have
been duly called for mandatory sinking fund redemption, and not on any other date on which the Financial Guaranty
[nsured Bonds may have been accelerated, and covers the failure to pay an installment of interzst on the stated date
for its payment.

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

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

Financial Guaranty is a wholly-owned subsidiary of FGIC Corporation (the "Corporation”), a Delaware
holding company. The Corporation is a subsidiary of General Electric Capital Corporation (“GE Capital"). Neither
the Carporation nor GE Capital is obligated to pay the debts of or the claims against Financial Guaranty. Financial



Guaranty is a monoline financial guaranty insurer domiciled in the State of New York and is subject to regulation
by the State of New York Insurance Department. As of March 31, 1993, the total capital and surplus of Financial
Guaranty was approximately $666,800,000. Financial Guaranty prepares financial statements on the basis of both
statutory accounting principles and generally accepted accounting principles. Copies of such financial statements
tay be obtained by writing to Financial Guaranty at 115 Broadway, New York, New York 10006, Attention:
Communications Department (telephone number: (212) 312-3000) or to the New York State Insurance Department
at 160 West Broadway, 18th Floor, New York, New York 10013, Attention: Property Companies Bureau (telephone
number: (212) 6(2-0389).

MBIA Insured Bonds

The following information has been furnished by MBIA for use in this Official Statement. Reference is
made to Appendix D for a specimen of MBIA’s policy.

MBIA’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 (i) 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 MBIA 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 MBIA's policy shail 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 MBIA 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 bankrupicy law (a "Preference”).

MBIA's policy does not insure against loss of any prepayment premium which may at any time be payable
with respect to any MBIA Insured Bond. MBIA’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; (i1) payments of the purchase price of MBIA Insured Bonds upon
tender by an owner thereof; or (iv) any Preference relating to (i) through (iii) above. MBIA’s policy also does not
insure against nonpayment of principal of or interest on the MBIA Insured Bonds resulting from the insolvency,
negligence or any other act or omission of any paying agent for the MBIA 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 MBIA from any
owner of an MBIA Insured Bond the payment of an insured amount for which is then due, that such required
payment has not been made, MBIA 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 Citibank, 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 MBIA fnsured Bonds or presentment of such other proof of
ownership of the MBLA Insured Bonds, together with any appropriate instruments of assignment to evidence the
assignment of the insured amounts due on the MBIA Insured Bonds as are paid by MBIA, and appropriate
instruments to effect the appointment of MBIA as agent for such owners of the MBIA Insured Bonds in any legal
proceeding related to payment of insured amounts on the MBIA Insured Bonds, such instruments being in a form
satisfactory to Citibank, N.A., Citibank, N.A. shall disburse to such owners payment of the insured amounis due
on such MBIA Insured Bonds, less any amount held by any paying agent for the payment of such insured amounts
and legally available therefor.

MEBIA 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 MBIA. MBIA is a limited liability corporation
rather than a several liability association. MBIA is domiciled in the State of New York and licensed to do business
in all 50 states, the District of Columbia and the Commonwealth of Puerto Rico.



As of December 31, 1991, MBIA had admitted assets of $2.0 billion (audited), total liabilities of $1.4
billion (audited), and total capital and surplus of $647 million (audited) determined in accordance with statutory
accounting practices prescribed or permitted by insurance regulatory suthorities. As of December 31, 1992, MBIA
had sdmitted assets of $2.6 billion (auditad), total liabilities of $1.7 billion (audited), and total capital and surpius
of $896 million (audited) determined in accordance with statutory accounting practices prescribed or permitted by
insurance regulatory authorities. Copies of MBIA’s year end financial statements prepared in accordance with
statutory accounting practices are available from MBIA. The address of MBIA is 113 King Street, Armonk, New
York 10504,

Moody’s Investors Service rates all bond issues insured by MBIA "Aaa" and short term loans "MIG 1,"
both designated to be of the highest quality.

Standard & Poor’s Corporation rates all new issues insured by MBIA "AAA" Prime Grade.

The Moody’s Investors Service rating of MBIA should be evaluated independently of the Standard & Poor’s
Corporation rating of MBIA. No application has been made to any other rating agency in order to obtain additional
ratings on the MBIA Insured Bonds. The ratings reflect the respective rating agency’s current assessment of the
creditworthiness of MBIA 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 sre not recommendations to buy, sell or hold the MBIA 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 either or both ratings may have an adverse effect on the market price of the MBIA Insured Bonds.

LITIGATION

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

BOOK-ENTRY-ONLY SYSTEM

The Depository Trust Company, New York, New York ("DTC") will act as securities depository for the
Bonds. The Bonds will initially be issued exclusively in book-entry form and one fully registered Bond for each
maturity of each series, which bear interest at the same rate, set forth on the inside cover page hereof, each in the
aggregate principal amount of such maturity, will be deposited with DTC.

DTC is a limited-purpose trust company organized under the New York Banking Law, a "banking
organization" within the meaning of the New York Banking Law, a member of the Federal Reserve System, a
"clearing corporation” within the meaning of the New York Uniform Commercial Code, and a "clearing agency”
registered pursuant to the provisions of Section 17A of the Securities Exchange Act of 1934, as amended. DTC
holds securities that its participants (the "DTC Participants"} deposit with DTC. DTC also facilitates the settlement
among DTC Participants of securities transactions, such as transfers and pledges, in deposited securities through
electronic computerized book-entry changes in accounts of the DTC Participants, thereby eliminating the need for
physical movement of securities certificates. DTC Participants include securities brokers and dealers, banks, trust
companies, clearing corporations and certain other organizations. DTC is owned by a number of the DTC



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

Purchases of Bonds under the DTC system must be made by or through DTC Participants, which will
receive a credit for the Bonds in the records of DTC. The ownership interest of each actual purchaser of each Bond
(the "Beneficial Owner") is in turn to be recorded on the DTC Participants’ and Indirect Participants’ records.
Beneficial Owners will not receive written confirmation from DTC of their purchase, but Beneficial Qwners are
expected to receive written confirmations of their purchase providing details of the Bonds acquired, as well as
periodic statements of their holdings, from the DTC Participant or Indirect Participant through which the Beneficial
Owner entered into the transaction. Transfers of ownership interests in the Bonds will be accomplished by entries
made on the books of DTC Participants acting on 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 for the Bonds 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 within a series are being
redeemed, DTC’s practice is to determine by lot the amount of the interest of each Direct Participant in such issue
to be redeemed.

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

THE COMMONWEALTH WILL NOT HAVE ANY RESPONSIBILITY OR OBLIGATION 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 NOT ICE
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 1o be 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.

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



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

The principal of and interest 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 date. Payments by DTC Participants and Indirect Participants
to Beneficial Owners will be governed by standing instructions and customary practices, as is now the case with
municipal securities held for the aceounts 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 and
interest 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 the registered owner, to the Beneficial
Owners, or that they will do so on a timely basis or that DTC will serve and act in a manner described in this
document.

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

RATINGS

Moody’s Investors Service, Inc. and Standard & Poor's Corporation will assign their municipal bond ratings
of "Aaa" and "AAA", respectively, to the [nsured Bonds with the understanding that upon delivery of such Bonds,
policies insuring the payment when due of the principal of and interest on the Financial Guaranty Insured Bonds
and MBLA Insured Bonds will be issued by Financial Guaranty and MBIA, respectively. Fitch Investors Service,
Inc. will assign the rating of "AAA" 1o the Financial Guaranty Insured Bonds, with the understanding that, upon
delivery of the Financial Guaranty Insured Bonds, the Financial Guaranty Policy will be issued by Financial
Guaranty.

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

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

UNDERWRITING

The Underwriters have agreed, subject to certain conditions, to purchase all of the Bonds from the
Commonwealth at a discount from the initial offering prices of the Bonds equal to approximately .649% of the
aggregate principal amount of the Bonds, of which .487% of the aggregate principal amount of the Bonds represents



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

VERIFICATION OF MATHEMATICAL COMPUTATIONS

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

TAX EXEMPTION

Bond Counsel is of the opinion that, under existing law, except as described below, interest on the Bonds
is not included in gross income for federal incotne tax purposes and is not an item of tax preference for the purpose
of computing the alternative minimum tax imposed on individuals and corporations. See below and " Appendix C--
Form of Bond Counsel Opinion”. The Internal Revenue Code of 1986, as amended (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 issnance. 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.

The Code provides that interest on obligations such as the Bonds is not an item of tax preference for
purposes of computing the alternative minimum tax imposed on individuals and corporations; however, such interest
is taken into account in determining adjusted current earnings for the purposes of computing the alternative minimum
tax imposed upon certain corporations. In addition, such interest is included in the measure of the environmental
tax and the foreign branch profits tax imposed upon corporations and may be included in passive investment income
subject to federal income taxation under provisions of the Code applicable to certain S corporations. The Code
further provides that interest on the Bonds may be includable in the modified adjusted gross income of certain
recipients of Social Security and Railroad Retirement benefits for the purpose of determining whether o portion of
such benefits shall be included in the taxable income of such recipients. [n 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 nio 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 Counsel, the Bonds and the interest thereon are exempt from taxes imposed by
existing Massachusetts laws, although the Bonds and said interest may be included in the measure of estate and
inheritance taxes and of certain corporation excise and franchise taxes. Bond Counsel has not opined as to the
taxability of the Bonds or interest thereon under the laws of jurisdictions other than the Commonwealth.

For federal and Massachusetts tax purposes, interest includes original issue discount, which with respect
to a Bond is equal to the excess, if any, of the stated redemption price at maturity of such Bond over the initial
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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
4 Bond. Holders should consult their own tax advisers with respect to the computations of original issue discount
on such accruals of interest during the period in which any such Bond is held.

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

OPINIONS OF COUNSEL

The unqualified approving opinion as to the legality of the Bonds will be rendered by Ropes & Gray of
Boston, Massachusetts, Bond Counsel to the State Treasurer. The proposed form of the opinion of Bond Counsel
relating to the Bonds is attached as Appendix C. Certain legal matters will be passed upon for the State Treasurer
by Palmer & Dodge of Boston, Massachusetts. as disclosure counsel to the State Treasurer. Certain legal matters
will be passed upon for the Underwriters by their counsel, Warner & Stackpole of Boston, Massachusetts.

MISCELLANEOQUS

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

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

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

CONTINUING DISCLOSURE

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



AVAILABILITY OF OTHER INFORMATION

Questions regarding this Official Statement or requests for additional financial information concerning the
Commonwealth should be directed to Kenneth Olshansky, Director of Debt Management, Office of the Treasurer
and Receiver-General, One Ashburion Place, Twelfth Floor, Boston, Massachusetts 02108, telephone (617) 367-
3900, or C. Christopher Alberti, Director of Debt Finance, Executive Office for Administration and Finance, State
House, Room 373, Boston, Massachusetts 02133, telephone (617) 727-2040. Questions regarding legal matters
relating to this Official Statement should be directed to Lawrence D. Bragg, IIl, Esq., Ropes & Gray, One
International Place, Boston, Massachusetts 02119, telephone (617) 951-7000.

THE COMMONWEALTH OF MASSACHUSETTS

By_/s/ Joseph D. Malone
Joseph D. Malone
Treasurer and Receiver-General

By /s/ Mark E. Robinson
Mark E. Robinson
Secretary for Administrarion and Finance

May 12, 1993
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THE COMMONWEALTH OF MASSACHUSETTS

INFORMATION STATEMENT SUPPLEMENT

May 12, 1993

This supplement to the Information Statement of The Commonwealth of Massachusetts (the
“Commonwealth"), dated February 26, 1993 (the "Commonwealth Information Statement"), is dated May 12, 1993
(the “May 12, 1993 Supplement) and contains information which updates the information contained in the
Commonwealth Information Statement. The May 12, 1993 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 May 12, 1993. All capitalized terms not otherwise
defined in this May 12, 1993 Supplement shall have the meanings ascribed to them in the Commonwealth
Information Statement.

RECENT DEVELOPMENTS

On March 9, 1993, the Commonwealth issued $899,390,000 of its General Obligation Refunding Bonds,
1993 Series A (the "1993 Series A Refunding Bonds"), the net proceeds of which were used to advance refund
$779.8 million of outstanding Commonwealth general obligation bonds. As a result of the issuance of the 1993
Series A Refunding Bonds, debt service requirements relating to the Commonwealth’s general obligation bonds will
be reduced by approximately $21.9 million in fiscal 1993, $12.6 million in fiscal 1994 and by an aggregate amount
of approximately $14.6 million in the fiscal years 1995 through 2011. See "Commonwealth Information Statement”
under the headings "FINANCIAL RESULTS - Selected Financial Data - Statutory Basis” on page A-12,
‘COMMONWEALTH PROGRAMS AND SERVICES -- Debt Service” on page A-33 and "COMMONWEALTH
BOND AND NOTE LIABILITIES -- Debt Service Requirements on Commonwealth Bonds” on page A-46.

On March 9, 1993, the Governor signed into law Chapter 19 of the Acts of 1993 ("Chapter 19"}, which
provides certain tax and other incentives for businesses to locate and remain in the Commonwealth. Chapter 19
includes, in particular, a temporary increase in the Commonwealth’s investment tax credit from one percent to three
percent for tax years beginning on or after January I, 1993. (The increased credit is not available for tax years
beginning on or after January 1, 1996.) The law also establishes an emerging technology fund (to be funded initially
with up to $15 million of proceeds of debt to be issued by the Land Bank pursuant to existing authorizations) to
provide loans to small emerging technology firms and a capital access fund (to be funded with a $5 million
appropriation in fiscal 1993) to provide loan guarantees for small businesses and authorizes various other incentives
and assistance to small and medium-sized businesses. Chapter [9 also appropriates $6.5 million in fiscal 1993 for
various other economic development purposes. The Department of Revenue estimates that the tax incentives in
Chapter 19 will reduce net fiscal 1994 tax revenues by approximately $2.0 million. Chapter 19 is not expected to
affect fiscal 1993 tax revenues. A version of Chapter 19 had been originally proposed by the Governor in
September, 1992 and accordingly, the impact of such legislation has been taken into account in estimating budgeted
expenditures for fiscal 1993,

The Department of Revenue currently estimates that the increase in the Commonwealth’s investment tax
credit effected by Chapter 19 will reduce net Commonwealth tax revenues by approximately $8 to $12 million
annually. However, the fiscal 1994 effect is expected to be significantly less because of expected lags by taxpayers
in taking advantage of the increased credit and because most calendar 1993 returns will not be filed until fiscal 1995,
See "Commonwealth Information Statement" under the headings “1993 FISCAL YEAR" on page A-17 and
"COMMONWEALTH REVENUES - State Taxes" on page A-23.

In March 1993, in accordance with the requirements of Section 43 of Chapter 133 of the Acts of 1992, the
State Treasurer and the Secretary for Administration and Finance submitted to the Senate and House Ways and
Means Committees a cash flow projection showing an estimated fiscal 1993 year-end cash position of $485.1



million. The cash flow projection assumes that no more than $370 millien of short-term operating borrowings under
the cormmercial paper program will be outstanding at any time during fiscal 1993, As of May 12, 1993, the
Commonweaith had $220 million of commercial paper outstanding. On March 29, 1993 the Commonwealth issued
$240 million of its general obligation notes to finance the MBTA's net cost of service. As of May 2, 1993, no
other revenue or bond anticipation notes were ontstanding. See "Commonwealth Information Statement” under the
headings "1993 FISCAL YEAR -- Cash Flow™ on page A-19, COMMONWEALTH BOND AND NOTE
LIABILITIES -- Overview; Outstanding Bond and Note Liabilities" on page A-40, "--Overview; Maturitics of Short
Term Debt" on page A-44 and "-- General Obligation Debt; Commonwealth General Obligation Notes" on page A-
45.

As of February 26, 1993, the total estimated fiscal 1993 budgeted expenditures were $14.976 billion, which
amount included approximately 3400 million of supplemental appropriations expected to be submitted to the
Legislature by the Executive Office for Administration and Finance. In February, 1993, the Governor submitted
a request to the Legislature for approximately $132 million of this amount and expected to request the balance of
the estimated required supplemental appropriations later in fiscal 1993. In early April, 1993, the House approved
fiscal 1993 supplemental appropriations totalling approximately $135 million. On April 26, 1993, the Senate
approved fiscal 1993 supplemental appropriations totalling approximately $336 million. On May 10, 1993, a House
and Senate conference committee approved fiscal 1993 supplemental appropriations of approximately $338 million.
Both houses of the Legislature must now approve these appropriations. See “Commonwealth Information Statement"
under the heading "Financial Results--Selected Financial Data - Statutory Basis” on page A-12 and "1993 FISCAL
YEAR" on page A-17.

On May 5, 1993, the MBTA established a commercial paper program in order to issue bond anticipation
notes for capital purposes. Up to $200 million of debt under two series of notes may be issued under this program.
The notes are general obligations of the MBTA and ninety percent (30%) of the interest thereon is payable from
contract assistance to be provided by the Commonwealth. As of May 12, 1993, $22 million of commercial paper
notes were outstanding under this program. See "Commonwealth Information Statement” under the headings
"COMMONWEALTH PROGRAMS AND SERVICES -- MBTA and Regional Transit Authorities” on Page A-35
and "COMMONWEALTH BOND AND NOTE LIABILITIES -- Commonwealth Supported Debt; MBETA" on p.
A-48.

COMMONWEALTH BOND AND NOTE LIABILITIES

The following table sets forth the Commonwealth bond and note liabilities outstanding as of April 1, 1993.



Commonwealth Bond and Note Liabilities
April 1, 1993
{in thousands)

Long Term(1) Ehort Term

COMMONWEALTH DEBT
General Obligation Debt $7,930,554 (2) $338,969 (3)
Dedicated Income Tax Debt 1,236,990 -
Special Obligation Debt 103,770

Subtotal Commonwealth Debt 9,271,314 338,969
COMMONWEALTH SUPFORTED DEBT
META 1,949,505 365,000 (4)
Massachusetts Convention Center Authority 163,669 -
Massachusetts Governiment Land Bank 5,725 =
Boston Metcopolitan District 58,113 -
Steamship Authority 34,385 2,900
Regional transit authorities 115 65,005

Subtotal Supported Debt 2,211,512 432,905
COMMONWEALTH GUARANTEED DEBT
Local housing authorities - -
Higher educaticn building sutharities 252,957 --
Town of Mashpee 600 —

Subtatsl Guaranteed Debt 253,557 _
TOTAL COMMONWEALTH BOND AND

NOTE LIABILITIES 311,736,383 $771.874

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

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

Includes interest on Commonwealth general obligation capital appreciation bonds to be accrued from April 1, 1993 through their
maturity in the amount of $311.6 million.

Represents $240 million of Commonwealth General Obligation Notes issued on March 29, 1993 for the purpose of financing the
MBTA’s net cost of service and $98.969 million of the Commonwealth’s "minibonds” (which are redeemable at the request of the
holder on one business day’s notice and are treated as short term liabilities). See "General Obligation Debt; Commonwealth General
Ohligation Notes and Minibonds™. As of May 12, 1993, the Commonweaslth also had $220 million of commercial paper outstanding.
For & descriplion of the Commonwealth’s commercial paper program, see "General Obligation Debt; Commonwealth General
Obligation Notes”.

As of May 12, 1993, the MBTA also had $22 million of commercial paper outstanding. See "RECENT DEVELOPMENTS".

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

LIABILITIES" on page A-40.

OTHER COMMONWEALTH LIABILITIES

An actuarial valuation as of January |, 1992 has been completed, which shows that as of such date, the

total unfunded actuarial liability of the Commonwealth’s state employees’ and teachers’ retirement systems and the
Boston teachers’ retirement system and of cost-of-living allowances for local systems was approximately $8.485
billion, which represents a reduction of approximately $2.383 billion from the January 1, 1990 total unfunded
acfuarial liability. This reduction is attributable to asset growth, work force reduction and improved data. The
January 1, 1992 actuarial valuation will be the basis for the funding schedule to be filed in March, 1994, See



"Commonwealth Information Statement” under the heading “OTHER COMMONWEALTH LIABILITIES --
Retirement Systems and Pension Benefits” on page A-50,

LYTIGATION

There are pending in state and federal courts within the Commonwealth various suits in which the
Commonwealth is a party. In the opinion of the Attorney General, no litigation is pending or, 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. The following updates the litigation described
in the Commonweslth Information Statement and includes a description of any material litigation which has arisen
since the date thereof.

Update of Existing Litigation

The order and decrees in Ricci v. Murphy have been extended by the Court through at least June of 1993.
Gee "Commonwealth Information Statement” under the heading "LITIGATION -- Commonwealth Programs and
Services" on page A-53.

On March 11, 1993, the Supreme Judicial Court granted the defendants’ motion for summary judgment
as to all of the plaintiffs’ claims in the J.S. and D.M. and Williams actions. See "Commonwealth Information
Statement" under the heading “LITIGATION -- Commonweslth Programs and Services" on page A-56.

The case of Jewish Memorial Hospital et al. v. Department of Public Welfare et al. is scheduled for
argument in the Supreme Judicial Court on May 6, 1993. See "Commonwealth Information Statement” under the
heading "LITIGATION--Commonwealth Programs and Services" on page A-56.

"The case of American Trucking Assns. et al. v. Nessen er al. was argued in the Supreme Judicial Court in
February of 1993. See "Commonwealth Information Statement” under the heading "LITIGATION--Commonwealth
Programs and Services” on page A-57.

On February 25, 1993, the Appeals Court affirmed the trial court’s judgment of dismissal in Ashburnham
v. Commonwealth. The plaintiffs have applied for further appellate review. See "Commonwealth Information
Statement” under the heading "LITIGATION -- Environmental Matters” on page A-5T.

On March 1, 1993, the Supreme Judicial Court affirmed the decision of the Superior Court in
Massachusetts Wholesalers of Malt Beverages v. Commonwealth. See "Commonwealth Information Statement”
under the heading "LITIGATION -- Taxes and Other Revenues" on page A-57.

In County of Barnsiable et al. v. Commonwealth, the cases of four of the twelve counties have been
dismissed. See "Commonwealth Information Statement" under the heading "LITIGATION--Commonwealth
Programs and Services" on page A-58.

In Hayward v. National Information System, Inc., the Commonwealth has filed a motion for a summary
judgment which is scheduled to be heard on May 27, 1993. See "Commonwealth Information Statement” under
the heading "LITIGATION--Commonwealth Programs and Services” on page A-58.

New Litigation

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’ motion for a preliminary injunction and a single justice of the Appeals Court
has denied the plaintiff's appeal of such decision. Although this action was filed as a class action, it remains in
preliminary stages and no class has yet been certified. If plaintiffs were to prevail on their claims and the
Commonwealth were required to provide all of the services sought by plaintiffs, a substantial increase in the annual
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cost to the Commonwealth of these services might eventually be required. The Department of Public Welfare
currently estimates this increase to be as much as $200 million per year.

Two actions have been filed recently arguing that the remedial plan for the Boston Harbor cleanup project
will jeopardize endangered species and should be halted or further remedial measures should be taken. Greenworld

Inc. et al. v. Brown et al. (U,S. District Court C. A, No. 93-10623-MA); The Bays’ Legal Fund v. Browner (U.S.
District Court C.A. No. 93-10883-MA).

EXHIBIT A - ECONOMIC INFORMATION
Cost of Living

The following table presents information on consumer price trends for the Boston metropolitan area and
the United States for the period between 1985 and 1992.

Changes in Consumer Price Index for All Urban Consumers

All Items
United States Boston Metro
1985 3.6% 45%
1986 1.9 2.6
1937 37 4.4
1988 4] 6.1
1989 4.8 57
1990 54 58
1991 42 4.4
1992 30 25

SOURCE: United States Department of Labor, Bureau of Labor Statistics.

See "Commonwealth Information Statement" under the heading "EXHIBIT A - ECONOMIC INFORMATION -
OVERVIEW -- Cost of Living" on page Exhibit A-4.



Employment
The table below demonstrates the changes in employment by sector for the period indicated.

Massachusetts Employment by Industry - Annual Averages

(in thousands)
1989-1990 1990-1991 1991-1992
1990(1) % Change 191 % Change 199271y % Change
Total Nonagricultural
Employmem 2,984 8 4.0) 2,821.2 (5.5) 2,7783 (1.5)
Sector
Mining 1.4 (12.5 1.2 {14.3) 1.1 3.3
Construction 101.1 20.3) 788 22.7) 721 8.5
Manufacturing 521.3 7.1y 485.0 (7.0 462.1 4.7
Transportation
& Communications 129.9 1.2 123.4 (5.0) 120.3 2.5)
Wholesale and Retail Trade 700.1 (5.5 650.6 7.1) 641.3 (1.4
FIRE 23133 (1.8 201.8 5.4 195.9 2.9
Services 915.7 (0.9} 8905 2.8 073 1.9
Government 402.2 {L.&) 389.9 3.1 a78.3 3.,
Civilian Labar Force 3,166.0 0.4y 3,127.0 (1.2} 3,126.0 .M
Unemployed 189.0 48.8 280.0 48.1 265.0 5.4
Unempleyment Rate 6.0% 92.0% 5%

SOURCE: Massachusetts Depattment of Employment and Training.

{h Sum of parts may not equal totals due to rounding.

Nonagricultural employment in March, 1993 totaled 2,736,300, as compared to 2,733,800 for February,
1993 and 2,755,300 for March, 1992. The following table presents changes in nonagricultural employment by
sector for February 1992 and February 1993. The most recent data indicates that total nonagricultural employment
contracted by 0.3% between February 1992 and February 1993.
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Massachusetts Employment by Industry -- Monthly Averages

{in thousands)
% Change
Between
February % of February % of February 1992
1992 Total 19931y Toul and February 1993
Total Nonagricuttura
Employment 2,742.6 100.0 2,734 4 0.
Sector
Construction 61.7 2.2 63.9 23 16
Manufacturing 467.2 17.0 448.5 16.4 4.0
Transportation

& Communications 118.7 43 T17.4(3) 4.3 (.0
Wholesale & Retail Trade 622.9 2279 629.4 23.0 1.0
FIRE 195.4 7.1 193.6 7.1 0.9
Services 887.8 324 2028 330 1.7
Government 383.0 14.1 377.8 13.8 2.6)
High Tech Manufacturing 189.6 6.9 175.7 6.4 7.3
High Tech Non-Manufacturing 90.3 33 90.7 33 0.4
Average Weekly Earnings (dollars)

Manufacturing $488.35 $505.12 14
Civilian Labor Force (2) 3,126.0 31430 0.5
Unemployed (2) 244.0 241.0 (1.2
Unemployment Rate (2) 7.8% T1%

SGURCE: Massachusetts Department of Employment and Training and US Department of Labor, Bureau of Labor Statistics.

(nH Sum of the parts may not equal totals due to rounding.
2} Figures seasonally adjusted.
3 Labor dispute.

See “Commonwealth Information Statement" under the heading "EXHIBIT A - ECONOMIC
INFORMATION - OVERVIEW -- Employment" on page Exhibit A-4.

Labor Force

In 1992, 67.5% of non-institutional working-age Massachusetts residents were in the labor force. This is
1.2% higher than the equivalent national rate. See "Commonwealth Information Statement" under the heading
"EXHIBIT A - ECONOMIC INFORMATION - OVERVIEW -- Labor Force® on page Exhibit A-8.

Unemployment

The Massachusetts unemployment rate in April 1993 was 6.5%, as compared to 6.4% for March, 1993
and 8.5% for April, 1992. See "Commonwealth Information Statsment” under the heading "EXHIBIT A -
ECONOMIC INFORMATION - OVERVIEW -- Unemployment” on page Exhibit A-8.
Unemployment Compensation Trust Fund

As of April 17, 1993, the Massachusetts Unemployment Compensation Trust Fund was in deficit by $543
million, as compared to $405 million as of December 31, 1992. The deficit is now expected to be $260 million
by the end of calendar 1993, as compared to $390 million estimated as of February 26, 1993.

The Department of Employment and Training estimates that the additional increases in contributions

provided by the 1992 legislation should result in a positive balance in the Unemployment Compensation Trust Fund
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prior to December 1994 (rather than December 1996 as estimated as of February 26, 1993) and rebuild reserves
in the system to over $1 billion by the end of 1996 (rather than 1998 as estimated as of February 26, 1993). See
"Commonwealth Information Statement® under the heading "EXHIBIT A - ECONOMIC INFORMATION -
OVERVIEW--Unemployment Compensation Trust Fund" on page Exhibit A-S.

RECENT PERFORMANCE

A comparison of total, nonagricultural employment in February 1992 with that in February 1993 indicates
a decline of 0.3%. The state’s unemployment rate was lower than the national unemployment rate for the first time
since March 1990, Per capita personal income growth has slowed, after several years during which the per capita
personal income growth rate in Massachusetts was among the highest in the natio. Between the third quarter of
1991 and the third quarter of 1992, aggregate personal income in Massachusetts increased 3.8%, as compared to
4.5% for the nation as a whole.

Economic Performance by Sector

Services. In February 1993, service sector employment was 902,800, representing 33% of total
nonagricultural employment. Between February 1992 and February 1993, service sector employment increased
1.7%. An area with relatively high wages, business services employed 15% of service sector workers in February
1993. As compared with the nation, Massachusetts has a greater concentration of employment in business services.

Health Services. Health services is the largest component of the service sector in terms of employment.
In February 1993, the health services sector numbered 293,800 workers, with 136,100 of those employed by
hospitals. This constitutes a 3.9% increase in total health service workers during the preceding year. Hospital
employment increased by 3.2% for this period.

Educational Services. According to the Massachusetts Department of Employment and Training,
educational services accounted for 124,700 jobs in February 1993, while in the government sector, state and local
public education accounted for 156,800 jobs.

Trade. During the mid-1980s the trade sector was an area of strong job growth, boosted by & growing
export sector. Trade employment began to decline in 1990 due to weakness in the retail sector, In February 1993,
retail and wholesale trade was the second-largest employment sector in Massachusetts, with 629,400 workers. Of
this number, about three-quarters were employed in retail trade.

Manufacturing. Between 1991 and 1992, manufacturing employment declined 4.7%, from 485,000 to

462,100. Manufacturing employment stood at 448,500 workers in February 1993. As of February 1993, high
technology manufacturing employed 175,700 persons.
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The following table shows annual trends in manufacturing employment by industry for Massachusetts for
1990 through 1992,

Manufacturing Establishment Employment by
Industry in Massachusetts

1990-1992 (in thousands)
1990 1991 1992
obs(l) % Jobs(1) % Jobs(l) %

Durahle Goods
Primary Metals 11.3 33 10.3 iz 9.3 31
Fabricated Metals 409 11.9 e 12.0 36.0 12.2
Industrial Machinery

and Equipment §5.2 24.9 76.6 242 A 23.7
Electrical and Electronic

Equipment 72.9 21.3 68.5 21.6 63.7 21.5
Transportation Equipment 278 8.1 26.0 8.2 242 8.2
Stone, Clay and Glass 8.7 2.5 78 2.5 7.8 2.6
Instruments 69.4 203 65.6 20.7 61.2 20.7
Other Durable Goods 26.5 1.7 24.1 7.5 219 8.1

Total Durable Goods 342.7 100.0 317.0 100.0 296.1 100.0
Non-Durable Goods
Apparel and Related Goods 19.2 10.8 i7.7 10.5 17.8 10.7
Food Products 20.1 11.3 19.6 11.7 18.9 il.é
Chemical Products 17.7 5.9 17.3 10.3 17.0 0.2
Printing and Publishing 52.2 29.2 48.9 29.] 415 28.6
Textile Mill Products 14.6 82 14.1 3.4 14.5 8.7
Paper Products 225 12.6 211 12.6 209 12.6
Other Non-Durable Goods 23 18.1 29.3 174 294 12.7

Total Non-Duvable Gaods 178.6 100.0 168.0 100.0 166.0 100.0

Total Manufacturing

Employees 5213 485.0 462.1

SOURCE: Department of Labor, Bureau of Labor Statistics: Massachusetts Department of Employment and Training.

(1) Sum of parts may not equal totals due to rounding.

Finance, Insurance and Real Estate. While the Finance, Insurance and Real Estate sector experienced
23.7% growth in emplayment between 1984 and 1988, therc was a 11.7% decrease in employment between 1988
and 1992. The total employment in FIRE was 195,900 in 1992 and 193,600 as of February 1993.

See "Commonweaith Information Statement® under the heading "EXHIBIT A - ECONOMIC
INFORMATION - RECENT PERFORMANCE" on page Exhibit A-10.



AVAILABILITY OF OTHER INFORMATION

Questions regarding this May 12, 1993 Supplement or requests for additional financial information
concerning the Commonwealth should be directed to Kenneth Olshansky, Director of Debt Management, Office of
the Treasurer-Receiver General, One Ashburton Place, Tweilfth Floor, Boston, Massachusetts 02108, telephone
(617) 367-3900, or C. Christopher Alberti, 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 May 12, 1993 Supplement should be directed to Walter J. St. Onge, 11, Esg., Palmer
& Dodge, One Beacon Street, Boston, Massachusetts 02108, telephone (617) 573-0100.

THE COMMONWEALTH OF MASSACHUSETTS

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

By /s/ Mark E. Robinson
Mark E. Robinson
Secretary for Administration and Finance

May 12, 1993



THE COMMONWEALTH OF MASSACHUSETTS
INFORMATION STATEMENT

FEBRUARY 26, 1993

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

The ability of the Commonwealth to meet its obligations will be affected by, among other things, 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 1992 combined financial statements
(statutory basis) and 1992 general purpose financial statements (GAAP basis), respectively.



THE GOVERNMENT

The government of the Commonwealth is divided into three branches: the Executive, the bicameral

Legislature and the Judiciary, as indicated by the chart below.

Electorate
r
.y . Judicial
Legislative Branch Executive Branch
Branch
General Lisutanant Exacutive Suprame Judicial
Governor .
Court Governor Council Court
Appeals Court
Attorney State State State .
Senate House Gansral Auditor Secrotary Traasurer Trial Court
Secretaries
Administration and Communities Cansumer Economic
Finance and Development Affaire Affairs
Educational Elder Affairs Environmental Health and Human
Aftairs Affairs Sarvices

lL.abar

Public Safety

Transportation
and Construction
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Executive Branch

The Governor is the chief executive officer of the Commonwealth. Other elected members of the executive
branch are the Lieutenant Governor {elected with the Governor), the Treasurer and Receiver-General (the "State
Treasurer”), the Secretary of the Commonwealth, the Attomey General and the State Auditor. All are elected to
four-year terms. The next election for these officers will be held in November 1994.

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

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

Approximately 77.t % of the Commonwealth’s fiscal 1993 program expenditures in the budgeted operating
funds is allocated to the Executive Offices. Listed below are the eleven Executive Offices, showing for each the
name of its secretary and the percentage of the Commonwealth’s fiscal 1993 program expenditures in the budgeted
operating funds attributable thereto:

Executive Offices
Approximate
Percentage of Total

Executive Office Secretary Expenditures Supervised

Administration and Finance (1} Peter Nessen(2) 52%

Communities and Development Mary L. Padula i2

Consumer Affairs and Business Regulation Gloria C. Larson 0.2

Economic Affairs Stephen P. Toceo 0.3

Educational Affairs Piedad F. Robertson 148

Elder Affairs Franklin P. Ollivierce 0.8

Environmental Affairs Susan F. Tierney{3) 1.0

Health and Human Services Charles Baker 43.2

Lahor Christine E. Morris 0.2

Public Safety Thomas C. Rapone 4.8

Transportation and Construetion James J. Kerasiotes 54

SOURCE: Executive Office for Administration and Finance.

(1) The Secretary for Administration and Finance is also the Commissioner of Administration.

2) Secretary Nessen has announced his resignation as Secretary, effective March 1, 1993, Mark Robinson, currently chief of siaff
to the Governor, has been named to succeed Secretary Nessen.

3 Secretary Tiermney has announced her resignation as Secretary. A successor has not yet been named.

Approximately 3.1% of the Commonwealth’s fiscal 1993 expenditures in the budgeted operating funds are

for the costs and expenses of the constitutional officers (other than the State Treasurer), the Legislature, the
Judiciary, the Office of the Comptroller, the Board of Library Commissioners, the Office of the [nspector General,
the State Ethics Commission and the Office of Campaign and Political Finance. The State Treasurer’s budget
contains the balance of fiscal 1993 expenditures, including 5.5 % for Commonwealth aid to cities, towns and regional
school districts ("Local Aid"), 8.0% for debt service and 5.9% for pension costs. See "COMMONWEALTH
PROGRAMS AND SERVICES -- Local Aid", "-- Debt Service" and " -- Pensions”.

The Governor’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
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agency expenditures during the fiscal year; (i) 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 coordinating and overseeing the construction, management and
leasing of all state facilities; and {(v) administration of general services, including information technology services.

All accounting policies and practices, publication of official financial reports and oversight of fiscal
management functions are the responsibility of the Comptroller. The Comptroller aiso administers the annual state
single audit and operates the state accounting system. The Comptroller is appointed by the Govemor for a term
coterminous with the Governor’s and may be removed by the Governor only for cause. The preliminary and annual
financial reports of the Commonwealth, single audit reports and any rules and regulations promulgated by the
Comptroller must be reviewed by an advisory board. This board is chaired by the Secretary for Administration and
Finance and includes the State Treasurer, the Attorney General, the State Auditor, the Chief Administrative Justice
of the Trial Court and two persons with relevant experience appointed by the Governor for three-year 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",

State Treasurer. The State Treasurer has four primary statutory responsibilities: (i) the collection of all
state revenues (other than small amounts of funds held by certain agencies); (ii) the management of both short-term
and long-term investments of Commonwealth funds, including all cash receipts and 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
Commonwealth, including notes, commercial paper and long term bonds.

In addition to these responsibilities, the State Treasurer serves as Chairman of the Massachusetis Lottery
Commission, the State Retirement Board, the Pension Reserve Investment Management Board, 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.

Ssate 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
statutes, among others, and represents the Commonwealth in automobile and health insurance rate setting
procedures. The Attorney General works in conjunction with the general counsel of the various state agencies and
executive departments to coordinate and monitor al} pending litigation.

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

Legislative Branch
The General Court (the "General Court" or the "Legislature”) is the bicameral legislative body of the
Commonwealth, consisting of a Senate of 40 members and a House of Representatives of 160 members. Members

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

Judicial Branch

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

Independent Authorities and Agencies

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

Lecal Government

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

All territory in the Commonwealth is in one of the 14 counties and in one of the 351 incorporated cities
and towns which exercise the functions of local government. Cities and towns or regional school districts
established by them provide 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
available funds (including general and dedicated reserve funds). Following the enactment in 1980 of the tax
limitation initiative petition commonly known as Proposition 2 1/2, most local governments have been forced to rely
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on other revenues, principally Local Aid, to support local programs and services. See "COMMONWEALTH
PROGRAMS AND SERVICES -- Local Aid".

Initiative Petitions

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

COMMONWEALTH BUDGET, FINANCIAL MANAGEMENT AND CONTROLS
Operating Fund Structure

Budgeted Operating Funds. The Commonwealth’s operating fund structure satisfies the requirements of
state finance law and is in accordance with generally accepted accounting principles ("GAAP"), as defined by the
Governmental Accounting Standards Board. The General Fund and those special revenue funds which are
appropriated in the annual state budget receive most of the non-bond and non-federal grant revenues of the
Commonwealth, These funds are referred 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 state revenues and allowable state revenues
in any fiscal year in which actual revenues fall below the allowable amount, (ii) to replace state and local losses of
federal funds or (iii) for any event, as determined by the Legislature, which threatens the health, safety or welfare
of the people or the fiscal stability of the Commonwealth or any of its political subdivisions. Up to 5% of total state
tax revenues may be accumnulated in the Stabilization Fund. Amounts in excess of that figure at the end of any fiscal
year are to be applied to the reduction of personal income taxes.

Overview of Budgetary Process

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

The House Ways and Means Committee considers the Governor's budget recommendations and, with
revisions, propases 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 Govemnor's veta or specific line-item vetoes by a two-thirds vote of both the House and Senate. The
annual budget legislation, as finally cnacted. is known as the General Appropriation Act.

In the event that a Generai Appropriation Act is not approved by the Legislature and the Governor prior
to the beginning of a fiscal year on July |, 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. Temperary budgets have been utilized frequently in the
Commonwealth pending final approval of the General Appropriation Act by the Legislature and the Governor.

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

Various procedures required by state finance law are used by the Commonwealth to monitor revenues and
expenditures during the fiscal year. For example, quarterly revenue estimates are required to be made by the
Secretary for Administration and Finance. See "COMMONWEAILTH REVENUES - Tax Revenue Forecasting”.
In addition, each department head is required to notify the Secretary for Administration and Finance and the House
and Senate Committees on Ways and Means of any anticipated decrease in estimated revenues for his or her
department from the federal government or other sources or whenever it appears that any appropriation will be
insufficient to meet all expenditures required in the fiscal year by any law. rule, regulation or order not subject to
admunistrative control. The Secretary for Administration and Finance must notify the Governer and the House and
Senate Comimittees on Ways and Means whenever the Secretary determines that revenues will be insufficient to meet
authorized expenditures. The Secretary for Administration and Finance 1s then required to compute projected
deficiencies and. under Section 9¢ of Chapter 29 of the General Laws, the Governor is required to reduce
allotments. to the extent lawfully permitted to do so, or submil proposals to the Legislature to raise additional
revenues or to make appropriations trom the Stabilization Fund to cover such deficiencies.

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

Cash and Budgetary Controls

The Commonwealth has in place conlrols designed to ensure that sufficient cash is available to meet the
Commonwealth's obligations, that state expenditures are consistent with periodic allotinents 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.
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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  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
weekly warrants for approval by the Governor's Council. 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 to the House and Senate Committees on
Ways and Means official cash-flow projections for the current fiscal year. The prajections must include estimated
expenditures and revenues, together with the assumptions from which such estimates were derived and identification
of any cash-flow gaps. Regular meetings comparing estimated 10 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 Financ..

The State Treasurer's office. in conjunction with the Exccutive Office for Administration and Finance,
develops quarterly and annual cash management plans to address any gap identified by the projections and variance
reports. The cash management plans are required to be submitted to the House and Senate Committees on Ways
and Means on or before September ! of each year.

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
system in order to automate the billing. collection and management of its non-tax revenues.

Expenditure Controls. The Comptroller requires that the amount of all obligations under purchase orders,
contracts and other commitments for the expenditures of monies he 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 weekly warrant for approval
by the Governor's Council. In preparing the warrant. the Comptroller’s office reviews each account and subaccount
to ensure that the necessary monies for payment have been both appropriated by the Legistature and allotted by the
Governor. By law, certain obligations may be placed upon the weekly warrant even if the supporting appropriation
and/or allotment is insufficient, These obligations include debl 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 Fxccutive Office for Administeation and Finance, developed a procedure for
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pricritizing payments based upon state finance law and sound fiscal management practices. Under the current
procedure, debt service on the Commonwealth's bonds and notes is given the highest priority among the
Commonwealth's various payment obligations.

Internal Controls. The Comptroller maintains internal control policies and procedures in accordance with
state finance law that state agencies are required 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 basis of accounting”). The emphasis is on
accountability and budgetary contro! uver 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 federa) reimbursements receivable with respect to expenditures already made.
Expenditures are measured on a modified cash basis with actual cash disbursements as confirmed by the State
Treasurer, except that encumbrances for goods or services received on or before the end of a fiscal year are
recognized as accounts payable and included in expenditures.

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

GAAFP Busis of Accounting.  Since fiscal 1986, the Comptroller has prepared Commonwealth financial
statements on a GAAP basis. The emphasis 15 on demonstrating interperiod equity through the use of modified
accrual accounting for the recognition of revenues and cxpenditures/expenses. In addition to the primary
government, certain independent authorities and agencies of the Commonwealth are included as component units
within the Commonwealth’s reporting entity. primarily as non-budgeted enterprise funds.

Under GAAP. revenues are reported in the peried in which they become both measurable and available.
Revenues are "available" when they are expected to be collected within the current period or soon encugh thereafter
to be used to pay lLiabilities 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 services. Tax accruals, which represent
the estimated amounts due to the Unmmoenwealth on previous filings, over and under withholdings, estimated
payments on income carned and tax refunds and abatements payable, are all recorded as adjustments to statutory
basis tax revenues. Expenditures/expenses are recorded in the period in which the related fund liability is incurred.
Principal and interest on long-term debt obligations are recorded as fund liabilities when due. Major expenditure
accruals are recorded for the cost of Medicaid claims that have been incurred but not paid, net cost of service
payments due to the MBTA. claims and judgments and compensated absences such as vacation pay earned by state
emplovees.  See "FINANCTAL RESLLTS - Selected Financial Data -- GAAP Basts" and "EXHIBIT C - 1992
Cieneral Purpose Financial Stateinents - (G AAP Basis”

Financial Repores. ‘The Commonwealth’s fiscal year ends on June 30 of each year. Throughout the year,
the Comptroller prepares monthly intertin financial statements, and. in September, following the end of each fiscal
year. the Comptroller issues the Preliminary Financial Report.  These interim and preliminary financials are
prepared on the statutory basis o) 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 financ.al staterments bave been issued as two separate financial reports, one utilizing



the statutory basis of accounting (the "Statutory Basis Financial Report") and the Comprehensive Annual Financial
Report ("CAFR"), which is on a GAAP basis. The general purpose financial statements from these two reports
of the Commonwealth for fiscal 1992 are attached hereto as Exhibits B and C, respectively. For fiscal 1990 through
1992 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
financial statements and on certain other reports required by the single audit, As part of the single audit, the
independent auditors render a report on all programs involving federal funding for compliance with federal and state
laws and regulations and assess the adequacy of internal control systems. A separate report is issued on all
programs not involving federal funding.

The CAFRs for fiscal 1990 and 1991, from which certain information contained in this Information
Statement has been derived, were each awarded the Certificate of Achievement for Excellence in Financial
Reporting by the Government Finance Officers Association of the United States and Canada (the "GFOA"). The
Certificate of Achievement is the highest form of recognition for excellence in state and local government financial
reporting. In order to be awarded a Certificate of Achievement. a governmental unit must publish an easily readable
and efficiently organized comprehensive annual financial report. the basic contents of which conform to program
standards, Such report must satisfy both GAAP and applicable legal requirements. A Certificate of Achievement
is valid for a period of one year only. The Comptroller believes that the Commonwealth’s CAFR for fiscal 1992
continues to conform to Certificate of Achievement program standards, and it has been submitted 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 resources used to acquire or construct major capital assets and to finance capital projects. These resources
are derived principally from proceeds of Commonwealth honds and bond anticipation notes, federal reimbursements
and transfers from other governmental funds. Authorized capital appropriations are funded from Capital Projects
Funds. This capital spending is financed principally from proceeds of Commonwealth bonds and bond anticipation
notes, federal reimbursements and transfers from other governmental funds. The issuance of bonds and bond
anticipation notes requires that both houses of the Legislature approve, by a two-thirds vote, a separate bond
authorization to incur debt for a specific purpose. See "COMMONWEALTH BOND AND NOTE LIABILITIES
-~ Overview". Pursuant to state finance law. the Governor. through the Secretary for Administration and Finance.
has discretion over the allotment and. therefore. the actual expenditurc of funds authorized by capital appropnations.

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 Five-Year Capital Spending Plan, which
is an administrative guideline and subject to amendment by the Governor at any time, sets forth capital spending
allocalions for the next five fiscal years and establishes capital spending fimits. The Governor has also introduced
a set of capital spending controls. See "Capital Spending Controls”.

The policy objective of the Five-Year Capital Spending Plan is to limit the debt burden of the
Commmonwealth by controlling the relatianship between current capital spending and the issuance of bonds by the
Commonwealth. Capital appropriations enacted hy the Legislature are typically matched with bond autherizations.
The Governar. by utilizing his discretion over the allotment of funds for capital appropriations, may control the rate
at which capital appropriations are »xpended. and therefors vontrol the amount of bonds issued to finance such
expenditures.

The foliowing table, entitled “Summary of Five-Year Capital Spending Plan and Plan of Finance”, sets
forth capital spending of the Commonwealth, including the MBTA. as well as the sources of funding for such capital
spending, including federal aid. for fiscal years 1993 through 1997. Total capital spending for fiscal years 1994
through 1997 1o be financed from Commonwealth debt is forecast at $4.12 billion, which is significantly below
legislatively authorized capital spending levels. See "COMMONWEALTH BOND AND NOTE LIABILITIES --
Autherized But Unissued Debt . In addition, the Five-Year Capital Spending Plan also forecasts total MBTA capital
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expenditures of $1.480 billion for fiscal years 1993 through 1997, which spending will be financed through the
issuance of bonds by the MBTA (see “COMMONWEALTH BOND AND NOTE LIABILITIES -- Commonwealth
Supported Debt; MBTA") and assumes that the projected level of Commonwealth capital spending will leverage
additional federal aid of $5.767 billion far this period. The anticipated levels of federal aid rely on certain
assumptions concerning the fevel of federal participation in the funding of the third harbor tunnei and central artery
suppression projects and for state highways and bridge repair.

Summary of Five-Year Capital Spending Plan and Plan of Finance(1)
{in millions)

1993 1994 1995 1996 1697 Total
Informativn Technology $ 24 $ Zo $13 $ 10 511 $ 84
Infrastructure(2) T3S S 2t il 230 998
Environmental Affairs

Commonwealth Expenditures(3: 167 111 123 109 66 508

Federal Clesn Water Aidi4} 135 1) 25 15 _0 o568

Subtotal o2 e 148 RE _66 854
Housing Grants 6 iz 2 29 23 175
Transportation

Commonwealth Expendiures kHE) Riel kK] 340 36l 1819

MBTA 204 RN 333 259 341 1.480

Federal Highway/MBTA A 048 Ll 1,164 1,155 1,164 55110

Subtotal L3326 1,828 1,831 1,763 1,866 8810
Economic Developmem =) R T 100 100 100 349
Miscellaneous Capital Projects 43 Fh (K Il Q 24

Total $2,097 $2,308 $2,342 $2,249 $2,305 $11364
Sources of Funds
Federal Aid $1.053 .19 $1.189 $1.170 31,164 $5.767
Commonwealh Debti6) 820 £54 821 820 800 4,116
MBTA Bonds _224 _az3 333 _ 259 341 1,480

Total $2,097 $2.368 $2,343 $2.249 $2,305 $11.364

SOURCE: Executive Office for Administrution aml Finauce.

th Totals may nol add due 10 rounding

t2) Includes hospital consolidation, prison construction, courts. higher education und miseellancous other projects

t3 Includes amaunts to be paid by the Commonwealth to capitalize the Massachuserts Water Pollution Abatement Trust.

tdy Represents the federal portion of the capitahzation of the Massachusetts Water Pollution Abatement Trust,

15 Does not include $58.0 millien a fiscal 1993 and $67.0 million i fiscal 1994 (o he spent on transporlalion projects related to

economic development
16} Tncludes general obligativn bonds wnd special obligation honds,

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 actual capital expenditures and
debt issuances over the period will likely vary somewhat from the annual spending amounts contained in the Five-
Year Capital Spending Plan.

Capital Spending und 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 Complroller's statewide accounting system, and federal
reimbursements have been budgeted and monitored against anticipated receipts. The Governor intends to direct the
consolidation of the number of Capital Prujects Funds and the implementation of a new capital contracts approval
process.

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

Audit Practices of State Auditor

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

Within the State Audilor's office is the Division of 1.ocal Mandates, which evaluates all proposed and actual
legislation to determine the financial impact on the Commonwealth’s cities and towns. In accordance with state |aw,
the Commonwealth is required to reimburse cities and towns for any costs incurred through mandated prograims
established after the passage of Proposition 2 172, the statewide tax limitation passed by initiative petition in 1980,
unless expressly exempted from (hose provisions. and the State Anditor’s financial analysis is used to establish the
amount of reimbursement due  See "COMMONWEAI TH PROGRAMS AND SERVICES - local Aid;
Proposition 2 1/27.

FINANCIAL RESULTS

As the annual operating budget of the Commonwealth 1 adopted in accordance with the statutory basis of
accounting, public and governmental discourse on the financial affairs of the Commonwealth has traditionally
followed the statutory basis. Consequently, the financial information set forth in this document follows the statutory
basis, except where otherwise noted  Since fiscal 1990. the Commonwealth has prepared separate audited financial
reports on the statutory basis and on a GAAP bhasis.  See "COMMONWEALTH BUDGET, FINANCIAL
MANAGEMENT AND CONTROLS - Fiscal Control. Accounting and Reporting Practices of the Comptroller;
Financial Reports®. The fiscal 1992 statutory basis financial statements. as presented in the Statutory Basis
Financial Report, are set forth in Exhibit B. The fiscal 1992 GAAP basis financial statements, as presented in the
Comprehensive Annual Financial Report, are set forth in bxhibdt €7

Selected Financial Data - Statutory Basis

The revenues and expenditures of the budgeted operating funds presented in the following tables are derived
from the Commonwealth's audited statutory basis financial statements for fiscal 1988 through 1992 and unaudited
estimates for fiscal 1993 prepared by the Executive Office for Administration and Finance as of February 26, 1993,
The financial information presented includes all budgeted operating funds of the Commonwealth. When the status
of a fund has changed during this period. prior vears have heen restated to conform to the fiscal 1993 budget.

The Commonwealth currently has 36 budgeted funds. During a fiscal year there are numerous transactions
among these budgeted funds, which from the fund accounting perspective create offsetting inflows and cutflows.

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

More detailed information with respect to each of fiscal years 1988 through 1993 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
(in millions)

Estimated
Fiscal Fiscal Fiscal Fiscal Fiscal Fincal
1988 1989 1990 1991 1992 1993
Beginning Fund Balances — — — i
Reserved or Designated $567.7 $170.3 $124.9 $174.5 3119.8 $236.2
Stabilization Fund (1) 70.3 1123 - - 392 2304
Undesignated 85.1 70.6 (444 . 2% (1,278.%) 58.1 2.8
Total 1231 353.2 (319.3) {1,104.4) 237.1 549.4
Revenues and Other Sources
Taxes 8,274.9 8.815.4 8,517.7 £,994.9 9,483.6 9,940.0
Federal Reimbursements (2) 1,493.8 1,542.0 1.717.5 2,771 2,393.5 2,649.8
Departmental and Other Revenues 851.0 9491 1.131.7 1,204.9 1,187.3 1,301.5
Interfund Transfers from Non-budgeted
Funds and Other Sources {3) 48,7 663.9 641.3 656.6 663.9 749.4
Budgeted Revenues and Other Sources  11,268.4 11,970.4 12,008.2 13,633.5 13.728.3 14,640.7
Mass Transit Assessments from
Municipalities 117.7 120.7 1239 130.2 130.9 1342
Interfund Transfers among Budgeted Funds
and Other Sources 81.4 2177 91.1 149.7 366.9 286.3
Total Reveaues and Other Sources 11,467.5 12,308.8 12,2232 13,913.4 14,226.1 15.061.2
Expenditures and Uses
Programs and Services 10,405.8 11,302.1 11,7702 11,9483 11,761.2 12,905.2
Debt Service 563.7 649.8 770.9 942.3 898.3 1,185.1
Pensions 600.2 659.7 671.9 1039 751.5 875.8
Interfund Transfers to Non-budgeted Funds
and Other Uses 68.6 313 46.7 64.0 8.8 0.0
Budgeted Expenditures and
Other Uses 11,638.3 12,642.9 13,259.7 13.658.5 13,419.8 14.976.1
Payment of Municipal Mass Transit
Assessments to the MBTA and RTAs 117.7 120.7 123.9 130.2 130.2 1342
Interfund Transfers among Budgeted
Funds and Other Uses 1.4 217.7 91.1 149.7 3669 286.3
Other Adjustments (4) -~ - -- 3.8 3.8 6.0)
Total Expenditures and Other Uses 11,837.4 12,981.3 13,474.7 13.934.6 13,913.8 15,380.6
Excess (Deficiency} of Revenues and Other
Sources Over Expenditures and Other Uses {369.%) (672.5} {1,251.5) {21.2) 3123 {319.4)
Prior Year Deficit Financing - - 466 .4 1,362.7 - -
Ending Fund Balances
Reserved or Designated 170.3 124.9 174.5 119.8 2362 52
Stabilization Fund (1) 1123 - - 59.2 230.4 198.0
Undesignated 10.6 (444.2) (1,278.9) 58.1 82.8 26.8
Total $153.2 1319.3) $(1,104.4) $237.1 $549.4 $230.0

SOURCE: Fiscal 1988-1992, Office of the Comptroller. Estimated Fiscal 1993, Executive Office for Administraticn and Finance.

(i} Suabilization Fund balances are not expendable without subsequent specific legislative authorization.

2y Includes $513 million for fiscal 1991, $163.6 million for fiscal 1992 and an estimated $212.7 million for fiscal 1993 in federal
reimbursements resulting from claims for reimbursement of certain uncompensated care for Massachusetis hospitals. See "Fiscal
Years 1988 Through 1992" and 1993 FISCAL YEAR™.
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(3) Interfund transfers reprosent accounting transfers which reallocate resources among funds. Fund deficit support transfers of $231.0
million snd $234.8 million in fiscal 1988 and 1991, respectively, have been eliminated to facilitate comparative analysis, Includes
transfers between the Stabilization Fund and the budgeted operating funds. Transfors to the Stabilization Fund were $37.3 million,
$59.2 million and $170 million in fiscal 1988, 1991 and 1992, respectively. In fiscal 1989, $120.2 million was transferred from the
Stabilization Fund to the Gensral Fund. For fiscal 1993, it is estimated that $32.4 million will be transferred from the Stabilization
Fund to the General Fund. See "COMMONWEALTH REVENUES — Federal and Other Non-Tax Revenues™.

4 Primarily represents surpluses in Intragovernmental Service Fund.

Annual budgeted revenues increased by approximately 6.2% in fiscal 1989, increased by 0.3% in fiscal
1990 and increased by approximately 13.5% in fiscal 1991. Annual budgeted revenues increased from fiscal 1991
to fiscal 1992 by approximately 0.7% and are projected to increase by approximately 6.6% in fiscal 1993. Annual
budgeted expenditures increased at annual rates of approximately 8.6% in fiscal 1989, 4.9% in fiscal 1990 and 3.0%
in fiscal 1991, Annual budgeted expenditures decreased from fiscal 1991 to fiscal 1992 by approximately 1.7% and
are estimated to increase by approximately 11.6% in fiscal 1993. Fund balances in the budgeted operating funds
declined from opening balances of $723.1 million in fiscal 1988 to ending balances of negative $1.104 billion in
fiscal 1990. 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 is
estimated to end with a current operating loss of $319.4 million, and after the application of a portion of the fiscal
1992 ending fund balances, a positive fund balance of $230.0 million, including $198.0 million in the Stabilization
Fund. Sec "Fiscal Years 1988 Through 1992" and "1993 FISCAL YEAR™.

Selected Financial Data - GAAP Basis

The following table provides financial results on a GAAP basis for fiscal years 1988 through 1992 for all
budgeted operating funds of the Commonwealth.
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Budgeted Operating Funds Operations - GAAP Basis
(in millions)

Fiscal 1988 Fiscal 1989 Fiscal 1990 Fiscal 1991 Fiscal 1992

Fund equity (deficit) at beginning of year $720.4 $(51.6) $(946.2) $(1,895.5) $(761.2)
Rew and rces
Taxes 2,032.8 88,6852 4,259.6 9,131.1 2,471.0
Federal Orants and Reimbursements 16148 1,736.3 1,649.7 2,808.8 2.415.9
Depariment and Other Reventes 9759 1,085.1 1,249.0 1,359.1 14411
Interfund Transfers and Other Sources 639.0 804.4 8070 800.7 817.5
Total 11,262.5 12,311, (1,965.3 14,0997 14,145.5
Expenditures and Uses
Programs and Services 10,312.6 11,160.1 11,1932 11,892.5 11,348 .8
Debt Service 563.7 649.8 770.9 942.3 751.5
Pensions 600.2 662.9 671.9 T06.5 8983
Interfund Transfers and Other Uses (1) 558.0 733.3 745.0 786.8 767.3
Total 12,034.5 13,206.1 13,381.0 14,3281 13,765.9
Excess (Deficiency) of Revenues and Other

Sources over Expenditures and Other Uses 77120 (894.6) (1,415 1 (228.4) 379.6
Prior Year Deficit Financing - - 466.4 1,362.7 —
Fund Equity (Deficit) at End of Year 3G61.6 $(%46.2) §(1,895.5) 3061 $(381.6)
SOURCE: Office of the Comptrolier.
48} Fund deficit support transfers of $231.0 millicn and $234.8 million in fiscal 1988 and 1991, respectively, have been eliminated to

facilitate comparative analysis. See "COMMONWEALTH REVENUES -- Federal and Other Non-Tax Revenues”.

Using a modified accrual basis of accounting, the GAAP financial statements have provided a picture of
the financial condition of the budgeted operating funds that is different from that reported on the statutory basis,
See "Selected Financial Data - Statutory Basis”. Under GAAP, the budgeted operating funds reported a fund deficit
at the end of fiscal 1988, while on the statutory basis a positive fund balance was reported. The GAAP fund deficits
in fiscal 1989 and 1990 were larger than the statutory basis deficits for the same years. Af the end of fiscal 1992,
the GAAP fund deficit of $381.6 million stands in contrast to a positive statutory basis fund balance of $549.4
million. For a description of the differences between statutory basis and GAAP basis accounting, see
“COMMONWEALTH BUDGET, FINANCIALMANAGEMENT AND CONTROLS -- Fiscal Control, Accounting
and Reporting Practices of the Comptroller; GAAP Basis of Accounting”.

Fiscal Years 1988 Through 1992

1988 Fiscal Year. Budgeted expenditures for fiscal 1988 were approximately $11.638 billion. Budgeted
revenues and other sources for fiscal 1988 were approximately $11.268 billion. By drawing on fund balances from
prior years, the Commonwealth ended fiscal 1988 with a positive fund balance.

{989 Fiscal Year. Budgeted expenditures for fiscal 1989 were approximately $12.643 billion. Budgeted
revenues and other sources for fiscal 1989 were approximately $11.970 billion. The fiscal 1989 operating loss
equalied approximately $672.5 million. With fund balances from prior years depleted, the Commonwealth ended
the fiscal year with fund balances in deficit by $319.3 million. A related cash deficit as of the end of fiscal 1989
forced the State Treasurer to defer until fiscal 1990 certain fiscal 1989 disbursements, including the payment of
approximately $305.0 million in Local Aid. In order to fund the fiscal 1989 deficit, legislation was enacted in July
1989 providing for certain income tax increases and authorizing a borrowing payable by January 31, 1991 of not
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more than $475.0 million. The Legislature separately authorized certain Medicaid-related borrowings and direct
expenditures to pay $488.0 million for services provided to recipients of the Medicaid program in fiscal years prior
to fiscal 1990. See "COMMONWEALTH PROGRAMS AND SERVICES -- Medicaid and Group Health
Insurance”.

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 billion and the deficit at the end of the fiscal year equalled $1.104 billion. The fiscal
1990 deficit was financed, in arrears in the following year, from the proceeds of the $1.416 billion of Fiscal
Recovery Bonds issued under legislation enacted in July 1990. See "COMMONWEALTH BOND AND NOTE
LIABILITIES -- General Obligation Debt; Dedicated Income Tax Debt". Retroactive application of the proceeds
of such financing would have resulted in a fiscal 1990 positive closing balance of $258.3 million, on an adjusted
basis. In order to conserve cash at the end of the fiscal year, the Commonwealth deferred until fiscal 1991 the
disbursement of approximately $1.26 billion of Local Aid due in fiscal 1990.

in July 1989 the Governor vetoed certain provisions included in the budget legislation for fiscal 1990,
including approximately $273.0 million of appropriations. One of these vetoes occasioned a default by the
Commonwealth on a payment of $2.5 million due September 1, 1989 on a general obligation basis to the
Massachusetts Community Development Finance Corporation, to which the full faith and credit of the
Commonwealth had been pledged. After the enactment of a supplemental appropriation in the amount of
$2.5 million to meet such payment, the payment was made on September 17, 1990.

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

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

In addition to reducing spending to close the projected budget deficit, the new administration, in May 1991,
filed an amendment to its Medicaid state plan which enabled it to claim 50% federal reimbursement on
uncompensated care payments provided to certain hospitals in the Commonwealth. As a result, in fiscal 1991, the
Commonwealth obtained additional non-tax revenues in the form of federal reimbursements equal to approximately
$513.0 million on account of uncompensated care payments. This reimbursement claim was based upon then recent
amendments to federal law contained in the Omnibus Budget Reconciliation Act of 1990 and, consequently, on
relatively undeveloped federal laws, regulations and guidelines. At the request of the federal Health Care Financing
Administration, the Office of Inspector General of the United States Department of Health and Human Services has
conducted an audit of the reimbursement, the final results of which have not yet been reported to the
Commonwealth. The administration, which had reviewed the matter with the Health Care Financing Administration
prior to claiming the reimbursement, believes that the Commonwealth will prevail in the audit. Should it not
prevail, the Commonwealth would have the right to contest and appeal but could be required to repay all or part



of the Medicaid reimbursement, with interest, or to have such amount deducted from future reimbursement
payments.

After disbursement in full of the semi-annual Local Aid distribution of $1.018 billion due on June 28, 1991,
retirement of all the Commonwealth’s outstanding commercial paper and repayment of certain other short-term
borrowings, as of June 30, 1991, the end of fiscal 1991, the Commonwealth had a cash balance of $182.3 million.
The fiscal 1991 year-end cash position compared favorably to the Commonwealth’s cash position at the end of the
prior fiscal year, when the Commonwealth’s cash shortfall would have exceeded $1.1 billion had the distribution
of Local Aid not been postponed.

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

Budgeted expenditures were approximately $13.420 billion in fiscal 1992, which is $238.7 million, or
1.7%. lower than fiscal 1991 budgeted expenditures. Final fiscal 1992 budgeted expenditures were approximately
$300 million higher than the initial July 1991 estimates of budgeted expenditures. While certain expenditures were
less than originally estimated, spending for certain human services programs, in particular, was higher than initially
estimated, including an increase of $268.7 million for the Medicaid program and $50.0 million for mental
retardation consent decree requirements. Fiscal 1992 budgeted expenditures for Medicaid were $2.818 billion, or
1.9% higher than fiscal 1991. This increase compares favorably with the 19.0% average annual growth rate of
Medicaid expenditures for fiscal years 1988 through 199]. See "COMMONWEALTH PROGRAMS AND
SERVICES -- Medicaid and Group Health Insurance”.

Appropriations for the General Relief and Group Health Insurance programs were among the appropriations
reduced by the Governor prior to signing the fiscal 1992 budget. The Legislature overrode the Governor's $376.0
million reduction of the Group Health Insurance appropriation, in essence rejecting the 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
million, or 29.1%, from spending levels in fiscal 1991 for the General Relief program. See "COMMONWEALTH
PROGRAMS AND SERVICES -- Medicaid and Group Health Insurance" and “-- Public Assistance”.

Overall, the budgeted operating funds ended fiscal 1992 with an excess of revenues and other sources over
expenditures and other uses of $312.3 million and with positive fund balances of $549.4 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 (993 is $231.0 million.

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

1993 FISCAL YEAR
Development of Fiscal 1993 Budget

On January 22, 1992, the Governor submitted his fiscal 1993 budget recommendation of $13.992 billion.
The Governor's budget recommendation was based on a tax revenue estimate of $9.150 billion, which was
approximately $75.0 million, or 0.8%, less than then-estimated fiscal 1992 tax revenues of $9.225 billion. This
reduction in estimated tax revenues was attributable in part to a reduction in the Commonwealth’s personal income
tax rate on earned income and certain other income from 6.25% to 5.95%, which tock effect on January 1, 1992,
and on the assumption that a proposed further reduction in that rate to 5.75% would be adopted retroactive to the
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same date. The rate reductions were estimated to decrease fiscal 1993 tax revenues by $210 million and $140
million, respectively. The fiscal 1993 reduction in estimated tax revenues was also attributable in part to proposed
aew tax credits which were estimated to reduce tax revenues by approximately $52.0 million in fiscal 1993. See
"COMMONWEALTH REVENUES -- State Taxes".

On May 13, 1992, the chairpersons of the House and Senate Ways and Means Committees and the
Secretary for Administration and Finance jointly endorsed an estimate of tax revenues for fiscal 1993 of $9.685
billion, an increase of $460.0 million, or 5.0%, from then-estimated tax revenues for fiscal 1992, and an increcase
of $535.0 millien, or 5.8%, over the lax revenue estimate used in the Governor’s initial budget recommendation
for fiscal 1993. The jointly endorsed estimate of tax revenues for fiscal 1993 did not include the annualized impact
of the income and other tax reductions and credits proposed by the Governor, which the Executive Office for
Administration and Finance estimated to be $192.0 million.

On July 10, 1992, the Legislature passed the fiscal 1993 budget and presented it to the Govemor. The
budget passed by the Legislature was consistent with the joint revenue estimate, but differed in many significant
respects from the Governor’s recommended budget. On July 20, 1992 the Governor signed the Legislature’s
budget, but exercised his authority to veto certain "line-items”. In addition, as noted above, the Legislature has
enacted and the Governor has signed subsequent supplemental appropriation acts which have the effect of increasing
fiscal 1993 spending authority.

On November 17, 1992, the Legisiature authorized the partial funding of certain collective bargaining
agreements between the Commonwealth and its employees. These agreements, which were originally scheduled
to take effect in January 1991, included a three year increase in wage levels for Commonwealth employees of
approximately 13.7%. The legislative authorization effectively increases wage levels by 6% during the remainder
of fiscal 1993, and by approximately an additional 7% for fiscal 1994. This action increases the Commonwealth's
compensation obligations by approximately $39.8 million for fiscal 1993 and $173.8 million for fiscal 1994. The
Governor vetoed the legislation authorizing such funding due to then current fiscal conditions. However, the veto
was overridden by the Legislature and the pay raise was imptemented effective December 21, 1992.

Overview of Fiscal 1993 Budget

The fiscal 1993 budget is based on estimated budgeted revenue and other sources of $14.641 billion
(including the current tax revenue estimate of $9.940 billion). Concurrently with signing the fiscal 1993 budget,
the Governor vetoed or reduced approximately $315.0 million in line-item appropriations. In addition, the Governor
vetoed certain legislative riders to the fiscal 1993 budget which affected the ability of the Commonwealth to collect
an estimated $69.0 million of non-tax revenues otherwise available for fiscal 1993. The Legislature has overridden
the Governor's veto of approximately $200.3 million of fiscal 1993 budgetary spending authority. In addition, the
Legislature has extended certain fiscal 1992 spending authority to fiscal 1993. These actions will increase fiscal
1993 spending by $231.0 million. The fiscal 1993 budget, as signed by the Governor and including the additional
spending authonity noted above, is based upon budgeted expenditures of $14.976 billion, which is $1.556 billion
or 11.6% higher than fiscal 1992 budgeted expenditures. The fiscal 1993 budget presently anticipates that the
difference between estimated revenues and other sources and expenditures and other uses be provided for by
application of $319.4 million of the estimated $549.4 miltion beginning fund balance for fiscal 1993 to produce an
estimated ending fund balance for fiscal 1993 of approximately $230.0 million. See "FINANCIAL RESULTS --
Selected Financial Data -- Statutory Basis."

The Executive Office for Administration and Finance estimates that fiscal 1993 Medicaid expenditures will
be $3.100 billion, or 9.8% more than fiscal 1992 expenditures. The fiscal 1993 budget as enacted contains $3.0
billion in Medicaid spending authority. The Executive Office for Administration and Finance detormined in
September 1992 that a supplemental appropriation of approximately $46.0 million would be necessary lo satisfy
Medicaid obligations in fiscal 1993 and now estimates that an additional supplemental appropriation of approximately
$54.0 million will also be necessary. However, the $54.0 million increase is expected to be fully funded by
reimbursements from the federal government. In fiscal 1992, the administration developed and implemented certain
management initiatives to reform the Medicaid system. The fiscal 1993 budget assumes that such initiatives will
cave the Commonwealth $100.0 million in fiscal 1993. As fiscal 1993 will be the first full fiscal year such
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initiatives will be in effect, there can be no assurance that these initiatives will result in the savings estimated. The
failure to achieve these savings could result in further restructuring of the Medicaid program in order to achieve
equivalent fiscal 1993 savings. See "COMMONWEALTH PROGRAMS AND SERVICES -- Medicaid and Group
Health Insurance".

With regard to revenues, the fiscal 1993 budget depends on certain non-tax revenue sources, the availability
of which is subject to certain contingencies. The fiscal 1993 budget assumes continued federal reimbursements
related to uncompensated care payments. [t is currently expected that the amount of such federal reimbursements
in fiscal 1993 will be approximately $212.7 million.

The fiscal 1993 budget also assumes that the sale of certain assets will generate approximately $45.0 million
in non-tax revenues. There are currently no agreements to sell such assets, and the market for some or all of such
assets is unfavorable. The budget also assumes receipt of approximately $80.0 million from the MWRA under an
arrangement which would, among other things, relieve the MWRA of certain comparable future financial
commitments to the Commonwealth. The MWRA has entered into an agreement with the Commonwealth to pay
this amount to the Commonwealth by the end of fiscal 1993.

Tax revenues for fiscal 1993 are currently estimated to be $9.940 billion, or approximately $456.4 million
greater than tax revenues for fiscal 1992. This estimate reflects an upward revision from the original fiscal 1993
consensus tax estimate of $9.685 billion. This revised estimate. which was released on January 27, 1993, is based
on tax collections through December 31, 1992. Actual fiscal 1993 tax revenues received through January 31, 1993
exceeded the upper end of the year-to-date range established by the consensus tax estimate by approximately $60
million and were approximately $230 million or 4.3% above fiscal 1992 collections through January, 1992. The
Secretary for Administration and Finance will monitor fiscal 1993 revenues and prepare revised estimates of revenue
available to meet appropriations and other needs in the current fiscal year on a quarterly basis, if in his opinion a
change in the estimate is warranted. The Governor and the Secretary for Administration and Finance expect to
continue to meet with legislative leaders on a regular basis to monitor budgetary developments through fiscal 1993
and 1994,

As a result of the doubling of the deeds excise tax, the increased revenues from which will be retained by
county government, the estimate for fiscal 1993 expenditures has been reduced by approximately $15.25 million,
which represents county expenditures that will now be funded directly from the proceeds of the increased tax.

In September 1992 the Governor submitted legislation proposing various tax and other incentives for
businesses to locate or remain in the Commonwealth. The legislation included a phase-out of the capital gains tax
and up to $50 million of indirect loan guarantees. The legislation was not enacted during the 1992 legislative
session. However, portions of the legislation were refiled in January 1993, and the Legislature is now considering
a different version of the original legislation, including provisions for increasing the investment tax credit for
businesses, establishing a fund to assist biotechnology firms and various tax incentives to business.

Cash Flow

In December 1992, in accordance with the requirements of Section 43 of Chapter 133 of the Acts of 1992,
the State Treasurer and the Sccretary for Administration and Finance submitted to the Senate and House Ways and
Means Committees a cash flow projection showing an estimated fiscal 1993 year-end cash position of $337.2
million. The projection is based on the fiscal 1993 budget as signed by the Governor, and included the spending
authority vetoed by the Governor and subsequently overridden by the Legislature as well as approximately $66.4
million of additional tax revenues as a result of the cigarette tax initiative petition passed in November 1992 (sec
"COMMONWEALTH REVENUES -- State Taxes; Other Taxes and Limitations on Tax Revenues"). The endin g
balance included in the cash flow forecast and the estimated ending baiance for the Commonwealth’s operating
budget will differ due to timing differences and the effect of certain non-budget items. 1n addition, events occurring
subsequent to the preparation of this cash flow projection may cause the actual cash flow of the Commonwealth to
vary from the projected cash flow. The cash flow projection assumes that no more than $305.0 million of
short-term operating borrowings under the commercial paper program will be outstanding at any time durin g fiscal
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1993, See "COMMONWEALTH BOND AND NOTE LIABILITIES -- General Obligation Debt; Commonwealth
General Obligation Notes".

1994 FISCAL YEAR
Governor’s Budget Recommendation

On January 27, 1993, the Governor submitted his fiscal 1994 budget recommendation which called for
budgeted expenditures of approximately $15.208 billion. This recommended spending level is approximately $232.2
million, or 1.6%, over estimated budgeted expenditures for fiscal 1993 of $14.976 billion. Proposed budgeted
revenues for fiscal 1994 would exceed proposed budgeted expenditures by approximately $20.5 million. The
Governor’s recommendation projects a fiscal 1994 ending fund balance of $250.7 million, of which $198.8 million
will be in the Stabilization Fund. The Governor’s budget recommendation is based on a tax revenue estimate of
$10.460 billion, an increase of approximately $520 million, or approximately 5.2%, as compared to currently
estimated fiscal 1993 tax revenues of $9.940 billion. This increase from fiscal 1993 to fiscal 1994 is based on
estimates of real economic growth of approximately 1.75% and inflation of 2.75%, as well as additional fiscal 1994
revenues from the newly increased cigarette tax. The Governor's fiscal 1994 budget submission also proposes tax
reductions aggregating $30 million, including a tax credit for certain college tuition payments and a tax credit for
health insurance premiums paid by the elderly. See “COMMONWEALTH REVENUES -- State Taxes".

Under the Governor's budget recommendation, non-tax revenues are estimated to increase to $4.769 billion
in fiscal 1994, approximately $68.8 million, or 1.4%, over estimated non-tax revenues for fiscal 1993. Such non-
tax revenues would include proceeds from the sale of certain state assets ($51 million), including the state
transportation building in Boston. Federal reimbursements are expected to increase by approximately $152.8 million
in fiscal 1994, due mainly to increases in spending for human services programs reimburseable by the federal
government. In addition, the Governor’s fiscal 1994 budget submission recommends the establishment of new video
poker and keno games, which are each estimated to generate additional, net non-tax revenues of $50 million. The
proposed fiscal 1994 budget also recommends a $37.5 million reduction in certain motor vehicle registry fees.

The Governor’s fiscal 1994 budget proposal recommends $313.8 million in increased spending for certain
priority program expansions. The Governor’s budget proposal generally maintains current service levels for most
other programs but also provides for increased funding to reflect various factors including inflation, increased
medical costs, entitlement growth, higher debt service expenditures and salary increases enacted by the Legislature
in fiscal 1993. These increases total approximately $733 million.

The Governor’s fiscal 1994 budget proposal also reflects aggregate spending reductions of $517 million
for fiscal 1993 one-time costs, including approximately $185 million of fiscal 1993 expenditures for local elementary
and secondary education. Tt also reflects additional spending reductions of $238 million, as compared to fiscal 1993
levels. The Legislature is currently considering comprehensive education reform legislation that addresses
elementary and secondary education in the Commonwealth, including the method for financing local education
expenditures. If a satisfactory bill is enacted into law, the Governor intends to modify his fiscal (994 budget
proposal to include the $185 million in fiscal 1993 spending as well as an additional $175 million for local
elementary and secondary education. Other spending changes would be made to maintain a balanced budget. See
"COMMONWEALTH PROGRAMS AND SERVICES",

The Governor’s fiscal 1994 budget recommendation will now be taken up by the House Ways and Means

Committee as the first step of legislative consideration of the fiscal 1994 budget. See "THE GOVERNMENT --
Overview of the Budgetary Process" and "1993 FISCAL YEAR -- Development of Fiscal 1993 Budget”.
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COMMONWEALTH REVENUES

In order to fund its programs and services, the Commonwealth collects a variety of taxes and receives
revenues from other non-tax sources, including the federal government and various fees, fines, court revenues,
assessments, reimbursements, interest earnings and transfers from its non-budgeted funds. In fiscal 1992,
approximately §9.1% of the Commonwealth’s annual budgeted revenues were derived from state taxes. In addition,
the federal government provided approximately 17.4% of such revenues, with the remaining 13.5% provided from
departmental revenues and transfers from non-budgeted funds.

Distribution of Revenues

The following table sets forth the Commonwealth's actual revenues in its budgeted operating funds for fiscal
1988 through 1992 and estimated revenues for fiscal 1993,
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Commonwealth Revenues — Budgeted Operating Funds
(in millions)

Estimated
Fiscal Fiscal Fiseal Fiscal Fincal Fiscal
1988 1989 1990 1991(T) 1992(N 1993¢7)
Tax Revennes:
Alecholic Beverages $ 780 $ 758 $ 708 $ 662 $ 635 $ 610
Banks
Commercial 1110 125.2 64.5 27.4 17.6(%) 95.0
Savings 108.1 98.3 46.2 20.6 42.5 63.0
Cigarettes (1) 168.5 158.6 150.8 144.4 139.9 205.2
Corporations 771.8 887.1 698 .4 612.2 6438 640.0
Deeds (2} 558 452 362 30.1 322 340
Income 3,984.7 4,286.7 4,465.2(5) 5,045.1(5) 5,337.0 5,408.6
Inheritance and Egtate 254.7 258.6 276.4 249.5 2602 275.0
Insurance (3) 2430 3016 273.0 267.8 284.8 290.9
Motor Fuel 305.5 306.9 9 464.2 541.1 545.0
Public Utilities 74.0 n2 62.0 59.3 52.9 53.0
Racing 333 327 31.7 27.5 26.1 259
Room Gecupancy 50.2 57.9 36.6 56.0 55.9 58.0
Sales
Regular 1,357.7 1,445.9 1,370.5 1,392.1 1,443.6 1,551.2
Meals 2878 296.9 295.9 291.7 296.3 3150
Motor Vehicles 375.6 3412 290.0 2256 28.7 2050
Sub-Total--Sales 2,021.1 2,084.0 1,956 .4 1,909 4 1,978.6 2,171.2
Miscellaneous 102 24.6 27.6 152 7.5 82
Total 8.274.9 8.815.4 8,517.7 3.994.9 9.483.6 9,940.0
Non-Tax Revennes:
Federal Reimbursernents 1,493.8 1,542.0 1,717.5(6y  2,777.1(8) 2,393.5(8) 2,649 3(%)
Departmental and Other Revenues §51.0 949.1 1,131.7 1,249 1,187.3 1,301.5
Interfund Transfers from Non-budgeted
Funds and Other Sources (4) 6487 663.9 &41.3 656.6 663.9 7494
Buidgeted Non-Tax Revenves
and Other Sources 2,993.5 3,155.0 3,490.5 4,638.6 4,244 7 4,700.7
Budgeted Revenues and Other Sources 11 4 11,970.4 12.008.2 13,633.5 13,728.3 14,640.7
Mase Transit Assessments from
Municipalities 117.7 120.7 123.9 1302 130.9 1342
Interfund Transfers among Budgeted
Funds and Other Sources {4) 81.4 217.7 91.1 149.7 366.9 286.3

Total Revenues and Other Sources §11,467.5 $12,308 8 12,2232 §13.913.4 $14.226.1 15

2

SOURCE: Fiscal 1988-1992, Office of the Comptroller. Esimated Fiscal 1993, Executive Office for Administration and Finance.
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As a result of legislation enacted by voter initiative petition, this excise tax was increased effective January |, 1993, See "State
Taxes; Other Taxes."

At the end of the 1992 legislative session, the Legislature overrode the Governor’s veto of legislation that doubled the deeds excise
tax. The increased revenues are applied directly to county purposes and are not counted as Commonwealth revenues. See "State
Taxes; Other Taxes" and "1993 FISCAL YEAR — Overview of Fiscal 1993 Budget.”

Includes $6.8 million in 1988, $7.0 million in 1989, $7.6 million in 1990, $7.2 million in 199, $6.6 million in 1992 and an
estimatad $6.9 million in 1993, respactively, in fees collected by the Division of Insurance relating to high-risk insurance.
Interfund transfers represent accounting transfers which reallocate resources among funds. Fund deficit support transfers of $231.0
willion and $234.8 million for fiscal 1988 and 1991, respectively, have been eliminated to facilitate comparative analysis. Includes
tcansfars between the Stabilization Fund 2nd the budgeted operating funds. Transfers to the Stabilization Fund were $37.3 million,
$59.2 million and $170.0 million in fiscal 1988, 1991 and 1992, respectively. In fiscal 1989, $120.2 millicn was transferred from
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the Stabilization Fund to the General Fund. For fiscal 1993, it is estimated that $32.4 million will be transferred from the
Stabilization Fund 10 the General Fund. See "Federa] and Other Non-Tax Revenues” below.

(&3] Excludes $444.5 million collected in fiscal 1990 and $298.3 million collected in fiscat 1991 attributed to the temporary increase in
the income tax dedicated to the Commomwealth Liability Reduction Fund and the Medical Assistance Liability Fund.

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

¥ Includes the impact of tax law changes under Chapters 121 and 151 of the Acts of 1990. The total fiscal 1991 impact of the changes

is an estimated increase in tax revenues in the amount of $1.020 billion, while the fiscal 1992 and 1993 impacts of the changes are
estimated at $1.329 billion and $1.318 billion, respectively.

(&) Inchudes $513 million for fiscal 1991, $163.6 million for fiscal 1992 and an estimated $212.7 million for fiscal 1993 in federal
reimbursements resulting from claims for reimbursement of certain uncompensated care for Massachusetis hospitals. See
"EINANCIAL RESULTS -~ Fiscal Years 1988 Through 1992" and "1993 FISCAL YEAR™.

(L] Reflects settlement of certain litigation, see "State Taxes; Business Corporations Tax".

State Taxes

The major components of state taxes are the income tax, which accounts for 54.4% of total projected tax
revenues in fiscal 1993, the sales and use tax, which accounts for 21.8%, and the business corporations tax, which
accounts for 6.4%. Other tax and excise sources account for the remaining 17.4% of total tax revenues.

Income Tax. The Commonwealth assesses personal income taxes at flat rates, according to classes of
income, after specified deductions and exemptions. Traditionally, a rate of 5% has applicd to income from
employment, professions, trades, businesses, partnerships, rents, royalties, taxable pensions and annuities and
interest from Massachusetts banks; and a rate of 10% has applied to other interest (although interest on obligations
of the United States and of the Commonwealth and its political subdivisions is exempt), dividends and net capital
gains (after a 50% deduction).

Current income tax rates, however, reflect increases enacted in 1990. To provide revenues to pay the debt
service on both the fiscal 1989 deficit and Medicaid-related borrowings, legislation was enacted in July 1989
effectively raising the tax rate for tax year 1989 to 5.375% and for tax year 1990 to 5.75%. Under the legislation,
the additional revenues resulting from the tax were to be credited to two non-budgeted funds established pursuant
to the legislation (the Commonwealth Liability Reduction Fund and the Medical Assistance Liability Fund) and all
such revenues, and the investment earnings thereon, were impressed with a trust to pay the fiscal 1989 deficit and
Medicaid-related borrowings (all of which have been retired). See "FINANCIAL RESULTS -- Fiscal Years 1988
Through 1992, The additional income tax enacted in 1989 is estimated to have increased the Commonwealth’s
income tax receipts for fiscal 1990 and 1991 by approximately $444.5 million and $298.3 million, respectively.

Chapter 121 of the Acts of 1990 further increased the income tax rates on both types of income described
above, The tax rate on income traditionally taxed at 5%, including income from employment, professions, trades,
businesses, partnerships, rents, royalties, taxable pensions and annuities and interest from Massachusetts banks, was
increased to 5.95% for tax year 1990, increasing further to 6.25% for tax year 1991 and returning to 5.95% for
tax year 1992 and subsequent years. The income tax rate on other interest (excluding interest on obligations of the
United States and of the Commonwealth and its subdivisions), dividends and net capital gains (after a 50%
deduction) was increased to 12% for tax year 1990 and subsequent years. The increases effected by the 1990 tax
legislation are estimated to have had a positive impact on fiscal 1991 and 1992 income tax revenues of $700.0
million and $894.0 million, respectively. These increases are estimated to have a positive impact on fiscal 1993
income tax revenues of $865.0 million. Under Chapter 151 of the Acts of 1990 up to 15% of state income tax
revenue is pledged to the payment of debt service on approximately $1.244 billion of outstanding Fiscal Recovery
Bonds issued pursuant to Chapter 15(. See "COMMONWEALTH BOND AND NOTE LIABILITIES - General
Obligation Debt; Dedicated Income Tax Debr".

Revenues from state income taxes were $3.985 billion in fiscal 1988. Partially as a result of income tax
rate increases, state income tax revenues increased steadily in fiscal 1989, 1990 and 1991 to, respectively, $4.287
billion, $4.465 billion (excluding $444.5 million collected pursuant to the 1989 tax legislation) and $5.045 billion
{excluding $298.3 million collected pursuant to the 1989 tax legislation). These figures represent an average annual
increase over the period fiscal 1988 to 1991 of approximately 8.2%. State income tax revenues in fiscal 1992 were
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$5,337 billion, which represents an increase from fiscal 1991 of approximately 5.8%. The fiscal 1993 budget relies
on income tax revenues of $5.409 billion, an increase of 1.3% from fiscal 1992,

Sales and Use Tax. The Commonwealth imposes a 5% sales tax on retail sales of certain tangible
properties (inciuding 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 into the Commonwealth. However, food,
clothing, prescribed medicine, materials and produce used in food production, machinery, materials, tools and fuel
used in certain industries, and property subject to other excises (except for cigarettes) are exempt from sales
taxation. The 1990 tax legislation extended the sales and use tax to sales of electricity, gas and steam for certain
nonresidential use and to nonresidential and most residential use of telecommunications services. Additional revenue
resulting from this extension of the sales and use tax is estimated at $113.0 million for fiscal 1991 and $i80.0
millien for fiscal 1992, the first full year impact of the change.

Annual sales and use tax revenues increased from $2.021 billion in fiscal 1988 to $2.084 billion in fiscal
1989. They then declined to $1.956 billion in fiscal 1990 and $1.909 billion for fiscal 1991. Sales and use tax
revenues increased to $1.979 billion in fiscal 1992 and are estimated at $2.171 billion in fiscal 1993,

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 tax
is $456. Both rates and the minimum tax include a 14% surtax. Annual revenues from the business corporations
tax have declined significantly in recent years, from the high of $887.1 million in fiscal 1989 to $612.2 million in
fiscal 1991. Business corporation tax revenues were $643.8 million in fiscal 1992, representing an increase of $31.6
mitlion, or 5.2 %, from fiscal 1991. For fiscal 1992, the excise tax on commercial and savings banks yielded $60. 1
million, representing an increase of approximately 25.2% over fiscal 1991. Due 1o the settlement by the Department
of Revenue of a case pending before the Appellate Tax Board, the Commonwealth paid a taxpayer commercial bank
$37.0 million, thus reducing revenues from the commercial and savings bank excise tax in fiscal 1992 from $97.1
million to $60.1 million. Fiscal 1993 tax revenues from corporations and banks are estimated to be $640.0 million
and $158.0 million, respectively.

Other Taxes. Other tax revenues of the Commonwealth are currently projected to total $1.562 billion in
fiscal 1993, an increase of 6.8% over fiscal 1992, 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 1990 tax legisiation increased the motor fuels excise tax per gallon from 11 cents to 17 cents,
effective July 28, 1990, and then to 21 cents effective January 1, 1991. The resulting increase in revenue from the
motor fuels excise tax is estimated to have been $175.4 million for fiscal 1991 and $254.8 million for fiscal 1992,
the full year impact of the change. The Commonwealth is authorized to issue special obligation highway bonds
secured by a pledge of all or a portion of the Highway Fund, including revenues derived from all or a portion of
the motor fuels excise tax. The Commonwealth issued $103,770,000 of special obligation bonds on June 24, 1992
secured by a pledge of 2 cents of the 21 cent motor fuel excise tax imposed on gasoline. The portion of the motor
fuel excise tax currently pledged to the special obligation bonds is estimated to be $51.9 million in fiscal 1993. The
Commonwealth may in the future issue additional special obligation bonds secured by all or additional portions of
the motor fuels excise tax. See "COMMONWEALTH BOND AND NOTE LIABILITIES -- Special Obligation
Debt".

On November 3, 1992, legislation was enacted by voter initiative petition which imposed, as of January
1, 1993, a new excise tax of .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 expected to be deposited in the Health Protection Fund are
estimated to be $70.1 million and $119.0 million in fiscal 1993 and fiscal 1994, respectively. In his fiscal 1994
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budget submission, the Governor proposed using these amounts for smoking and other eligible prevention programs
in fiscal 1993 and fiscal 1994, in accordance with the terms of the initiative.

Tn addition, in January 1993, the Legislature overrode the Governor's veto of a 100% increase in the deeds
excise tax. The increased revenues from this excise tax, estimated by the Executive Office for Administration and
Einance to be approximately $15.25 million for fiscal 1993, will be retained by county governments and applied
to certain county costs. The availability of these revenues will reduce Commeonwealth expenditures for county
purposes by an equal amount.

Estate Tax Revisions. The fiscal 1993 budget included legislation which gradually phases out the current
Massachusetts estate tax and replaces it with a "sponge tax" in 1997. The "sponge tax" is based on the maximum
amount of the credit for state taxes allowed for federal estate tax purposes. The estate tax is phased out by means
of annual increases in the basic exemption from the current $200,000 level. The exemption is increased to $300,000
for 1993, $400,000 for 1994, $500,000 for 1995 and $600,000 for 1996. In addition, the legislation includes a full
marital deduction starting July 1, 1994. Currently the mantal deduction is limited to 50% of the Massachusetts
adjusted gross estate. The static fiscal impact of the phase out of the estate tax is estimated to be $2.2 million in
fiscal 1993, $24.8 million in fiscal 1994 and $72.5 million in fiscal 1995.

Tax Revenue Forecasting

Under state law, on or before August 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 fiscal year. On that same date, the
Secretary also estimates revenues for the following fiscal year. On or before October 15, January 15 and April 13,
the Secretary is required to submit revised estimates unless, in his opinion, no significant changes have occurred
since the last estimate of total available revenues. 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.

In the past several years tax revenue forecasting has been complicated by uncertainty about the national and
state economies, federal and state tax law changes and decisions in certain state court cases affecting tax collections.
In addition, certain tax revenues are difficult to predict with accuracy because of the variety of direct and indirect
economic and non-economic factors affecting receipts. During each of the fiscal years 1988 through 1991, the
official tax revenue forecasts made at the beginning of the year proved to be substantially more optimistic than the
actual results. In June 1987 the Executive Office for Administration and Finance projected lax revenue growth of
7 4% for fiscal 1988; actual tax revenue growth for the year was 2.1%. The June 1988 tax revenue estimate for
fiscal 1989 was for 10.9% growth; actual tax revenue growth for the year was 6.5%. 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%. Sec “FINANCIAL RESULTS -- Fiscal Years 1988 Through 1992".

The fiscal 1992 budget initially was based on the joint tax revenue estimate of $8.292 billien, a 7.8%
decrease from fiscal 1991. Actual fiscal 1992 tax revenues were £9.483 billion, a 5.4 % increase over fiscal 1991.
See "FINANCIAL RESULTS -- Fiscal Years 1988 Through 1992".

On April 7, 1992, Special Subcommittees of the House and Senate Ways and Means Comumittees and the
Secretary for Administration and Finance held a public hearing to solicit testimony from private sector
representatives concerning the Massachusetts economic and tax revenue forecasts for fiscal 1993, Representatives
from four private organizations presented their estimates as of the hearing date for fiscal 1993 tax revenues of the
Commonwealth. The Massachusetts Taxpayers Foundation estimated fiscal 1993 tax revenues at $9.2 billion; Data
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Resources, Inc. and The Beacon Hill Institute estimated tax revenues in the $9.5 billion range; and Fred Breimyer
of State Street Bank and Trust Company estimated tax revenues at $9.7 billion. On May 7, 1992, the Massachusetts
Taxpayers Foundation revised its estimate of fiscal 1993 tax revenues to $9.58 billion.

On May 13, 1992, 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 1993 of $9.685 billion, an
increase of $201.4 million, or 2.1%, from tax revenues for fiscal 1992, The fiscal 1993 budget was based upon
this tax revenue estimate. The Executive Office for Administration and Finance currently estimates total fiscal 1993
tax revenues to be $9.940 billion. See "1993 FISCAL YEAR -- Overview of Fiscal 1993 Budget".

Federal and Other Non-Tax Revenues

Revenues from the federal government are received through reimbursements for the federal share of
federally mandated programs such as Medicaid and Aid to Families with Dependent Children ("AFDC"). The
amount of federal reimbursements received by the Commonwealth is determined by the amounts of state
expenditures for such programs. Federal reimbursements increased from $1.494 billion in fiscal 1988 to $1.718
billion in fiscal 1990, representing an average annual increase of approximately 7.2%. In fiscal 1991, federal
reimbursements increased by 61.7% to $2.777 billion, owing mainly to the $513.0 million reimbursement of
uncompensated care payments. See "FINANCIAL RESULTS -- Fiscal Years 1988 Through 1992". Federal
reimbursements in fiscal 1992 decreased by $383 million to approximately $2.394 billion, reflecting a decrease of
$349 million in uncompensated care payments. In fiscal 1993, federal reimbursements are estimated 1o increase
te $2.650 billion as a result of increased spending for certain entitlement programs.

Departmental and other non-tax revenues are derived from licenses, registrations and fees generated through
cash transactions and reimbursement and assessments for services. Annual revenues from these sources increased
from $851.0 million in fiscal 1988 to $1.205 billion in fiscal 1991, representing an annual average increase of
approximately 12.3%, but decreased 1.5% to $1.187 billion in fiscal 1992. Annual revenues from these sources
are estimated to increase to $1.302 billion in fiscal 1993,

The projected increase in departmental and other non-tax revenues from fiscal 1992 to fiscal 1993 is the
result of certain initiatives, including $70.0 million resulting from changes in the state’s abandoned property law,
and $24.0 million from the acceleration of certain motor vehicle licenses. Commencing in fiscal 1990, the
Commonwealth, through the Office of the Comptroller and other organizations, has initiated numerous projects to
improve the management and collection of federal and departmental revenues. These efforts have contributed to
the revenue increases and such projects continue through fiscal 1993,

The Commonwealth is authorized to issue special obligation highway bonds secured by a pledge of all or
a portion of the Highway Fund, including revenues derived from all or a portion of certain motor vehicle license
and registration fees. The Commonwealth issued $103,770.000 special obligation bonds on June 24, 1992 secured
by a pledge of 2 cents of the 2i-cent motor fuel excise tax imposed on gasoline. The Commonwealth may in the
future issue additional special obligation bonds secured by all or a portion of the balance of such excise tax and
motor vehicle license and registration fees. See "COMMONWEALTH BOND AND NOTE LIABILITIES --
8pecial Obligation Debt."

Interfund transfers and other sources from non-budgeted funds are estimated to total $749.4 million in fiscal
1993, an increase of 12.9% compared to fiscal 1992. 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 $453.5 million, $541.2 million, $568.6 million, $547.6 million,
and $558.0 million in fiscal 1988 through 1992, respectively. The $85.5 million increase from fiscal 1992 to fiscal
1993 is the result of certain initiatives, including a one-time $80 million payment from the MWRA related to certain
debt service obligations of the authority and $45 million from the projected sale of Commonwealth assets.

In fiscal 1988 and 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 $231.0 million and
$234.8 million for fiscal 1988 and 1991, respectively. These fund deficit transfers have been eliminated from the
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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. In September 1992, the Comptroller changed the presentation of interfund transfers between
the General Fund and the Stabilization Fund. This action more appropriately reflects the Stabilization Fund as a
separatc entity on a statutory basis; it had previously been included as part of the General Fund. Transfers to the
Stabilization Fund were $37.3 million, $59.2 million and $170.0 million in fiscal 1988, 1991 and 1992, respectively.
In fiscal 1989, $120.2 million was transferred from the Stabilization Fund to the General Fund. For fiscal 1993,
it is estimated that $32.4 million will be transferred from the Stabilization Fund to the General Fund.

Limitations on Tax Revenues

In Massachusetts efforts to limit and reduce levels of taxation have been under way for several years.
Limits were established on state 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 revenues as defined herein the
Commonwealth will give priority attention to the funding of state financial assistance to local governmental units,
obligations under the state governmental pension systems, and payment of principal and interest on debt and other
obligations of the Commonwealth".

The legislation enacted in Octaber 1986, which added Chapter 29B to the General Laws. also establishes
an allowable state revenue growth factor by reference to total wages and salaries in the Commonwealth. However,
rather than utilizing a three-year average wage and salary growth rate, as used by Chapter 62F, Chapter 29B utilizes
an allowable state revenue growth factor equal to one-third of the positive percentage gain in 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 (i) income derived
from local option taxes and excises, and (ii) revenues needed to fund debt service costs.

Tax revenues in fiscal 1988 through fiscal 1992 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 1993 will not reach the limit imposed by either of these statutes.

In January 1992 the Governor announced his intention to seek an amendment to the state constitution that

would require any Commonwealth tax increase to receive at least a two-thirds majority vote of each branch of the
Legislature. No action has yet been taken on this proposal.
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COMMONWEALTH PROGRAMS AND SERVICES

From fiscal 1988 to fiscal 1990 budgeted expenditures of the Commonwealth increased at an average annual
rate of approximately 6.7%. Fiscal 1991 budgeted expenditures were $13.655 billion, or a 3.0% increase over
fiscal 1990 budgeted expenditures. For fiscal 1992, budgeted expenditures were $13.420 billion, representing a
decline of 1.7% from the level of budgeted expenditures in fiscal 1991. See "FINANCIAL RESULTS -- Fiscal
Years 1988 Through 1992". It is estimated that fiscal 1993 budgeted expenditures will be $14.976 billion, an
increase of 11.6% over fiscal 1992 levels. See "1993 FISCAL YEAR -- Overview of Fiscal 1993 Budget”. The
Governor’s proposed fiscal 1994 budget recommends budgeted expenditures of $15.208 billion, an increase of 1.6%
over estimated fiscal 1993 expenditures. See "1994 FISCAL YEAR".

Commonwealth expenditures since fiscal 1988 largely reflect significant growth in several programs and
services provided by the Commonwealth. The following table identifies certain major spending categories of the
Commonwealth and sets forth the budgeted expenditures for each fiscal year within each category.

Commonwealth Expenditures - Budgeted Operating Funds
(in millions}

Estimated

Expenditure Fiseal Fiscal Fiscal Fiscal Fiscal Fiscal
Category 1988 1989 1990 1991 1992 1993
Direct Local Aid (1) $2,768.9 $2,960.9 $2.936.9 52,6083 32,3589 $2,551.0
Medicaid 1.641.5 1,833.5 2.120.6(2) 2,765.3(3) 2.817.7(4) 3,100.0(4)(5)
Group Health Insurance 281.7 341.4 433 .4 446.0 466.1 509.1
Public Assistance 838.2 924.3 1,000.9 1,092.3 1,065.0 1,089.1
Debt Service (6) 563.7 6498 7709 9423 8983 1,195.1
Pensions 600.2 659.7 671.9 703.9 751.5 873.8
Higher Education 745.8 T43.4 T01.9 608.6 534.0 547.00
MBTA and RTA’s 2741 309.5 1545 406.1 9.6 526.8
Other Program Expenditures 3,855.6 4.189.1 4,222.0 4.021.7 4,069.9 4,584.2
Interfund Transfers to Non-budgeted Funds(B) 68.6 31.3 46.7 64.0 8.5 a0
Budgeted Expenditures and

Other Uses 11,6383 12,6429 13,1597 13,658.5 13,419.8 14.976.1
Payment of Municipal Mass Transi

Assessments 10 the MBTA and RTA's 117.7 120.7 123.9 1302 130.9 134.2
Interfund Transfers among Budgeted

Funds and Other Uses(8) 81.4 217.7 91.1 149.7 3669 286.3
Other Adjustments(%) - . - (3.8) 3.%) {16.0)

Total Expenditures and Other Uses $11,837.4 3129813 $13,474.7 $13.934.6 §13,913.8 $15,380.6

SOURCE: Fiscal 1988-1992, Office of the Comptroller. Estimated fiscal 1993, Executive Office for Administration and Finance.

{1 Aid reported ta cities, towns and regional school districts by the Department of Revenue on its official communication. the so-called
"cherry sheet”, excluding certain pension funds.

2 Fiscal 1990 Medicaid expenditures do not include $488.0 million in retroactive rate adjustments and spending related 1o services
rendered in prior fiscal years which were funded in the non-hudgeted Medical Assistance Liability Fund.

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

(4) [ncludes expenditures of $50.0 million in fiscal 1992 and $50.0 million in fiscal 1993 for retroactive rate adjustments and seitlements.

(5 Includes $3 000 hillion in budgeted spending authority contained in the fiscal 1993 budget and $100.0 million in yet to be enacted

supplemental appropriations.
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(6} Excludes debt service on notes issued under 1989 tax legislation 10 fund the fiscal 1989 deficit and certain Medicaid-related expenses,
See "FINANCIAL RESULTS--Fiscal Years 1988 Through 1992". Reflects reduction of fiscal 1992 debt service by $261 .0 million
a8 & result of the issuance of refunding bonds during fiscal 1992.

N Reflects the transfer of $75.0 million in related wition revenue and spending to an off-budget trust, See "Higher Education”.

8 Interfund transfers represent accounting transfers which reallocate resources among funds. Interfund deficit support transfers for fiscal
1988 and 1991 of $231.0 million and $234.8 million, have been eliminated to facilitate comparative analysie. Includea interfund
transfers between the Stabilization Fund and the budgeted operating funds. Transfers to the Stabilization Fund were $37.3 million,
$59.2 million and $170.0 million in fiscal 1988, 1991 and 1992 respectively. In fiscal 1989, $120.2 million was tranaferred from
the Stabilization Fund to the General Fund. In fiscal 1993, it is estimated that $32.4 million will be transferred from the Stahilization
Fund to the General Fund.

% Primarily represents surpluses in the Intragovermental Service Fund.

Local Aid

Proposition 2 1/2. In November 1980, voters in the Commonwealth approved a statewide tax limitation
initiative petition, commonly known as Proposition 2 1/2, to constrain levels of property taxation and to limit the
charges and fees imposed on cities and towns by certain governmental entities, including county governments.
Proposition 2 1/2 is not a provision of the state constitution and accordingly is subject to amendment or repeal by
the Legislature. Proposition 2 1/2, as amended to date, limits the property taxes that may be levied by any city or
town in any fiscal year to the lesser of (i) 2.5% of the full and fair cash valuation of the real estate and personal
property therein, and (ii) 2.5% over the previous year’s levy limit plus any growth in the tax base from certain new
construction and parcel subdivisions. Proposition 2 1/2 also limits any increase in the charges and fees assessed
by certain governmental entities, including county governments, on cities and towns to the sum of (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 override provisions
and, in addition, permits debt service on specific bonds and notes and expenditures for identified capital projects
to be excluded from the limits by a majority vote at a general or 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
rol} back property taxes with a concurrent loss of revenues. Between fiscal 1981 and fiscal 1991, the aggregate
property tax levy grew from $3.347 billion to $4.775 billion, representing an increase of approximately 42.7%.
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 63%.

Many communities have responded to the limitations imposed by Proposition 2 1/2 through statutorily
permitted overrides and exclusions. Approximately 227 communities voted on one of the three types of referenda
questions (override of levy limit, exclusion of debt service, or exclusion of capital expenditures) for application in
fiscal 1991. Of these cities and towns, 138, or 61%, passed at least one question, For fiscal 1992, 116
communities attempted at least one of the three types of referenda questions, with 82 passing at least one. While
the number of attempted overrides decreased in fiscal 1992, the rate at which the cities and towns passed referenda
questions increased to 70%. Although Propasition 2 1/2 will continue to constrain local property tax revenues,
significant capacity exists for overrides in every community. See "Commonwealth Financial Support Jor Local
Governments".

Commonwealth Financial Support for Local Governments. During the 1980s, the Commonwealth increased
payments to its cities, towns and regional school districts ("Local Aid") to mitigate the impact of Proposition 2 1/2
on local programs and services. In fiscal 1993, approximately 27% of the Commonwealth’s budget is estimated
to be allocated to Local Aid. Local Aid payments to cities, towns and regional school districts take the form of both
direct and indirect assistance. Direct Local Aid consists of general revenue sharing funds and specific program
funds sent directly to local governments and regional school districts as reported on the so-called "cherry sheet”
prepared by the Department of Revenue, excluding certain pension funds and nonappropriated funds. Generally,
the direct Local Aid revenue-sharing component is distributed on the basis of a so-called "needs-based” equalizing
formula designed to provide more Local Aid to the Commonwealth’s poorer communities. Lottery proceeds
distributed to cities and towns. which are distributed in accordance with a different equalizing allocation mechanism,
constitute the remainder of the general revenue-sharing portion of direct Local Aid. The majority of the specific
program funds included in direct Local Aid provide assistance for local education services, including school building
construction, aid to low-spending city. town and regional school districts, aid to regional schools and a new program
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contained in the fiscal 1993 budget which provides education grants on a per-pupil basis to every city and town.
In addition to direct Local Aid, the Commonwealth has provided substantial indirect aid to local governments,
including, for example, payments for MBTA assistance and debt service, pensions for teachers, pension
cost-of-living allowances for municipal retirces, housing subsidies and the costs of courts and district attorneys that
formerly had been paid by the counties.

Direct Local Aid increased from $2.769 billion to $2.961 billion from fiscal 1988 to 1989 and declined in
the past three fiscal years from $2.937 billion in fiscal 1990 to $2.359 billion in fiscal 1992. It is estimated that
fiscal 1993 expenditures for direct Local Aid will be $2.551 biilion, which is an increase of approximately 8.1%
above the fiscal 1992 level. The additional amount of indirect Local Aid provided over and above direct Local Aid
was approximately $1.265 billion in fiscal 1992. Itis estimated that in fiscal 1993 approximately $1.529 billion
of indirect Local Aid will be paid. The Governor's proposed fiscal 1994 budget includes approximately $2.389
billion and $1.628 billion of direct Local Aid and indirect Local Aid, respectively.

Initiative Law. A statute adopted by voter initiative petition at the November 1990 statewide election
regulates the distribution of Local Aid to cities and towns. This statute requires that, subject to annual
appropriation, no less than 40% of collections from personal income taxes, sales and use taxes, corporate excise
taxes and lottery fund proceeds be distributed to cities and towns. Under the law, the Local Aid distribution to each
city or town would equal no less than 100% of the total Local Aid received for fiscal 1989. Distributions in excess
of fiscal 1989 levels would be based on new formulas that would replace the current Local Aid distribution
formulas. By its terms, the new formula would have called for a substantial increase in direct Local Aid in fiscal
1992, and would call for such an increase in fiscal 1993 and in subsequent years. However, Local Aid payments
expressly remain subject to annual appropriation, and fiscal 1992 appropriations for Local Aid did not meet, and
fiscal 1993 appropriations for Local Aid do not meet, the levels set forth in the initiative law.

Medicaid and Group Health Insurance

In recent years, health care related costs have risen dramatically in the Commonwealth and across the
nation, and the increase in the Commonwealth’s Medicaid and group health insurance costs reflects this trend. The
Comumnonwealth has instituted various reforms in order to control the rate of expenditure growth in these areas. In
fiscal 1991 and 1992 the Commonwealth instituted various additional reforms in its health care system, particularly
with respect to Medicaid. These include rate initiatives for long-term care, revised nursing home admissions
criteria, expanded recovery of third party liability payments and extensive use of managed care.

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 Department of Public Welfare {an agency within the
Executive Office of Health and Human Services), is 50% funded by federal reimbursements.

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 1988, 1989, 1990 and 1991, Medicaid expenditures were $1.642 billion, $1.834 billion, $2.121
billion, and $2.765 billion (including $194 million paid in respect of retroactive provider setlements), respectively,
representing an average annual increase of 19.0%. See "COMMONWEALTH PROGRAMS AND SERVICES --
Table of Commonwealth Expenditures-Budgeted Operating Funds”. Expenditures for fiscal 1992 were $2.818
billion, an increase of 1.9% over fiscal 1991 expenditures. The Executive Office for Administration and Finance
estimates that fiscal 1993 Medicaid expenditures will be approximately $3.100 billion, an increase of 9.8% over
fiscal 1992 expenditures. The Governor’s fiscal 1994 budget recommends $3.228 billion for Medicaid expenditures,
an increase of 4.1% over estimated fiscal 1993 expenditures.

Substantial Medicaid expenditures in recent years have been provided through supplemental appropriations
because program requirements have consistently exceeded initial appropriations. In addition, substantial amounts
have been required to cover retroactive settlement of provider payments. In fiscal 1990, in addition to current
expenditures, the Commonwealth financed, through the issuance of notes, payments of $356.0 million to hospitals
and nursing homes for rate settlements dating back as far as 1980 and $132.0 million for program expenses incurred
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in fiscal 1989. These payments were made through the Medical Assistance Liability Fund established to fund certain
Medicaid liabilities for prior years and were not included in the fiscal 1990 expenditure of $2.121 billion stated in
the preceding paragraph. In fiscal 1991, expenditures of $194.2 million were made to fund prior year provider
settlements. See “FINANCIAL RESULTS -- Fiscal Years 1988 Through 1992". Medicaid expenditures for fiscal
1992 of $2.818 billion include $50.0 million for prior year provider settlements. Fiscal 1993 Medicaid
appropriations currently total $3.000 billion and the Executive Office for Administration and Finance is currently
assuming additional supplemental appropriations of $100.0 million, which includes $46.0 million originally estimated
to be necessary in Scptember, 1992 and an additional $54.0 million now expected to be required. The $54.0 million
increase is expected to be fully funded by additional reimbursements from the federal government. Fiscal 1993
Medicaid expenditures include $50.0 million for prior year provider settlements.

The large Medicaid expenditure increases experienced in recent years have been driven by several forces,
including rising health care costs in general and, in particular, forces affecting the aggregate cost of long-term care
for the elderly. Medicaid costs in the long-term care area increased from $769.7 million in fiscal 1988 to
approximately $1.39 billion in fiscal 1992. The largest portion of these costs is for nursing home care. The
Commonwealth has a significantly larger portion of its elderly population living in nursing homes than the national
average. 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 ranges from $25,000 to $30,000. Over 35,000 eiderly and disabled citizens will be cared for
in nursing homes through Medicaid in fiscal 1992 and 1993. 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.

Other factors also contribute to increases in Medicaid expenditures, including caseload growth in
categorically eligible groups such as families in the AFDC program and AIDS-related cases. Higher unemployment
levels are also, in part, responsible for caseload growth. New federal mandates for Medicaid eligible services also
increase Medicaid costs. The total Medicaid caseload for fiscal 1993 is expected to reach 650,000 recipients
(approximately 11% of the population of the Commonwealth), as compared to 445,509 recipients in fiscal 1988.

To further stem the considerable annual cost increases in the Medicaid program, the administration has
commenced the implementation of a managed care program, which is in addition to major rate control initiatives
implemented since fiscal 1991. A waiver of federal regulations granting recipients freedom of choice of provider
recently was approved by federal authorities. This waiver enables the program 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 8 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 point and coordinated nursing home diversion services for elderly
Medicaid recipients. This comprehensive managed care approach to Medicaid administration, combined with other
discrete savings initiatives, such as the repricing and buy-in of Medicare services for Medicaid recipients and
restrictions, both financial and clinical, on nursing home eligibility, are assumed in the fiscal 1993 budget to produce
savings of $100 million. As fiscal 1993 will be the first full fiscal year such initiatives will be in effect, there can
be no assurance that these initiatives will result in the savings estimated. The failure to achieve these savings could
result in further restructuring of the Medicaid program in order to achieve equivalent fiscal 1993 savings.

Group Health Insurance. The Group Insurance Commission provides individual and family health
insurance coverage for Commonwealth employees and retirees. Coverage is provided through an indemnity plan,
currently administered by the John Hancock Mutual Life Insurance Company, and through 14 health maintenance
organizations. The Commonwealth currently pays approximately 90% of the enrollees® costs. For several years
group health insurance expenditures were the fastest growing expense item in the Commonwealth’s budget. These
costs rose at an average annual rate of 16.6% from $281.7 million in fiscal 1988 to $446.0 million in fiscal 1991.
Group health insurance expenditures in fiscal 1992 were $466.1 million and are estimated to be $509.1 million in
fiscal 1993, representing an increase of 9.2%. The Governor has proposed fiscal 1994 expenditures of $474.9
million for group health insurance, a decrease of 6.7% from estimated expenditures for fiscal 1993. The reduced
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rate of increase in these expenses in fiscal 1991, 1992 and 1993 is attributable, in part, 1o rate negotiations with
providers, reductions in the state work force, increased management of the Commonwealth’s indemnity plan, and
changes in benefits and copayments approved by the Group Insurance Commission. The projected decrease in fiscal
1994 reflects scveral savings proposals, including establishing a preferred provider organization, a managed mental
health/substance abuse program and a redesigned indemnity plan for state employees ($24.2 million projected
savings) and increasing the employee health insurance contribution from 10% to 20% ($47.0 million projected
savings).

Public Assistance

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

Public Assistance Program Expenditures
(in millions)

Estirnated
Category of Public Fiscal Fiscal Fiscal Fiscal Fiscal Fiscal
Assistance 1988 1989 1990 1991 1992 1993
AFDC (1) 3604.6 $654.0 $700.3 $758.1 $772. $812.0
EAEDC (formerly 113.2 131.2 161.9 189.6 131.5 92.4
General Reliefy (2)
S8 (3) 120.4 139.] 138.7 1a4.6 1613 184.7
Total 838.2 924.3 $1.000.9 $1,092.3 1,065.0 1,089.1

SOURCE: Fiscal 1988-1992, Office of the Comptrotler. Estimated fiscal 1993, Executive Office for Administration and Finance.

[4)] Includes expenditures for Emergency Assistance, a component of AFDC designed to prevent homelessness and to shelter
income-eligible families when they become homeless.

) Includes outpatient medical services to EAEDC recipients.

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

AFDC is currently 50% funded by federal reimbursements. Increasing caseloads since fiscal 1988, plus
legislatively-mandated annual cost-of-living adjustments through fiscal 1989, have caused AFDC expenditures to
rise at an average annual rate of approximately 7.8% from $604.6 million in fiscal 1988 to $758.1 million in fiscal
1991. AFDC expenditures for fiscal 1992 were $772.2 million, representing an increase of 1.9% over fiscal 1991.
AFDC expenditures for fiscal 1993 are projected to be $812.0 million, a 5.2% increase over fiscal 1992,

EAEDC (formerly General Relief) is funded entirely from state funds. Rising caseloads since fiscal 1988,
plus annual cost-of-living adjustments through fiscal 1989, caused expenditures to rise at an average annual rate of
approximately 18.8%, from $113.2 million in fiscal 1988 to $189.6 million in fiscal 1991. EAEDC expenditures
for fiscal 1992 were $131.5 million in fiscal 1992, a 30.6% decrease from expenditures for General Relief in fiscal
1991. Fiscal 1993 EAEDC expenditures are projected to be $92.4 million, a 29.7% decrease from fiscal 1992
expenditures. This projection is based upon current caseload projections which are subject to change during the
fiscal year. In addition, certain controls and reforms to the EAEDC program have been challenged in litigation.
See "Controls and Reforms" and "LITIGATION". It is estimated that an adverse result in the litigation, policy
changes or increased caseloads could increase EAEDC expenditures in fiscal 1993 by approximately $14.0 million.

SSI payments are funded entirely by the federal government up to $422 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 $548 to $584 per month. These levels include a Commonwealth

A-32



supplement over and above federally approved assistance standards. Expenditures for SS] have risen at an average
annual rate of 7.6% from $120.4 million in fiscal 1988 to $161.3 million in fiscal 1992. SSI expenditures for fiscal
1993 are projected to be $184.7 million, an increase of 14.5% from fiscal 1992.

The Govemnor’s proposed fiscal 1994 budget includes expenditures of $819.7 million, $105.5 million and
$199.7 million for AFDC, EAEDC and SSI, respectively.

Controls and Reforms. In an attempt to control all human services expenditures, the Department of Public
Welfare in recent years has instituted tighter procedures and management controls. Stricter standards have been
established to determine eligibility for AFDC Emergency Assistance and EAEDC, including implementation of new
disability criteria for EAEDC benefits. Litigation has been instituted challenging the establishment of certain
eligibility criteria for EAEDC applicants. On August 17, 1992, the plaintiffs obtained a preliminary injunction
against the Commonwealth’s establishment of certain new eligibility requirements for EAEDC applicants. However,
the Supreme Judicial Court has remanded the case for modification of the injunction to allow the Commonwealth
to develop aliemative procedures for implementing the EAEDC program. See "LITIGATION". The Department
of Public Welfare also has instituted automated systems to redetermine eligibility for benefits and has taken steps
to reduce costs of health provider services by increased screening and placement of patients at proper levels of care,
encouraging use of generic drugs and expanding audits of Medicaid providers. In addition, the Department of
Revenue has improved its collection of child support payments, although actual collections have declined recently
due to the lagging economy and rising unemployment.

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

Debt Service

During the 1980s, state financed capital expenditures grew substantially. Capital spending by the
Commonwealth in the Capital Projects Funds rose from approximately $600.0 million in fiscal 1987 to $971.0
million in fiscal 1989, In November 1988, the Executive Office for Administration and Finance established an
administrative limit on state financed capital spending in the Capital Projects Funds of $925.0 million per fiscal year.
Capital expenditures decreased to $936.0 miilion, $847.0 million and $694. ] million in fiscal 1990, fiscal 1991 and
fiscal 1992, respectively. Capital expenditures are projected to increase to $821.0 million in fiscal 1993 and are
expected to be approximately $854 million in fiscal 1994, See "COMMONWEALTH BUDGET, FINANCIAL
MANAGEMENT AND CONTROLS -- Overview of Capital Spending Process and Controls; Five-Year Capital
Spending Plan".

The growth of capital expenditures during the 1980s accounts for the significant rise in annual debt service
expenditures since fiscal 1988. Payments for debt service on Commonwealth general obligation bonds and notes
increased at an average annual rate of approximately 18.7%, from $563.7 million in fiscal 1988 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 are projected to be $1.195 billion for fiscal 1993 and
$1.311 billion for fiscal 1994, 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 the fiscal 1989 deficit and certain Medicaid-related liabilities, which were paid in full from
non-budgeted funds. See "FINANCIAL RESULTS -- Fiscal Years 1988 Through 1992". Also excluded are debt
service contract assistance payments to the MBTA ($185.9 million projected in fiscal 1993), the Massachusetts
Convention Center Authority ($6.1 million projected in fiscal 1993) and grants to municipalities under the school
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building assistance program to defray a portion of the debt service costs on local school bonds ($145.4 million
projected in fiscal 1993). See "MBTA and Regional Transit Authorities”, *"COMMONWEALTH BOND AND
NOTE LIABILITIES" and "OTHER COMMONWEALTH LIABILITIES".

In January 1990, legisiation was enacted to impose & limit on debt service in Commonwealth budgets
beginning in fiscal 1991. The law, as amended, which is codified as Section 50B of Chapter 29 of the General
Laws, provides that no more than 10% of the total appropriations in any fiscal year may be expended for payment
of interest and principal on general obligation debt (excluding the Fiscal Recovery Bonds) of the Commonwealth.
This law may be amended or repealed by the Legislature or may be superseded in the General Appropriation Act
for any year. The following table shows the percentage of total appropriations expended or estimated to be
expended from the budgeted operating funds for debt service (excluding debt service on Fiscal Recovery Bonds)
in the fiscal years indicated:

Debt Service Expenditures
(in millions)

Tota] Budgeted
Fiscal Year Debt Service (13 Expenditures and Other Uses Percentage
1988 $563.7 $11,6383 48%
1989 649.8 12,642.9 5.1
199} F70.9 13,259.7 58
1991 863.1 13,658.5 6.3
1992 656.1(2) 13,4198 4.9
1993 (Estimated) 3159 14,976.1 6.1

SOURCE: Fiscal 1988-1992, Office of the Comptreller. Estimated Fiscal 1993, Executive Office for Administration and Finance.

(13 Excludes $79.0 million in fiscal 1991, $242.Z million in fiscal 1992 and $279.2 million in fiscal 1993 in interest and principal
payments related to Fiscal Recovery Bonds, which are not jncluded in the calculation of the debt service limit.
2) Reflects reduction of debt service by $261.0 million by issuance of refunding bonds in September and October [991.

The estimated debt service on the Fiscal Recovery Bonds currently outstanding (a portion of which
constitutes variable rate debt) ranges from approximately $279.2 million in fiscal 1993 through fiscal 1997 and
approximately $130.0 million in fiscal 1998, at which time the entire amount of the Fiscal Recovery Bonds will be
paid.

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

Pensions

The Commonwealth is responsible for the payment of pension benefits for state employees and for school
teachers throughout the state. The Commonwealth is also responsible for cost of living increases payable to local
government retirees. State pension expenditures have cisen dramatically as the Commonwealth has appropriated
moneys to partially address the unfunded liabilities that had accumulated over several decades of "pay-as-you-go”
administration of the pension systems for which it is responsible. For several years during the 1980s, the
Commonwealth made substantial direct appropriations to pension reserves, in addition to paying current benefits.
In 1988. the Commonwealth adopted a funding schedule under which it is required to fund future pension liabilitics
currently and to amortize the accumulated unfunded liabilities over 40 years. Total pension expenditures increased
at an average annual rate of 5.8% from $600.2 million in fiscal 1988 to $751.5 million in 1992. In November
1992, the Legislature overrode the Governor’s veto of approximately $14.9 million of spending authority passed
by the Legislature to fund 5% cost of living adjustments for certain Commonwealth, county and municipal retirees
for the period January !, 1992 through June 30. 1992, which spending authority is included within fiscal 1992
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pension expenditures. The estimated pension expenditures (inclusive of current benefits and pension reserves) for
fiscal 1993 are $873.8 million, representing an increase of 16.2% over fiscal 1992 expenditures. The Legislature
overrode the Governor’s veto of $60.0 million in spending authority passed by the Legislature to fund fiscal 1993
cost of living increases for certain Commonwealth county and municipal retirees. This fiscal 1993 spending
authority has been included within estimated fiscal 1993 pension expenditures. Fiscal 1994 pension expenditures
are expected to be approximately $939.0 million. See "OTHER COMMONWEALTH LIABILITIES -- Retirement
Systems and Pension Benefits”.

Higher Education

Total budgeted expenditures for higher education have declined between fiscal 1988 and fiscal 1992 at an
average annual rate of 7.9% from $745.8 million in fiscal 1988 to $534.0 million in fiscal 1992. To accommodate
these budget reductions, the public higher education system decreased its state-funded payroll by 1,711 full-time
equivalent employees between June 1988 and January 1993. Decreases in appropriations have been partially
mitigated by increases in tuition and fees in fiscal 1989 through 1992. In fiscal 1992 all but two of the campuses
raised tuition by 6%. 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 1993 an estimated $547.0 million will be expended from the Commonwealth’s budgeted operating
funds for higher education. This appropriation does not include all tuition revenues which, under the fiscal 1993
budget, the University of Massachusetts is authorized to retain and expend, and which formerly were paid into the
General Fund (approximately $77.5 miilion). Taking into account this change to off-budget retention of tuition
revenues, higher education funding is projected to increase by approximately $90.5 million in fiscal 1993. The
Governor has proposed higher education expenditures of $571.1 million in fiscal 1994, This amount does not
include $56.9 million in tuition receipts that will be retained and expended in fiscal 1994 by the state and community
colleges.

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

Commonwealth support of the MBTA includes all three forms of aid described above. First, a
Commonwealth guarantee of MBTA debt obligations is provided by statutory requirements that the Commonweaith
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
9% 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 MBTAs 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
Cominonwealth 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 (io 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
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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
assistance and, if the foregoing proceeds are insufficient, from other funds of the Commonwealth.

Total expenditures for the purpose of paying costs related to the MBTA and regional Lransit authorities have
risen at an average annual rate of approximately 13.2% for fiscal years 1988 through 1992, from $274.1 million
in fiscal 1988 (of which $257.2 million relates to the MBTA) to $449.6 million in fiscal 1992 {of which $421.2
million relates to the MBTA). Estimated expenditures for this purpose for fiscal 1993 are $526.8 million {of which
$495.3 million relates to the MBTA), representing an increase of 17.2% over fiscal 1992. The Governar’s fiscal
1994 budget recommends $553.1 million for MBTA and regional transit authority expenditures, of which $519.6
million relates to the MBTA.

In light of major expansion of service throughout the 1980s, the total MBTA operating budget has risen
at an average annual rate of approximately 8.4% for fiscal years 1988 through 1992, from $535.3 million in fiscal
1988 to $740.4 million in fiscal 1992. The MBTA Advisory Board has approved an operating budget for fiscal
1993 of $772.7 million, which represents an increase over fiscal 1992 of approximately 4.4%, and an operating
budget for fiscal 1994 of $796.6 million, which represents an increase over fiscal 1993 of approximately 3.1%.
The growth in the Commonwealth’s share of the MBTA's budget reflects the statutory arrangements by which the
MBTA is funded, declining federal assistance and constrained local support as a result of Proposition 2 1/2.

The information set forth above concerning the Commonwealth’s total expenditures for the costs of the
MBTA is based on the Commonwealth’s fiscal year ending June 30, However, under state law, the MBTA
continues to report its net cost of service to the Commonwealth on a calendar year basis for reimbursement and
assessment purposes. The following table sets forth for the calendar years ended December 31, 1987 through
December 31, 1992, the amounts of (i) the MBTA’s cost of service in excess of the MBTA's income from its own
sources, (i) federal operating assistance, (iii} Section 28 contract assistance, (iv) additional contract assistance, (V)
interest and other charges incurred in state borrowings by the Commonwealth and (vi) the total of the
Commonwealth’s assessments on the cities and towns for the net cost of service allocated to such year.

MBTA Net Cost of Service Assessments
{in millions)

Less:
Additional
Cost of Less: Less: Contract Amount
Service in Federal Section 28 Assistance and [nterest Assessed
Year Ended Excess Operating Contract Other State and Other or o be
December 31 of Income Apsistance Assistance (1) Assigtance {2) Subtotal Charges (3) Assessed
1987 $383.0 §18.8 $74.0 $191.5 $98.7 $11.5 $110.2
1988 427.3 18.7 829 224.6 101.1 1.8 112.9
1989 464.3 13.5 96.8 2454 103.6 12.1 115.7
1990 512.9 18.3 115.7 272.6 106.3 12.3 118.6
1991 5150 18.2 137.7 307.2(4) 111.9 9.7 121.6
1992(5) 606.0 18.2 155.8 318.3(6) 113.7 11.0 124.7
SOURCE: Massachusetts Bay Transportation Authority .
() Conteact sssistance under Section 28 of the MBTA's ensbling act for payment of a portion of debt service un certain of the META's
indebtedness.
(2) Additional contract assistance and other state assistance provided by the Commonwealth.
3 Includes interest and other charges incurred in state borrowings by the Cammonwealth and Bostop Metropolitan District expenses
of $25,000 in each year.
4) The fiscal 1993 budget contains appropriations, together with other prior appropriaticns, sufficient to provide this amount of additional
state assistance.
(%) Preliminery.
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(6} The Governor's fiscal 1994 budget recommendation contains appropriations, 1ogether with other prior appropriations, sufficieat to
provide this amount of additional state assistance.

Regional Transit Authorities and Steamship Authority. There are 15 regional transit authorities organized
in various areas of the state. The Woods Hole, Martha’s Vineyard and Nantucket Steamship Authority operates
ferry service to Martha’s Vineyard and Nantucket. As with the MBTA, the Commonwealth is required under
applicable statutory provisions to provide the regional transit 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
corrent income). The Commonwealth tecovers such amounts as are not paid by its contract assistance by
assessments on the cities and towns served by such authorities. The Commonwealth is required under applicable
statutory provisions relating to the regional transit authorities to provide contract assistance 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 1988, 1989, 1990, 1991 and 1992 of $17.1 million, $18.8 million, $20.6 million, $23.6 million and
$28.5 million, respectively. Estimated payments for fiscal 1993 are $31.5 million. Fiscal 1994 payments are
expected to be $33.5 million. The Steamship Authority is currently self supporting, requiring no net cost of service
payments or contract assistance.

Other Programs

In addition to those expenditures described above, the Commonwealth also expends substantial amounts
on all other programs and services. Spending on other programs and services supported by the Commonwealth’s
budget increased from $3.856 billion in fiscal 1988 to $4.222 billion in fiscal 1990, an average of 4.6% per year.
Fiscal 1991 spending on other programs and services decreased to $4.022 billion, which is $200.3 million, or 4.7%,
less than fiscal 1990. Such expenditures increased by $48.2 million, or 1.2%, to $4.070 billion in fiscal 1992.
Fiscal 1993 expenditures are estimated to be $4.584.2 billion, which is $514.0 million, or 12.6 % higher than fiscal
1992. A large share of the projected fiscal 1993 spending in this category ($1.862 billion) consists of spending on
human services programs other than Medicaid and public assistance detailed earlier. This other human services
spending for fiscal 1993 includes expenditures for the Departments of Mental Retardation ($650.6 million), Mental
Health ($494.2 millicn), Social Services ($418.7 million) and Public Health ($298.8 million). The remaining $2.417
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 Attommey General
($376.1 million) and for the Executive Office for Administration and Finance ($266.7 million), Communities and
Development ($178.8 million), Environmental Affairs ($144.5 million), Transportation and Construction ($286.4
million). Public Safety ($714.9 million) and Elder Affairs ($121.0 million). The Governor’s proposed fiscal 1994
budget recommends budgeted expenditures on other programs and services of $4.617 billion.

State Work Force

As of January 1, 1993, the Commonwealth has approximately 64,571 full-time equivalent employees
("FTEs") in its standard work force delivering programs and services funded by annual operating budget
appropriations and retained revenues. This number does not include 371 seasonal FTEs or 130 members of Board
or Commissions. Approximately 55,827 of these FTEs work in executive branch agencies (including employees
of the Commonwealth’s colleges and universities) under the contrel of the Governor, while the others work in the
Legislature, Judiciary and other entities constitutionally 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 1992 approximately
$2.2 billion was expended for salaries for state employees funded through the budget. Between June 1988 and
January 1993, the size of the standard work force funded by annual operating budget appropriations was reduced
by 15,768 FTE positions, or approximately 19.6%. Between January (991 and Janvary 1993, the size of the
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Commonwealth’s standard work force was reduced by approximately 7,007 in executive agencies under the control
of the Governor and by approximately 7,623 in the entire state government. The Governor has successfully
implemented an aggressive program to reduce the state-wide work force by a net of at least 7,500 FTEs between
taking office in January 1991 and the beginning of fiscal 1993 through attrition, layoffs and an early retirement
program {which took effect on July 1, 1992).

Full-Time Equivalent Work Force (1)

June 1988 Janusry 1991 January 1993
Executive Branch (2):

Governor's Office (3) 105 53 62
State Comptroller 119 101 101

Executive Departments:
Administeation & Finance 4,434 3,085 3,235
Environmental Affairs 3,319 3,019 2,134
Communities & Development 182 123 103
Human Services (4) 38,665 315,441 25,415
Transportation & Construction 3,146 2,565 1,748
Board of Library Commissioners 19 14 12
Educaticen (5) 468 348 211
Higher Education (5){6} 14,654 13,084 12,943
Public Safety (4) 3,405 2,833 8,717
Economic Affeirs (7) 97 64 21
Elder Affairs 60 35 26
Consumer Affairs 755 725 595
Energy Resources (8) 66 -- --
Labor 464 443 433
Subtotal 69,958 62,833 55,826
Judiciary 6,157 5,858 5,290
Other (9) 4,224 3,502 3,454
Total 80,339 72,193 64,570

SOURCE: Executive Office for Administration and Finance.

1 Excludes employees whose salaries are paid from direct federal grants, expendable trust funds and Capital Projects Funds.

2 Includes only employees under control of the Governor.

3H Includes staff of the Lieutenant Governor, formerly included in "Other”.

) Includes transfer of personnel of Parole Board, Department of Cotrections and MDC Police to Public Safety in July 1991.

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

()] Includes University of Massachusetts, state colleges and community colleges.

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

{8) Department functions were taken over by other departments in fiscal 1990.

(% Includes Legislative staff, Offices of State Treasurer, Secretary of State, State Auditor, Attorney General and others constitutionally

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

In addition to the standard work force funded by annual operating budget appropriations, the
Commonwealth has employees whose salaries are paid from various direct federal grants, expendable trust funds,
and Capital Projects Funds. Virtually all of these employees work in the executive branch, over half of them in
public higher education. Excluding persornel paid from certain higher education trust funds, the number of
non-budgeted FTEs has increased from 11,366 in June 1988 to 13,102 in January 1993, an increase of
approximately 15.3%. The Commonwealth also employs seasonal workers, primarily in its parks and other
recreational facilities, varying in number from about 450 FTEs in the off-seasons to about 2,000 FTEs in
midsummer.
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Unien Organization and Labor Negotiations

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

In most cases, the Chief Administrative Justice of the Trial Court, the Lottery Commission, and public
higher education management negotiate directly with their respective employee representatives, but all wage
increases and other economic provisions contained in agreements reached as a result of such bargaining are subject
to the review of the Governor and to funding approval by the Legislature. 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 50,322 executive branch state employees are orgsnized 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 withhoid services. Unions representing certain state
and metropolitan police are entitled to final and binding arbitration by a joint Labor-Management Committee.

The Alliance, comprising Units 2, 8 and 10 described below, represents the largest group of employees,
Negotiations between the Alliance and the Office of Employee Relations generally establish the parameters for
negotiation of all other contracts, including those governing the judicial, Lottery Commission and higher education
employees.

All but one of the collective bargaining agreements between the Commonwealth and its employees have
expired. The last such contract expired on September 30, 1990. The expired collective bargaining agreements
continue in effect, at current wage levels, until new contracts are negotiated. Negotiations of new contracts began
on schedule but proceeded slowly in light of the Commonwealth's fiscal condition. By January 1991 the
Commonwealth had reached agreements with the Alliance (Units 2, 8 and 10), National Association of Government
Employees (NAGE) (Units 1, 3 and 6) and Massachusetts Organization of State Engineers and Scientists (MOSES)
(Unit 9). These agreements were to extend for three years, commencing January 1991 and ending December 1993,
None of these agreements contained any retroactive pay for the period July 1989 to January 1991. The Governor
submitted these agreements to the Legislature, but recommended that they not be funded due to current fiscal
conditions. In December 1991, the Legislature approved funding of these contracts, which would have increased
the Commonwealth’'s compensation obligations by approximately $289 million for the three-year lives of the
contracts. This legislation was not approved by the Governor and expired unenacied when the legislative session
closed on December 31, 1991. The three unions filed lawsuits challenging the Governor's action. [n August 1992,
the Massachusetts Supreme Judicial Court ruled against the three unions, holding that the Governor’s actions were
constitutionatly permissible. On November 17, 1992, the Legislature authorized the partial funding of certain
collective bargaining agreements between the Commonwealth and its employees. These agreements, which were
originally scheduled to take effect in January 1991, included a three-year increase in wage levels for Commonwealth
employees of approximately 13.7%. The legislative authorization would effectively increase wage levels by 6%
during the remainder of fiscal 1993, and by approximately an additional 7% for fiscal 1994. See "1993 FISCAL
YEAR -- Development of Fiscal 1993 Budget.”

Also, by January 1991, the Commonwealth reached agreements with its three police unions, the Coalition
of Public Safety (Unit 5), the State Police Association of Massachusetts (Unit 5a) and the Metropolitan Police
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{formerly Unit 5b). These agreements provide for a 5% wage increase, retroactive to July 1989, funds for which
have been appropriated. This 5% increase equalized the police units with other state employees (who received 5%
in July 1988). The total cost of these contracts was $7 million, paid in fiscal 1991, which included the increases
retroactive to July 1989. By their terms, these three agreements expired on June 30, 1990 and, like the other
expired collective bargaining agreements, continue in effect at current wage levels. Negotiations continue with the
Massachusetts Nurses Association (MNA) (Unit 7). Agreements negotiated by the Board of Regents, the Lottery
Commission and the Trial Court were not submitted to the Legislature by the Governor and therefore do not
represent cost items to the Commonwealth at this time.

On July 1, 1992, the Capitol Police, Metropolitan Police and State Police were consolidated into the
Massachusetts Department of State Police. Union members in the consolidated department are represented by the

State Police Association of Massachusetts. Contract negotiations are continuing.

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

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

Office of Employee Relations Bargaining Units

Contract No. of Expiration
Unit Bargaining Union Type of Employee Employees Dates
1 National Association of Government Employees Clerical 7,642 6/30/89
2 Alliance/ American Federation of State, County & Non-professionsl hospital 15,643 3/31/89
Municipal Employees and Service Employees International
Union
3 Mational Association of Government Employees Skilled frades 1,180 &/30/8%
4 Massachusetis Cotrection Officers Federated Union Corrections 3.679 12/31/94
3 Coalition of Public Safety Police/Law enforcement 308 6/30/90
5a State Police Association of Massachusetts State Police 1,800 6/30/90
6 National Association of Government Employees Admimstrative 5,676 6/30/89
professionals
7 Massachusetts Nurses Associations Health professicnals 3,019 9/30/90
3 Alliance/Service Employees International Union Social workers 7.649 3731789
9 Massachusetts Orgamzation of Engineers and Scientists Engineers/scientists 2,848 6/30/89
10 Alliance/Service Employees [nternational Union Secondary education 878 3/31/89
TOTAL 50,322

SOURCE: Office of Employee Relations. Number of employees as of January 30, 1993.

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
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(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 or in aid of any individual, or of any
privale 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,
which term includes bonds and notes issued by it and all claims with respect thereto. However, the property of the
Commonwealth is not subject to attachment or levy to pay a judgment, and the satisfaction of any judgment
generally requires legislative appropriation. Enforcement of a claim for payment of principal of or interest on bonds
and notes of the Commonwealth may also be subject to the provisions of 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 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 Commoenwealth’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 issued Special Obligation
Bonds secured by a pledge of two cents of the Commonwealth’s 2[-cent gasoline tax. See "Special Obligation
Debt."

Other Commonwealth Bond and Note Liabilities. Certaln independent authorities and agencies within the
Commonwealth are statutorily authorized to issue bonds and notes for which the Commonwealth is either directly,
in whole or in part, or indirectly liable. The Commonwealth’s liabilities with respect to these bonds and notes are
classified as either (a) Commonwealth supported debt; (b) Commonwealth guaranteed debt; or (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 guaranieed debt consists of certain liabilities arising out of the
Commonwealth’s guarantees of the bonds of the four higher education building authorities, certain local housing
authorities and certain bonds of the Town of Mashpee. Indirect obligations consist of (i) obligations of the
Commonwealth to fund capital reserve funds pledged to certain MHFA bonds, (ii) the obligation of the
Commonwealth, acting through the Higher Education Coordinating Council, to fund debt service, salely from
moneys otherwise appropriated to HECC, on certain community college program bonds issued by the Massachusetts
Health and Educational Facilities Authority, and (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
tc EOPS, on certificates of participation issued to finance the new Plymouth County Correctional Facility. In
addition, the Commonwealth has liabilities under certain tax exempt capital leases.  See “OTHER
COMMONWEALTH OBLIGATIONS -- Long Term Capital Leases".

Outstanding Bond and Note Liabilities. The following table sets forth the Commonwealth bond and note
liabilities outstanding on January 1, 1993.
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Commonwesaith Bond and Note Liabilities
January 1, 1993
(in thousands)

Long Term{1) Short Term

COMMONWEALTH DEBT
General Obligation Debt $7.889.726 (2 $338.969 (3)
Dedicated Income Tax Debt 1,236,990 -
Special Obligation Debt 103,770

Subtotal Commonwealth Debt 9,230,486 338,962
COMMONWEALTH SUPPORTED DEBT
MRBTA 1,932,800 (4) 355,000
Massachusetis Convention Center Authority 163,669 -
Massachusetts Government Land Bank 5,725 -
Boston Metropolitan District 58,112 -
Steamship Authority 35,690 -
Regional transit authorities 115 64,1

Subtotal Supported Debt 2,196,111 419,192
COMMONWEALTH GUARANTEED DEBT
Lecal housing authorities - --
Higher education building authorities 253,423 --
Town of Mashpee 800 %) -

Subtotal Guaranteed Debt 254,203 -
TOTAL COMMONWEALTH BOND AND

NOTE LIABILITIES $11.680,820 3738,161

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

(

@

3

4)

{5)

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

Includes interest on Commotwealth general cbligation capital appreciation bonds to be accrued from January 1, 1993 through their
maturity in the amount of $437.3 million.

Represents $240 million of Commonwealth General Obligation Notes issued for the purpose of financing the MBTA's 1991 calendar
year net cost of service which matured on January 28, 1993 and $98.969 millicn of the Commonwealth’s "minibonds” (which are
redeemable at the request of the holder on one business day's notice and are treated as short term liabilities). The Commonwealth
intends to issue additional general obligation notes for the purpose of financing the MBTA's 1992 calendar year net cost of service
by the end of fiscal 1993. See "General Obligation Debt; Commonwealth General Obligation Notes and Minibonds”. As of February
26, 1993, the Commonwealth also had $220 million of commercial paper outstanding. For a description of the Commonwealth's
commercial paper program, see "General Obligation Debt; Commonwealth General Obligation Notes”.

On January 19, 1993, the MBTA issued $378,675,000 aggregate principal amount of honds for the purpose of refunding
$323,070,000 of outstanding MBT A bonds.

On February 1, 1993, the Town of Mashpee made a $200,000 principal payment with respect to these bonds.

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

1988
1989
1990
1991
1992

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

General Dedicated Special Commonwealth Gther

Obligation Income Obligation Long Term Debt META Supported

Bonds (3) Tax Debt Debt Subtotal (4] Bonds Debt (5) Total {4}

$4,252,184 - - $4,252,184 $968,450 $297,172 $5,517,806
5,370,628 - -- 3,370,628 1,113,010 280,992 6,764,630
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 9,237,331 {,708,230 257,327 11,222,888

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

()
]
3

(C]
5

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

QOutstanding bond liabilities include discount and costs of issuance.

Dioes not include Dedicated Income Tax Debt. Commonwealth general obligation bonds include interest on capital appreciation
bonds yet 1o be accrued from the end of the fiscal year indicated through their maturity in the foliowing approximate amounts:
fiscal 1988-30; fiscal 1989-374.43 million; fiscal 1990-$175.38 million; fiscal 1991-$399 .64 million; fiscal 1992-3451.29 million;
and projected fiscal 1993-$437.30 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 Debt 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 indicaters.

June 30

1988
1982
1990
1991
1992

Long Term Debt Analysis
Commonwealth Debt and Commonwealth Supported Debt

Net of CAB Interest

Amount (1342} Yet to he Accrued Ratio 1o Full Value Ratio to
{in thousands) {in thousands) Per Capita (3) of Real Estate (4) Personal Encome (5)
$ 5,517,806 $ 5,517,806 $ 937 2.49 4.48
6,764,630 6,690,200 1,136 1.78 5.00
8,152,653 7,977,273 1,326 2.13 587
10,303,394 9,903,754 1,652 232 7.21
11,222 888 10,771,598 1,796 2.52 7.69

SOURCE: Office of the State Treasurer und the Office of the Coemptroller.

)

@

&

4

Includes Commonweaith general obligation honds, dedicated income tax bonds and Special Obligation Bonds, and bonds of the
MBTA, the MCCA, the Steamship Authority, the Land Bank and the Boston Metropolitan District. Does not include bonds of the
regional transit authorities. Does not include Commonwealth guaranteed debt. See "Commonwealth Guaranteed Debt”.
Outstanding bond liabilities include discount and costs of issuance. Commonwealth general obligation bonds include interest on capital
appreciation bonds yet to be accrued from the end of the fiscal year through their maturity. See "Table of Long Term Bond
Liabilities; footmote 3" above.

Based on United States Census resident populsation estimates for Massachusetts of 5,890,000 for 1988, 5,891,000 for 1989, 6,016,000
for 1990, 5,996,000 for 199! and 5,998,000 for 1992.

Based on Commonwealth Depariment of Revenue equalized valuation of assessed real estate of $221.5 billion for 1988, $374.9 billion
for 1989 and 1990 and $427.6 billion for 1991 and 1992,
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{5 Based on United States Department of Commerce, Bureau of Economic Analysis total personal income of $123.3 billion for 1988,
$131.4 billion for 1989, $135.9 hillion for 1990, $137.3 hillion for 1991 and an estimated $140.1 billion for 1992.

Maturities of Short Term Debt. The following table sets forth the maturities of the Commonwealth's short
term liabilities outstanding as of January 1, 1993,

Maturities of Short Term Liabilities
January 1, 1993
(in thousands)

Regional
Transit
Month Due Commuonwealth MBTA Authorities Tatal
Minibonds (1) 393,969 $ - $ - §98,969
Cominercial Paper 220,000 .- -- 220,000
{1 to 270 days)2)
January 1993 240,000 (3) - 2.154 242,154
March 1993 185,000(4) 1.650 186,650
Jupe 1993 - -- 10,550 10,550
Fiscal 1994 .- 170,000 49,838 219,838
Total $554,96 $355.000 $64,192 978,161
SOURCE: Office of the State Treasurer and respective authorities and agencies.
{1 Minibonds are redeemable at the option of the holder on one business day’s notice and are considered short term obligations. See
"General Obligation Debt; Minibonds "
2 For a description of the Commonwealth commercial paper program, see "General Obligation Debt; Commonwealth General Obligation
Notes™. As of February 26, 1993, the Commonweslth had $220 million of commercial paper outstanding.
{3) Matured on January 28, 1993, See "General Obligation Debt; Commonwealth General Obligarion Noles™.
(4) The META expects to issue $195,000,000 of its notes on or hefore March 2, 1993 in part to refund these notes.

General Obligation Debt

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

Dedicated Income Tax Debt. On August 1, 1990, the Governor signed into law Chapter 151 of the Acts
of 1990, which provides, among other matters, for the authorization of the Commonwealth Fiscal Recovery Loan
Act of 1990 to meet the deficit attributable to fiscal 1990, including certain Medicaid payments for prior service
periods. Bonds issued pursuant to Chapter 151 (“Fiscal Recovery Bonds") must be repaid no later than December
31, 1997. The Commonwealth issued Fiscal Recovery Bonds in October and December 1990 in the aggregate
principal amount of $1.416 billion. The Fiscal Recovery Bonds constitute general obligation bonds of the
Commonwealth, but are to be repaid from funds deposited in the Commonwealth Fiscal Recovery Fund established
by Chapter 151 (the "Fiscal Recovery Fund”), deposits to which are to be held in trust and pledged to pay debt
service on the Fiscal Recovery Bonds. Deposits to the Fiscal Recovery Fund are to be made from up to 15% of
the Commonwealth’s income tax receipts in each year that debt service is payable related to the Fiscal Recovery
Bonds. Income tax receipts in excess of the amount needed in any fiscal year for debt service on account of Fiscal
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 the years 1992 through 1997 will not exceed $278 million per annum. Fifteen percent of the
Commonwealth's income tax receipts for fiscal 1992 amounted to approximately $800.6 million, while in fiscal 1993
it is estimated to amount to $811.3 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
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Bonds"), and interest on the Fiscal Recovery Bonds is not counted toward the statutory limitation on debt service
payments. See "COMMONWEALTH PROGRAMS AND SERVICES -- Debt Service".

Commonwealth General Obligation Notes. The Commonwealth currently issues short term general
obligation debt as revenue anticipation notes, bond anticipation notes, and transit notes issued to fund a portion of
the Commonwealth’s net cost of service for the MBTA. Revenue anticipation notes may be issued by the State
Treasurer in any fiscal year in anticipation of the receipts for that year. Revenue anticipation notes must be repaid
no later than the close of the fiscal year in which they are issued. Bond anticipation notes may be issued by the
State Treasurer in anticipation of the issuance of bonds. The Commonwealth utilizes a commercial paper program
to facilitate the issuance of revenue and bond anticipation notes. Under the Commonwealth’s commercial paper
program, the Commonwealth may issue up to $700 million of short term general obligation debt under three series
of notes; letters of credit are available through September 15, 1994 to secure such commercial paper. The
Commonwealth’s current cash flow projections indicate that no more than $305 million of short term operating
borrowings is expected to be outstanding under the commercial paper program at any time during fiscal 1993. See
*1993 FISCAL YEAR -- Cash Flow™. As of January 1, 1993, the Commonwealth had $220 million of commercial
paper outstanding. As of such date, no other revenue or bond anticipation notes were outstanding.

Transit notes issued to fund the net cost of service payments to the MBTA may be issued by the State
Treasurer pursuant to Chapter 161A of the General Laws, and may mature in the current or next succeeding fiscal
year. The notes are general obligations of the Commonwealth, but are funded, in part, from assessments collected
by the Commonwealth from cities and towns in the MBTA’s territory. See "COMMONWEALTH PROGRAMS
AND SERVICES -- MBTA and Regional Transit Authorities™. As of January 1, 1993, the Commonwealth had
$240 million of outstanding transit notes which matured on January 28, 1993. The Commonwealth intends to issue
additional transit notes by the end of fiscal 1993 in order to fund calendar 1992 net cost of service payments to the
MBTA.

Minibonds. The State Treasurer is authorized by law to sell a portion of the Commonwealth’s bonded
indebtedness each year (not exceeding $50 million net proceeds per year) in the form of small denomination bonds,
or "minibonds", which are redeemable at the option of the holder on any business day prior to maturity (generally
five years). As minibonds are redeemable on one business day’s notice, the Comptroller treats minibonds as short
term liabilities of the Commonwealth. Such minibonds are sold at a discount with no current interest payments;
the redemption value accrues monthly. As of January 1, 1993 the Commonwealth had outstanding $98.969 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 $137.87 million.

Special Obligation Debt

The Special Obligation Act authorizes the Commonwealth to issue Special Obligation Bonds secured by
all or a portion of revenues accounted to the Highway Fund. Revenues which are currently accounted to the
Highway Fund are primarily derived from taxes and fees relating to the operation or use of motor vehicles in the
Commonwealth, including the motor fuels excise tax. 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 January 1, 1993, the Commonwealth had outstanding
$103.77 million of Special Obligation Bonds secured by a pledge of two cents of the 21-cent motor fuel excise tax
imposed on gasoline.

Debt Service Requirements on Commonwealth Bonds
The following table sets forth, as of January 1, 1993, the annual fiscal year debt service requirements on

outstanding Commonwealth general obligation bonds, including the Fiscal Recovery Bonds, and Special Obligation
Bonds.
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Debt Service Requirements on Commonwealth Bonds (1))

January 1, 1993
(in thousands)
GEN OBLIGATION BONDS 2)(3 SPECIAL OBLIGATION BONDS
Total

Interest on Debt Service
Fiscal CABs at Current Commonwealth
Year Principal Maturity Interest Subtotal Principal Interest Subtota] Bonds
1993 (4) $324,663 s - $261,948 $ 586,611 $ - $3,115 $3,115 $ 589,726
1994 608,490 - 505,875 1,114,365 -- 6,232 6,232 1,120,597
1995 634,519 - 465,915 1,100,434 - 6,232 6,232 1,106,666
1996 630,116 - 428,527 1,058,643 - 6,232 6,232 1,064,875
1997 653,660 - 385,572 1,039,232 - 6,232 6,232 1,045,464
1998 563,746 8,675 344,357 916,778 4,070 6,232 10,302 927,080
1999 479,813 9,704 316,182 805,699 4,285 6,016 10,301 £16,000
2000 469,422 23,586 287,684 780,692 4,525 5,776 10,301 790,993
2001 420,366 61,443 259,834 741,645 4,735 5,514 10,299 751,944
2002 365,948 64,506 235,426 665,880 5,070 5,23 10,301 676,181
2003 354,203 82,082 214,732 651,017 5,370 4,927 10,297 661,314
2004 330,974 88,320 194,167 613,461 5,700 4,600 10,300 623,761
2005 332,401 95,981 173,681 602,063 6,055 4,246 10,301 612,364
2006 385,465 45,481 154,028 584,974 6,430 3,868 10,298 595,272
2007 417,117 14,985 130,541 563,243 6,835 3,466 10,301 573,544
2008 415,712 - 102,663 518,375 7,260 3,039 10,299 528,674
2009 396,603 - 72,987 469,590 7,695 2,603 10,298 479,888
2010 320,799 - 48,000 368,799 8,160 2,141 10,301 379,100
2011 and 527,335 -- 45,588 572,923 27,530 3,368 30,598 603,821
thereafter
TOTAL $8.631,952 $494,765 $4,627,707 $13.754.424 $103,770 $39.070 $192 340 $13.947.264
SOURCE: Office of the State Treasurer and the Office of the Comptroller.
[4)) Totals may not add due to rouading.
2) Includes Fiscal Recovery Bonds. Estimated debt service on the Fiscal Recovery Bonds (a portion of which constitute variable rate

debt) will squal approximately $279.0 million in fiscal 1993 through fiscal 1997 and $130.0 million in fiscal 1998, at which time the
Fiscal Recovery Bonds will be paid.

(3 Excludes minibonds. Estimated debt service payable on outstanding minibonds {assuming interest is paid at maturity} in fiscal years
1993, 1994 and 1995 is approximutely $22.9 million, $50.5 million and $64.5 million, respectively.
4) Does not include debt service paid in fiscal 1993 through January 1, 1993, including approximately $243.2 million of general

obligation bond principal, approximately $269.6 million of general obligation bond interest and approximately $3.1 million of special
obligation bond interest.

Statutory Debt Limit on Direct Bonds

Legislation enacted in December 1989 imposes a limit on the amount of outstanding "direct" bonds of the
Commonwealth. The law, which is codified in Section 60A of Chapter 29, set a fiscal 1991 limit of $6.8 billion,
and provides that the limit for each subsequent fiscal year shall be 105% of the previous fiscal year’s 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 issvance. The law further
provides that bonds to be refunded from the proceeds of Commonwealth refunding bonds shall be excluded from
outstanding "direct” bonds upon the issuance of the refunding bonds. Chapter 151 of the Acts of 1990 and the
Special Obligation Act provide that the Fiscal Recovery Bonds 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,
$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
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"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)

Owtstanding Statutory Limit

Date Direct Bonds on Direct Bonds
Tuly 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
January 1, 1993 6,963,130 7,457,000

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

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

Authorized but Unissued General Obligation Debt

(in thousands)
Authorized but Unissued Capital
Date Genersl Obligation Bebt Expenditures

June 30, 1988 $7.361.392 $651,660

June 30, 1989 6,323,810 970,668

June 3¢, 1990 5,383,743 936,068

June 30, 1991 4,937,306 847,057

June 30, 1992 6,393,832 694,057(1)
SOURCE: Office of the Comptrofler.
n Does not include $159.6 million deposited into the federally assisted highway construction fund to slleviste the fund deficit

accutnulated therein or $537.5 million in refunding bond proceeds paid to escrow agents in order to defease refunded debt.

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.

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

Commonwealth Supported Debt

MBTA. The MBTA issues its own bonds and notes and is also responsible for the payment of obligations
issued by the Boston Metropolitan District prior to the creation of the MBTA in 1964. Commonwealth support of
MBTA bonds and notes includes (1) a Commonwealth guarantee of MBTA debt obligations provided by statutory
requirements that the Commonwealth provide the MBTA funds sufficient to meet its obligations, including the
principal and interest on MBTA and Boston Metropolitan District bonds and notes as they mature, to the extent that
funds sufficient for this purpose are not otherwise available to the MBTA; (2) Commonwealth contract assistance
equal to 90% of the debt service on MBTA bonds; and (3) under applicable statutory provisions, the
Commonwealth’s payment of MBTA's net cost of service (current expenses, including debt service and lease
obligations, minus current income). Commonwealth obligations with respect to the MBTA are discussed at
"COMMONWEALTH PROGRAMS AND SERVICES -- MBTA and Regional Transit Authorities”™. As of January
1, 1993, the MBTA had $1.933 billion of outstanding Jong term bonds, and $355.0 million of outstanding short term
notes. The MBTA expects to issue $195 million of short term notes on or before March 2, 1993 in part to refund
$185 million of these outstanding notes. On January 19, 1993, the MBTA issued $378.675,000 aggregate principal
amount of bonds for the purpose of refunding $323,070,000 of outstanding MBTA bonds. As of January I, 1993,
the Boston Metropolitan District had $38.1 million of outstanding long term bonds. Sec "Overview: Outstanding
Bond and Note Liabilities" and "Trend of Long Term Bond Liabilities".

Regional Transit Authorities and Steamship Authority. There are 15 regional transit authorities organized
in various areas of the state. The Steamship Authority operates passenger ferries to Martha’s Vineyard and
Nantucket. Bach of these entities issues its own bonds and notes. Commonwealth support of the bonds and notes
of the regional transit authorities and the Steamship Authority includes (1) a Commonwealth guarantee pursuant to
statutory provisions requiring the Commonwealth to provide each of these entities with funds sufficient to meet the
principal of and interest on their bonds and notes as they mature to the extent that funds sufficient for this purpose
are not otherwise available to such entity; (2) the Commonwealth’s payment, under applicable 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 authoritics 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, 1993, the regional transit authorities had
$115,000 of outstanding long term bonds and $64.2 million of outstanding short term notes. As of January 1, 1993,
the Steamship Authority had $35.7 million of outstanding long-term bonds. See * Overview; OQutstanding Bond and
Note Liabilities".

Massachusetts Convention Center Authority. The MCCA was created for the purpose of promoting the
economic development of the Commonwealth by the development and operation of a major convention center in
Boston and is authorized to issue bonds for any of its corporate purposes. Such bonds are fully secured by contract
assistance payments by the Commonwealth, which payments are limited by statute to an amount equal to the annual
debt service on $200 million of bonds outstanding at any one time. The assistance contract is a general obligation
of the Commonwealth for which its full faith and credit are pledged. As of January 1, 1993, the MCCA had $163.7
million of outstanding long term bonds on which the Commonwealth will pay approximately $6.1 million in debt
service contract assistance payments in fiscal 1993. See "Overview; Outstanding Bond and Note Liabilities".

Massachusetts Government Land Bank. The Land Bank assists in the development of state and federal
surplus property for private use, and in the development of substandard, blighted or decadent open areas in the
Commonwealth. The Land Bank has direct borrowing power and the Commonwealth is required to provide contract
assistance payments for debt service obligations of the Land Bank of up to $6 million per fiscal year for a period
of seven fiscal years, of which two 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
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pledged. As of January 1, 1993, the Land Bank had $5.7 million of outstanding long term bonds. See "Overview;
Outstanding Bond and Note Liabilities".

Commonwealth Guaranteed Debt

Local Housing Authorities. Local housing authorities have been created by legislation in each city and town
in the Commonweatth and have the power, among other things, to undertake projects to provide housing for persons
of low income. Prior to a readjustment of their financing methods effected by Chapter 4 of the Acts of 1976
("Chapter 4"), such housing authorities financed housing projects by issuing Commonwealth guaranteed bonds and
notes. The financing has been taken over by the Commonwealth, which makes grants to housing authorities to pay
the costs of housing projects. Housing authorities can no longer make arrangements for the permanent financing
of projects by Commonwealth guaranteed borrowing. Chapter 4 and certain bond covenants of the Commonwealth
place limitations on the amount and period of guaranteed temporary notes which may be issued by housing
authorities to finance planning and construction phases of housing projects. Chapter 4 also provides that no
guaranteed notes may be issued unless a contract for grants which may be used to retire such notes is in effect.
Housing authoritics may issue revenue bonds to finance privately owned housing developments under a program
authorized by the Legislature in 1984 (the "TELLER program"), but may not pledge their credit to secure such
bonds. As of January 1, 1993, local housing authorities had no outstanding long term bonds guaranteed by the
Commonwealth. See "Overview; Ourstanding Bond and Note Liabilities".

Higher Education Building Authorities.  Four higher education building authoritics, 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 requiremnents. 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, 1993, the higher education building authorities had $253.4 million of outstanding long term bonds
guaranteed by the Commonwealth. See "Overview: Outstanding Bond and Note Liabilities".

Indirect Obligations

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

MHFA and the Massachusetts Home Mortgage Finance Agency ("MHMFA") also provide mortgage loan
financing with respect to certain single-family residences within the Commonwealth. The acts establishing MHFA
and 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.

The MHFA and MHMFA enabling legislation 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 not greater
than the maximum amount of debt service becoming due in the current or any succeeding fiscal year on all
outstanding bonds which are secured by such capital reserve fund. Upon certification by the chairman of MHFA
to the Governor of any amount necessary to restore a capital reserve fund to the above-described requirement, the
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Legislature may, but is not legally bound to, make an appropriation in such amount. No such appropriation has
been necessary to date.

As of January 1, 1993 multi-family obligations of the MHFA totaled $2.382 billion (secured by capital
reserve funds of $132.8 million) and single-family obligations of the MHFA totaled $1.258 billion (secured by
capital reserve funds of $13.5 million). 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 $318 million for MHFA multi-family bonds and $442 mallion for,
collectively, MHFA and MHMFA single-family bonds.

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

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

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 Commeonwealth). Employees of certain independent authoritics
and agencies, such as the MWRA., and of counties, cities and towns (other than teachers) are covered by 104
separate retirement systems. However, the Commonwealth assumed responsibility, beginning in fiscal 1982, for
payment of cost-of-living adjustments for the 104 local retirement systems, in accordance with the provisions of
Proposition 2 1/2. The members of these state and local retirement systems do not participate in the federal Social
Security System,

Pension Reserves and Employee Contributions. The state employees’ and teachers’ retirement systems are
partially funded by employee contributions of regular compensation -- 5% for those hired before January 1, 1975,
7% for those hired from January 1, 1975 through December 31, 1983 and 8% for those hired on or after January
1, 1984, plus an additional 2% of compensation above $30,000 per year for those hired on or after January 1, 1979,
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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 made to fund currently the future liabilities
already incurred. In fiscal 1978 the Commonwealth began to address the unfunded liabilities of the two state
systems by making appropriations to pension reserves. Prior to the establishment of the pension funding program
described below, the Commonwealth appropriated approximately $680 million to the pension reserves during the
mid-1980’s, in addition to the pay-as-you-go pension costs during those years. As of June 30, 1992 the state’s
pension reserves, now administered by the Pension Reserves Investment Management Board, had grown to
approximately $3.358 billion. Under current law the pension reserves receive monies from excess eamnings (i.e.,
earnings above the level credited to member accounts) in the retirement systems, withdrawal penalties on members
leaving government employment with less than ten years of service and any amounts from the funding schedule
described below in excess of pension payments.

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

Funding schedules are required 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
March 1, 1991. If a schedule is not approved by the Legislature, payments are to be made in accordance with the
most recent approved schedule; such payments must, however, at least equal the prior year's payments. The
Commonwealth is contractually obligated to the members of the affected retirement systems to make appropriations
in accordance with the funding schedule.

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

Current Funding Schedule and Actuarial Valuations. The funding schedule currently in effect requires total
payments by the Commonwealth over 36 years as shown in the following table.
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Funding Schedule for Unfunded Pension Obligations
(in thousands)

Fiscal Year Payments Fiscal Year Payments
1993 $ 763,749 2011 $2,173,727
1994 806,584 2012 2.308,379
1995 852.121 2013 2,452,220
1996 900,546 2014 2,605,910
1997 952,059 2015 2. 770,155
1998 1,006,873 2016 2,945 717
1999 1,065,218 2017 3,133,409
2000 1,127,339 2018 3,334,109
2001 1,193,502 2019 3,548,755
2002 1,263,987 2020 3,778,359
2003 1,339,100 2021 4,024,002
2004 1,419,166 2022 4,286,850
2005 1,504,533 2023 4,568,153
2006 1.595.576 2024 4,869,251
2007 1,715,338 202 5,191,587
2008 1,818,970 2026 5,536,710
2009 1,929,575 2027 5,906,280
2010 2.047,650 2028 6,302,086

SOURCE: Division of Public Employee Retirement Administration.

The funding schedule is based on actuarial valuations of the state employees” and teachers’ retirement
systems and the State-Boston retirement system as of January 1, 1990 and on a cost of living allowance valuation
as of July 1, 1987. The valuation results were brought forward to January 1, 1990 for cost of living adjustment
benefits. The unfunded actuarial accrued liability, as of January 1, 1990, relative to the two state systems, to
Boston teachers and to cost-of-living allowances for local systems is reported in the schedule to be $8.438 billion,
$427 million and $2.004 billion, respectively, for a total unfunded actuarial liability of $10.869 billion. Such
valuations are based on actuarial assumptions described in the March 1, 1991 schedule, including future investment
earnings at the rate of 8% per year, an annual inflation rate of 4.5%, annual salary increases at the rate of 6% and
annual cost-of-living increases for pensioners at the rate of 3%. Actual cost-of-living adjustments for fiscal 1989,
1990 and 1991 were, respectively, 4%, zero and zero. The Legislature authorized 5% cost of living adjustments,
effective January 1, 1992, for the remainder of fiscal 1992 and fiscal 1993. On September 16, 1992 the Legislature
overrode the Governor’s veto of appropriations funding these adjustments for fiscal 1993. Fiscal 1993 spending
authority was increased by $60 million as a result of these adjustments. On November 17, 1992, the Legislature
overrode the Governor’s veto of approximately $14.9 million of spending authority passed by the Legislature to fund
5% cost of living adjustments for certain Commonwealth, county and municipal retirees for the period January 1,
1992 through June 30, 1992. This spending authority is included within fiscal 1992 pension expenditures.
" Actuarial accrued liability,” as used above, is the estimated present value of all benefits to be paid to existing
pensioners and current employees less the present value of the future normal costs associated with such employees.
The “unfunded” liability is the amount by which the actuarial accrued liability exceeded accumulated assets set aside
therefor and represents the present value of the amount that would have to be contributed in the future in addition
to normal costs in order for the liability to be fully funded.

As stated above, annual payments under the funding schedule through fiscal 1998 must be at least equal
to the total estimated pay-as-you-go benefit cost in such year. As a result of this requirement, the funding
requirement will be increased for fiscal 1993 and 1954 to an estimated $778 million and $844 million, respectively.
Estimates for succeeding years are not available.

Although the total unfunded actuarial liability of $10.869 billion as of Janvary 1, 1990 had increased by

approximately $424 million from that reported in the first valuation filed March 1, 1988, the increase is $1.471
billion less than the first valuation had predicted. This reduction is attributable chiefly to significant improvement
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in the quality of the member data over that available for the 1988 valuation. Better-than-expected investment
performance and the absence of cost-of-living adjustments in fiscal 1990 and 1991 also contributed to the reduction.
Moreover, as contemplated by the statute, the filing of the 1991 study lagged the valuation date of January 1, 1990
by 14 months and therefore did not reflect the substantial reduction in the number of state employees which occurred
during that period. For this reason the current unfunded actuarial liability might be less than that stated in the 1991
study, although the difference, if any, cannot be quantified at this time.

Long Term Rental Leases

In addition to Commonwealth owned buildings and facilities, the Commonwealth leases additional space
from private parties. In fiscal 1992, rental expenditures under these operating leases totalled approximately $90.3
million. Minimum future rental expenditure commitments of the Commonwealth under operating leases in effect
at June 30, 1992 are set forth below. These amounts represent expenditure commitments of both budgeted and
non-budgeted funds.

Rental Expenditure Commitments
June 30, 1992(1)
{in thousands)

Fiscal Year Renta} Expenditure Commitments

1993 $33.991

1994 54,913

1995 42,239

1996 30,280

1997 1,643

1998 and thereafter 85
;2]35151

SOURCE: Office of the Comptrolier.

4] The most recently available information.

Long Term Capital Leases

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

Long term total principal and interest obligations at June 30, 1992 related to lease/purchase agreements and
tax-exempt Certificates of Participation (COPs) are as follows:

Lease/Purchase and COP Obligations
June 30, 1992(1)
(in thousands)

Fiscal Year Lease/Purchase COPs Total

1993 $ 21,651 $ 2,669 $24,320

1994 18,236 2,670 20,906

1995 9,657 2,668 12,325

1996 6,103 2,670 8,773

1997 1,502 2,67 4,173

1998 and thereafter 4,700 8013 12,713
$61,849 (2 1,361 (2) 23!210

SOURCE: Office of the Comptraller.
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N The most recently available information.
2) As of June 30, 1992, the principal amounts of these obligations were $352,364,000 and $15,845,000 for lease/purchase and COPs,
respectively.

Water Pollution Abatement Trust

The Commonwealth organized the Massachusetts Water Pollution Abatement Trust (the "Trust") in July,
1989 to issue debt obligations for purposes of funding loans to local governmental units to finance water pollution
abatement projects in cogjunction with state revolving loan fund programs established under Title VI of the Federal
Clean Water Act. Debt service payments on loans made by the Trust for eligible costs of the projects are subsidized
by funds available to the Trust to result in each loan being the financial squivalent of a grant to the borrower of at
Jeast 25% of the eligible costs of the project.

On October 8, 1992, the Govemnor approved Chapter 203 of the Acts of 1992 ("Chapter 2037) which
amended the legislation that established the Trust. Chapter 203 reduced to $122.3 million from $1.43 billion, the
Commonwealth's authorization to issue its general obligation bonds or notes to capitalize the state revolving fund,
pay administrative expenses associated with the Trust’s programs and subsidize and secure local governmental units’
obligations to the Trust. Chapter 203 directs the State Treasurer to enter into contract assistance agreements with
the Trust to provide payments from the Commonweaith to the Trust of up to $20 million per fiscal year through
fiscal year 2025 in order to provide moneys to the Trust to make loan subsidies in excess of the minimum 25%
grant equivalency. Such 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.

In November 1992, the Trust executed loan agreements with the City of New Bedford providing for loans
to the City aggregating approximately $165 million. The loans will be made in several installments over three to
four fiscal years, with the first installment of approximately $45 million closed in November 1992,

The Trust intends to issue approximately $150 million of its revenue bonds in March 1993 to refinance $75
million of loans made to the MWRA in December 1991 and to finance additional projects for the MWRA with costs
of approximately $75 million. The Trust has also approved loan commitments to cities, towns and other public
authorities in the Commeonwealth for over $100 million of additiona! loans to be financed by bonds which the Trust
expects to issue in fiscal year 1994. Under Chapter 203, each of these loans will provide for contract assistance
and other subsidies sufficient to result in the loans being the financial equivalent of a grant to the borrower of
between 25% and 90% of the eligible costs of the project. Financial assistance in excess of 25% will be provided
through contract assistance payments from the Commonwealth.

School Building Assistance

The school building assistance program was established in 1948 to promote the planning and construction
of school buildings and the establishment of consolidated and regional schools in the Commonwealth. Under this
program, cities, towns, regional school districts and the three counties that maintain agricultural schools can obtain
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 cilies, 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, 1992,
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School Building Assistance Obligations
{in thousands)

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

1993 $150,179 2003 $76,264
1694 134,776 2004 72,975
1995 124,677 2005 71,447
1996 112,129 2006 66,836
1997 106,149 2007 63,649
1998 95,941 2008 59,225
1999 88,357 2009 52,565
2000 85,425 2019 45,376
2001 8] 898 2011 31,164
2002 78,632 2012 §.542

Total ; 1,606,206

SOURCE: Department of Educaticn, School Facilities Service Bureau.

Unemployment Compensation Trust Fund

The assets and hiabilities of the Commonwealth Unemployment Compensation Trust Fund are not assets
and liabilities of the Commonwealth. See "Exhibit A - Economic Information" under the heading
"Unemployment Compensation Trust Fund”,

LITIGATION

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

Commonwealth Programs and Services. From time to time actions are brought against the Commonwealth
by the recipients of governmental services, particularly recipients of human services benefits, secking expanded
levels of services and benefits and by the providers of such services challenging the Commonwealth's reimbursement
rates and methodologies. To the extent that such actions result in judgments requiring the Commonwealth to provide
expanded services or benefits or pay increased rates, additional operating and capital expenditures might be needed
to implement such judgments. Currently pending is an action challenging (i) the Commonwealth’s funding of public
primary and secondary education systems on both federal and state constitutional grounds and (ii) the
Commonwealth’s special education laws and related municipal funding requirements as violative of the state
constitution and Proposition 2 1/2. Levy v. Weld (Worcester Superior Court No. 89-0813). Plaintiff’s constitutional
claims are now pending before the Supreme Judicial Court. Similar constitutional claims were raised in Webby v.
Dukakis (Supreme Judicial Court for Suffolk County No. 78-179) (now known as McDuffy v. Robertsan, Supreme
Judicial Court for Suffolk County No. 90-128) now pending before the full court. Massachusetts Hospital
Association v. Rate Setting Commission (Suffolk Superior Court No. 89-3215) challenges an element of the Medicaid
rate setting methodology for hospitals. 1f the plaintiff hospitals are successful, the Commonwealth might face
additional liability of approximately $70 to $100 million. The parties have recently agreed to a process of settlement
and payment of fiscal 1988 through 1991 claims, with payment to be made in fiscal 1993.

In Massachusetts Hospital Association et al. v. Department of Public Welfare et al. (Suffolk Superior Court
No. 90-7116B), the Massachuseits Hospital Association and a group of chronic care hospitals seek an injunction
to compel the Department of Public Welfare to pay for Medicaid patients at chronic care hospitals at rates which
were set by the Rate Setting Commission but disapproved by the Department of Public Welfare under its statutory
authority to veto rates. The defendants were granted summary judgment on all claims, except the hospitals’ claim
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that they paid a 2% increase in fiscal 1991 Medicaid rates over fiscal 1990 rates for inflation in wages and labor
costs. In Jewish Memorial Hospital et al. v. Department of Public Welfare e1 al. (Suffolk Superior Court No.
90-7114B) chronic care hospitals challenge new regulations governing preadmission screening for Medicaid patients.
Summary judgment has been granted for the defendants. Briefing in the Appeals Court will be completed by the
end of February, 1993. Two trade associations and three nursing homes filed suit challenging the February 1, 1991
action of the Department of Public Welfare in adjusting the management minutes ranges for case-mix categories used
in calculating rates of reimbursement for Medicaid patients in long-term care facilities. This case is The
Massachuserts Federation of Nursing Homes, Inc. et al. v. Commonwealth et al. (U.S. District Court No.
91-11366-C). The plaintiffs estimate that the adjustment results in a monthly $4 million loss to the nursing home
industry. The plaintiffs’ motion for a preliminary injunction was denied and certain claims were dismissed. On
June 2, 1992, plaintiffs refiled the dismissed state law claims in Suffolk Superior Court. Massachusetts Federation
of Nursing Homes, Inc. et al. v. Commonwealth et al. (Suffolk Superior Court No. 92-3370).

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. The order and
decrees have been extended a number of times, most recently through March 1993, although the validity of this
extension is on appeal. McNamara v. Dukakis (U.S. District Court No.90-12611-2) is a class action by eleven
clients or patients of the Department of Mental Health and three advocacy groups contesting reductions in the budget
of the Department of Mental Health which have led or may lead to reductions in services to the class. This action
is in its initial stages. No class has been certified. J.S. and D.M. by their next friends, Bailey, Flynn and Pine
Streer Inn v. Dukakis, Johnson and Tomes (Suffolk Superior Court No.90-7275-F) was filed in the beginning of
December 1990 seeking preliminary and permanent injunctions requiring the Commonwealth to provide shelter and
mental health services to homeless, seriously mentally ill individuals. The plaintiffs claim that the defendants have
violated their state and federal statutory and constitutional duties. Albert Williams et al. v. Forsherg and Elias
(Suffolk Superior Court No. 91-3855-E) is a class action filed in early June 1991 by homeless, mentally ill patients.
They challenge the discharge policies and procedures of the Department of Mental Health, and seck to require a
comprehensive system of community mental health services. The J.S. and D.M. and Wiiliams actions were
consolidated and the trial court granted in part and denied in part the defendants’ motion for summary judgment.
The maiter is now before the Supreme Judicial Court.

In Avanzato v. Sullivan et al. (U.S. District Court No. 91-30205-F) the plaintiffs contend that
Massachusetts AFDC payment levels violate federal law in light of the Legislature’s determination not to enact a
clothing allowance as part of the fiscal 1992 budget. They seek an order enjoining the Commissioner of Public
Welfare to pay AFDC benefits at a level equal to the payment levels in effect under the AFDC state plan on May
1, 1988, in addition to an order requiring the federal defendant to disapprove the state Medicaid plan within 60 days
if the state does not issue its payment level. The class of plaintiffs has not been certified. On February 14, 1992
the Court granted plaintiffs’ motion for summary judgment and declared that the Commonwealth was not in
compliance with federal law. The parties stipulated that the case is moot. On October 14, 1992, the Court vacated
its February 14, 1992 decision, reconsidered it, and entered judgment granting the defendants’ motions for summary
judgment. Plaintiffs have moved to amend the judgment.

In Corriea et al. v. Department of Public Welfare (Suffolk Superior Court No. 92-2468-B) welfare
applicants challenge the Department of Public Welfare's implementation of the Emergency Aid to the Elderly,
Disabled and Children public assistance program ("EAEDC") and seek the reinstatement of benefits for thousands
of individuals. On August 17, 1992, the Superior Court certified the case as a class action and entered a
preliminary injunction requiring the Department to follow certain procedures in making EAEDC eligibility
determinations. On January 13, 1993, the Supreme Judicial Court affirmed the Superior Court’s ruling that the
plaintiffs were entitled to an injunction but held that the injunction issued by the Superior Court was overly
restrictive in that it prevented the Department from developing alternative procedures for implementing the EAEDC
program in an acceptable manner. Accordingly, the Supreme Judicial Court remanded the case to the Superior
Court for 2 modification of the injunction allowing the Department the opportunity to develop alternative procedures
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for implementing the EAEDC program. The Superior Court presently is considering what additional orders, if any,
to make in light of the Supreme Judicial Court's opinion.

In Massachuserts Hospital Association et al. v. Department of Public Welfare et al. (Suffolk Superior Court
Na. 92-4656C) the hospital association and certain chronic care hospitals challenged the adequacy of rates for fiscal
year 1092 on the theory that the Rate Setting Commission made inadequate provision for labor cost inflation. The
Superior Court heard arguments on plaintiffs’ motion for a preliminary injunction on August 5, 1992 and has the
motion under advisement,

Environmental Matters. The Commonwealth is engaged in various lawsuits invelving 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 also Conservation Law Foundation v.
Metropolitan Districc Commission (U.S. District Court C.A. No. 83-1614-MA). The Massachusetts Water
Resources Authority (the "MWRA"), successor in liability to the Metropolitan District Commission, has assumed
primary responsibility for developing and implementing a court approved plan and timetable for the construction
of the treatment facilities necessary to achieve compliance with the federal requirements. The MWRA currently
is in material compliance with the Court’s scheduling orders, although the MWRA expects to miss a deadline for
construction of a landfill. The MWRA currently projects that the total cost of construction of the wastewater
facilities required under the Court’s order is approximately $3.5 billion in current dollars. 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. The Commonwealth also has been sued on federal and state
constitutional and common law grounds by nine municipalities of the Commonwealth which seek damages for the
Commonwealth’s opposition to the licensing of a nuclear power plant in Seabrook, New Hampshire. Ashburnham
v, Commonwealth {Suffolk Superior Court No. 88-6917B). The municipalities allege damages in excess of $1
billion. The Commonwealth's motion to dismiss was allowed. Plaintiffs appealed, and the case is under advisement
argument in the Appeals Court (No. 921-P-910),

The Commonwealth and the United States both have sued for their past and future costs in remedying the
contamination caused by hazardous waste at the Charles George landfill in Tyngsborough, which was closed in
1983. United States of America v. Charles George Trucking Company, Inc. et al. (U.S. District Court C.A. No.
85-2463-WD) and Commaonwealth v. Charles George Trucking Company, Inc. et al. (U.S. District Court C.A. No.
85-2714-WD). Defendants counterclaimed against the Commonwealth, alleging negligent regulation and generation
of hazardous materials by the University of Massachusetts - Lowell. Recently, most of the parties seftled with the
United States and the Commonwealth, and the settiement resolved all counterclaims by the settling defendants. The
consent decree will have to undergo a public comment period and an approval process in the court. Although the
United States Environmental Protection Agency’s latest total cost figure is about $70 million, the likelihood of the
Commonwealth being held liable for even a small share of that amount on the basis of the remaining counterclaims
is small.

Taxes and Other Revenues. The Commonwealth defends actions challenging the establishment of fees,
taxes and other revenue-raising measures. One pending case challenges the constitutionality of amendments to the
"bottle law" which provide that unclaimed bottle deposits (estimated at $22 million or more annually) escheat to the
Commonwealth. Massachusetts Wholesalers of Malt Beverages v. Commonwealth (Suffolk Superior Court No.
90-1523). The Superior Court issued a decision on cross-motions for summary judgment upholding the
constitutionality of the statute except for a retroactive funding provisien, which the court found severable, and
ordering the case reported to the Appeals Court. The Supreme Judicial Court granted the plaintiff’s application for
direct appellate review and the matter is under advisement following argument. 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. Should this action be successful,
the Commonwealth’s total liability could be in excess of $20 million, The case is to be argued in the Supreme
Judicial Court in February 1993.
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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 Cornmissioner 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. Such matters include a case involving whether capital gains
taxation on & stock sale may be avoided by assigning the stock to Delaware corporations on the day before the sale.
A decision in favor of the taxpayer was issued by the Appellate Tax Board on August 31, 1990. The Appeals Court
reversed that decision on December 18, 1992. An application for further appellate review was granted by the
Supreme Judicial Court on February 9, 1993. Approximately $45 million in taxes and interest are at issue.
Approximately $150 million in taxes and interest in the aggregate are at issue in three other cases pending before
the Appellate Tax Board or on appeal to the Appeals Court or the Supreme Judicial Court.

Other Fiscal Matters. In County of Bamnstable et al. v. Commonwealth (Suffolk Superior Court
No0.90-7439B) twelve Massachusetts counties seek reimbursement from the Commonwealth for the costs of
courthouse maintenance on the theory that the state is required to pay them the amount of 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 are working toward a stipulation of facts.

In Town of Bourne et al. v. The Governor et al. (Plymouth Superior Court No. 92-1092A), the towns of
Bourne, Russell, Warcham and Yarmouth seek to compel the payment of state funds to finance, under the "Hayes
Act”, Chapter 275 of the Acts of 1989, the towns” Water Pollution Abatement Project. A motion to dismiss has
been filed by the Commonwealth. No hearing date has yet been set.

In Haywood v. National Information Systems, Inc. (Norfolk Superior Court No. 52-2361), 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 case is in its
initial stages.

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 [nformation Statement are only summarized, and such summaries do not
purport to be complete statements of any of such provisions. Only the actual text of such provisions can be relied
upon for completeness and accuracy.

All estimates and assumptions in this 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.

CONTINUING DISCLOSURE
The Department of the State Auditor audits all agencies, departments and authorities of the Commonwealth

at least every two years. Copies of audit reports may be obtained from the State Auditor, State House, Room 229,
Boston, Massachusetts 02133.
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The Commonwealth prepares its Comprehensive Annual Financial Report ("CAFR") with respect to each
fiscal year ending June 30, which become available in January of the following fiscal year. Copies of the CAFR
and other financial reports of the Comptroller referenced in this document may be obtained by requesting the same
in writing from the Office of the Comptroller, The Commonwealth of Massachusetts, One Ashburton Place, Room
909, Boston, Massachuseits 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, Director of Debt Management, Office of the State
Treasurer and Receiver-General, One Ashburton Place, 12th Floor, Boston, Massachusetts 02108, telephone (617)
367-3900, or C. Christopher Alberti, Director of Debt Finance of the Executive Office for Admnistration 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, IlI, Esq.. Palmer &
Dodge, One Beacon Street, Boston, Massachusetts 02108, telephone (617) 573-0100.

THE COMMONWEALTH OF MASSACHUSETTS

By /s/ Jo : one
Joseph D. Malone
Treasurer and Receiver-General

By /s/ Peter Nessen
Peter Nessen
Secretary for Administration and Finance

February 26, 1993
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EXHIBIT A
ECONOMIC INFORMATION

This section provides certain information concerning the economic and financial condition of the
Commonwealth. The demographic information and statistical data, which have been obtained from the sources
indicated, do not necessarily present all factors which may have a bearing on the Commonwealth’s fiscal and
economic affairs.

All information is presented on a calendar-year basis unless otherwise indicated. Sources of information
are indicated in the text or immediately following the charts and tables. Although the Commonwealth considers the
sources to be reliable, the Commonwealth has made no independent verification of the information presented herein
and does not warrant its accuracy. Certain information contained in this Exhibit has been compiled with the
assistance of the Massachusetts Institute for Social and Economic Research ("MISER™), at the University of
Massachusetts at Amherst.

OVERVIEW

Population. Massachusetts experienced a modest increase in populationbetween 1980 and 1990. The 1990
U.S. census count is 6,016,425 or 4.9% more than the 5,737,093 counted in 1980. In contrast, the total United
States population increased by approximately 3.8% over the same period. According to the 1990 U.S. census, the
City of Boston experienced a small population increase of 2.0% from 562,994 in 1980, to 574,283 in 1990. The
Boston-Washington corridor, which includes the states of Massachusetts, Rhode Island, Connecticut, New York,
New Jersey, and Pennsylvania, is home to sixty million people, one-quarter of the entire U.S. population.

Infrastructure. Massachusetts possesses an extensive transportation system and related facilities. The City
of Boston is the transportation and commercial center for New England and is the site of both a full-facility seaport
and a major international airport. Boston's Logan International Airport is a major contributor to the economy of
the greater Boston area, Massachusetts and the New England region. Based upon its volume of air passengers
served, Logan Airport ranks first in New England, ninth in the United States, and fourteenth in the world, according
to the Massachusetts Port Authority ("Massport"} 1991 Annual Report. In 1990, Logan Airport served nearly 23
million arriving and departing passengers, more than double the number served in 1975. For the same period,
Logan Airport ranked eleventh nationally and twenty-fourth in the world in total air cargo volume, handling 310
thousand metric tons of cargo and mail. Massachusetts has several deep-water seaports. In 1990, the Port of
Boston handled almost 22 million tons of cargo, valued at more than $8 billion.

The state is also well served by the federal interstate highway system, including interstate routes 84, 90,
91, 93, 95, 295 and 495. Rail and trucking systems provide direct overland shipping throughout the United States
and Canada.

Human Resources. Skilled human capital is the foundation of Massachusetts’ economic strength, providing
the basis for a technologically dynamic and industriaily diverse regional economy. The concentration of technical,
engineering, managenial, scientific and other professional skills within the Massachusetts work force is, in part, due
to the {20 private and public colleges and universities located throughout the state. The largest and best known of
these institutions include Ambherst College, Boston College, Bosten University, Clark University, Harvard
University, The College of the Holy Cross, the Massachusetts Institute of Technology, Mount Holyoke College,
Northeastern University, Smith College, Tufts University. the University of Massachusetts, Wellesley College, and
Williams College.

Economic Base. 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 are
exported. Like most other industrial states, Massachusetts has seen a shift in employment from labor-intensive
manufacturing industries (i.e., textiles, apparel, shoes, paper products, etc.}) to technology and service-based
industries like computers, biomedical technotogy, consulting, health care and business services.

Exhibit A-(



Today Massachusetts is a leader in research and development of biotechnology, biomedical technology.
software, robotics, and other high technology products. A large proportion of Massachusetts’ total work force is
employed in high technology-related jobs. Nine of the 15 Massachusetts companies listed in the 1992 Fortune 500
are engaged in the production of computer equipment, electronic components or instruments. Nonmanufacturing
high technology jobs have maintained their share of total employment in the state. The concentration of
world-renowned research institutions, growing biotechnology companies and computer and electronics companies,
as well a large number of smaller firms, has helped make Massachusetts a national center for biotechnology and
high technology industries.

Massachusetts is also home to many of the nation’s most well-known hospitals and medical institutions,
including Massachusetts General, Children's, and Brighamn and Women's hospitals and the Lahey Clinic. The
Massachusetts medical establishment is recognized internationally as a center for health services, medical teaching
and research, attracting patients and health professionals from all over the world. The hospitals and other health
care institutions provide a valuable link to the biomedical and biotechnical research and development activities
conducted by approximately 140 biotechnology companies located in Massachusetts. Non-hospital employment in
medically related research and development continues to accelerate.

Population Characteristics

Massachusetts is a densely populated urban state with a population density of 769 persons per square mile,
as compared to 70.1 for the United States, according to the 1990 census. Among the 50 states, only Rhode Island
and New Jersey have a greater population density.

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

Worcester is the second largest city in New England. Its service, trade, and manufacturing industries
combine for more than 70% of Worcester’s total employment. As a major medical and educational center, the
Worcester area is home to 18 patient care facilities, including the University of Massachusetts Medical School, and
twelve colleges and universities.

Springfield, the third largest city in the Commonwealth, enjoys a diverse body of corporate employers, the
largest of which are the Bay State Madical Center (Massachusetts’ second largest medical facility), the
Massachusetts Mutnal Life Insurance Company, the Milton Bradley Company, and Smith and Wesson. [n addition,
Springfield is home to four independent colleges.

The following table compares the population growth rates of Massachusetts with those of the United States,

the New England States, and the Eleven Large States (the latter two groupings are defined in footnotes one and two
thereof).
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Population - 1970-1992

(in thousands)

United States Massachusetis New England States (1) Eleven Large States (2)
Mid-Year Total % Change  Total % Change Total % Change Total % Change
1970 203,709 - 5,704 - 11,878 - 116,873 -
1975 215,457 57 5,762 1.0 12,176 2.5 122,399 4.7
1980 227,255 55 5,743 0.4 12,368 1.6 127,932 4.5
1981 229,457 1.0 5,768 0.4 12,435 0.5 129,219 1.0
1982 231,669 1.0 577 0.1 12,468 0.3 130,576 1.1
1983 233,806 1.0 5,800 0.5 12,545 0.6 131,933 1.0
1984 235,847 0.9 5,841 0.7 12,643 08 133,184 1.0
1985 237,950 0.9 5,38} 0.7 12,742 0.8 134,553 1.0
1986 240,162 0.9 5,903 0.4 12,835 0.7 136,056 1.1
1987 242,321 0.9 3,936 0.6 12,953 0.9 137,444 1.0
1988 244,534 0.9 5,981 0.8 13,086 1.0 138,823 1.0
1939 246,820 0.9 6,016 0.6 13,182 0.7 140,311 1.1
1990 (3) 249,466 1.1 6,020 0.1 13,222 0.3 141,975 1.2
1991 252,177 1.1 5,996 0.4 13,197 0.2} 143,368 1.0
1992 255,082 1.2 5,998 0.0 13,200 0.0 144,853 1.0
SOURCE: United States Department of Commerce, Bureau of the Census.
(1 Connecticut, Maine, Massachusetts, New Hampshirs, Rhode Island and Vermont.
23 California, Florida, Hlinois, Massschusetts, Michigan, New Jersey, New York, North Carolina, Ohio, Pennsytvania and Texas.
{3) The 1990 midyear (July 1) estimates reflect the April 1, 1990 census count and three months of estimated population change.

An estimated net out-migration of 36,000 people held 1992 Massachusetts population growth to only 2,000 people.

The following table sets forth the distribution of population by age for Massachusetts in 1990 and the
projected distribution of population by age in 2000.

Distribution of Population by Age

{in thousands)
1950 2000 (Projectad)

Age Number % of Totsl Number % of Total
Under 5 421 7.0 353 57
51019 1,140 19.0 1,210 19.4
200 24 517 8.6 386 6.2
25w 34 1,099 13.3 912 14.6
350 44 914 152 1,082 17.3
45 to 54 596 10.0 864 13.8
55 to 64 514 8.6 555 8.9
65 end over £15 13.5 876 14.0

SOURCE: United States Department of Comraerce, Bureau of the Census and MISER.

Personal Income

Per capita personal income in Massachusetts is the third highest in the nation. Per capita personal income
for Massachusetts residents, unadjusted for differentials in the cost of living, was $23,003 in 1991, as compared
to the national average of $15,092.

The following table compares per capita personal income in Massachusetts with the United States and the
New England States for the periods indicated.
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Per Capita Personal Income

1985-1991
Massachusetts % Change United States % Change New England States % Change
1985 $16,353 - $14,159 - $16,067 -
1986 17,669 8.0% 14,910 53% 17,307 17%
1987 19,004 7.6 15,641 4.5 18,623 7.6
1988 20,637 8.6 16,618 6.2 20,165 8.3
1989 21,811 5.7 17,699 65 21,353 59
1990 22,520 33 18,639 53 22,148 37
1991 23,003 2.1 19,092 2.4 22,629 22

SOURCE: United States Department of Commerce, Bureau of Economic Analysis.

Cost of Living

While per capita personal income is, on a relative scale, higher in Massachusetts than in the United States
as a whole, this is offset to some extent by the higher cost of living in Massachusetts.

The following table presents information on consumer price trends for the Boston metropolitan area and
the United States for the period between 1985 and 1991. Data for 1992 indicates that between November 1591 and
November 1992, the consumer price index for all urban consumers in the Boston metropolitan area grew at the rate
of 2.5%, while the consumer price index for the United States, over the same period, grew at the rate of 3.0%.

Changes in Consumer Price Index for All Urban Consumers

All Items
United States Boston Metro
1985 31.6% 4.5%
1986 1.9 2.6
1987 37 4.4
1988 4.1 6.1
1935 4.8 5.7
1990 54 5.8
1991 42 4.4

SOURCE: United States Department of Lahor, Bureau of Labor Statistics.

Employment

The Massachusetts service sector, at 32.5% of the work force in December 1992, is the largest sector in
the Massachusetts economy. In the nation as 2 whole, about 26 % of all jobs are in the service sector. Government
employment is below the national average, representing less than 14% of the Massachusetts work force. The
construction, manufacturing and trade sectors experienced the greatest decreases between 1989 and 1992, with more
modest declines taking place in the government; finance, insurance and real estate ("FIRE"); and services sectors
over the same period.
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The table below demonstrates the changes in employment by sector.

Massachusetts Employment by Industry - Annual Averages

(in thousands)
1988-1989 1989-1990 1990-1991
1989¢(1) % Change 1990¢1} % Change 1991(1) % Change
Total Nonagricultural
Employment 3,103.4 0.7 2,979.0 4.0 28170 5.4
Sector
Mining 1.6 (5.8 1.4 (12.5 1.2 14.%
Construction 126.8 {10.8) 101.9 (19.6) 793 {21.6)
Manufacturing 561.1 4.0) 521.3 7.n 434.5 7.1}
Transportation
& Communications 128.3 4.0 129.9 1.2 124.2 4.4)
Wholesale and Retail Trade  740.5 0.1 700.1 (5.5) 6495 (7.2)
FIRE 217.3 [{RY)] 2133 (1.8} 203.9 4.4
Services 924.1 N 915.7 0.9 889.9 (2.8)
Government 403 .6 0.8) 396.4 (1.8 384.5 3.0
Civilian Labor Force 3,180.0 0.8 3,166.0 ©.9) 13,1270 (1.2
Unemployed 127.0 233 189.¢ 438.8 280.0 48.1
Unemployment Rate 4.0% 6.0% 2.0%

SOURCE: Massachusests Department of Employment and Training.

(3] Sum of parts may not equal totals due to rounding.

The following table presents changes in nonagricuitural employment by sector for December 1991 and
December 1992. The most recent data indicates that total nonagricuitural employment contracted by 1.6% between
December 1991 and December 1992.
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Massachusetts Employment by Industry — Monthly Averages

(in thousands)
% Change
Between
December % of December % of December 1991
1991 Total 1992 Total and December 1992
Total Nonagricultural
Empleyment 2.819.7(1) 2,714.2(1) (1.6)
Sector
Censtruction T4.4 2.6 T1.3 2.6 {4.2)
Manufacturing 475.3 16.9 454 8 16.4 {4.3)
Transportation

& Communications j24.8 4.4 123.0 4.4 {1.4)
Wholesale & Retail Trade 664.7 236 648.1 234 2.5
FIRE 200.9 7.1 196.8 7.1 2.0
Services 892.3 KIN] 902.6 325 1.2
Government 3186.1 13.7 376.4 13.6 2.5)
High Tech Manufacturing 191.1 6.8 1753 6.3 8.3
High Tech Non-Manufacturing 872 3.1 459 31 {1.5)
Average Weekly Earnings (dollars)

Manufacturing $505.13 $509.09 08
Civilian Labhor Force {2) 31,164.0 31,1450 0.6)
Unemployed (2) 2750 272.0 (1.1
Unemployment Rate {2) §.7% 8.6%

SOURCE: Massachuseits Depattment of Employment and Training and US Department of Labor, Bureau of Labor Statistics.

{8 Sum of the parts may not equal totals due to rounding.
{2 Figures seasonally adjusted.

Business and Employment Base

The following table contains, in alphabetical order, the 25 largest non-governmental sector employers in
Massachusetts as of June 1992,

Commonwealth of Massachusetts
Twenty-Five Largest Non-Governmental Massachusetts Employers

Massachusetts Institute of Technology
May Department Stores Company
New England Telephone & Telegraph Company
Polaroid Corporation

Purity Supreme, Inc.

Raytheon Company

S&S Credit Company, Inc.

Sears Roebuck & Company

Shaw’s Supermarkets, Inc.

State Street Bank and Trust Company
United Parcel Service, Inc.

American Telephone & Telegraph
Bank of Boston

Blue Cross of Massachusetts, Inc.
Boston University

Brigham & Women's Hospital Inc.
Digital Equipment Corporation

First Healthcare Cotporaticn

Friendly Ice Cream Carporation
Genera) Electric Company

Harvard Community Health Plan, Inc.
Harvard University

Jewel Food Stores Inc.

John Hancock Mutual Life Insurance Company, Inc.
Massachusetts General Hospital

SOURCE: Massachusetts Department of Employment and Training.
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As indicated in the following table, the commercial base of Massachusetts is anchored by the 15 Fortune
500 industrial firms headquartered within the state. The Fortune 500 firms are ranked according to total sales.

Massachusetts Companies in Fortune 500

Rankin: 1991 Sales 1990 Sales
1991 1990 Company Industry $ Millions $ Millions

28 30  DIGITAL EQUIPMENT (Maynard) Computer Equipment $14,004.2 $13,084.5

51 52 RAYTHEON (Lexington) Electronic Components 9.355.5 9,362.3
107 113 GILLETTE (Boston} Personal Care Products/Cutlery 4,705.6 4,394.0
167 182 EG & G (Wetlesley) [nstruments 2,127.1 2,634.7
201 169 WANG LABORATORIES (Lawell) (1) Computer Equipment 2,691.3 2,478.5
203 213 POLAROID (Cambridge) Photographic Equipment 20960 2.006.4
256 243 CABOT (Waltham) Chemical Products 1,579 .9 1,684.7
272 252 DR HOLDINGS {Natick) Computer Equipment 1,391 .| 1,651.1
292 297 AMOSKEAG (Boston) Financial Services 1,244.4 1,276.5
295 a0z DATA GENERAL {Westbora) Computer Equipment 1,237 .0 1,3240
146 361 OCEAN SPRAY (Lakeville) Fuod Products 946.0 9151
385 415 THERMO ELECTRON (Waltham) Instruments 830.1 1231
412 422  MILLIPORE (Bedford) Instruments T48.0 709.1
424 434 STANHOME (Westfield) Home Products F10.2 675.7
493 - ANALOG DEVICES (Norwood) Elecironics 538.5 .-

SOURCE: Fortune Magazine, April 22, 1992,

n Filed for reorganization under Chapter 11 of the United States Bankruptcy Code on August 18, 992,

The following table shows the average monthly new business incorporations for 1987 through 1991 for
Massachusetts, New England and the United States,

New Business Incorporations
Monthly Averages 1987-1991

1987 1938 1989 1990 1991
Masgachusetts 1,438 1,366 1.171 1,037 976
New England 3,491 333 2,967 2,606 2,406
United States 57.185 56,940 56,587 53,449 52,487

SOURCE: Department of Economic Analysis, New Business Incorporations, Dunn & Bradstreet, and the Federal Reserve Bank of Boston.

Massachusetts is experiencing mild growth in new businesses. According to Dunn & Bradstreet, in March
1992, 1,169 new businesses were incorporated in the Commonwealth, as compared to 1,081 in March 199],
Furthermore, in the first quarter of 1992, 3,351 new businesses were incorporated, an increase of 6.1% over the
first quarter of 1991, when 3,159 new businesses were incorporated. This compares favorably with New England
as 8 whole, which saw a decrease in new business incorporations of 0.5% during the first quarter of 1992 over the
first quarter of 1991,

Some businesses in Massachusetts are failing, however. According to Dunn & Bradstreet, 1,586 businesses
have failed in Massachusetts between January 1992 and June 1992, while 1,309 businesses failed during the same
period in 1991, an increase of 21.2%, This is relatively consistent with the average for the six New England states
for the same period, which saw a 19.3% increase in business failures over the same two periods; from 2,703 in
1991 to 3,224 in 1992. However, the increase in the percentage of businesses which failed between January 1992
and June 1992 compared to the same period in 1991 has decreased substantially from the increase in the percentage
of such failures between calendar 1990 and 1991. Between calendar 1990 and 1991, the rate of increase in business
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failures in Massachusetts was 46.7%, compared to an 81.1% increase in businesses in New England as a whole
during the same period.

Labor Force

Massachusetts’ labor force participation rate is higher than the national rate. In 1991, 67.6% of
non-institutionalized working-age Massachusetts residents were employed. Thisis 1.6% higher than the equivalent
national rate. During the mid-1980s when the stale’s unemployment rate dropped below 3%, there was concern
that Massachusetts’ high labor force participation rate might exacerbate the upward pressure on wages. During the
current economic downturn, however, the high labor force participation rate provides a modest damper on the
effective familial impact of unemployment -- many of those unemployed are members of households with more than
one worker. The presence of additional, employed workers in the family lessens the impact of unemployment on
those workers who find themselves unemployed.

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

Science and Engineering Degrees Conferred
As a Percent of U.S. Total: 1989

Massachusetls
Baccalaureate: Mathematics 4.0%
Physical Science 4.2
Engineering 50
Master’s: Mathematics 4.2
Physical Science 4.5
Engineering T4
Ph.D’s: Mathematics 7.6
Physical Science 6.7
Engineering 7.0

SOURCE: NEBHE analysis of U.5. Department of Education data.

Massachusetts population as a percent of U.S. total equals 2.4%.
Unemployment

Erom 1980 to 1989, Massachusetts’ unemployment rate was significantly lower than the national average.
By 1990, however, unemployment reached 6.0%. For the first time since 1977, the Commonwealth's
unemployment rate exceeded the national average. In 1991, Massachusetts” unemployment raie averaged 9.0% and
in 1992 it averaged 8.5%. The Massachusetts unemployment rate in January 1993 and in January 1992 was 8.2%.

The following table compares the annual unemployment averages of Massachusetts and the United States

on an absolute basis and as a percentage of the total civilian labor force for each of the years indicated. It also
shows a comparison of Massachusetts rates to United States rates for each of the years indicated.

Exhibit A-8



Annual Average Civilian Labor Force, Unemployment and
Unemployment Rates for Massachusetts and United States,
1980-1992
{in thousands)

Civilian Labor Force Unemployment Unemployment Rate Mass. Rate as %
Year Mass. us Mass. us. Mass, us. of U.S. Rate
1980 2,867 106,940 162 7,637 56% T1% 789
1981 2,947 108,670 187 8,273 6.4 7.6 8§42
1982 2,993 114,204 237 10,673 7.9 2.7 81.4
1983 2,91 111,550 205 10,717 6.9 9.6 1.9
1984 3,047 113,544 145 R,539 4.8 7.5 64.0
1985 3,087 115,461 120 8312 3¢ 7.2 542
1986 3,058 117,834 118 8,237 3 7.0 54.3
1987 3,086 119,865 99 7,425 32 6.2 51.6
1988 3,155 121,669 103 6,701 33 55 60.0
1989 3,180 128,869 127 6,528 4.0 53 75.5
1990 3,166 124,787 314 6,874 5.0 55 109 {
1991 3,127 125,303 280 8,426 3.0 6.7 134.3
1992 {1 3126 126,983 265 9,384 RS 7.4 114.9

SOURCE: Massachusetts Department of Employment and Training; United States Department of Labor, Bureau of Labor Statistics.
n Preliminary.

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 Unemployment Compensation
Trust Fund, financed through employer contributions,

The Commonwealth has exhausted the reserves in the Unemployment Compensation Trust Fund due to the
continued high levels of unemployment. When a state unemployment trust fund exhausts al] available reserves the
federal unemployment loan account advances the funds needed to continue the payment of benefits. If a state has
outstanding advances on January 1 for two successive years, the rate of federal employer contributions is gradually
increased to repay the advances. The federal unemployment contribution would increase .3% on the first $7,000
eamed per employee each year that such advances are outstanding.

Since the last quarter of 1991, benefit payments in excess of contributions have been 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 the Department of
Employment and Training estimates that 1993 revenues will exceed benefit payments. As of December 31, 19972
the Massachusetts Unemployment Compensation Trust Fund was in deficit by $405 million. The deficit is expected
to be $390 million by the end of 1993. An interest payment of $28-$32 million on previous advances from the
federal loan account is due on or before September 30, 1993. Interest payments are financed by a special
assessment imposed on employers.

The Department of Employment and Training estimates that the additional increases in contributions
provided by the 1992 legislation should result in a positive balance in the Unemployment Compensation Trust Fund
prior to December 1996 and rebuild reserves in the system to over $1 billion by the end of 1998,

The Commonwealth is currently examining funding the repayment of advances from the federal loan

account, as well as the deficit in the Unemployment Compensation Trust Fund through the end of calendar 1993,
through the issuance of bonds by the Massachusetts Industrial Finance Agency ("MIFA“)Y. The bonds would be
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secured solely by the special assessment imposed under the legislation, as amended under the proposed legislation
authorizing the bonds. The bonds issued by MIFA would not constitute a debt of the Commonwealth, and except
for the pledge of the special assessment, no pledge of the Commonwealth’s credit would secure the bonds.

RECENT PERFORMANCE

At the present time, the Massachusetts economy is experiencing a slowdown. While Massachuseits had
benefited from an annual job growth rate of approximately 2% since the early 1980s, by 1989, employment had
started to decline. Nonagricultural employment declined 0.7% in 1989 and 4.0% in 1990. A comparison of total,
nonagricultural employment in December 1991 with that in December 1992 indicates a decline of 1.6%. The state’s
unemployment rate continues to exceed the national unemployment rate. Per capita personal income growth has
slowed, after several years during which the per capita personal income growth rate in Massachusetts was among
the highest in the nation. Between the second quarter of 1991 and the second quarter of 1992, aggregate personal
income in Massachusetts increased 3.9%, as compared to 4.7% for the nation as a whole.

Economic Performance by Sector

Services. The services sector is the largest sector in the economy of Massachusetts in terms of numbers
of employees. The services sector includes the broad categories of health services, business services, educational
services, engineering and management services, and social services. In December 1992, service sector employment
was 902,600, representing 32.5% of total nonagricultural employment. The service sector represented a major
source of strength in the Massachusetts economy, increasing 17.5% between 1985 and 1989. Between December
1991 and December 1992, service sector employment increased 1.2%. An area with relatively high wages, business
services employed 16% of service sector workers in December 1992. As compared with the nation, Massachusetts
has a greater concentration of employment in business services.

Health Services. The health care industry continues to play an important role in the Massachusetts
economy. Health services is the largest component of the service sector in terms of employment. In December
1992, the health services sector numbered 290,400 workers, with 133,500 of those employed by hospitals. This
constitutes a 2.6% increase in total health service workers during the preceding year. Hospital employment
increased by 1.8% for this period.

The current outlook for health services is uncertain. The industry is buoyed by strong demand for health
services. Per capita health care spending in Massachusetts is 25% above the national average, according to a recent
study published by the Families U.S.A. Foundation, though this reflects, in part, the fact that Massachusetts health
care costs are well above the national average. The high cost of health care has led to recent efforts to contain costs
by businesses as well as governments. Cutbacks in federal Medicare reimbursements, combined with the rising
costs of patient care, contributed to operating deficits in over half of Massachusetts’ hospitals in 1988, The deficits
were also caused in part by an excess of acute care beds in the Commonwealth. Recent restructuring of the hospital
sector has led to the conversion of many acute care beds to long-term care beds throughout the Commonwealth,.
This may result in improved statewide occupancy rates, as well as a reduction in the cost of long-term care.

Educational Services. Massachusetts is an internationally recognized center for higher education, with
approximately 426,620 students in undergraduate, professional and graduate programs, according to recent data
supplied by New England Board of Higher Education. The number of foreign students enrolled in Massachusetts
colleges and universities totals approximately 20,000 or about 5.4% of the U.S. total. The Massachusetts public
higher education system is composed of universities, state colleges, and community colleges with a combined
enrollment of approximately 189,000 students. The strength of both public and private colleges and universities
as centers for research, teaching, and education contributes to the high quality of the Massachusetts work force and
plays a key role in attracting and retaining business and industry within the state.

The preeminence of higher education in Massachusetts contributes not only to the quality of its work force,

but also to its stature in the nation and the world as a center for basic scientific tesearch and for academic and
entreprencurial research and development. For example, Massachusetts institutions have a large number of Nobel
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Laureates. The Massachusetts Institute of Technology recently became the first university in the U.S. to receive
more than 100 paients in a year. Nationally, private industry funded only 6.5% of university research and
development ("R&D") at doctorate-granting institutions in 1989. This is significantly lower than the 9.1% figure
for Massachusetts. The federal government provides funding for 71.7% of all R&D activities in Massachusetts,
compared to 59.9% for the nation as a whole during the same period. Massachusetts was fourth in the nation in
total federal dollars pledged to R&D work at research institutions.

Federal funding sources reflect the diversity of the research and development work done at Massachusetts
educational institutions. According to the most recent figures from the National Science Foundation, of the $545
million total federal spending on college and university-based research and development in 1988 in Massachusetts,
47.0% was from the Department of Health and Human Services, 18.1% was from the National Science Foundation,
15.6% was from the Department of Defense, 9.8% was from the Department of Energy, and 2.9% was from the
Department of Agriculture.

Federal spending on research institutions in Massachusetts helps leverage the $2.7 billion in total federal
R&D obligations to Massachusetts businesses and institutions for 1989. Of this money, 66% was from the
Department of Defense, 21% from the Department of Health and Human Services, and 4.6% from the National
Science Foundation,

The Massachusetts colleges and universities are also significant employers within the state. Three of the
state’s private universities are among the state’s 25 largest non-governmental employers. The educational services
sector includes only private institutions for education; public institutions are included in the government sector.
According to the Massachusetts Department of Employment and Training, educational services accounted for
125,900 jobs in December 1992, while in the government sector, state and local public education accounted for
152,800 jobs.

Trade. During the mid-1980s the trade sector was an area of strong job growth, boosted by a growing
export sector. The rate of growth in the trade sector slowed in 1991 as weakness in the retail sector caused an
overall yearly decline of 7.2% in the number of jobs. In December 1992, retail and wholesale trade was the
second-largest employment sector in Massachusetts, with 648, 100 workers. Of this number, about three-quarters
were empioyed in retail trade.

Retail Sales. Retail sales growth in the Commonwealth outpaced national sales growth during the
mid-1980s, though in more recent years this has not been the case. According to the Federal Reserve Bank of
Boston, retail sales for the month of November 1992 were 1.6% below the November 1991 level. The following
table sets forth annual retail sales activity for Massachusetts and the United States from 1985 through 1991.

Annual Retail Sales Activity
(adjusted for seasonal variations and trading day differences)
1985-1991 (In Millions)

Massachusetts % Change United Statas % Change
1985 $35,094 .- $1,375,027 -
1986 38,337 9.2 1,449,636 54
1987 41,384 7.9 1,541,299 6.3
1988 45,327 9.5 1,650,468 7.1
1989 46,089 1.7 1,746,965 5.8
1990 44,141 4.2 1,825,507 4.5
1991 44 863 1.6 1,842,739 09

SOURCE: United States Department of Commerce.

Manufacturing. Today, like virtually all industrial states, Massachusetts has seen a steady diminution of
its manufacturing job base. Between 1990 and 1991, manufacturing employment declined 7.1%, from 521,300 to
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484,500, Manufacturing employment stood at 454,800 workers in December 1992. Until recently, employment
in high technology manufacturing has outperformed manufacturing generally in Massachusetts. While high
technology manufacturing is in a sliowdown nationally as well as in Massachusetts, it is expected to continue to
outperform manufacturing in the long-term. As of December 1992, high technology manufacturing employed
175,300 persons. Generally, the Massachusetts manufacturing sector is made up of many small and diversified
firms. Currently, about 80% of the manufacturing firms in Massachusetts employ fewer than 50 people.

The following table shows trends in manufacturing employment by industry for Massachusetts for 1989
through 1991.

Manufacturing Establishment Employment by
Industry in Massachusetts
1989-1991 (in thousands)

1989 1990 1991
Jobs(1) % Iobs(1) % Joba(1) %

Durable Goods
Primary Metals 123 33 11.3 33 10.3 33
Fabricated Metals 432 11.6 40.9 11.9 3g.2 121
Industrial Machinery

and Equipment 95.8 25.7 852 24.9 76.1 24.1
Electrical and Electronic

Equipment 79.3 213 72.9 21.3 68.3 21.6
Transportation Equipment 30.6 8.2 27.8 8.1 257 8.1
Stone, Clay and Glass 10.0 2.7 47 2.5 17 24
Instruments 7.2 19.1 69.4 203 65.8 208
Other Durable Goods 29.5 7.9 265 1.7 241 1.6

Total Durable Goods ina 100.0 342.7 100.0 316.2 100.0
Noo-Durable Goods
Apparel and Related Goods 220 11.6 19.2 10.8 $7.5 10.4
Food Products 205 10.8 20.1 11.3 19.5 1.6
Chemical Products 18.4 9.7 17.7 9.9 17.5 10.4
Printing and Pubfishing 55.0 29.1 52.2 292 49.5 29.4
Textile Mill Products 15.5 82 14.6 8.2 13.9 8.3
Paper Products 234 12.4 22.5 12.6 21.0 12.5
Other Non-Durahle Goods 342 18.1 30.9 173 28.0 16.6

Total Non-Durable Goods  189.0 100.0 178.6 100.0 168.3 1000

Total Manufacturing

Employees 561.1 21.3 484.5

SOURCE: Department of Labor, Buresu of Labor Statistics; Magsachusetts Department of Employment and Training.
1 Sum of parts may not equal totals due 1o rounding.

International Trade. Much of what Massachusetts produces is exported abroad. Massachusetts ranked
tenth in the nation with more than $11.5 billion in expotts in 1990. This represented an increase of 10.6% in the
value of exports from the previous year. Manufactured goods accounted for 96.4% of all receipts in 1990. Such
a focus on production for export has given Massachusetts the fifth highest concentration of manufacturing sector
jobs dependent on exports in the nation, according to the Bureau of the Census’ 1987 Census of Manufacturers (the
most recent data available). Three of the four states with greater concentrations border Massachusetts. According
to the same report, 190,400 of Massachusetts’ manufacturing jobs, which amounts to 6.4% of its civilian labor
force, were dependent upon exports. Massachusetts’ most important exports are industrial machinery including
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computer equipment, electronic and electric equipment excluding computer equipment and instruments and related
products. The following chart describes the top ten manufactured exports.

Massachusetts - Total Dollar Value of
Shipments by Major Industry Group

Massachusetts Percent Change 1989 - 1990
Majority Industry Group 1989 1990 Mass. New England s,

Total All Industries 10,471,988,332 11,586,825,332 10.65 12.78 12.88
Manufacturing 10,182,123,284 11,199,483 021 9.99 12.20 14.03

Industrial machinery,

computer equipment 4,520,966,289 4,284, 145,861 {(5.24 {2.46) .91
Electronic, efectric equip.,

excluding computer 1,395,937,425 2,030,534,547  45.46 27.18 21.26
Instruments and related products 1,635,974,528 1,871,788,051 14.41 12.23 928
Chemicals and allied products 399,128,333 479,534,734 20.15 13.15 6.29
Fabricated metal products 426,317,2 459,159,218 770 17.49 20.65
Transportation equipment 433,584,243 403,039,088 {7.04) 10.17 15.77
Special classification

provisions, NSPF 135,036,414 218,806,485 62.04 60,89 6.56
Rubber and misc. plastics products 192,380,454 214,027,405 1t.25 24.29 33.29
Paper and allied products 174,952,180 202,948,581 16.00 4.45 4.40
Primary metal industries 170,672,033 132,675,277 7.03 13.89 12.19
SOURCE: Data from U.S. Bureau of Census, Foreign Trade Division, Adjustments petformed by MISER, University of

Massachusetts at Amberst.

Massachusetts’ most important trading partners for 1990 were: Canada, which purchased $2.2 billion worth
of products; Japan, which bought $1.4 billion; Germany, which bought $1.2 billion; and the United Kingdom, which
bought $1.2 biilion. In 1990, Massachusetts exported about $4.8 billion to the European Economic Community
("EEC"). This was about 5% of all US exports to the EEC. Massachusetts also exparted about $3.1 billion to
Japan and other Asian countries. This was about 60% of New England exports to Asia and about 2.6% of US
exports to the same.

Finance, Insurance and Real Estate. While the Finance, Insurance and Real Estate sector experienced
23.7% growth in employment between 1984 and 1988, there was a 1.9% decrease in employment between 1988
and 1990. The total employment in FIRE was 203,900 in 1991, and 196,800 as of December 1992. One reason
for the decline has been the slowdown in the real estate market, which, in turn, has contributed to the decline in
the banking industry. Many banks in New England have experienced dramatic increases in troubled real estate
loans. A number of Massachusetts banks have recently failed, including Bank of New England, N.A., Capital
Bank, Eliot Savings Bank, First American Bank for Savings and Home Owners Savings Bank. Recently Bank of
New England was purchased by Fleet/Norstar Financial Group, which is based in Rhode Island. Other
Massachusetts banks have also discussed the possibility of mergers with or acquisitions by non-Massachusetts banks.
Many banks in the Commonwealth are increasing loan loss reserves to cover an anticipated higher level of problem
toans. Unless further capital infusions are forthcoming, attempts to boost capital through the sale of real estate
holdings or portfolios may further aggravate the real estate market.

Construction. Employment in the construction industry experienced dramatic growth in the first part of
the 1980’s, increasing by more than 70% between 1982 and 1988. This trend, however, has reversed direction,
with employment in the construction industry declining as a result of excess supply in both the residential and
commercial real estate markets.

The following table shows the number of housing permits authorized on an annual basis in Massachusetts

and the United States. The number of Massachusetts permits declined 11.2% between 1990 and 1991, while the
number of housing permits issued nationally declined [4.6% over the same period. [n recent months there has been
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some improvement in the Massachusetts housing industry. In October 1992, 1,565 housing permits, with a value
of approximately $158 million, were issued. In October 1992, the value of total construction contracts was 2.6 %
below the October 1991 monthly average.

Housing Permits Authorized in Massachusetts and the United States

1982-1991
Calendar Year Massachusetts United States
1982 15,400 1,485,000
1983 22,800 1,605,000
1984 29,300 1,682,000
1985 39,200 1,733,000
1986 45,200 1,769,000
1987 40,400 1,534,000
1988 30,500 1,456,000
1989 21,300 §,338,000
1990 14,300 1,111,000
1991 12,700 949,000

SOURCE: Department of Commerce, Bureau of the Census.

Defense. An estimated 107,000 workers were employed in civilian defense-related jobs in 1990, according
to the Defense Budget Project. This accounts for approximately 3% of Massachusetts private sector employment.
Following a peak in the value of military prime contracts awarded to Massachusetts firms in fiscal 1986 of $8.7
billion, defense-related contracts declined approximately 20% in real (inflation-adjusted) terms in fiscal 1988 to $7.2
billion. In fiscal 1989, the value of defense-related prime contracts increased to $8.0 billion representing a
significant rebound from fiscal 1988 activity levels. Despite a_ national slowdown in defense-related expenditures,
Massachusetts currently receives almost three times its proportionate share of defense contracts on the basis of
population. The diversity of Massachusetts companies, particularly in the area of electronics and high technology
research and development, has helped reduce the impact of the decline in national defense expenditures on the
Massachusetts economy.

The importance of the defense industry to the Massachusetts economy is reflected in the tables below.
Defense Indicators for New England and the Nation

Prime Contract Awards per capita
FY 1987-89 Average

Percent of Production
Related to Defense

Total Research Estimated for 1989
Connecticut $1,651 $81 T6%
Maine 480 5 6.8
Massachusetts 1,405 364 6.0
Mew Hampshire 437 51 52
Rhode lsland 446 29 4.6
Vermont 241 30 42
Total New England $1,176 $194 6.2%
Total United States $514 539 4.7%

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

Massachusetts leads the New England region in federally funded defense research activities, with contracts
in amounts exceeding 1.9 times the national average. An estimated 6% of the goods and services in Massachusetts
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are attributable to the defense sector. It is unknown at this time what effect federal budget deliberations and
international events will have on the level of defense contracts awarded within Massachusetts. To the extent there
are federal spending reductions, they may have a significant impact on the level of defense related production and
research in Massachusetts. However, since most contracts cover a period of years, the effect of any cancellations
or federal spending reductions may not be directly experienced for some time. One estimate, offered by the Defense
Budget Project, does project that civilian defense related employment in Massachusetts will decline to 90,000 by
1993,

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

The Massachusetts Office of Travel and Tourism estimates that a total of 30 million people visited the
Commonwealth in 1991. Of these, 1.5 million were international visitors. It is also estimated that spending by
domestic travellers was $5.7 billion; the figure is about $1 billion for international travellers. The immediate tax
revenues from this spending is estimated to be $189 million for the Commonwealth and $110 million for local
governments.

Housing Indicators

The current siowdown in the regional economy is reflected in the housin g sector. On a seasonally adjusted
annual rate basis, existing home sales for the Commonwealth appear in the tabie below.

Existing Home Sales
(In Thousands, Seasonally Adjusted Annual Rates)

Year Existing Home Sales
198 67.4
1990 44.1
19 49.6

SOURCE: Federal Reserve Bank of Boston figures based on the National Association of Realtors HMomes Sales.

Single family home prices for the Boston Metropolitan area (not seasonally adjusted) appear below.

Home Prices for Boston Metropolitan Area
(Tn Thousands)

Year Home Prices (1)
1988 $180.7
1989 181.5
1990 L, 173.8
1991 168.5

SCURCE: Federal Reserve Bank of Boston figures based on the Nationat Association of Realtors Homes Sales.

1) Represents average price of home in Boston Metropolitan Area.
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Relatively high housing prices in the Boston area are often cited as a detriment to the location or expansion
plans of businesses interested in operating in the area. Prices may continue to moderate over the near term due to
the reduced level of sales. However, this trend is not expected to change the high cost factor radically.

Major Infrastructure Projects

Over the next decade, Massachusetts has a very full public-construction agenda which will not only improve
mobility, but will also provide a substantial number of construction and related employment opportunities. Foremost
on this agenda is the Central Artery/Third Harbor Tunnel (CA/THT) project, the largest public works project in
progress in the country. This $6 billion project consists of the construction of a third tunnel under Boston Harbor
linking the Massachusetts Turnpike and downtown Boston with Logan International Airport, and the depression into
tunnels of the Central Artery that traverses the City of Boston. Major project components are well underway,
including the $217 million Third Harbor Tunnel. This contract was awarded in 1992 and fabrication of the tunne!
and associated construction activities has begun. Federal funds will finance approximately 90% of the cost of the
CA/THT project. Plans are for the CA/THT project to employ approximately 5,000 on-site workers and 10,000
auxiliary workers during the mid-1990s peak years of construction.

Massport plans to invest more than $2 billion in improvements to the port of Boston and Logan Airport
between 1990 and 1999. Airport improvements include work on the terminals and runaways. The Massachusetts
Bay Transportation Authority also plans to devote several billion dollars to maintenance and enhancement of the
area’s transport facilities.

The Massachusetts Water Resources Authority ("MWRA") is undertaking capital projects for the
construction and rehabilitation of sewage collection and treatment facilities in order to bring wastewater discharges
into Boston Harbor into compliance with federal and state pollution control requirements. The Harbor cleanup
project is estimated to cost $2.7 billion in 1989 dollars. Work on the project began in 1988 and is expected to be
completed in the year 1999. The most significant expenditures are expected to occur 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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Belgitte &

,\ 125 Sumrmer Streat Telephone: 817 261.8000
e Boston, Massachusetts 02110-1817  Facsimue: 617 261-8111

INDE2ENDENT AUDITORS® REDORT

Mr. William Kilmar<in, Comptroller
The Commeonwealth of Massachusetts

We have audited the aczompanying combined financial statament3 - 3Tatutory
basis of the Commonwealnh of Massachusents as =f June 30, 1992, and for the
year then ended. These combined financial statements - statutory baais are
the responsibility of the managemant of tha commenwealth of Massachusetts.
our respensibility is to express an opinisn on thesae combined financial
scarements - STATULSry hasis based on sur audit. We did not audit the
financ:al stazements of the Pension Reserves Investment Trust or IR
Magsachusetts Stata Teachers and Employees Retirsment Systems TIusc,
inves=men vehicles for cerzain of the Commonwea.th of Massachusects’® Pengizsn
frust Funds, the financial stataments of which raflect 81 and 47 percent,
raspectively, of the assets and revenues of the Fiduciary Fund Type. We dii
not audi: the financial statements of the University of Massachusetis whlzsh
statements reflect 53 and 66 percent, raspectively, of the 2ssets and
revanues of =he Non-aporopriated Higher Zducation Fundsz. Those f£inancial
starements wers audited by other audizors whose reports therseon have been
furnished %o us, and our opinion, insofar as it relates tTo the amounts
included fzr —he Fiduciary and Non-apprasor:iated Higher Zducation Funds Type
refarred =5 apove, is based solely on =he cepor=s af the other auditers.

we conduc=ed our audit in aczordance with jenarally accepted audliting
standarss. Theose atandards requira that we plan and perform the audit %o
obtain raasanable assurance about whether the combined financial statements -
staturary basis are free of material misstatament. An audit includes
examining, on a test basis, evidencs supporiing the amounts and disclosures
ia the =ombined fimancial statements - statutory Dasis. AR audit also
acludes asseasing the accounting principlas used and gignificant eat.mates
made by management, as well as evaluatiny e averall combined financial
statament - sStatutory basis presentation. Wae bel:ieve that our auditc providas
a reasconable basis for our opinizcn.

As descr-bed in Nota 2, the Commenweal:h praparss its combinad financial
statementzs - sStatutory basis on a prascribed basis of acsognting that
demonstratas compliance with the Ganeral lLaws and hudgetary principles an
funds of =he Commenwealth of Massachuset<s which 1S a comprehensive basis o
aczountiag osther than generally acceptad actaunting priaciples.

Deloitts Touche
Tobmatsu
imternational
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In sur opinicn, based upon our audit and the raport of other auditsers, such
aombined financial statements - statutory basis present faixly, in all
material respecti, the financial pesition of the commonwealth of
Massachusent3 as of June 30, 1992, and the results of its operaticna far the
year then snded, on tha basis of accounting described in Note 2.

As discussed in Note !, during the year ended June 30, 1992, the Commonwealth
of Massachusetts has included within the combinad financial statements -
sgatutary basis the non-appropriated funds of the public institutiocns of
hisher aducatiocn.

As discuased in Note 2, the commonwaalth of Massachusetts reclagsified
certain aceivities between fund types during the year ended June 30, 1592.

Dacember 24, 1392
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COMMCNWEALTH CF MASSACHUSE™ S

COMRINED STATEMENT OF AEVENUES, EXPENSES
AND CHANGES iN FUND BALANCES - STATUTCRY BASIS —

NONEXPENCABLE "AUST FUNDS AND PENSION TRUST FUNDS

Cperating revenues:
Camtnbutions;
Local penmion systems
Empiayess
Other
{aveatment samings

Total operanting revenues
Cther inancing sources:
Qpereting transters in
Total operating revenues
and other financing scurcas
Opsrating expsnaes:
Administration
Fayments 10 beneficianes and cities
and towns

Tatal aperating sxpensas

Other Anancing uses:
Qperating transfers out

Totai operating sxpenses and
ather financing uses

Met income (deficit)
Fund balances at beginning of ysar

Fund balances at end of year

FISCAL

A ENCED JUNE 30, 1392

{Amounts :n thousands)

Totals
Fiduciary Fund Types {Memarandum Oniy}
Non-
sxpendabie Pension
Trust Funds Trust Funds 1952 1981
g $ 1.718 $ 1.718 $ 30,348
380617 340617 340,542
5.947
1,136,989 1.136.969 288.873
1,479,304 1,479,304 868,207
101,554 101,554 84 153
1,580 858 1,580 858 750,370
2.947 2.947
190,518 196,515 197 148
199,483 198 483 197,148
5 101,554 101,559 84 163
5 ot 07 301,022 281,211
% 1,279,841 1,279,838 469,059
5,459 8,348,229 8,352 088 7,883,029
s85¢ §_9620070 59,831,924 $_8,352088

See notes 1o combined financial statements — statutory basis.
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COMMONAEZALTH OF MASSACHMUSETT

NOTES TO COMBINMED FIMNANCIAL STATIMEWTS - STATUTORY 3ASI3

SSCAL YEAR TMNDED SUME 30, 1992

Tha aczompanying combined financial statements - STatulory basis ol
¢cammonwea.th of Massachuset=3 (the Commonwealth) are presentad o I
sar= oI the raguirsmenta of Section 12 of Chapter 7a of the Massach
Genaral Laws. Concurcently, the office of the Comptroller zublishe
cammonwealth's Comprehensive Annual Financlal Repert (CAFR) which 13
prepared on the basis of gererally acseptad aceoounting prizeiples (Gaaz:
far goavernments aa prascriked by the Governmental Accounting sStandaridis
3card, =he authoritative standard-serting bedy for esrtaplish:ing
governmen:al accounting and financial repeorting principles.

Twa combined f:nancial statements - statutory basis include all Sudgetad
and non-pudgeted funds and account graups of the Commonwealsh, as
racarzed Ty the offiza of the Comptroller in compliance witl
Magsachusats<s General Laws and La acsardance JL:h the Commenwealzh's
sudgetary priaciples. For the Iiscal year anded June 30, 1392, the
non-appropriated funda of the Commeonwealth's public institutions of
hWigher education have also been prasanted, as directad by special
statute. Frscal year 139 balances have not been adjusated o include
zhege f{unds.

mhe combined financial statement3 - $CAtutory basis are net intended T
inclucde independent author:itles or ather organizatisns included i the
Commonwealth's raporting entlty as 1t would be dafined under GAXP.

Fund Acsaunting -

The Commonwealth reparts its statutory basis financial position ang
rasulss of operations in funds and aczount groups, sach of wh;-. is
consicersd a aeparata accounting sntity. The operations of each fund a-2
ac=suntad for with a set of self-balancing accounta that comprise Lt3
asgets, liabili=ies, fund balancas, ravanues and expendicuraes.
ransactions bHetween funds within a fund type, if any, have aot Seen
e..minatad.
ACSount groups are accounting sntitias used to provide accountabilisy &
e Commonwealth's general fixed assets and long-term obllzaticns. T&
~a not ecnsiderad funds becausa they do not report sxpendable availa :;e
financ:al resources and raiated liabilizies.

These fund type and acsount group classifications are consistant With
GAAP. Thay ars organized as follows:
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COMMONWEALTHY 2F MASSACHUSETTS

HOTES 70 COMBIMED FIMANCIAL STATIMENTS - STATUTCRY 3JASTS

FZSCAL YEZAR ZMDED ZUMET 210, 1332

inancral Statement Pro zroued):

Gevernmental funds support the goveramental functians of the
Commaonweal=-h.

General Tund - i3 <he primary operating fund of the Commonwealth, It i3
used T2 acsount far all governmental transactions, axcapt Those Which
gtaze finance law or other statutas raguira =s ba accounted for in
another fund. Cersain activities reportsd in Special Revenus Funds in
che comoined financial stataments - 3Tatutsry bagis are included in the
Seneral Fund under GAAP.

scec:al Revenue Funds - are established by law 2o account for specifiic
ravente 3ourses that have bhean segrzgated Srom She General Fund <o
suppor+ specific governmantal activitiss. As discussed in Nota 1, many
¢f zhe Special Revenue Tunds are included in the annual appropriation

mracess and are consideraed budgetad funds.

ma major budgetad Special Revenue Funds are the Highway and Local aid

]

1ds which, with The Gensral Fund, ars siten rdentified as the onera:an
unds =f =he Commenweal=h. Thae Federal Grants and Lottar:.ss Funds arc
axamples of non-pudgeted funds which support governmantal activisy.

Capical Protacts fundas - are used T accaunt for financlal resgurzes

used =5 acguire or construct major capltal assets and o finance local
cagpizal projects. These rescurces are derived primarily from proceeds of
general sblrgation bonds, which are denerally recaivad aftar the
expenditure has Deen incurred, and Irom Zederal reimbursements.
Thearefsrs, deficiz balances in Capital ?raiect Funds rCepresent amountsd t2
be financed.

rduziapy fund Types -~

wduciary Funds are used %o account £z assets held by the Commonweal::
a =ru1stes capacity (Trust Funds), or as an agent (Agency Funds) for

s

]
H

sadividuals, private grganizaticns, ather joveramental units, and/or
sther funds

Txpendanla Trust Funds - account for Trusts whose principal and
iavastTenz incocme may be expanded for their designated purpose. The
Cnemployment Compensation Fund acsaunss $or unemployment taxes collacted
fram amployera, .ntarast aarned ar paid an the truset fund dalance and Iie

aymenzt of beneflzs o the unempisyed.

‘U
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COMMONWEALTH OF MASSACHUSITTS

NOTES T4 GOMBTNED FIMANCIAL STATIMENTS - STATUTORY 3AS:S

FISCAL YZAR TMDED JUME 30, 392

(Continued:

il

Nonexpendabls Tsuss Tunds - account for trusts whose principal zanpnet =
spanz. Within this fund type, the Massachusetts school Fund's priaciga
balance of 55,700,000 earned investment income of $327, 000, wnizh was
credicad dirsc:ily o the Local Aid Fund for expenditurs during Iiscal
year 1992, as requirad by statute.

14

panaian Trust Tunds - ars used to account for the assets, liabilicties and
fund -malances held in trust for the Stata IZImployees' and Teachers’
annui=ies Funds and the Pensicn Resarva Fund.

Agengy Tunds - ars custodial ia nature (assets squal liabil:izies) and 22
qat iavo.re measurement of the resulzs of operations.

Acsount Sraups -
Account Groups astablish control and accountability over the
Commonwealth's gensral fixed assets and long-term obligations, primar:ly

1=3 sconded debt.

Genaral Tixed Asset=3 Accsunt Sroup - Ls used =0 acssunt Ior the ganara.
fixed agsets of the Commonwealth.

Gensral ong-Serm Obligations Acgount Group - 18 used o account for
long-tarm bonds and notes payable as well as obligations undar
Leases/purchase agraements.

NMon-annropriatad Higher Bducatisn Funds -

ElL

e non-appropriated funds of the Commonwealzh's public in astizutions 9
aigher education have bean recorzed as i separata fund type whizh

~smbines a variety of statutory basis financial activities To I8BOIT i

csmoliance with Seczion 1339 of Chapter 138, Accts of 1991. Fiscal year

1991 amounts have not bean restatad %¢ include non-apprapri tatad higher
aducan.an activisy. Tha activities of tha University of Massachusetts

Mediza. Schoo. - Graup Practice Plan nave been excluded from tha Iund
zy/pe bdecause they 40 Dot represent a aigher aducation acsivity.
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COMMONWNEALTH OF MASSACHUSET?S

NOTES TO <SOMBINED FINANCIAL STATEMENTS - STATUTARY 3A5°S

TISCAL YEAR SMDED SUNE 30, 1392

tCantinued;

Summary of S:iznifizans AcTaunsniad dolisisg:

The Stazutsry Basis Financial Report Ls prepared fram the Cammonweal-h- s
becks and recsrds and other offizial rsports which are maizzarned sx =rma
basra of ac:zounting used in the preparartian 5% =Ne CommanwWwealri's iagally
acoptad annual DudgeTt (statutory bagis;. The statusory bas:is emphasizes
accounzagility and the budgetary <ontral of apprapriationg, and oh

Statucery 3as:s Financial Regoert Ls not Lntended To sresent the
Commonwealta s financ:ial conditisn and results of speratisny in
coniosrmicy wis=h GAAPR.

Revenues are general

ravyanuss recervablas

7 recagnized when cash L3 received. However,
or fadaral grants and re.mbursements are recs

When related expendiiures are lncurred, and amount: due Sram cer=ains

n

s

zolrzzcal subdiviszions af the Commonwealzth are reczgnized when =22
measurable and available at ymar and. GAAP requiras that revenue
recsgnized when measurable and available.

Expenditurss generally are racorded when the related cash 4isbursemen=<
QaCcsurs. At year end, payroll is acsrued and payables are recocgnized, ==
tfe 2axzent of approved encumbrances, for goods or 3ervices rascalved av
June 10, Costs incurred under the federally-sponscred Madisald PrS3Tam,
amounts raquired to setzle zlaims and judgmenti agarnst the Cammonweal::t
and zex=ain ather liapbiliz:esa are nct recognazed une:il “hey ara
ancumbered I otherwlse pracessed f£or payment. Under GAAP, lLiabili<:ies
are recsgnized to the extant of costs incurrad, withous regari =2
statutory sncumbrance limitatians.

The aczaunting policies followed in preparing the accompanying compined
firancial statements - gtatutsry basis are described as follows.

Cash and ghorz-term investmernts and investranzs -

The Commonwealth follows the practice of pooling =he caah and zash
equivalients of its Governmantal and Fidugiary Funds. <Cash aquivalents
constst of short-term investrnents whislt are stazed at c¢ost. Intaress
garned 2on pooled cash i3 allacazad ts the Gereral Fund and Zxpendabls
Trust Funds and to certain Special Revenue Funds when 3o directed by Law.

nvastmants of tha Pension Trust Funds are stataed at market Other
investmenta ars stated at 2530,
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MASSACHUSETT

NOTES TO ZOMBIMED FIMANCTAT STATEMENTS - STATUTORY 3A3573

FISCAL YEAR TNDED JUWE 30, 1392

tContinuad;

2. Surmary of S.gnmificans Accsounting Policiesg fContonued):

Receirabias -

¥
b

lecelrvanies ara statad net of astimated allowances Ior uncollectille
acsaun=s. RXeimbursements due to the Commonwealtd Zar 173 expeandifures 2
fagerally-funded reimbursement and grant prosgrams are I

from federal governmant.”

Advancaes %o relatad anticy -

Tha Commenwealth periodizally pravides working caplital advances o the
Massachusetnts 3ay Transoortation Authority (MBTA) to fund Lts net cast of
service. A porzion aof =hese advances 53 f:inanced by sales 2f shors-terw
nates which are repard =hrough subseguent appragriacions by the
Legislature and assessments to 2itias and towns for therr respective
gharas of the MBTA's net cost of service.

Invantoriag -

furchases of materi.als and supnlies ars rescsrded as axpenditures. o
Laventsr.es are repor=aed on the statuIisry basls.

Ganera’l fixed asszats -

General fixed asset acguisitisns arse recorded as axpenditures in the
Governmental Fund Type and Ixpendabla T:ds Funds. They are alsc
capitalized in the Ganeral Fixed Assets AcCIZunt Group in the year oI
surshase. General fixed asset3 are zapltalized at historical cost, or as
esr:mated historizal cost Lf acz=ual hiszorizal cost is not available.
Jonated fixed assets are raecorded at fair marcket valua at the time of
dcnaticn.

The Commonwealth capitalizes all land. It zapitalizes buildings and
aguipment, including computer scizwars, w~.In I25T3 Ln axcess of fifzeen
_“ousand dollars at the date of acgu:s:.t.2n and with expected useful

livea greater than cone year. InfrascrucIur roads, bridgas, tunnals,
dams, water and sewer systems, e%c.) .3 n2% zapitalized. ¥No deprecilatich
13 pravided on genaral fixed assets.

Interfuend sransactions -

uring the course of its operat:ons, =ne <smmonwealth records
rransac-ions between funds and/cr setseen departments. On the statutzary
bas:ia, =ransactions between Governmenza. and Tiduciary Fund Types are
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SOMMONWEALTH SF MAS3ZACEUSET

HOTES TO COMBINED FINANCIAL STATIMENTS - STADITORY 3ASIS

FISCAL YEAR INDED JUNE 14, 1932

(Continued)

Summary of S.3n:ficant Accounting Poliziaes (Con

’.l

(o9

Ue

'.

znterfund <ransagctions (eontinvad) -

racordad as ad*ustnants =2 the funds' cash aczounczs. As a :asul:, 3 fuons
may reapors a deficiency in cash and shorz-term investmnencs. TAngactLsns
of a buye::se ~8r natuyrs batwean departments within a find are no®
aliminated. GAAP raquires that such transactisns wi=hina a fund ne
aliminartead.

Rigk f-nancing -

The Commonwealth does not insure for workers' compensatian, casualty,
theft, zor:t claims and ocher losses, and such liabilities ars no:
recognized 2n the s3tatutory basis until sncumbersd and/or pracessed sz
payment. For workers' compensatisn, the commonwealth assumes =he full
Tisk 22 claims Ziled under a program managed by the Public Implsyes
Retirement Administration. For persenal injursy or property damages,
Chapter 253 2f the Massachusetts General Laws limits the risk assumed b5v
the Commonwealth =2 $i00,000 per occurrence, in mModt cizsumstances. The
Group Insurance Commission administers contributory health cars and sther
Ltasurance programs for the Commonwealrth's amployees and ratviraes.

Zncumpbrancses -

Incumprance acTountiag is utlilized in the Governmental Fund Types as a
signiiizant aspect of budgetary contrel. The full amounts of purciase
orders, contracts and other commitments of appropriated Casoursas ars
gncumberad and recorded as deductions from appropriations prisr T2 actual
axpenditure, ensuring that such commitments do not excead appropriat.oans.
ZIncumbrances osutstanding at year end for goods or services raceived cn oo
befcre June 30 are reported as statutory basis liabilities and
expenditures; axcess encumbrancea are Lapsed.

Fringe banefis =03t racovery -

The Commonwealth appraopriates and pays zhe fripge benefis c3sts of its
amployees and Cetirees through the General Fuad and a budgeted Spec.al
Revenue Fund. Thegse fringe benefitza include the cas3ts of amployses:
healil Lnsurance, pens:sns, unemployment compensat:ion, and other costs
negegsary To support the stata work forze, As directad by Chapter 2%,
Secnions 3D and 68¢f) of the Massachuset™s General laws, These -o0sT3 3
asseased <o other fupnds based on their payrall costs, nat af cradizs
irect payments. Since these fringe benefic ¢oats ars not separzataly
a;p spriatad or otherwise praovided f£3r in these funds, the reguired
eg3ment cr2atas unfaverap.s budget wvar:iancss at year end.

"
1

11
LR}
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MMO mod OF MASSACHUSETTS

NOTES To COMBINED FINANCS STATSMENTS - STATUTORY 3A

TISCAL TYEAR INDED JUNE 30 9932

(Continuad;

comeensated absences -

Zmployees ars granted vacatiosn and sick leave in varying amounta Hased an

eal

lective barzaining agreements and state lawsa. Upon rstizsment,

carnination ar death, cartain samployaes arsa compensated for unused
racation and gick leava (subjdect to zertaln limizaciong) at their

then-curzent rate of gpay. Vacation and sick leave are racardasd as
expanditures when paid.

Chaptar 4939, Acts &f 159], directed zhat stats amployses be Tspaid,

dur

ing fiacal year 1392, for the effect of a furlsugh program which had

readuced payrall expenditures in fiscal vear 19%.. Thess furlough-relatsd
compensat.on sayments have Deen recsrsed as expendizures during IZlacal
Yyear 1992.

™ balances -

In

tha Govearnmental fund Types, fund balances are reportad as reservad

where legally restricted for a specific fucture usa. Otharwise, thasas

bal

ancas are consicersd unraserved.

?und balance has bean reserved as foll.ows:

"Regssrved Ior cantinuing appropriations” - identifies unexpendad
amounts in appropriations which the lLagislature has specifically
authorized =g be carried into the zext fiscal year,

"Resarved for stabilization® - identifies amounts set aside according
to Section $C of Chapter 29 of the Massachusatts General Laws, which
limics to 0.5% of tax collections the amount of undesignaced fund
nalance in the Ceneral, Highway, and Local Aid Funds that 2an be
zarried forward <2 the next fiacal year. Any amouns in excess of
that limit is transferred -5 the Commonweal=h StablLlization Fund,
from which apprepriations may be made for purposes specifiled 1n the
law.

“Reserved f5r dedt service" - identifiaes amocuntz held by fiscal

agents to fund future dept secvice obligations pertaining =2 i
Commonwealth Fiacal Recovery Loan Act of 1390,
“Rasarved fsr umamployment benefiss" - identifies amounts o finance

the znemployment compensation aystem.
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COMMONWEALTH 2F MASSACHUSETTS

NOTES 0O CoMB MID FINANCIAL STATIMENTS - STATUTORY 3ASIS

FTSCAL YEAR ENDED JUNE 30, 1992

(Continuad:

summary o2 S.3n.S.Sant AGTouniiog Policias (Csnzinued):

Fund salances (canTiiuved) .

“Resarved for pension Denafiss” - ldentifiles amounts iavestad 2o
finance —he Commonweal:in's publiz smpisyse satirement systems.

Jnreserved Iund balance is segregated 1nto two components:
"Jesignated Iar specific purpose - identifies all unreserved fund
balances for which the Lagislature or EZxecutive has evicdencad an

Latantion to restrict for a apacific purposae.

"Undesignataed” - consists of cumulactive surpluses or deficits of zha
Governmental Fund Types not otherwisa designated.

Tatal solumna - memorandum Snls

Total and suptotal columns on the combined financial stataments -
STATUTILY SASLS ars captioned “Memorandum only® to indicate that <hey ars
presented only t©o facilitate financial agalysis. Data in these columns
4o neot present consolidated flnancial pesicion, results of operatioens or
changes in financial position. Intsrfund aliminactions have ot been mads
ia the aggregatioon of thois data.

Reclass iisacizns -

Cartain reclasaifications have been mada =2 the 1991 balances ta sonfarm
©o the prassntation used in 1%92. Alsc, certain Siscal year 1591
crangsactions related to the finaneing of statutarily-defined fiscal year
1990 deficits in the General and Local aid Funds, through the sale of
dedicated income tax bonds in the Commenwealth Fiscal Recovery Fund, hava
Seen eliminacad to facili%ate sompariscn between ysars.

In fiscal year 1952, the Commonweal<h Stapilization, Intragovernmental
Service, Maximization and Commonwealth Fiscal Recovery Funds have been
segragated from the Ganaral Fund accaunts and reclassified as Budgeted
Special Revenue Funds. This reclassification was made tz reflecz tlhe
intent of the Legislature in estaplishing these 3statutery funds.
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3.

COMMONAE

YATIS 7O COMIINED FIMAMCIAL STATIMENUTS - TATTUTIORY 3AST3

FrgCAL 7TAR SVDED JUNE 34, 992

fCantncad)

gummary of Sign:ficant ACSSUnTing paliciag (Capninued):

aaclags.fizazions (continued) -

whe 3ffact of =his reclassiZicaticn :s as follows (amounts .o ~acusandsi:

specrii
General Ravear.a
Fund Tung
Fund walances:
As previocusly rapor=aed $174,09%8 $207,648
Reclassificacion of funds A3 388, §3,3135
Furd halances as restatad 3104, 122 $277 632

Jugaetazy CantraL:

Chapter 293 of the Massachusetss Genaral Laws resquires that a balancad
sudget be approved by the Governor and zhe Legiglature. Tha Governar
presents an annual budget to the Lagislaturs which includes sstimates o
~evenues, expenditurss and other financing sources and uses antigipatad
during =he ssming fiscal year. The Legislacura, which has full author.zy
s amend =he budgat, adopts an expeancdiTure dudget by AapEIopriatinig monlas
in an annual approprration act.

For fiscal year 1992, the Lagislature also included the estimates of
revenue and ather financing sourses upon which zhe sxpendizure budget was
based. 3ubsequent t©o Juns 30, 1992, the Legislaturas snactad, as par- ol
chapter 133, Acts of 1992, a pravision which raquires that the general
apprspriation act include a revenue budgat to show the est_.mates ot
amounts expected to be available ts finance appropriated sxpanditures.

3efsra signing the appropriation ac:, tha Govarnor may vets or reduce any
i=em, subject o legislative averride. TFur-har changes to the budget
astaplished in the annual appropriacien act may be made via supplementa.
appropriaction acts or other legislative acts. Thase must also be sign=2d
by <ha Governor and are subject To the line item veto.

The majerizy of <he Commonweal=h's appropriations are nen-conTinuin
acsouncts which lapse at the end of 2ach fiacal year. oOthers ars
continuing acsounts for which the Lagislature has autharized that an
unspent dalance from the pr-or figcal year be carried forward and made
ava:laple for current spending. In addition, the Legislature may dizect
that cer-aia revenues be ratained and made availablae for spending wizlil
an apgpropriatlon acIunt.
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COMMONWNEALTH OF MASSACHUSETTS

NOTES TO COMBIMED FTINANCIAL STATIMENTS - STATUTORY 3ASIS

FTSCAL YEAR IMDED SUNE 30, [392

{Cantinued,

Budgetary coptral (Continued):

Genarally, axpendisuras may net axceed :she level of spending auzhorized
£a3r an ApRrapriatisn acsaunt.  Carsanla ntarfund assessments To allocate
fringe benefits and other ¢ssts, however, are mandatsd by Sec=:isns 30 angd
§8(f) 2f Chapter 29 of the Massachuset:ts Seneral Laws. These allsocatizns
are not itemized in the appropriation »rocess and ars act separatel;
budgetad.

Tha original fiscal year 1392 appropriazion act was Chapter 138, acts of
1991, which authorized $12,.72,574,000 in diract appropriations,
$613,378,000 in authorizations %2 ratain apnd expend cerTain 1on-%ax
revenuas and $67,13125,000 of intaragancy chargjebacks. Chaptar 128
1nciuded projeczieons of $3,291,300,000 tn tax revenues and appraximately
34,536,000,300 Ln non-tax Tavenues. With “hese revenues (exciisive 2f
sharsebacks) projected to Zotal appraximately $12,387,400,000, and wiin
unrasarved balances of appraximately 353,231,000 carried forwardi from
€iscal year 1991, the budget as presented L1n this original apprapriation
act was considaered to be in balance.

tng fiscal year 1992, the Legislature alsc passed and the Govarner
igned, with seame modificatien =hrough veto, chapters 1764, 253, 307, 493,
435, and 499, Acts of 1991, and chaptsrz 3, 23, 41 and 59, acts of 1392,
whizh included numersus supplemental Zudgetary apprspriations.  ToRese
~staled approximately $769,032,000 n Sirsc: nnroor*at;ons and
531,340,700 in addisional retarned rsavan

subsequenz to June 30, 1992, the Legis.aturce passed and the Governcr
signed with modification chrough wets, Zhagrer 153, Acts of 1932, whizh
included approximataly $141,345,000 .n addizional supplemental
appregriationa. Through overrize of tne Governcr'3 vetas, the
Lagislature also subsequently Lncreassg aporopriactions by appraximataly
$76,004,900. Thase aczions rarsed tne =o7al of appr:griations and
zatained revenue autharizations =2 acsosxizazaly $13,391,653,
porsoriations contiaued from fiscal year 199. ctotalad appraoximatel;
$199,759,000, and certain inwzrafund anzZ .nteriund tranafers, dirsgtaed 2y
statute, totaled approximately $203,332,2710.

b

3ecause a practice of legally requ:irac and Jpdatad revenues budger3 was
act ia placa for fiscal year 1392, 7=he ravenie projections included iz
the sriginal approor'at-on act are 1ssed as :le budgeted ravenues iR Tthe
somoLn ed mudget and actual statement. As a result, the comparison oI the
ini=ial revenue budget %o the subseguent, and of'an nodified, axpenditurce
sudget can be misleading. Revenue sudjets ars a legal requirement ia
£:3zal year 1931,
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COMMONWEALTH OF MAZSACHUSETTS

MGTES T ~AMIINED TIVANCIAL STATIMEMTS - STATUTORY 3IASCS

TTSCAL YTAR ZMDED JuME 39, 1992

fCantinuad)

we apact:ag or supplemental legislation decarmires the hudgetad Iund o<
undg =5 whish the appropriat:on L3 assignaed. If a0 SpecLal Revanie 1
is apeciiied, the apprapriation 18 sons.dered part sf tha Ganaral Fund.
Far =hese pudgetad funds, the combined financial scataments - $TatuTsIY
wagis iaclude a combined budget and actual statament.

S |

.-

.

Twe nudgersd spec:al Ravenue Funds ars tne gighway Tund, Local Aird Fund,
commonwealtn Stasilization Fund, <cerzain adminlstrative contzal funds
(Intrageovarnmental Service, Maximization and Commonwealth Fiscal
Racovery) several anviranmencal Sunds (Natural Her:tage and Endangered
species, Mosquitd and Graennead Fly Contrsl, Inland Fisheries and Game,
ravirsnmental Challenge, Toxicy Use a9ductian, Clean Environment,
Tnviranmental Permiiiing and cCompliance assurance, Under3yzround Storage
Tank Patraleum Praduct Cleanup, gavirsnmencal Law Zaforssment, Punlic
Accass, Harbors and Inland Waters Maintenance, Marine Fisherisas,
Wwatersned Management and Low Lavel Radiocactive Waste Funds), and varisus
other funds (Anti-Trust Law fnfsrcement, Victim and Witness Assistance,
Intarsity 3us Capital Assistance, 3tats Transport=atiaen 3ulldinag,
springfield Transporzation 3uilding, Massachusetts Housing PaZTihersala,
Motorcycle Safsty, Re-Zmployment and Job 2lacemant, Trust Fund fsr zhe
Head Injury Tre2atment Sarvi~ss, HMassachusetts Tourism, #aalzh Cara Acoass
and 2snkapoag Recrsatiosnal Funds). The child care AffardabLliity
scholarsnip Assistance Fund was astahlished as a budgeted fund .a fiscal
'39] =ut aas had no apprapriations or revenues.

L}

e of the comptroller has <he responsibility o ansure tharn
con=ral is maintained on an Lndividual appropriation acIauas
b acumbrancas or axpenditures will not be approved by the
casmptrallar if they axceed the account's total spending authorizatich.
In =he compined budget and actual statement, the sxpenditure budget
amount3s represent this taotal spending authoricy.

Tha off.
Du tary

B L e
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COMMONWEALTY 2F MASSACHUIZTTS

NOTES To COMBIVED FUUANCIAL STATIMENTS - 3TATUTARY 3ASTS

Y

FISCAL YEAR SMDED CUNE 29, 1592

icancinuead)

Jepcs.t3 3nd Investments:

The Commonweaith maintalns a zash and spore-term iLavestment zool =Thacn
avarlaple I2r use by all Iunds. Sach fund type's net aquity ia zhi
.3 3isplayed o2n the compined dalancs sheat as eltier “Casn and shor
investmants” or "Deflslency in cash and snort-term Lnovestmentst., T
investments of The Pension Trust Funds are held and managed in separacs
and poolad zrusts.

The 0fiice of the Treasurer and Receiver-General {the Treasury) manages
=ne Commonwealtil's 3bcr'-term investnent pocl. Statutas authorize
iavestment 1n soligatiansg 2f the U.5. Treasury, authorizaead bonds of all
statas, banker's acseptances, certliicates of deposit, commarcial paper
atad within the three highest cslassilizaticns estaplished by sStandar
s¢r’ s Zorperation and Moody's Zfemmarcial Paper Regard and repurchase
reements zhat any 5f shese obligations sacyrs. 3Such Lavestlenti are
sarriad at zost, willeh approaximates market,

The goolad cash and short-term iLnvestments at June 17, 1992, ars as
fallsws (ameoun%s in zhousands):

carTyLing

Jaly
Cash § 248.3.2
Carzifizates of deposic 12

Short-term invasthents:

7.5, Treasury cobligations 1,302
Commercial paper 75,293
short-term Lavestment pacl 115,232
Repurshasa agraements §31,37°75
Total 1,274,383

—————
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CLOMMONNIALT OF MASSACHUSETT

NOTES TN COMBINED TIUANCTAL STATEMINTS - STATUTORY 3ASIS

FTSCAL YEAR EZNDED JUNE 39, 18%2

{Cantinued;

4. Henps:i=s ard Tavestmenti (Cantiaued):

Tha Pension Trust Funds have invested a significant sortion »f the.r

e om

narwisllos 1n Iwo pooled Srusts whizh acsaunt for thelr sperat.isns Lo o3

1

manner similar T2 a mutual fund. =& Trusts are permitted T3 lnwest Lo
aquity securities, fixed Lncome securitilss, real astate and =tTher
al=armative lavestments. These investments ars car-iad at marxet ra.:-e.

At June 30, 1992, they are as follows (amounts 1 Thousands):

Investhaents:

Equity securitias 34,391,472
U.5. Traasury obligat.ions 487,474
Tixed iLncome securitlaes 3,354,494
Real =gtats 443,430
Cammerslal paper L8%,3452
Repyrchase aq:aemen:s 233,373
Money market Lnvestmencts 292,377
Alternative lnvestments ige, 139
other 222,172
subtotal 3,348,713

Mot nonLnvesthent assats and Liabilizies
of poolad Zrusts $2.3°4
Tatal $2,399,323

3. sSherz-tarm Tisancing angd Credit Agrasments:

Sec=ian 47 of Chaptar 29 of the Magsachuset=s Genaral Laws autlorizss tne2
Treasursr "o issue temporary notes in anticipation of ravanue or sond
f;ﬁancinq When this skort-zarm debt does not Teet long-term refinanc:ing
srizaria, it i3 clasaified among fund liabll:zies.

Saneral Fund -

As author:zed by chapter L§1A of the Massachuset=s General Laws, the
Cammonwealth issuea shor=-tarm actes fo finance working capital advances
from =he Traasury to the MBTA., The Commenwealth retires these notes
through subsequent appropriations and assessments TO cirzies and Towns.
The nctes sucsstanding at June 30, 1992, totaled $240,0300,000, with an
interest rate of 3.40%. They mpacure .n January 1993.
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COMMONATALTY OF MASSACUUSETTS

NOTES T0 COMBIMED FTIMANGIAL STATEIMINTS - STATUTORY 3AICS

FTSCAL YTAR INMDED JUNE 30, 1932

{Cantinyed;

5. Shor--<a~m Forancing angd Crad:< Agreements (Cont.nued):

Ganeral Tund (csntiauady -

“ha Dalance =f other revenue anticipation notes cutstanding fluctuaces
during =he fiscal year but must be reduced =5 zers at Jume 30. During
fizcal year 1392, amounts outstanding ranged f-om zerso =2 S$631%,200,003.
Such sarrawings wers subject T2 a guarantee of up to 31,200,203, 300
through a letter of credit agreemant.

Capir=al Pro-acts Funds -

The Commenwealth has issuyed five-yasar Serm minibenda, which acse

radeemansla ucon demand, to finance L3 <¢apizal projects. At Juna 30,

13%2, miunibonds outstanding in %he Capital Projects FTunds totalsd
117,338,300, with intarest rates rang:ng Irom 4.683% o 3.7%.

The Commonwealth may issue bond anticipation notes to temperar.ly financ
1%3 cap.tal projects.  Such notes cutstanding at June 306, 1932, which
toataled 550,200,300, were refinanced =n the firstc day of fiscal year
1893, =hrough the issuance of general obligation bonds. To raflect =
impact =f this rafinancing subsequent zq the fiscal year end, the notes
have =meen reclassiiied, fsor repor<ing purpeses, as long-tarm debrt.

2redit agroements -

-
Latiar o

Suring fiscal year 1992, the Commonweal=h maintained a lernter of credi=
agrsement with a group af banks o Derrsw 4p I $51,200,200,3C7 as a
combinazion of advances and quaran:ees af shorz-tarm Borrawing Thraugh
wme izsuance of Commonwealzh commerc:ial paper. No advances wars drawn
during the fiscal year andod Sune 30, 1992, or subsaquent therets. The
guarantee faature was utilized extansively, and relatad faes totaled
noroximately $2,026,200. This lanzer 2i craedit agreement axpirad
Septemzer 30, 199%2.

o
H

sunseguently, the Commonwealth 2as anzared Lnto separate craedic
agraements with several banks to provids comparabls craditc and lig Fuidi
suppor= far izs commerc-:al paper »rsgram to a Total priac: pal amouns
$790,332,760. These agreement3 expiIe October 29, 1291 thrsugh
Saptamper 10, 13%%4. The average Iosta are approximately 0.3% o
gnusi.ozed ameunts and approximataly J.33% an utilized amounts.

(a1} |I
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COMMONWEALTH OF MAS3ACHUSITTS

MOTES T SAMAINED FIMANCIAL STATIMENTS - STATUTORY 3ASIS

FISCAL YEAR IMDED JUNE 30, 1332

[Cantinded)

Tee Zommanwvea

1= maintained a zevalving Lline o2 craed.c agraement wizh a
Danx ThIINgh T
5

une 310, 1992, in =he amoun= »f $132,200,220. Under zh.s
agreement, intarest was chargjed at tha lasser of trhe fodearal funds racts
plus L.3%, or prime, wilh commitment Ise3 2ayable quarserly on the 2axcess
af The zommLiTent amoun- sver the average darly sutszanding princ.zal
amguat doawn mnis line af zradit agreement was 1ot ut:ilized duzing
£igcal year 1992; commitment fees totaled 575,000,

. Long-Tgrm Scnds:

Jnder =na Csastizu=ion of tne Commonwealth 2f Massachusetts, tnae

Commonwealsh may borrow money (a) for defense, or Ln ancticipasicn of
sscalpt3 from Taxes or sther sources, aay such loas u9 be paxd sut 3
revenua sf the year in which the loan Ls mace, or (b) by a TwWo-thLnrs
vota of =he memcers of sach house of znhe Lagislature present and vort
=herson, Thae Constiszution Zurther provides T
ne axpended f5r any sther purpoge =han zhat &

=59
hat hor-zwad money shall nos

sr wniLzh 1T was borriwed or
for =ma radussisn or discharge =f the prineizal of tha loan. In
addi=.an, tha Commonwealth: may Jive, .san oI pledje LT3 craeclt 'y a
swg-znir33 7ote sf the mambers of 2acn fcuse 33 the Zagislatur Te3ant
and 72=.ng thersen, but such credit Tay ncT LN any mannser Je givan ar
tsaned =5 or wn aid of any indiv.dual, or 3 any provate assoclatien, o
5% any zsrporation which ia privataly swhad ST managed.

ne Coammcnwealth has waived iss sovera.jn .mmunicy and consentad o Ce
sued an zontractual obligations, incl:ding Sends and notes Lssued DY iz
and all zlaims with respect =herets. However, The praperty af zhe
csmmonwaealth i3 not subject T3 attacnmen: or Levy To pay a ]udqman:, and
the 3azisfactisn of any judgment . w.Lrasg lagLslatly
paymens of principal

appraprLation. Eniorcamaent 33 a4 oz
.a-arest on bonds and notes of tie SimmcnwWea.td may also be subjact T2
the arovisions of federal or commenwea.:s 3zasutes, Lf any, enac=ad 2
ex=and che time for payment oI LMEsse 2Tier ISAsTralits upon enfsriement
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MASSACHUSETTS

MOTIS TO TOMBINED FTIMANCIAL STATEMEY™S . STATUTORY 33373

ToSCAL YEAR TNDID JUNE 319, 1392

{Cantinuad;

wong=-Za2rm 3¢nds ‘Continuad):

As of June 30, 1332, <he Commonwealsh had zAaraa Tyzes of
Qutstanding: g3ereral zoligacion bonds, dedicated L-cema < =
spec_al obiijation bonds. The general coligation sonds ars aucse
and Lssued primar:ly ts provide fuinds for stata-awnsd zapi<al
and lscal government lmprovementi. Thay ars hacked oy —he I3l
crediz of <2e Commonwealith and paid from =he Gover=mental Tund
<8DT serv:ice principa. and inTerest payments ars approprilas

49 ¢f Chapter 29 of zhe Massachusartts General Laws »rovides
allocation of bond proceeds to these authorizat:isns in arraar
axpend;:u-es ars made, unlass tha proceeds ara allscatad as =
lasuance.

Dedrzated income tax Donds wers issued during fiscal 72ar 9%, as
ayttorized by Chapter 151, Acts of (990, =0 finance =he combired nat
andes:gnatzed fund deficit in the General and Local aid Funds at Sune: ?
1990, These bonds are dasignatad Fiscal Recavery Laan, act of 139%0.
They are general cobl:-jations of nhe Commonweal:zh addizionally sacuraed =zv
tha ol edqe af cerca:in dedizatad income =ax ravenues and the investmen=
aarnings “herson.

(o]

Dusing fiscal year 1992, the Commonwealth iLssued 3gecial obligartien
ravenue bonds a3 authorized under Sactizn 20 of ch raptar 29 2f <ne
Massacnusests General lLaws. Such bonds may be securaed by all or a
portion 2% ravanues cradited o zhe dignway Fund and ares ao% ganeral
spligac.ons 3f the Commonweal:th. Chapter 33, Acts of 1991, authar.zs

“ne ssuance of such special obligation bonds in an Aggregata amount oot
To axceed §51,125,300,000, in fiscal years 1392 througa 1994. The
Commonwealzh lssued $103,770,000 of such bonds during fiscal year 1992,
gacuzed by 2 pledge of 2 cents of the 2l-cent metor Suel axcise =ax
collected on gasoline, effect:ve July 1, 1932.

For Ilnancial reporiing purposes, long-term sonds are sarriad at the.s
Yace amount, which Lacludes discount and any Lssuance costs Sinanced.
The cutstanding amount represents the total princizal to ma repaid; far
:api:al apprec:iation bonds, it rapresents zetal principal and intersst s
e racaid, when short-term debt has Deen refinanced on a lcng-term zas.
s reported as 2utstanding at its face amount.

O
it
‘-

-
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COMMONWEALTYH OF MASSACHULSETTS

HQTIS TO TOMBINED FIUANCIAL STATIMEMTS - STATUTORY 3AS:S

FIsCal vE SUDED UME 3C, 1392

e amount oI bends author:zed but inrssued .3 Teasurad in jecnrdinca
WlLTh TR2 $3T3TuTsry tasis of aczounting. Only the ner arsceeds of nongs
(exclus.ve of diseount and <osts 2% Lssuance) are deductad fram the =szal

authorizad ty =he Legislature.

Ganeral and special obligation long-term bYands outszand:ing and nends

authorized-unissued at Juna 30, 1392, are as folloaws [ameunts un
Thousancs)

Authar : zag

SuTsTanding L AR 1% -
Inrarsgy Maturity
ALroose Amount -afes ‘N0 Jares AU T

Jefic:it Feguctiron:

Fiscal Recovery $1. 264 Q90 7.0 ~o 7 425 1993 . *997 § 37 27%
Cd0TaL Arpjects

Gemaral 3,145 0%4 Y30 e 1220 1993 - 2073 2,545 153

41 gnwdy 1,826,202 1 0 > 1175 1993 . 2013 1.507.2%%

Local A 7AS 274 S M s .28 1993 - 2012 2,320 '35

State Jecr=ation irsas 53 243 ‘00 e 230 1993 - 2012 5. 326

Merrsool 1730 Jates drstrage §9.552 2.10 =3 12.20 1997 - 2025

Mer-opoLitan Qares Jrstriat 56,174 100 e e 1993 - 2010 26 S8C

Metropol 1tan Sewerage Jistrict 43,193 3.°0 2 1020 1993 - 2019

Savrronmenral thallenge 20,219 530 "o 9.2% TeeY - a2 0

Governnent Land dank Te 489 1.0 1o 1425 1993 - 2010 2.28

Faderall, Assisted MHoustng 3.248 5 40 0 .53 1993 . 2003 2,245

Iarerc-ry Bus Capital Assigtance 529 5.30 ra .25 1993 - 2010 ‘g "3

Capital Projects Sangs 8 020 140 A 318 52

Total $9 244 430 36 193 312
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COMMONWEALTH OF ) SACHUSETTS

NOTES 70 COMBINED FIMANCIAL 3TAJTMENTS - STATUTORY 3ASIS

FISCAL YEAR INDED JUME 30, 1332

{cantinued)

Long-tarm 3¢nds (Contiauad;:

changes in long-tarm bdonds outstandiag and bonds authnorirzed-unissuad Sor
the year endesd June 20, 1%%2, are as follows (amounzs in thousands):

Bongs AuChar:-z=0
Qurstanging =untisued
Batance, July 1. 1991 38,530,139 $4,537.306
General and spec'3L obLigation Donds:
Arrncipal less d1scount and 1ssSuAPNCE COsLS 770.543 (770, 843)
Discount and 1$suance cosls 28 972
General obl'gation refunding 2004s:
Asincipal fs=ss discount and Tsfuance CosCs §76.313
Crseaunt and siuance SOSLS 101587
Bonds ret:red (842,029
Incr=ase ' Donds 3uLhor-ied 2.3162,'82
Expiratton of authorizatians {834 308,
Short-tarm Aotes meeting Long-term
cLtassificatian criteria 30,200 80200
Jalarce, June 30 1992 89 254 430 14 153 332

At Juna 10, 1992, debt service reguiraments %o naturity far principal
(nreluding discsunt, capital appreciation and issuance ¢38:I3) and
intaragt ara as follows (amounts in thousands):

fear snding .une 30 Principat intares: TataL

1993 s 423,158 3 5%4.8483 $ 1,158,021
1994 §94 095 504,502 1.098.597
1995 &17. 429 442,377 1,380, 406
1994 413 294 .24, 309 1,037,505
1997 314 350 380.32° 1,194,671
1998 and thereafrer 4. 302, 102 2. 658 372 3,500, 474

Tatal $% 344 430 S4_305. 364 $14. 269 774

n coanpechion wWwith The lasuance 2f bonds and sctas, the Commonwealil's
scal year 1992 ¢osts for legal counsel and undeIwritiag feas wers

approximately §$1,281,300 and $12,323,100, respectivaely.

-
-
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COMMONWEALTY oOF MASSACHUSETTS

NQTES ™1 ~COMBINED TINAMCIAL STATEMENMTS - STATYTORY 3IASTS

FISCAL YEAR INDED JUWE 30, 1992

{Continued)

Long==arm 3onds (Zantinued;:

Ly
s
]
25

Subsaquenz =2 June 10, 1992, che Commonwealth refinanced ouzstanding
antizizaticn notes tsotaling $50,200,900 =hrough the issuance of
approximarely $52,200,000, iacludiag discount, of general gkilsation
bands, wish Latarastc rates ranglng Srsm §.25% T 6.33. These zond
anticipaticn notas are repeorzed as long-term obligations ausstanding ac
June 30, 19%2. The Commonwealth has also IZssued $423,335,320 in janaral
obligatisn refunding bSonds, author:ized by Section 53A of Chapter 23 of
-4a Massachuser=3 Gerneral Laws, and §200,200,000 in general abli: gat
bonds, wizh iaterest rates ranging from 2.%% to 5.25% and 3.33% %3 3%,
ragpactively.

Advancs rafundings and defsagad bonds

As authcrized oy Section S3A of chapter 29 of the Massachusetis Gaparal
Laws, and 2y Sec=ion 5 of Chaptar 3, Acts of 1391, the commonweaith
advancae refunded certa.n general obligation and dedicated income tax
bonds =hrough the issuance of $599,:18,21l of general abligation
rafunding sonds during fiscal year 199%92. 2rocseda totaling approximataly
$571,966,200 wera :sed to purchase U.3. Government saciritlas wWnich, WLTh
a cash Zeposit of $2,347,000, were deposited in irrevocaple Trusts wWlta
an escrow agent =0 provide for all future debt service payments zf€ n
saded peands. As a resuls, the refunded bonds are sonsidersd ze

d 2ased, and =he liapilities therefor have peen removed Irom Ile Ganara.
Lang-term obligations Acsount Group. As a ragult of thesa advance
rafundings, the Commonwealth liacreased LTs aggragate dent sarvrise
paymen=3 by approximataly $280,384,200 over the next 20 years and
iaecurred an aconomic loss (the difference batween the present values af
the dabt serwvice payments of the rafunded and rsfunding bonds) af
approx.nately $12,315,000. At June 30, 1992, approximately $288,000,3%
of =ne ponds 3o refunded ramaia outstanding and are conaiderad dafaased.

[
V]

In prior years, the Commenwealth also defeased zer-ain general obillgaczizn
and sther bonds oy placing the proceeds »f refunding honds LI LITevcIaD.le
trusts to provide for all futura dedbt service payments on the rafunded
bonds. Aczordingly, the trust account assets and the liabilit_ea Ior
defeazad bonds aras not included in che fipancial statements.
1992, agpraximately a‘,283 709,900 of bonds outstanding from advan
rafundings 1o priar fiscal years are cangiderad defasased.

-
i
&

[N

>
[
[« B O
('™
1
L
[WERND |
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CMMOHWEAZTH OF MAS3IACHUSSTTS

MOTES TO COMBIMED TIMNAMCIAL STATEMENTS - STATUTCRY 3AST

FISCAL YEAR INDED JUME 10, 1332

{Cantraued)

In fiscal years 1990 and 1391, secticn S0a aof Chapter 29, of the
Massachuse=<=s Seneral Laws was amendad =0 2stabllish a limit 2p the amo
of direc= dabt su=satanding, effactive at tle beginning of fiscal year
1991. 8y statusorily limizing the Sommonwealth's ability to lssus direc
dabt, These amendments pravide a cantrsl on annual sapital spending. Th
first-year lLimit was §$6,800,000,300, with an Lncrease ~f 3% allgwed Lo
each successive fiszcal year. The direct dept limit for fiscal yeaz 1332
was 57,140,000,9940,

®
—
-
=
-

for purzoses of determining zsmpliance with T 4

Safinad =3 .pe.ude general spligatizn bends and miaibeonds at The amount
of the:r erijinal aset proceeds. It axcluzes discount and isauance T3scs,
1% any, fisanced by these 2onds. I% also exclucdes dedicated lnccme Tax
bonds rssued under Chaoter 131, Acsts of 1330, special obligation sonds
Lssued under Sec=ion 20 of Chapter 2%, of the Massachusetts General Laws,
~afunded bonds, refunding bonds issued :under Section 3 of Chapter 3, Acts
of 1931, and bond anti.cipatiosn notas. The 530,200,000 of bond
an<izipactisn notes reportad as long-term at June 30, 1392 are also
excluded, oOutst=anding direct debt, as Zefined, totaled approximacaly
$6,337,2040,900 at June 30, 1392,

obligarians under Leass and Lease/durshass Aadqreements:

Tn ordar =5 finance the acguisition of eguipment, the Commonweal:in nas
antered Lnto various lease/purchase agreements, including tax-exempt
lease purchase (TELP?) agrsements, wh.-n are acssunted for as capital
leases. These agreements are £or var.s:us =erms, and contain c.ayses
indicating that their coORTiAUATION L5 3uI1e<T T2 appropriation by o=
Lagislature.

LI

A -=elscommunications ayscem 2as been aczuired Zor the University of
Massachugetts (UMass) through a cap.za. .2ase. The lease was financead,
ynder a =rust agreement, through zhe .ssuance 2f cartificatas of
parsiz.pation for approximately $:3.700,°%0, whizh bear intersest at an
averages rate oI 7.38% and mature 1 vary.ng semiannual installments
=arough 2000. Laease paymants are Zunded from UMass student faas and
approximate the IIUstee’s payments o ler ~.f1zate holders.
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COMMONWEALTH OF MASSACHUSETTS

NOTES TO COMBINED FTIMANCIAL STATIHMENTS - STATUTORY 3ASZS

FTSCAL YEAR ENDED JUNE 30, 1992

(Cantinued)

obligat:gns under Zease and rajge’Purchage Aqresemencts (Gantinued):

« June 10, 1992, the Commenwesalth's aggregate ousscanding liabilisy
under =zapital leases, the present valua of the net minimum lease
payments, totals $68,209,000. This liabilisy is reported in the Genera.
Long-tarm obligations Accsunt Group. Egquipment acguired under zapital
lgases and included in the General Fixed Assets Account Group tatalad
approximately $107,663,000.

The Commonwealth leases real property and sguipment under numearsus
cperaring lease agresements for varying carms. These agreements san%=ain
=lauses whizh :ndicata that thelir continuaticn 1s subject o
appropriatian by the Legliglaturs. Rental expense for the fiscal year
ended June 30, 1992 was approximately $30,298,000.

~he following is a schedule of future minimum payments under
non-cancellabla leases as of June 30, 1992 (amcunts ia thousands):

_apital leases Qoerating
yagr enging June 30 Commanuesl th UNES 3 Total Leasas
1393 $14 474 $ 7.46486 824 320 $ 339N
1994 13,947 6.939 20.706 54,313
1995 8,477 5,443 12,325 42,2319
1996 3.974 4,797 3,773 10,280
1997 Y41 3.728 .13 1,443
1998 and Thereafter 2. 620 10, 253 12, 713 2%
Tatal b 139 19,081 a3.210 8213 'St
Less: Amount reoresenting interelt (5 5506) (8,347 L15.007)

Present value of minimum lease pDayments 3117 30% $30. 704 348 209

. ———— ———
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c o -3 _OF ACHUSETTS

N JUNE 30,

1992

{Cantinuad)

Individual Tund Deficics:

The General Fund and certain Special Revenue and Capital Projscta TFunds
included in the combined totals have fund deficits at June 30, 1992,

follows (amounts in thousands):

und

Genarai

Budgeted Special Revenus:
Environmental
Challenge

Enviranmental Permitting and Compliamce Assursnce

datersred Managemsnt

Qther:
ANt -Trust Law Enforcement
vici'm and Witness Assistance
Iatercity Bus Cagital Assistance

Non-Duggeted Special Aevenue:
other -
Gaver~ment Larmgd Sanx
Federally Aszrsted Housing

Caprtal 2rojecIs:
Gareral
Local Ai1g:

Comewun:ty Develooment Action Grants

Logkup Factlities Imorovements
Jater Pallution Control

Qther:
State Ascreation Arsas
Metropol ttan Parks
Environsental Challenge

Torat

Exhebit B-33
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SACZUSZOTS

NOTES TO 2OMBINED TIUANCIAL STATEMEMNTS - STATUTERY 3ASZS

FISCAL YEAR EMDED JUNE 30, 1992

tConzinued)

In order %o resolve che defic:ita in the budgeted General and Spec:al
Revenue Funds, the Camptroller has recommanded the authorizatisn 2f
transfars from other budgetad funds with surplus balances or a plan of
#und sonsclidatisn. For the non-budgeted special Revenue Funds, the
comptroller has racommended similar budgeted tzanafers to subsidizs and
casslve the deficits, or thair csnsolidat.on ints the budgeted Iungd
roup. Such deficit resolution actions raquile tegislative actlion.

In =he Capital ?rojects Funds, the recogniticn of minibonds as fund
liabilities ac=sunts for $110,538,000 of the reported fund deficiis. 7The
remaining defizizs to be financed, approximataly $33,000,000, raflecs the
z.me lag hetween cap.tal expendituras and the receipt or allocatian =of
proceeds from the sale of selatad nonds. Durling «he figcal y=ar ended
Jume 30, 1992, the commonweal=h csntinued its policy of reducing the tiTe
elapsed between those events.

chapter 219, Acts of 1991, also authorized new ponds to finance certaln
of =hese funds' deficits, extenced prior bond autherizations, and
esr-ac=ed certain technical defaects wizthin those bends authorizations.
ohe gffact was to provide financing in a %otal amount of $210,900,309, 5s
whish the Commonweal.th issued apprsximately $.98,000,000 during fiscal
year .392.

Madizaid Cos%tg:

~he Commonwealth providas medical cars for low-income, elderly and othasr
residents who qualify for such assistance under the faderally-svonscrad
Medical Assistance Program, known as Medicaid. The Commonwealth pays tie
11l cost of care and is reimbursed Sy =he federal government for 530% of
shat asst. For the fiscal year ended Junae 30, 1992, the General rund
includes approximately $2,818,200,000 in sxpendituras for Medica:d c.a.ms
procassed for payment.

~ha =ombined financial statements - statutary basis include Medicaid
claims processed but unpaid at June 30, 1992, as accounts payable of
approximately §$13,872,000. 1In addi=isn, the Commonwealth estimates

i=s liapility, as determined in accordance wizh generally accepted
acssunting principles at §367,000,000. This amount includes estinates of
both cha cost of care provided as of June 30, 1392, for which claims nave
net bean processed, and the cosct assocratad with nussiag home and
hospital rate settlements and other costs. of this amount, 50% 1ia
expected to be reimbursed by the federal government.
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COMMONWEAL Y OF MASSACHUSETTS

NOTES T COMBINED FINANCIAL STATEMENTS - STATUTORY 3JASLS

FrscaAn YSAR INDED IUME 30, 1982

{Continued)

~ne Azmmonwealth is responsidia £3r the pension benallts of commonwealzh
amployees (members of the sState Employeas’' Retirement System; and i
teachars of its ciTiss, towns, ragional schesl districts and gQuincy
Suniar Collage (members of the Teachers’ Retirament System, exceps
£sr teachers in the 3oston publiz schools, who are members of the
srate-30sSTon Retifement Systam but whose pensions are also the
reagponsibllity of the commonwealth)., The mempers of the retirament
systems do 10T pariicipacte in the Social Sacurity System. Tha
commonweal=h has also assumed responsibiliscy for payment of
cost-0f-living adjustment3s (COLA) for Ite separate {non-teaacher)
retirement systema of i%<s cities, towns and countias,

mplavees gof cerzarn independent authorities and agencles, such as T
18TA, and of countias, cizies and towns (other Than zeachers) aras
csvarad by separate retirament syatams. Also, cer=ain Commonwealsh.
amploysaes and surTent ret_.rees amployed prior %o the establishment of
the Statz Implsyaas® Retlrement System are covered an a “pay-as-you-go©
bas.s.

£ 11

,,

layees® Retizement System (SZ2S, is a single employer definad
benafiz puslic employse retirsmant system (PERS), covaring substanzially
all ampioyees of the Commonwealth and certain amployees of the
:ndepgendens: authorities and agenc:ies.

o ju

Teachers’ Rertirsment System (TRS) i3 an agent multiple emplioyer dafined
benef.= PERS. The Commonwealth 1s a non-employer contributor and is
rasponsible for all contributlions and future benefit requiresmasnts of
m3s. The TRS covers certifiad teachers in cities (except <he City of
s0stan;, towns, regional schcol districts and Quingy Junior College.

S-a-a - Boston Retirsment Svatem (S3RS) Is an agenc muleiple employer
da‘:~ad benefit PERS. SBRS prsovides psnaion banefics te all full-cime

employeas upon commencement of employment with any of the various
government agencies covarad by SBRS. The Commonweakth is a non-emplaver
con=ributasr and is only responsible for the actual cost of pension
menefita for SBRS participants who serve in the City of Boston's schoc.
peparzment in a teaching capacity. Tha cost of pansion benafits of ths
otlkar parTicipants i3 the rasponsibility of the cizy of Bosaton.
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NOTIS T C2

FISCAL YTAR EMOED JUME 30, 1992

(Continued)

Rat.ramens Svstams (Continuad):

?‘I

an desecrontions d d) =

The Commcnwealth has assumed financial respensibilisy for the COLA
granted %o parz:icipants in the 104 retirsment systems of 1%3 ciiies,
tawns and counties. Any future COLA granted hy the Legislature t2
ampiayees 5f zhese plans will also be the responsibility of the
commonwealzh., The individual employer governments are responsible far
the hasic sension banefits.

Mgmoarsnin -

Mambersnip in SERS, TRS and S8RS as of January 1, 1992 13 as f{sllows:

SEAS TRS SBRS

Retiraes and beneficiariey currently

recetving benefits snd terminated

amployees entiCled o henefizs

Dut NOL yet recsiving them Yo ¥l ] 30,433 2.1
furrsnt amployess:

vested 18,565 W2, 9 J. 4k

Nonvested L8 187 16 812 1.5

Jubroral 34 %2 9 713 o %4

Tazal t3? 372 90, 346 7.993

|
|
||

¢hap=er 32 of the Massachuserts Gereral laws eatablishes uniform benell:
and ssatribution requiremsnts for all santributsry PERS.  The statute
provides for retirement allowance tenefits up To a Taximum of 30% of a
nembar's highest three-year average annua. rate of regular compensation.
Berefit payments are based upon a memcer's age, length of credizable
ser7:ce, level of compensation, and group classification.

The retirement allowance consists of two par=s: an apnuizy and a
pension., A member's accumulated total coatnridutions and a portion of
the interest they genarats constitute *he anauity. The differential
between the total retirement benef.: and the annuity i1s the pansicn.
The average retirement benefit is approxinately 80%-35% pension and
15%=-20% annuity.
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COMMONWEAL®H OF MASSACHUSETTS

NCTES 70 COMBINED TIMANCIAL STATEMENUTS - STATUTORY 3ASTS

+a)

ISCAL YETAR ENDED JUNE 30, 1392

{Continued)

Ret.ramers Systems (ConTinued):

SGaneflc orovisionsg rContinued) -

Mambers bacome vested after taen years of creditable serrica. A
superannuatisn ratirament allowanca may be received upen = smpletizsn

¥

he o

l

of twenty years of servize or upen reaching the age of 55 with tan yearss
of servize. Normal retirement for most employees coccurs at age 53; Sz
cer<ain hazardsus duty and public safety positions, normal cetiremenc
at age 55.

-1

uired and szontribut:ans made -

Tha reticement systems® funding policies have alsc been establ_shed ov
Chaptar 32 3f zthe Massachusetts General Laws. The anauilty porzian 2%
tha 3ERS, TRS and S3RS retirement allowance i3 funded by amployses, who
contrisutae a parcentage of their regular compensation - 3% for those
hired befars January 1, 1975, 7% for those hired from January i, 1973,
thirzugh December 31, 1983, and 8% for thosa hired on or aftsr Januarsy 1.
1984, plus an additicnal 2% of compensation apove 310,000 per year Ic:
=hese hired on or afsar January 1, 1379.

The Commonwealth's contributisn for the pension benaflt portion of ztie
ret.rement allowance of SERS and TRS and raquired payments to zovar 3335
and COLA =sntTibutians was originally establiahed on a “pay-ag-you-3c”
basls. As & casuls, amounts were appropriatad sach ysar to pay csuITent
vanefilts, wWlTiout a systamatic provision to fully fund future
liapilizies already incurred. 1In fiscal year 19488, with the adeptzsn =23
Chapter 637, Acts of L1987 (chapter 6%7), tha cammonwealth addressed =i
unfunded liapilities of SERS, TRS and its particlipation in 33RS and its
COLA obligatisn. Chapter 637 requires systamat c funding on a curranct
ba 3, itncluding amortizing tha unfunded liabilities, including

tlities for future COLA payments to local systaems over 40 years.

chaptar 697 alasc directs the Secretary for Administration and Fipance ==
prepare a funding schedule to meet These Tequirements, and to update
thiz funding schedule every three years on the basis of new actuar:al
valuation reports prepared under the Secretary's diraction. Any 3ucsh
schedule ia subject to legislative approval. 1If a schedule is not so
agpraoved, payments are to be made in accordance with the most recentTly
agpraoved schedule. <Chapter 637 fuzrther provides that if, during tie
rst 10 yeara of scneduled payments, the pension benefizs paid excse:z

e scheduled ConTributian, the Commonwealzh's contributisn shall aquz_
hese beneiiti payments.
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COMMONWEALTH OF MASSACHUSZTTS
NOTES TO COMBINED FINANCTAL SSATEMENTS - STATUTORY 3a8°S

FIsc TEAR ENDED JUNE 30, 15392

(Continued)

Retirement Systsms (Continued):

The current approved funding schedule, based on tha January 1, 1390
valuation, was filed with the Legislature on Marsh 1, 1391, It ragquired
contributions by the Commonwealth of $723,441,000 during the fiscal year
anded June 30, 1592. Because =cral pay-as-you-go benefizs axceeded tais
amount, no additional Commonwealth centribution was rfequirad,

Actual contributions for the year ended June 210, 1992, are as fallows
{ameunts in thousanda):

Implovese Commonwealsh

gantoibutiang ganzr butisng
SERS 5189%,839 339,770
TRS 150,778 289,225
33RsS 12,174 26,411
COLA - 73,593
Total $352,7%91 $723,3946

During £fiscal year 1992, the Commonwealth alsc made payments totaling
approximately $22,123,000 to retirees employed prior to the
g@sTabl shment of the current plans and ts non-contributory plans.

Subseguent to June 30, the Lagislature cversode the Governer's vets of
certa.n COLA provisions, retIoactive to January 1, 1992, teo be funded
from current appropriations for participants in SERS and TRS, and fzom
the Pension Reserves Invastment Trust Fund for participants of other
systems. The portions applicable to fiscal year 1992, which totaled
approximately 510,669,000 and $10,926,000, respactively, are racognized
as llabilities in the combized financial statements - sStatutory bas:is
and were paid in December 199%2. The appropriated amounts are included
in Commonwealth contributicns for the fiscal year anded June 30, 1992.

Chapter 22, Acta of 1992, established an early ratirement incentive
program under which eligible state employees could alect to recsive
enhanced pension benefits in exchange for zetiring as of July 1, 1992.
This =hange is not material,
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COMMONWEALTY 2F MASSACHUSZITTS

NOGTZ3 TO COMBIMID FIMAMCIAL STATIMEMNTS - STATUTARY 3ASCS

FISCAL YTAR EYOED SUNE 3C, 1332

{Continuad)

Fadera! omn:bus Judger Reconc:iliat:an Act o 1990 (0BRA 390 -

Thxs faderal legislat:ion, passed in octscher 1990, included provisisns
andat:ng full Social Security coverage for public sectar employses whe
ars not mambers of a retirement system. The Internal Revanuae Sarv:ice
issved regulat.ons on June 28, 1%%], which becama effectrve on
January 1, 1992. Approximataly 4,700 part-time seasonal, .nTssmitzens,
Tamporary 9T cojitracted employees 3f cthe Commonwealth, who wers
pracluded from rec.rement coverage by 3atate law, have been covarsd by
el1her SocLal Sacuriiy or an altarnactive PERS which meats fadaral
requiryements, sstaplished by Chapter 4%4, Aczs of 1391,

Pogsraviremant health care ard lifa ‘nsyrance benafiss o

In addision w0 providing pensisn -erefita, the Commonweal<th ls
sta:u-::;;' required =o provida cer<ain health care and life Lnsurance
peneficts for retired amployees of the Cammonwealth, housing authoriz.as,
redevelicoment authorities, and certa.n other govarnmental agenc.as.
Substanztially all of the Commonwaal:h's employess may become eligibla
£or <hesa henefits if they rmach ret:.rament age whilae working fSor =he
Cemmonwea.zi. ZIl.gible retircees are reaquired %o SonTrioute a spagified
percentage of tThe health care benaefit costs which 1s comparable o2
contrisutiang ragquired from amployaes. The Commonwealth i3 reimoursed
£2r tha 223t of benefits T2 retvirees of the eligible autheorit.es and

agenc.24.

The Commonwealth recognizas ita share of the cost of providing these
benafics whan paid. These paymants totaled appraximataly $191,004,200
for the fiscal year ended June 30, 1932.

commitments and Contingencies:

Under Chapters l6§1A and 1613 of the Maasachusetts General Laws, tle
Commonwealth is cbligated to pay a portiion of the debt service and th
net 253%3 of service of MBTA and certain regional transit auther:.tias.
The Commonwealth recovers a portion of these payments thraush
Agsessments 2o the cities and towns served. Fiscal year 1392 net
axpendisurss waera $421,103,000 and 529,483,000, respectively. Fer
fiscal year 1993, the Commcnwealth has appropriated $430,277,000 and
$31,500,9200 %o the MBTA and -egional 4ransit authorities, respec:=ively.
These aDPropriations cover nest ¢ost: of servige for the calendar year
anded Jecember 31, 1991,
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FrSCAL YEAR EMDED JUNE 30, 19392

(Cantinued;

Cmmmi-mantTs and Ccapeinsapcrag (Cantinued):

The Commonwealsh s also statutor:ly cbligated o provide <ontract
assistan=e for debt service obligations of to the Massachusetts
convertion Center Authority (MCCA) and <he Government land 3anx. such
assiscance =otaled $27,388,000 in fiscal year 19%2. As the razult 2f an
advance refunding of MCCA debt during fiscal year 1332, appropriations
for this purpose have been reduced %o $12,3537,200 :n fizcal year 13313.

AT June 30, 1992, the aggragats outstanding debt far which the
Commenwealsh i1t obligated to provide contractT 4s53813tance suppor:t wotal
approximately $2,515,329,000. 1Ia additian, %he ¢smmonwaeal:ih guarantess
che debr of certain local governments and public higher educat:ion
building auzhor:ties. The guaranteed dest sutstanding at June 30, 1333,
was approximately $%49,233,200,

ac

At Juse 10, 1992, the Commonwealth had commitmanta appraaching
§1,886,700,000 for various <construction projects. The majorrty of <haess
esnstruction cammitments relate to a majer infrastructure praJject Xnown
as =he Central Ar<sery Project in which Federal participaticon is
anticpated. The remainder raelate %o a wida ranga of building
constIuUsSTion projects.

A aumber of lawsuits are pending or threatened against the Commonwea’tl
which arsse from the ordinary course of operatisns. These include
zlaims for oroperty damage and persenal injury, breaches of contract,
sandemnat:.on proceedings and other alleged violations of law. For thcsa
-ases in which iz is probable <that a loss will be incurred and the
amount of the potential judgment can be reasonably astimated, thae
Attoriey General estimates the liability to be approximately
$103,342,900. Of thia amount appraximately 553,245,000 ia expected =2
be pa:d during fiscal year 19%3; approximately 548,097,200 1is expectad
5 be paid thereafzer., No accrual has been made for these amounta in
-wa combined financial statements - statutory basis.

various cases are currently befora the Appellate Tax Board, with
approximataly $528,000,000 of collected taxes being contastad. For
those cases in which it is probable that a loss will be incurred, the
separ=ment of Revenue estimates tha Commenwealth's liability to be
approx.mately $85,000,000, of which approximataly $30,000,000 La
expected to De settled during £igcal year 1993. No accrual has been
made for thesa amounts in the combined financiral statements - 3TATUTIIY
basis.
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(Continued’

Comm:oments and contingencies fContinued):

Workers' compensation co5st3d are rescsgnized when claims are presented and
paid. The Commonwealth's sutstanding Liability for such claims at

June 30, 13%92, is estimatad to be $260,000,000, of which approximately
$49,500,000 is expectad to be rscognized during fiscal year 19%3. Mo
accrual has been made for these amounts in the combined financial
statament3 - statutory basis.

The Commonwaal-h raceives significant financial assistance fram tha
fedaral government. Entizlement tc these rescurces is generally
condizicnal upon compliance wizh tarms and conditions of the grant 2z
reinbursement agreemants and with applicable fedaral regqulations,
ineluding the expanditure of the resources for eligible purpcses.
substantially all federal financial assistance is subject tTo f.nancial
and sompliance audits. Any disallowances Decome liablilities of the
fund whizh received the assistance. At June 310, 1992, the Commonwealth
astimarag that liabilizies, if any, which may result from such audits
ares not matarial.

chapter 200A of the Massachusetts Ganeral Laws, the Commonwealth's
Abandoned ?Property Law, reguires deposit of certain unclaimed assets
ints a managed Agency fund. The statuyte reguires tne excass amount over
$500,000 each Jure 10 to be remittad %o the Genaral Fund where it i3
ineluded as miscesllaneous resvenue. Aamounts remitted during fiscal years
1992 wataled $38,528,%00. Since incseption, approximately $281,400,000
has been remit:zed. This represents a csntlngsncy, because claims for
refunds can ba made by the owners 2f zhe property. No material amounts
nave been repaid.

Revanue Initiatives:

Cchapter 653, Acts of 1989, amended Chapter 29 of the Massachusat:s
Ganeral Laws, by adding sectisns 290 and 295, which authorize certain
acA-tax revenue initiatives and reguise reporting therson, as follows.
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{Continued)

12. Non-tax Revsnus Initiatives (cContisued):

Debt z=llaczion -

Private debt collectors were angaged, with fees to be paid, on a
contingent basis, from the proceeds collections. Colleczions and fses
paid during fiscal year 1992 were as follows (amounts in thousands):

Tt ezlliesko callestions Fogs
Associated Creadit Services, Inc. $59 $ 8
Crediz Control Services, Inc. 25 4
Glann Associates, Inc. 1 -

83 i

No amounts were collected by the following, and no fees wers paid:
Bristosl Asscciates, Capital Credit Corpeoration, Caldata Iac., Crediw
Managemant Asscciates, Delta Management Assoclates, Inc., Payco-Nati.onal
Account systams, Inc., and Osberne Associlates, Inc.

Under a similar pragram for the Commonwealth's public instizutisna of
higher aducation, the following amounts wers collected and fees paid
{amounts in thousands):

Jebe callecstor Collectiong Tags
coldata, Inc. $ 1 $ ¢
Dalta Management Asscciatas, Inc, 48 13
Glenn Associates, Inc. 58 14
Payce-National Accdunt Systems, Inc. 303 73
$§410 190

Revenu imj : -

Contractors wers engaged to develsp the Commonwealth's capacizy to
aczount for accounts receivable. During fiscal year 1992, federal
non-tax revenues of approximately $8,735,000 wers attribuzed %o such
effor<s, which primarily involved case management rate revisions in tne
Titla XIX (Medicare) preogram. After contractor fees were paid, on a
contingent basis, the Commonweal:zh rsceived approximately $6,342,000.
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1S5 Surrmer Strzer Tenanncre 64
Bosion Massacnusetts 02170-1817 Facsimiie 3
SHDEPENDENT AUDITORS® REPCORT
Mr. William ®ilmarnin, Comptraller
The Commonwealth of Massachuser=s
We have audicad the accompanying general purpose financial staram nzs 25 zhe
commeonwealtih of Massachusen=sz as of Jure 20, 1392, and for <he vear then

ended. These general purpose financial statoments are =he
the management of the Commonwea.=h of Massachuset=a. our

L2 express an spinisen on these ,ene-al Purpose filnancial s
Qur audit. We d4id not audit the fimanc:ial statsmenti of -
Massachuset=<i, Wwhizh s-ataments raflacte 12 and 2 persant 3
and . sercen: of the ravenues of =h General and Special R
Tespgeciively. We did not audit the finaneial statzments o E
Reserves Investment Trust or the Massachuset<s State Teachar’s and Imployee's
Recirement Systems Trust, investment 7ehicles for zertain of “he Commonweaai=-
of Massachusetts' Pansisn Trusct Tinds, the financial sctatements which caflacz:
67 and 37 perzant, respectively, of the assets and revenues of <ha Fiduciary

Fund Type. Ixcept far the Massachusaerss Techinology Develspment Cor Lsor

which repgraesents lass <han one perzent of assets and revenuss, we Ai
udiz zhe Iiranc:ial statementzs of -has 2nziziag which Zomprise =he 272
d Tvpe. These financial stataments wers audizted by sther audinars whos
Qris Tiereon have 2een furnisned =9 us, and 2uUr opinien, insofar as .-
at2s 0 The amounts included far the Generzl, Spec:ial Revenue, Fiduc:.a

ane ?roprietary Funds Types refarrad =» above, 13 based solely zn <he razo
2% the sther audissrs.

We conducted sur audit in accardance with generally accepted auditing
standards Those sTandards reaquire thag wa plan and gerform the audit %o
obtain e

ascnable assurance about wnhether =he jeneral purgesa financial
3 are free of material misstatesmen=. an audizt includes examizing,
o a2 =83t basis, evidaenca Juppor=ing the ameounts and disclosures 1o -qa
. < purpoese financial statements. An audit alio includes assesaing =he
acssynting pr-“c ples used and signifizant essimares made by management, as
1l as evaluating the averall financial statement presentation. We belrarw
Shat our aud:it orovides a reascnable basis for our spinzon.

S
e

fa

i% 2ur opinisn, based ipon our audiz and the repo =3 of otler auditors, such
general purpose financial statements present fairly, in all mazerial
respecZs, the Iinancial position of =he Commeonwealth of Massachusat:ss as af
June 30, 1392, and the resulss of i=3 eperations and changes i3 cash flzws =
1%s ?rzpriecary Fund T7pe and Nonexpendahle Trust Tund for <he year than
ended 1n confzrmity with jenerally acceptad acsounting princinsles.

Deloitte Touche

Tohmatsu
Internationai

n
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our aucdic was mada far the purpose of forming an opinion ¢on the general
purpose financial statement3 taken as a whola. The required aupplementary
infsrmation on the public employee retirement systems i3 przaentad for the
purpase of additioral analysis and ig not 2 required par=< of ths general
purpose financial statements of the commenweal=h of Massachusatts. The
supplementary infarmation is the rasponsibility of the management of the
Commonwealth of Massachusetts. Such information has bean subjected to the
auditing orzcedures appliad in the audit of the general purpose financial
atataments and, in our opinion, is fairly stated in all material respects in
relacion ts the general purpese financial statameants taken as a whole.

DL TS € Tt

December 24, 1992
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COMMONWEAL ™ CF MASSACHUSE™TS

COMBINED STATEMENT COF REVENUES, EXPENSES.
CHANGES IN AETAINED EARNINGS/FUND SALANCES AND CHANGES IN CONTRIBUTED CAPTAL -
ALL PROPRIETARY FUING TYPES AND SIMILAR TRUST FUNDS

FISCA REN JUN 1

(Amounts in housancs)

Proprietary Fiduciary Totals
Fund Type Fund Types {Momomndum Oy}
Erterprms Nonexpendabie Pension
Funds Trust Funde Trust Funds 1992 1991
Qperaing revenuad: [ ————— —_—
CornbIsorn ] 0 H 177 % 957,133 3 987 .10 3 922 08t
v et (pcome 1,138.969 1,138,585 293.R4
Charges for sernces 728.3A3 728.580 813 982
Conations 51514 8.151
Other 1428 1814 17 353 47
Toinl opearsting reveanues 752,972 1,792 2,104,102 2,558,548 1,835,400
QOperating experses;
Goat of servces and adminmtraton 1,090,971 3521 2,947 1,087,439 378 651
Astirement benefits and refunds 825.311 423,511 744 987
Deprecuancon 241,159 241,159 214182
Total oparating expensas 1,332,130 3.921 320,458 2,184,108 1.935. 800
Operating incoms (loss) [379.158) {1.72W 1,275,844 884,757 (100, 400)
MHONODEratng revenues [SXpenisel);
Doerabng graTe 2058 20.508 20125
Oonatons 5,185
|tereet INCOMe 53.95 53,951 14529
Qther revenues 2.827 2.827 2.377
|vharast axpanee (233.681) (233.681) (203081
Ofher expanses (50,120 150, 120) 42,958}
Nonoperuting re {oxp }, net __ (208 547 {208.547) (178.723)
income (loss) badore ransiers and
extraordinary tewm (783.705) {1.729) 1,275,844 4548.210 {277,123
Trarmien snd scracrdinary mem:
Operabng trarmiery S28.015 )] 428,010 8131329
Exranfdinary tem — oan on deleasance (48,177 (48.177)
Total tramsiers and sxtraordinary 2w $79.538 {5) 579.633 813,329
Net incomas (lees) (205,847 {1,734) 1,275.644 1,068,043 {277.123)
(Contnued)
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TH OF WA ol

COMBINED STATEMENT OF REVENUES. EXPENSES,
SHANGES IN RETAINED EAANINGS/FUND BALANCES AND CHANGEY (N CONTRIBUTED CAMTAL -

Add: Deprecistion of fosed assel acquired
from commbleed capitel
Trarmber of sxtranrdinary wm to
comnbued capan

Increass (decrease) in retmned samingsAund
balances

Retained saminga/fund balances M
baginmng of year

Astained samingatund balances st
ond of yeuar

Contributed capital s Beginning of year

Add: Capital comributicnrs

Less: ODeprecistion of fixed assets moquired

from comributed capital
Loss on defeasance

Camributed capital at end of year

See notes t0 genentl purmose inancul stmmments.

Exhibit C-12

PRIETARY F TYPES A ™ £
Fl N 1
{AMOUTE i1 TOUBEPKIS
Propnetary Fidusiary Totals
Fund Type Fund Tvom (Memorandum Oniy)
Emarprine NorsaDencdabis Pamnaion
Funds Trust Funds Touat Funds 1892 1991
138,284 134 84 130,540
41,308 41,308
8. 198 1.734) 1,275,644 1,248,712 447 018
201,092 rigri -4 5.373.022 8.841.904 8,174 980
3 13 494 s 29.& E ‘llﬂllg 3 ng?lﬂll | 4 u,utlm
s 4969358 3§ o 3 0 3 4968587 $ 4339058
298 219 208,219 151,333
(198,384} {138,384} {130,010}
{41,308) {41,305)
$_Sors it $ g $ 0 $_3070.13t 3 $,959 581
(Conciudad)



COMMONWEALTH CF MASSACHUSE™S

COMBINED STATEMENT OF CASH FLOWS -
ALL PACPRIETARY FUND TYPES AND NONEXPENDABLE TRUST FUND

FISCAL YEAR ENCED JUNE 30, 1992

{Amounts In thousands)

Propnetary Fiduciary Totala
Fund Type Fund Type {(Mamarandum Oniy}

Emerpnse Nonexpendable
funds Trust Funca 1992 1991

Cash flows fram aperating activites:
Cperating loas 3 (579.15%8) $ $ (879.158) § 35659402
Adjustment ta reconcie operating (ass o net cash

provided by (used fan operatng sctivites:

Qeprecianon 241 199 241,159 214182
Amotization of band discoum 3310
Change it assets and liabities:
Due from tederal government {83,080 {93.0801 {83,182
Loana {77.688 77 668 12.182)
Other receivables (21,829 21.82% 9,721}
Quw from other funds 145,434 {45,494} 180,400}
lnventory 2.298 2.298 {1,797
Remncted and other assets 51.486 51,488 165.628
Accoums payablie 41,084 41 004 33.058
Accrued payroil R Y- b 37828 2.521
Chher accrued liabifities 121,923 21,922 55.417
Due to other funds (18,768
Deferrad revenus 30.620 30620 13.798
Total adjustments 144 482 144 482 339,027
Nst caah yaed for oparating activities {434 894) {434, 596) 1230.375)
Cash lows fraom noncapital fnancing activities:
Oparating grams 20,858 20,668 W28
Ogperating transters a28.01% 828,015 £13.23
Donatons 5.185
Cthet nonoperating revenuss 2.827 2527 2.377
Other nonoperating sxgensss 150,130 150,130 ‘52.358)
Net cash provided by noncapital financing activities 801 178 801,178 578,058
Cash flows from captal and reisted inancing sctivities:
Acquistion and constuction of capital sesety 837 .880) 837.580 §39.790
Procseas fram the isauance ¢t bonds and notes 2.995435% 2,995,638 TAT 549
interast on Bands and notes 233.68) {233,861 203.081)
Capital ontnoutions, net 255.374 258374 151 333
Prncipal caymaenta on bonds and notes {1.456 405) (1.458,405) 524 T4}
Aayment 0 secrow agem (195079 {195.079%
Recmpts from caprtad grams 500 800
Net cash provided by (used forj capital and
reinted financing sctivities 520 T84 529 784 {#428.641}
Carumyadl

Exhibit C-13



SMMONWEALTH OF MASSACHUSE™S

COMBINED STATEMENT OF CASH FLOWS -
ALL PACPRIETARY FUND AND NONEXPENDASLE TRUST SUND

FI§ YEAA EN JUNE 30, 19

(Amounts in thousands)

Proprietary Fiduciary Totals
Fund Type Fund Tyse IMemorandum Criy}
Erterprise Nanexpandable
tunds Truat Funds 1992 1991
Cash Aowa from imvesting activities:
Purchases, ysies and maturitien of investmants, net {708, 695) (708, 695) 3078
Interest income 53.951 53.351 81529
Net cash provided by (used for) investing activities {854 744) {654, 7 44) 70,707
Net increase (decrsase) in cash and cash squivalents 40,522 40,522 [10,251)
Cash snd cash squivelents at beginning of year 137,785 24 841 162,426 175,305
Cash and cash squivalants at end of year $__ 178307 3 24641 $ 202 948 $__185 054
See notes to general purposa financial statements. {Cancluasa)
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The accoopanying financial statements of the Commonwealth of
Massachusects (the Commonwealth) have been prepared in accordance with
generally accepted accounting principles (GAAP). The Governmental
Accounting Standards Board (GASB) is the racognized standard-gsecting body
for setablishing governmental accounting and financial reporting
principles. The more gignificant of the Commonwealth's accounting
palicies are degcribed helow,

The financial statements include the departments, agencies, boards,
and commissions governed by the legislative, judicial and
constitutional offices of the Commonwealth, the inatitutiona of
higher educaticn, and the State Employees' and Teachers' Retirament
Systems. Also included are the independent authorities and other
organizations over which aversight authority is exercised. These
authorities, which are included ag Enterprise Funda, were included
based on the following critaria:

- Commonwealth's abiliny to exercise gversight respensibility,
evidenced by:

- Financial interdependency

- Selection of governing authority

- Designaticn of management

- Abilicy to significantly influence cperations
- Accountability for fiscal mactars

- Scope of public service. Application of this c¢riterion involves
considering whether the activity benefits the government and/or
iza citizena, or whether the activity is conducted within the
geographic boundaries of the government and is generally available
to its citizens.

- Bxigtence of apecial financing relationships, ragardless of
whether tha government 1s aple to exercise oversight
regpondibilicy.

The following authoritieg are included in the reporting enticy:

Magsachusetts Bay Transportaticn Authority (MBTA)
Magsachugsetzs Conventicon Center Authority (MCCA)
Magsachusetts Water Rescurces Authority (MWRA)

Bay Starte $killa Corperation

Sovernment Land 3ank

Massachusetcs Community Development Pinance Corporation
Magsachusetts Industrial Finance Agency

Exhibit C-15
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{Continued)

Magsachusertg Technology Development Corporacien
Magsachuset=s Tachnology Park lorporat:icn
Massachugetts Watsr Polluticn Abatsment Trust
OUniversity of Massachusects Medical School - Group Practice Plan
University of Massachusetts Medical Schooal Tesaching Hespital Trust Fund
University of Magsachusetts Medical Center Self Insurance Trust
Higher Bducacion Building Aurhoritcies:
Magsachugetcs Stare Callage 3uilding Authority (MSC)
Southeastern Massachusetts University Building Authority (SMO)
University of Lowell Building Authoxicy (U Lowell)
University of Maasachusetts Building Authority (U Masa)

The fallowing authoritias are excluded from the reperting entity:

The Massachuaetts Turnpike Authority was established by Comnonwealth
jeatute. Mesmbers ars appointsd to the Authoricy's Beard by the
Governor for staggsred three-year terms but de noc maintain a
gsignificant relationship with the Commonwealth. The Authority is
financially independent of the Cormonwealcll because it astablishes its
own rates, issues debt and secs budgecs without overaight by the

~mmonwealth. Debt is supported solely f£rom revenues of the
Authoricy.

The Massachusetts Part Authority was astablished by Commonwealth
Sracuca. The Authority's governing beard, while appointed by the
Govarnor for staggered seven-year terms, is financially independent of
the Commonwealth because it selects management staff, gets user
charges, issues dabt, establishes budgets and controls agpects of
general aviation and other rransportation mapagement and development
without oversight by the Commcnwealth. The Commonwealth provides no
funding to the Authoritcy. The Authority's debt is supported aclely by
revenues of the Authority.

The financial statements do not include the Massachusetts Home Finance
Agency, Massachusetts Housing Finance Agency or Magsachusetts Health
and Sducaticnal Pacilities Authority. The Commonwealth does not have
the ability to significantly influsnce operations, nor dces it
guarantse the debt of these antities. Therefors, the Commonwealth
does not axercise oversight responsibilicy over chem. In addition,
the Commnonwealth has no special financing ralacionships with these
encities.
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{Continuad)

The Commonwealth reports its financial position and resultas of
cperations in funds and account groups, each of which is considerad a
separate accounting entity. The operations of each fund are
accountad 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
aliminated.

Account groups ars accsunting entities used to provide accountabilicy
for the Commonwealth's general fixed assets and general long-tarm
obligations. They are not considered funds because they do not
report expendable available financial resources and related
liabilities.

individual funds are classified into thraes fund catagories:
governmental, proprietary and fiduciary. Rach is divided iato
seaparate fund types.

The Commonwealth has established the follewing fund catagories, fund
types and acgount groups:

Governmental Funds - account for the general governmental
functions of the Commenwealth.

The General Fund is the primary cperating fund of the
Commonwealth. I is used to account for all governmental
transactions, except those required to be accounted for in
ancother fund,

Special Revenue Funds are used to acgount for specific revanue
sources, othsr than sxpendable trusts or major capital financing,
that have been segregaced according to state finance law to
support specific¢ governmencal activities.

Capital Projects Funds are used to account for financial
regsources used to acquire or construct major capital assets and
te finance local capital projecta. Thass resources are deri-red
primarily from proceeds of general ocbligation bonds, which ars
generally received after the expenditure has been incurred, and
from federal reimbursementd.
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Proprietary Funds - are used to account for activities similar to
rhose found in the private sector where net income and capital
maintanancs are measured.

Bnterprise Funds are used to account for cperationa that are
financed and operatsd in a manner similar to privace business
encerprises. Costs of providing goods and services to the
genaral publi¢ on a continuing basis, inecluding depreciation, are
financed or recovered primarily through user charges.

Fiduciary Funds - are used to account for assets held by the
Commonwealth in a gruscee capacity, or as an agent for
indivriduals, privata organizations, other governmenzal unita,
and/or ocher funds.

Expendable Trust Funds are used to account for trusts whoee
principal and income may be expended for their designaced
purpcse.

Ncnexpendabhls Trust Funds are used to account for trusacs whose
principal cannot be spent and for the andowmants of tche
Commonwealzh's public insctictutions of higher education.

Persion Trust Punds are used to account for the assets,
liabilities and fund aquities held in trust for the State
Employees' and Teachers' Rerirement Systems.

Agency Punds are custodial in nature (assets eaqual liabilities)
and do not involve measurement of the results of cperatiocns.

Account Groups - establish control and accountakility over the
Commonwealth's gensral fixed assets and general long-term
chligations.

The General Fixed Assets Account Group is used t£o account for
general fixed assets of the Commonwealti, which exclude the fixed

asgers of the Enterprise Funda.
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The General Long-term Obligaricns Account Group is used ta
account £or general and special cbligaticn long-term bonds and
long-cerm notee payable idsued by the Commonwealth, obligaticns
under lease/purchase and other financing arrangements, unpaid
pension zosts, compensated absences, claims and judgments and
ozher long-term chligations, except for the liabilities of the
Encerprise Funda.

13 of A 1 -

Governmental and Expendable Trust Funds are agosunted for using a
filow of current financial rasourcea measurement focua and the
modified accrual basis of accounting. Reavenues ars recognized when
they become both meagurable and available. "Available® means
axpectad to be collectible within che current parisd or gcon anosugh
thereafter t£o be used Lo pay liabilitiss of the current pericd.
Significant revenues susceptible to accrual include inccme, sales and
use, corporation and other taxas, federal grants, faderal
reimbursements and other reimburs- =:ats £or use of materials and
garrsices. Revenues from other sourses are recognized when received.
Expenditures are recorded in the period in which the related fund
liabilizy is incurred. Principal and inrerest on general leng-term
ocbligationa are rscorded as fund liabilities when due.

Entarprise, Nonexpendaible Trust and Pension Trust Funds ars accounted
for using a flow of sconamic reggurces measurement focus and che
acorual basis of accounting. Under this method, revenues are
recorded when earned and axpenses are racorded at the time
liabilities are incurred.

Agency Pund assets and liabilities are accounted for using th
nodified agcrual basis of accounting.

- ~— A»— Ne -

The Cammonwealth's budgets are adepted in accordance with a statutsry
pasis of accounting which ia not in accordance with GAAP. Revenues
are generally recognized when cash is received. Howaver, revenues
receivablae for federal grants and reimburdements are recognized when
related axpanditures are incurred. Amouncs due from cartain
polit:cal subdivigsions of the Commenwealth are reccognized when
considersd measurable and available ac year end.
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Expenditures generally ars reacordad when the relaced cash
digbursement occura. At year end, payroll is accrued and payables
are racognized, to the extent of approved encumbrances, provided thac
the goods or services have been received by June 30. Other
encumbrances are lapsed. Costs incurred under che
federally-spensored Medicaid program, amounts required to settle
claims and judgments against the Commonwealth, and certain other
liabilities are not recognized until they are encumbered or otherwise
pracessed for payment.

Under the atarutory basis of accounting, the Commonwealth uses
encumbrance accounting to record the full amount of purchase ardsrs,
contracts and other commitmenta of appropriatad resources as
deductions from the appropriation priar to actual expenditure, In
the governmencal funds, encumbrance accounting is a significanc
aspect of budgetary control.

h ap - b4 men Inv men -

The Commenwealth follows the practice of pooling cash and cash
equivalsnts for all of its govermmental and fidugiary funds. Cash
equivalents consist of short-term investments with an original
maturity of chree montha or lesa and are statsd at cost. Because all
cash ig pooled, an individual fund may have a cash deficit. In these
instances, the fund with the cash deficic will borrow f{rom anothexr
fund. These interfund borrowings are raported as "Due from other
funds® and "Dus to other funda" on the balance sgheet. Intaresac
earned on pooled cash is allecated to the General Fund, Expendable
Trust Punds and to certzain Special Revenue Funda when 80 directed by
law.

Bquity securities of the Pensicn Truat Funds and deferred
compensaticn plan investments are grated at markec. Qther
investments are stated at cost or amortized cosc.

Receivables are ataced nat of estimated allowances far uncollacctible
acecounts. Reimburgements due to the Commonwealth for its
expenditures on federally-funded reipbursement and grant programg
are reportad as "Due from federal government.”
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{Concinued)

The costs of materiala and supplies ares recorded as expenditures in
Governmental Funds when purchased. Such invenrtoriss are not material
in total to the financial stacements. Invencories included within
Enzerprise Funda are ggated at the lower of cost, using the first-:in,
first.cut method, or markec.

AB " -

For Covernmental Funds, general fixed asset acquisitions ares recorded
as expenditures in the acguiring #und and capitalized in the General
Fixed Assets Account Group in the year purchased. Genexal fixed
asgatg are rescorded at historical cost, or at astimaced historical
comt if actual historical cost is not available. Donatad fixed
agsets ars recorded at fair market value ac the time of the donaciczsn.

The Commonwealth capitalizes a.l land. It capitalizes buildings and
squipment, including computer goftware, with coBt3 in exceds of
£ifreen thousand dollars at the date of acgquisition and axpectad
useful lives of greater than cone year. Interest incurred during
construction 18 not macerial and it isg not capitalized.
Tnfragrructure (roads, bridges, tunnels, dams, water and sewer
syscems, etc.) is not capitalized. No depreciation is provided on
general fixed assecs.

Fixed assets of the Enterprise Funds are capitalized upon purchase
and depreciated on a straight-line basis over rhe estimared useful
lives of the assets. Interest incurred during conatructicn i8
capizalized. The estimated ugeful lives of fixed asseta are as
followa:

- 100 years
- 25 years

Structures and improvements 3
Equipment, furniture, fixtures and vehicles 3
In fund Tran o -

During the course of its cperationms, the Commenwealth records
transactions between funds and/or between departmencs. Transactizes
of a buyer/seller nature between departiments within a rzund are not
eliminaced from zhe individeal fund statements. Receivables and
payables resulting from transacticas perwean funds are classified as
"Due £rom ocher funds" or "Due to other funds" on rthe balance sheect.
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The Commonwealth appropriates and pays the fringe benafit costs of
its employees and retirees through the General Fund and a budgeced
Special Revenue Fund. These fringe benefits include the coscs of
employeea' health insurance, pensicns, unemployment compengaticn and
other costs necessary to support the gdcate workforce. As directad by
Magsachugettd General Laws, these coatsa are assessed to other funds
based on their payroll costs, net of credics for direct payments.
Since tchese fringe benefif costs are not geparately appropriated or
otharwise provided for in these funds, the required assesgament
ereaates an unfavorable budget variance in the budgeced funds.

Beginning in f£iscal year 1992, fringe benefitc c¢oat assessments made
co all Governmental and Fiduciary Fund Types are reported uniformly
among other financing uses.

n jafely! - e -

The Commonwealth is commircraed to pay debt service on bends issued by
local cities, towns and regicnal schocl diatricts for school
conarruction and rencvarion. This liabilitvy i3 recorded in the
General Long-term Obligaticne Account Group.

gmpenga -

Employess are granted vacaticn and sick leave in varying amounts
baged on collective bargaining agreements and state laws. Upon
recirement, termination or deach, certain emplcyeed are compensated
for unused vacation and sick leave (subject to certain limitacions)
ar their then-current rate of pay.

For Governmental Funds and Expendable Trust Funds, vagted QC
accumulated vacation and sick leave that aze expected to be
liquidated with expendable availables financial resources are rapcrzad
as expendigures and fund liabilizies. Amounts that are not expected
to be sc ligquidated are reported in che General Long-term Chligat:ions
Aczounc Sroup.

In the Enterprise Punds, emplcoyees’ accumularaed vacation and sick

leaves aras recorded as an expense and liability as the penefits
acezue.
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Ticket revenues and prizes awarded by the Massachusetts Lottary
Commission are recognized as drawings are hald. For certain prizes
payable in installments, tha Ccmmeonwealth purchases annuities in the
Commonwealth's name, which ars recorded as annuity contracts and
prizes payable in the Agency Funds. The Commonwealth retains the
risk related to such annuities.

Fin 3

The Commonwealth does not insure for workers' compensation, casualty,
cheft, tort claims and othar lcsses. Such losses, including
estimaras of amounts incurred hut not repeorted, ares included as
accrued liabilities in the accompanying financial stacements when the
claim is incurred. For worksrs' compensation, the Commonwealth
asaumes the full risk of claima filed under a program managed by the
Public Employee Retirement Adminiscracicn. For personal injury or
property damages, Massachusetts General Laws limit the risk assumed
by the Commonwealth to $100,000 per cocgurrence, in most
circumstances. The Group Insurance Commigsion administers health
care and other insurance for the Commenwealth's employees and
retiraas.

sy 1 - + 1 -

Toral columns on the combined financial dcatementcs are captioned
"Mamorandum Only" to indicate that they are presented only to
facilicace financial analysis. Data in these columns do not present
conaclidated financial position, results of operationa or cash flows.
Intarfund eliminations have nct been made in the aggregation of this
data.

Rec] jfigagigng -

For the fiscal year ended June 30, 1992, cerzain raclagsifications
have heen made to the 1991 balances to coenform to the presentation
used in 1992.

The presentazion of the separately Lasued Snterprise Funds financial

statements has been reclassified 3o conform to the acsouating
¢lagsificarions used by the Commonwealzh.
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Budgasars GoncIol:

Srare finance law requires that a balanced budget be approved by the
Governor and the Legislature. The Governcr presents an annual budget to
the Lagislacure which includes estimates of revenues, expendicures and
other financing sources and uses anticipatsd during the coming fiscal
year. The Legislature, which has full authority to amend the hudget,
adopta an expenditurs budget by appropriacing monies, at the individual
appropriation account level, in an annual appropriacion act.

For fiscal year 13992, the Legislature also included the estimates of
revenus and other financing sources upon which the expanditure budget was
based. Subsequent to June 30, 1352, the Lagislature enacted a provisiaon
requiring that the general appropriatiocn act include a ravenue budget to
show the astimates of amouncs expectad to be availables to finance
appropriated sxpenditurss.

Before signing the appropriation act, the GOvernor may veto any specific
item, subject to legislative override. Further changss to the budgst
agcablished in the annual appropriation account may be made via
supplemental appropriation acts Or ocher legislative acts. These also
must be approved by the Legislature and signed by the Govarnor and are
subject to the line itsm vetco.

The majority of the Commonwealth's appropriations are non-continuing
accounts which lapse at the end of each year. Others are concinuing
aceounts for which the Legislature has authorized that an unapent balance
from the prior year be carried forward and made available for current
spending. In addition, the Legislature may direct that csrtain revenues
be ratained and mada available for spending within a specific
appropriation account.

Generally, expenditures may not exceed the level of spending authorized
for an individual appropriation account. However, the Commoniwealth i3
statutorily required to pay debt gervice, regardless of whether such
amounts ara appropriated. Certain incerfund assegsments to allocate
fringe benefits and other costs are mandated by state finance law but not
itemized in the appropriaticn process or separately budgeted. 1In
addition, Massachusetts General Laws authorize the Ccomissionsr of
Administracion, with the approval of the Governor, to withold allotment
of appropriated funds, esffectively reducing the accounts axpenditure
budget, when he detsrmines that available reavenues will be insufficient
to meet authorized expenditures.
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The original fiscal year 1992 appropriation act authorized
$12,172,574,000 in dirsct appropriatcions, $633,378,000 in authorizacions
ro retain and expend certain non-tax revenues and $67,325,000 of
inceragency chargsbacka. The act also included estimaces of
$8,291,500,000 in tax revenues and approximacely $4,696,000,000 in
non-tax ravenuas. With these revenuss (exclusive of chargebacks)
projected to total approximately $12,987,400,000, and with unreserved
balances of approximately $58,051,000 carried forward from fiscal year
1991, the budget as presentad in this original appropriation act was
considered to be in balance,

During fiscal year 1392, the Lagislature alsc passed and ths Governor
signed, with some modification through veto, saveral supplementcal
budgetary appropriations. These amounts added approximataly $769,032,000
in dirvect appropriations and $31,800,000 in addicional racained revenue
authorizations.

Subsequent to June 30, 1992, the Legislature passed and the Governcr
signed, with medification through veto, approximacely $141,545,000 in
additional supplemental appropriaticns. Through veto averrides, the
Lagislature also subsequently increased appropriations by approximately
376,004,000, These actions raised to approximacely $13,891,658,000 the
toral of appropriaticns and retained revenue authorizations.
Appropriacions continued from fiscal year 1991 totaled approximately
$108,759,000, and certain intrafund and intexfund transfers, directed by
gtacute, totaled approximately $210,3%2,000.

Because a practice of legally required and updated revenues budgets was
not in place, the rsvenue projections includad in che original
appreopriation act are used as the budgeced ravenues in the Combined
Staremenr of Revenues, Expenditures and Changes in Fund Balances -
Statutory Basis - Budget and Actual - General and Budgetad Special
Pevenue Punds (combined budget and actual statement:. RAs a regult, the
comparisen of the initial revenue budget to the subsequent, and often
modified, expenditure budget can be misleading. This presencaticn is a

rangiticn to the statucory requirements for revenue budgecs in fiscal
year 1391.
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Budgezars Control (Continued):

Appropriaticns are enacted for the General Fund and certain Spec:ial
Revenua Fund activities, For these funds, a Combined Statemen:t of
Revenues, Expenditures and Changed in Fund Balances - Statutgory Basis
Budget and Actual - General and Budgeced Special Revenue Funds is
inecluded. The Budgeted Special Revenus Funds presented are che Highway,
Lacal Aid, Commonwealth Stabilization, Administrative Control,
Environmental and Other.

The Qffice of the Comptroller has the responsibilicy to engure that
budgetary spanding control is maintained on an individual appropriation
account basis. Budgetrary contral is exercised through the Maassachusec:s
Managemerit Accounting and Reporting System (MMARS). MMARS snsures chac
encumbrances or expendicures are not procesaed if they exceed the
appropriation account's total available spending authorizacion, which is
considered its hudget. However, the Legialature has directed cartain
incearfund cransfers which are not budgeted. This results in budgec o
actual variances in both "Cther financing scurcesa" and "Other financing
udeg. "

A MMARS raport, internmally identified as RPT226, is used by management
and the Office of the Comptroller to monitor spending against budgec.
This report provides informarion at the individual appropriation account
level, which is the legal level of budgetary control and it is available
from the Office of the Comptroller. For financial reporting, the
Commcniwealth groups these appropriation accounts by character and
gecretariar £o conform to its organizational structura.

On the statutory basis, the Commonwealth Stabilization and Adminiscrative
Control Funds have been segregated from the General Fund accounts in
fiscal year 1992, and reclassified to reflect the intent of the
lLegislature, which established statutory funds for specific appropriated
activities. Thess acccounts are included in the General Fund in the
combined financial starements, consistent with their presentaticn in
prior fiscal years.
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The following is a reconciliation of the statuterxy basis axcess of

revenues and other f{inancing sources over expenditures and other

financing uses of the General and budgetad Special Revenue Funds to the
GAAP basgis presgented in the financ:al statements {amounts in thousands) :

Geneyal

Excess (Qeficiency) of revenues and other
financing sources over axpenditures and other
financing uses {statutory basis) {3465, 345}

Enticy differences:
Excass (deficiency) of revenues and zcher
gources over axpenditures and cther upes for:

Non-appropriated higher education funds 68,312
Non-budgeted Special Revenue Funds
Parspective diffearences:

Cartain activities treated as Special Revenue
Funds for Statutory and as part cf the
General rund for GAAP 173,343

Basis ¢f accounting differences:

Net increage (decresase) in taxes receivable {5,278)
Net increage in due from federal government 20,88¢C
Net increase in other receivables and other

asgetsy 51,053
Nert {(increass)} decreasge in tax refunds

and abatsments payablae 44,282
Net (increage} decrease in accounts payable

and other liabilities (22,522}

Excess (deficiency} of ravenues and cthar
financing sources over expenditures and cther
financing uses {(GAAP basis) ($134.,685)

Special

Revenue

$778,232

(a3, 742y

(173,943)
2,248
2,188

17,762

{221,989)
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The Sormeonwealth maintains a cash and shorc-term invescment pool which is
available for use by all funds. The pocl includes bank deposits,
cmr=:ficactes 2f depeaits and regtriczed cash of the Enterprige Funds. As
of Junme 30, 1992, the cazzying ameount of cthe Commonwealth's total cash
and shors-term invescmencs wasg $82%,049,000, and the corrssponding bank
balanzes were $391,806,078. Bank dapoaits in the amount of $17,813,532
ware insurad py the Federal Depogit Insurance Corpeoration, and
$373,992,546 were uningured and uncsllaceralized.

waaggoenty -

The Commonwealth maintains an investment pool, tha Magsachusetts
Municipal Jepasitory Truat | T, that is availablae for use by all
funds. The dapcaits and investmencs of che Enterprisa Funds and che
investments of the Pengion Trust Funds ars held separacaly from thcese of
other state funds, with the exception of their investments in MMDT,

Statucas authoerize the Commonweal:zh to invest in cbligations of the 7.3,
Traasury, author:ized bonds of all staces, banker's accsptances,
cerc-fizates of depceit, ccmmerczial paper rated within the three highesct
slasesficat.cns established by Standard & Pcors Corperation and Moody's
ral Paper Record and repurchase agreements that any of these

w2ns secure. Investmentsg i1 the MMDT are carried at ¢ost, which
mara2s market. The investmnent pclizies of the entities included in
erprise Funds are the same as :the Ccmnonwealch's, except that they
Fermis investment in eqQuity securities. The Fension Trust Funda are
permizted to make invegtments in egquity securities, fixed inccae
securities, real estate and sther altermat:ive investments. In the
£sllcwing table, these alzermative LnvestTlents, venturs capital and
fuirtures pools are clagsified as zZther Lnvesthencs.

g
[
13

4]

¥

.._

¥

u}

~
oot N

%
5
»
i
B
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Shore-term investments and investlants are classgified as to collateral
risk into the following three categeories:

Cagegory 1 Insured or registered, or securities held by the
Commonwealth or its agent in the Commonwealth's name.

Category 2: Uninsured and unragistared, with securities held by the
councterparty's trust department or agenc in the
Commonwealth's name.

Catagory 3: Oninsured and unregigtered, with securities held by the

csunterparty, or by its trust department Qr agent bur nct
in the Commonwealthl's nare.

Investments at June 30, 1892, are as follows {amounts in thousands} :

farrying amount

Category Category Category Mariet
inves tment 1 2 3 Tatal vaiye

Repurchase agreements $ 1,08 341 % e $ 92,5M $ 1,147,306 $ 1,147,308
U.5. Treasury sbligations 1,133,314 418,552 54,559 1,404 625 1,408, 347
Commarcial paper 783,800 983,800 943,800
Goverrment aDligations 1,225,197 593 1,226,799 1,226,790
Equity securities 4,091,598 17, 149 1,701 4,110,548 4,111,350
Fixed income securitiea 1,822,159 59,805 1,381,964 1,882,991
gurodollar contracts 29,587 29,587 29,482
Asset Lacxed investments 1,075 17,869 1,420 20,564 21,033
Notes 19,247 19,267 19,350
Other ) 552, 367 552,967 552,967
$10,845,551 $541,356  §170.3N 11,577,198 11 581,114

Money marxet investmants 948,714 968,714
Mutual *und ifnvestments 3,825 3,577
Deferred compensation plan mutusl funds 764,696 Th4 696
Apnuity contracts 937,245 3T, 249
Guarantsed income contracis 143,380 163,380
Real sstate 4e5 , &31 445,431
Agsets neid in trust 1,583,758 _1,58%,. 73
Tatal $14, 664,351 $16, 447, 323
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The Pension Trust Funds hold approximately 83% of the investments in
Catagery 1, and the Enterprise Tunda heold 30% and 37% of the investmencs

in Categorxias 2 and 3, reapectively,

The following is a reconciliation of the two different investcment amcunts
ac June 30, 1992 (amounts in thouaands) :

Investments as summarized above $146,444,251

Lesg: Short-term investments reportad in the combined
balance gheet ag cash and short-tarm investihents 1,363,082

Restricted investments raportad saparately in the
combined balance sheet 1,165,339

Defarrad compensation plan mucual funds raported
separately in the combined halance sheet 764,535

Assets held in trust reported geparately in the
combined balance sheet 1,583,7%3

Annuity contracts reported separately in the
goembined balance sheet 7,24

Investmenta as repartad on the combined balance gheet: 4,827

The f£ollowing ig a reconciliation of the balance of cash and shors-term
investmants ac June 30, 1992 (amounts in thousands) :

Carrying amount of cash and cash equivalents $ 62%,0%49
Short-term investments 1.968,382

Cashh and short-term investments as reported on the
cembined balance sheet 2 7,131
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The following achedule derails the taxes, federal, loans and other
raceivables presenced in the various funds {amounts in thousands):

Net
Due from Allowance receivable
federal for by fund
Taxes govermment Loans Qther yncol lectibles type
Genaral Fund $ 73,953 0§ 590,796 & ¢ 3387123 (3389,00%) $1,372,357
Special Revenue Funds 541,951 101,949 111,600 (132,466) 622,854
Capital Projects Funds 162,800 437 {18,771 144 Lbé
Enterprise Funds 165,508 103,006 117,343 (19,097 344,838
Trust and Agency Funds 340 118 2, Thé 7 It 49 S43 (53,.701) 320,372
Subtotal 1,584,022 1,023,837 110,393 484,066
Less:  Allowance far
acollectible
accounts (340 481 (34,835) (6,630 {231,434) (3613, 160)
Net raceivabla by
type $1,345 561 $ 987 002 $10%9,96%  $454, 632 $2,1827 397
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£ Tx chion

Inrerfund racsivables and payables at June 30, 1992 are summarized as
follows {amounts in thousanda):

Due 4rom Due to
General Fund:
Spacial Revenue Funds:
Local Aid 1 1] s 50,722
Enterprise Fundd:
MATA 186,074
MCCA 2,641
Economic Deveicpment Authorities 43
Subtotasl 239,500
Special Revenue Funds:
Geperal Fund 50,722
Enterprise Funds:
WBTA 4 949
subtatal 50,722 % 949
Capital Projects Fuynds:
Capital Projects Funds:
Ganaral 8,432
Kighway 34,222
Feceral 42,854
Enterprise Fumds:
Econamic Development Autharities 32,358
MWRA 23,308
Suptotal 42,354 98,520
Enterprise Funds:
General Fud 188,778
Special Revenue:
Highway Fund 9,949
Capital Projects:
General 26,458
Local Aid __29.008 -
Subtatal 339,393
Ficuciary Funds:
Experdable Trust Funds:
Expencacle Trust 3,494
Unemgloyment Compensation 3, 4%
Total 8436, 463 456, L43
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The following acheduls shows the changes in genieral fixed assets by
category at Junae 30, 1292 (amounts in thousands) :

Agditions and
June 30, 1991 adiystments Ratirements June 30, 1992

Land s 352,710 £ A0,481 412 $ 412,579
Buildings 2,747,319 416,547 3a9 3,183,517
Machinery and equipment 455,140 298, 759 26,951 724,758
Construction im progress 488 453 286, 49% 552,596 190,392

Totai 4,063,562 £1,030 432 $580,548 4,513 %S4

fixsd amsets of the authorities comprising the Commonwealth's Bnterprise
Ffunds consist of tha following at June 30, 1992 (amountd in chousands) :

Amount

Land and improvemeants $ 286,015
Structuras and improvemants 6,989,450
Equipment, furniture, fixrures and vehicles 1,383,939
8,659,304

Legs accumulated deprasciation _1.508,090
7,151,214

Property held for expansicn 7,439
Construction in progressa _1.083.293
Total §8,221, 0948

e ————

- 5'.' i y - m

™ha Commonwealth has issued short-term notesd in anricipaticn of revenue
or bond financing. When this short-carn dapt does not maet the leng-t2r7
refirancing criteria, it is classified among fund liabilicies.
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The Commonwealth issues short-term notes to provide working capital to
the MBTA. The Commonwealth recirss these notas through subsegquent
appropriations and assessments to cities and towns. Tha notes
cutstanding atc June 30, 1992, totaled $240,000,000 with an interest rate
of 3.40%. They macure in Januaxy, 1993,

Proyy I3 -

The Commonwealth has issued five-year tarm minibonds, which are
redeemablae upon demand, to finances capital projects. At June 30, 1592,
minibonds outstanding in the Capital Projects Funds totaled $310,538,000,
with interest rates ranging from 4.65% to 3.7%.

The Commenwealth may issue bond anticipaticn notss to temporarily finance
its capital projects. Such notes cutstanding at June 30, 19%2, which
tocalad $50,200,000, were rafinanced on the firstc day of fiscal year
1993, through the issuance of general cbligation bonds. To reflect :the
impact of this refinancing subsequent to the fiscal year end, the notes
have been reclassified for reporting purpcses as long-term debt.

- - 4 A m -

buring f£iscal year 1992, the Commonwealth maintained a lettex of crediz
agreement with a group of banks to borrow up to $1,200,000,000 as a
combinaticn of advances and guarantees of ghort-term horrowings through
the issuanca of Commonwealth commercial paper. No advances wers drawn
during fiscal year 1392, or subsequent thereto. The guarantae feature
wag used extenaively, and ralated fees totaled approximately $2,026,000.
™is letter of credit expired September 30, 1992.

Subsequently, the Comnonwsalth has entered inco aseparate credic
agreements with several banks to provide comparable credit and liquidity
support for its commercial paper program to a tetal principal amount of
$700,000,000. These agreements axpire October 23, 1393 through Septamber
30, 1994. The average coats are approximacely 0.3% on unutilized
amounts, and approximately 0.4% on utilized amounts.
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(Concinued)

The Commonwealch maintained a ravelving line of credit agreement with a
pank through June 30, 1992, in the amount of $150,000,000. Under this
agreemsnt, interest was charged at the lesser of the federal funds race
plus 1.5%, or prime, whichever is less, with commitment fees payable
quarterly on thae excess ¢f the commitment amount over the average daily
outstanding principal amount drawn. This line of credit agreement was
not utilized during fiscal year 1992; commicment feea totaled $75,000.

The Univeraicy of Massachusetts Medical Schocl Teaching Hospitzal Trust,
included in the Medical and REducational Facilitiea Fund, obtained a
311,000,000 line of credit in Dacember, 1950, to finance the censtructicn
of a building. As of June 30, 1992, 54,616,000 of the line of credis was
ugad.

- = &arm

Under the Constitution of the Commonwealth, the Commonwealth may DOxTsw
money {a) for defense or in anticipation of receipts from =axas or other
sources, any such lcan 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 aach
house of the Legislature present and voting therecn. The Constitution
further provides that borrowed money ehall not ke 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 cradit by a two-chirds vote of the members
of each house of the Legislaturs present and voting thereon, buc such
cradit may not in any manner be given or loaned to Or in aid of any
individual, or of any privacte association, or of any cerporation which i3
privately owned or managed.

The Commenwealrth has waived its sovereign immunity and consented tg be
sued on contractual obligationa, including bonds and notes issued Dby it
and all claims with respect theretc. However, the property of the
Commonwealthl is not subject to actachment or levy to pay a sudgmenc, and
rhe gar-afaction of any judgment generally requires legislacive
appreopriaticn. EBnforcement of a claim for the payment of principal or
interest on bonds and notes of the Commonweal:h may also be subject =2
the pravisions of federal ¢or Commonwealth statutes, if any, enacted to
excend the =ime for payment or imposa other canstraincs upon enforsement.
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A8 of June 30, 1992, :he Commonwealth had three types of bonds
cutstanding: general obligacion, dedicated income tax, and special
obligat:on. The general cbligation bonds are authorized and issued
primarily to provide funds for gtaca-owned capital projects and lecal
government improvements. They are backead by the full faiech and credit of
the Commonwealth and paid from the Governmental Funda, in which debt
service principal and interest paymsantg are appropriated. Magsachusetts
General Laws provide for the allocation of bend proceeds to these
authorizations in arrears, as expenditures are made, unless the proceeds
ars allocated at the time of issuance.

During f£iscal year 1932, the Commonwealth issued special obligation
revenue bonds as authorized under Massachusects General lLaws. Such bonds
may be secured by all or a porticn of revenyes credited to the Highway
Fund and are not general cbligaticns of the Commenwealth. The isguance
af such spescial obligation bonds is authorized in an aggregata amount aot
o exceed 3$1,125,000,000, in fiscal years 1992 through 13%4. The
Commonwealrh issued 5103,770,000 of such bonds during fiscal year 1332,
gacured by a pledge of 2 cents of the Zl-cent motox fuel excise tax
collacted on gasoline, effective July 1, 1932.

For financ:ial reporting purpesea, leong-term bonds are carried atc their
facs amcunt, which includes diggounct and any issuance coats financed.

The outstanding amount repre=sents the total principal to be repaid; for
capital appraciation bonds, it represents total principal and intarest to
be repaid. When shoxrt-term debt has baen refinanced on a long-term
basis, iz is reported as outstanding as ics face amount.

e amount of bends authorized but un:ssued is measuzed in acczordance
wi=h the stacutory basis of accouncing. Only the net proceeds of bonds
(axclusive of discount and ccsts of Lssuance) are dadugrcad Zrom the cotal
authorized by the Lagialature.
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General and special cbligation long-term bonds coutstanding {including
digcount and issuanca costs) and bends authorized-unisgued at June 10,
1392, are as follows {amounts in thousandsa) :

urstanding
Interest Maturity Authorizea
Purpese wAmeunt rates (%) dates -unissued
Deficit Reduction:
Fiscal Recovery $1, 244,090 T.00 to 7.4825 19931997 $ 57,37
Capital Projects:
Gereral Capital Projects 5,165,054 1.00 ta %2.040 1993 -2013 2,545,195
Highway 1,826,202 1.00 to 11,73 1993-2013 1,507,214
Local Aid 745,274 5.00 ta 9.25 1993-2012 2,220,189
State Recreation Aress 63,343 1.00 to 12.20 1993-2012 16,5264
Metropolitan Water District 5%,552 0.10 1o 12.30 1993-2025
Metropolitan Parks Districe 54,176 1.00 to 12.00 1993-2010 24,580
Metropolitan Sewerasge District 43,103 J.10 o 10.20 1993-2015
Ervirormental Challenge 20,239 5.30 ta 9.25 1993-2012 20
Goverrment Land Bank 14,489 1.00 za 14.25 1993-2040 2,081
Federally Assisted Housing 8,258 5.50 s 9.53 1993-2003 2,245
Intercity Bus Capital Assistance 420 6.30 to 9.25 1993-2010 18,148
Subtotal 8,029,340 5,335,358
Toral 39 430 54,393 832

Changes in leng-term bonds (including discount and issuance coats) and
bonds authorized unisasued for the year ended June 30, 1332, are as
follows (amounts in thousands) :

fonds Authorized

gutstanding  _unissued

Jalance, July 1, 1991 5,580,339 s, 737,306
Seneral and special obligation bonds:
Principal less discount and issusnce costs 770,547 (770,548)
Discount and {ssuance costs 28,973
Gereral sbligation refunding bonds:
Principal less discount and issuance costs 574,313
Biscaunt ama issuance costs 101,587
Bonds ratired (excluding minibands) (842,029
[ncrease in Dorcis authorized 2,362,182
Expiration of autherizations {84,808}
Short-term notes meeting Long-term classification criteria $0, 290 150, 2080)
3alance, June 30, 1992 $9 256 430 16 393,232
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§. Long-term Debt (Cantin

At June 30, 1992, debt service requirements to maturity for principal
{including discount and issuance <ests) and interest are as follows
famounts in thousands) :

Year ending June 30 Pring:pal _Ingerage Tozal
1993 S 623,153 5 534,883 $ 1,158,021
1994 594,095 504,502 1,399,537
1995 817,429 462,977 1,080,408
19394 813,236 424,309 1,037,805
1597 814,350 330,321 1,194,871
1998 and theresafter 5,002,192 2,499,372 3,500,474
Total 59 264,430 8 44 314,063,774

Subsequent to June 30, 1992, the Commonwealth refinanced outstanding bcnd
anticipacion notes totaling $50,200,000 through the issuance of
appreximately $52,000,000, including discount, of general obligacion
bonds, with interest ratas ranging from 6.25% Zo 6.5%¥. These bond
anticipation notes are rsported as long-:erm obligationa outstanding ac
June 30, 1992. The Commonwealth has alsc isgued $425,595,000 in general
obligation refunding bonds, authorized by Massachusects General Laws, and
$200,000,000 in general obligation bonds, with interest rates rangilng
from 2.93% to 5.25% and 3.5% to 8%, regpectively. Proceeds of th
refunding bonds were used to redeem gereral obligatiocn bonda in the
aggregate principal amount of approximately $410,680,000 with interasc
rates ranging from 6.2% to 7.6% and orig:nal maturities from 1393 chrsugh
2000.

Stagutory Debt Timig -

In fiscal years 1990 and 1991, Massachusetts General Laws were amended =0
ascabliash a limit on the amount of direct debt outstanding, effective at
~he beginning of fiscal year 1991. 83y statutorily limicing the
smmenwealth's ability to issue direct debt, these amendments provide 1
control on annual capital spending. The first-year limit was
$5,300,000,000, with an increase of 5% allowed in each guccessive filscal
year. The statutory debt limit for fiscal year 1932 wasg $7,140,000,20°.

For purposes of determining compliance with the limic, direct debt is
defined to include general obligation bonds and minibonds at the amcunc
of their coriginal net proceeds. It excludes discount and issuance ccsts
1 any, financed by these bonds. It alsc sxcludes dedicated inccme zax
bonds, cerca:n special cbligation bonds. refunded bonds, certain
rafunding bonds and bond anticipac:on notes. Qutstanding direct daept, 13
dafined, totaled appraximataly $6,3%37,300,900 at June 30, 13%2.
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Advance Refundingsg and Dafsaged BSonds -

As authorized by the Maseachusetts General Laws, the Commonwealth advancs
rafunded cartain general sbligacion and dedicated income tax bonds
threugh the issuance of $5399,118,211 of general obligacicn refunding
bonds during fiscal year 1992. Proceeds totaling approximacely
$571,966,000 were used to purchase U.5. Government sscurities which, with
a cash deposit of $2,347,000, were deposited in irrevocable trusts with
an escrow agent to provide for all future debt sarvice paymencs cf the
rafunded bonds. As a rssult, the refunded bonds are considered to be
defsaged, and the liabilities thersfor have been removed Irom tha General
Long-term Obligations Account Group. As a result of chese advance
refundings, the Commonwsalth increased its aggregate debr service
payments by approximately $280,884,000 over the next 20 yeara and
incurred an econcmic losa {the difference between the present values of
the debt service payments of the refunded and refunding bonds) of
approximataly $12,315,000. At June 30, 1982, approximataly $288,000,900
of the bonds refunded remain cutstanding and are considered defeased.

In prior years, the Commenwealth also defeased certain genaral obligaticon
and other sends by placing the proceeds of bonds in irrsvocable trusts o3
provide for all future debt service payments on the rafunded bonds.
Accordingly, the trust account assets and the liabilicies for the
defeaged bonds are not included :n the financial etatements. At June 10,
1992, approximately $1,283,00,000 of bonda outsgtanding Zrom advance
rafundings in prior fiscal years are considered defaaged.

During fiscal year 1992, the MCCA raised $163,525,164 through the
issuanca of tax-exempt Hynes Convention Center Refunding Bonds to advance
refund $135,435,000 of its cutstanding bends. Net proceeds of
3161,779,277 plus an additional $12, 343,500 were used to purchase U.5.
sovermment securities which were deposited in an irrevocable tzust wich
an ascrow agent to provide for all future deDt sarvice payments on che
safunded bonds. As a rasult, the MCCA's refunded bonds are conaidered tc
me defasased, and the liability for those bonds has been removad fzom tle
Entarprige Funds.
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The MCCA advance refunding resulted in the recognition of a loss on
defeasance of $41,304,935 for the ysar endad June 310, 1992. As a resul:
of the advance refunding, the MCCA reduced its aggregata debt service
paymencs by approximacely $14,200,000 over the perica from March 13, 1992
zo September 1, 2005 and achisved an econamic gain (the differsnce
between the present value of the old debt and new debt servics
requirements, discounted at the effective interest rates of 6.14Y%,
adjusted for additiconal cash paid) of approximacaly $11,700,000.

During fiscal year 1992, the University of Magsachusetts Building
Authority issued $48,885,000 in general cbligation rafunding bonda o
advance refund $41,550,000 of its bonds. In cennection with the advancs
rafunding, a lows on defeasance of 57,335,000 was recorded. The rafundad
obligationa outstanding ac June 30, 1992 wers $41,550,000.

In prior fiscal years, the MBTA defeased a portion of its general
ransportation systam bonds by placing the pracseds of new bends in crusc
to pravide for future debt service payments on the refunded bonds,
beginning in 1998. Accordingly, the trust acoount assets and the
liability for the MATA's defsased bonds are not included in the
Enterprise Funds. At June 30, 1992, $59,595,000 of bends cutstanding ara
considered defeased.
i e - { * -

The Commonwealth records its liability for long-term general and special
obligation bonda in the General Long-term Obligaticons Account Group.
Other general long-term cbligations recognized by the Commonwealth are
irs obligations under lsase/purchase agresments (Note 13}, school
ccnstructiom grants to partially reimburse cities and towns for payments
on bends issued to finance constructicn of local or regional schools
(Note 1), compensatad abgences (Note 1), unfunded pensicn CoOSts {(Note 11!
and zlaims and judgments ralated to workers' compensaticn, lawsyics or
eother claims pending or chreatened (Notes 1, 14 and 15).
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Puring the yesar snded June 10,
reporzed in the Genesral Long-term Obligacicns Acsount Group (amounts in

1992, the following changes cccurrad in liabilirciss

$1.616,485 399,612 3,117,585

Exhibit C-41

chousands) :
General and
special Obtigatisns School Unfunded Claima,
obiigation urdier comatruction Compensated pension judgments
Rorvgs lease/purchase grantg daences _costy and other Tatal
Bailance, July 1, 1991 48,580,339 $565,558 $1,582 389 $127,437 $1,797,2964  $158,521 $12,311,578
Bond issusnces 1,341,403 1,341,403
Bond discount 134,517 134,517
Bord principal payments
(excluding minibonds) (842,029) (L2, 329y
Short-term notes memting
long-term classifica-
tion criteria 59,200 50,290
Excess of *otai pension
contributions required
aver total contribu-
tions maqge 320,31 320,39
Net incresse (decrease) 2. 5611 34,096 (27.825) 230,914 239 796
dalance, Jure 30, 1992 $9 26,430 363,209 3 235 87 &
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{Continuad)

Bonds and notes outstanding, at June 30, 1392, net of unamortized
discount of 518,683,000, arsa as follows (amounts in thousands):

Interest Maturity
Purpose rat Amount dates
WATA:
General Transportation System 3.62% to B.75% $1,589,955 2004-2022
Boston Metropolitan Districe 2.40% to 9.26X 60,029 1993-202%
NoTas 1.50% to 5.50% 485,000 1993
MCCA:
Current !nterest Serial Bonds I1.80% o 4.00% 116,337 1597 - 1999
Compound [nterest Serial Gonds 4.40% to 4.80% 47,128 2000- 2005
MUIRA :
Genersi Revenus Bonds 0% to 7.43% 1,796,993 1993-2021
Medical amd Educational Facilities:
MSC:
froject and Refunding Revenue
Bonds 5.00% to 7.50% 92,720 1993-2014
b LTH
Project Reverwe Sonds 3.00% to 7.30% 36,150 1993-2014
U Lowetls
Project Reverus Bonds 3.00% ro 9.00% 29,790 1993-2017
U Massg:
Project and Refunding Revenus Bords $.50% o 9.20% 89,773 1993-2014
U Mass Teaching Hospitali:
Other 5.0% 4, 814 1994-2014
Economic Jevelopment:
MTPC:
Notes Puyabie 5.79% 2,500 1993
Total 34,651,081
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zurities of principal are as follows (amounts in thousands) :

Medical and
Year ending Educational Economic
June 30 MBTA MCCA MWRA Facilities Oevelopment Total

1993 $ 534,440 % s 96,743 £ 5,80 $2,500 $ A461,395
1994 51,271 4,250 26,540 4,802 A8, 343
1995 53,041 14,245 27,870 7,273 104,529
1956 54,871 17,085 29,380 a,050¢ 109,386
1997 56,952 18,050 31,340 a,569 114,611
1998 and thereafter 1,500,584 108,039 1,585,400 215,927 3,611,350
Total $2.25 & 3143.669 51,796 993 $253 313 32,500 345,469 T34

The amournits above represent the face amount of bonds and notes
outstanding and may differ from the amounts ingluded in the combined
halance sheat dus to treatment of original issue discount :in the general
purpese financial statements.

Juring the year ended June 30, 1332, the £sllowing changes occurred in
sonds and notas payable reported in the Encerprise Funds {amounts in
thousands! :

Medicai and
Educatiomal Econcmic
__MBTA MCCA NRA Facilities Deveiopment _ Total
Salance, July 1, 1991 $1,915,927  $146,935 § 790,412 $245,830 $ 54 $3,069, 158

Principal Less discount

and issuANce coats 1,758,086 143,525 1,016,431 54,079 2,500 2,796, 32"
Jent retired, net of

amartizetion of

disgount £1,639,029) (11,500 {10,050} (5,310 {54 ¢1,465,740)
Jefegsed debt (135,535 (41,950} (174,388

Jalance, ,une 30, 1992 $2,234 584 $183,525 31,796 %3 $253,049 $2,.500 $4, 651, 08"
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The legislation under which the MBTA was egtablished provides thac if, ac
any time, the MBTA is unable to meet any intereat or principal payments
due on its debet, sufficient funds will be zemitted by the Commonwealzh ©o
meaer such cbligations.

Subsequent to June 30, 1992, the MBTA isgued $170,000,000 of notes with
an incerest rate of 3.5%, which mature on October 1, 1333, and
$224,570,000 of general transpoertaticon syscem bonds, with intaresrt races
ranging from 31.5% to &.2%.

MCGA -

The legislation which authorizes the issuance of MCCA debt sscuricies
provides for participacion by ths Cermonwealth in the full payment of the
anniual debt service c35ta.

MWRA -

The MWRA's bonds are collateralized by a lien and pledge on certain of
ics revenues and other monies. Discount and issuance costs, aggregatcing
$47,313,200, are being amortized over the life of the bcends.

A8 of July 1, 1985, MWRA asgsumed responsibility to repay the Commonwealsl
for all principal and interest paymants relaced to $141,703,000 of de=bt
iggued in connection with the Mecropolitan Districe Commission sewer and
waterworks priocr to July 1, 1385. The MWRA'S shars of principal payable
amountred to $79%,656,000 at June 30, 1992. This amcunt ia ingluded in the
General Leng-term Qbligationa Account Group and as contribuced capital in
the Snterprise Punds. Legislation forgiving the forageing obligation in
sxchange for the payment of $120,000,000 to the Cowmonwealth for ather
common obligations, was enacted on July 10, 1991, and was concested
ehrough litigation. A gettlemenc of $80,000,000 has been reached.

The debt of the Higher Educacion Building Authorities included amcong tne
Medical and Sducation Facilities is guaranteed by full faich and cred:ic
of the Zammenwealth.
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The General Fund and certain Special Revenue and Capital Projects Funds
included in the combined zotals have fund deficics at June 30, 1992, as
follows {amounts in thousands) :

Furid AQRQUNT
General 3321, 1638
Special Revenue:
Federal Grancs 4,71s
Lottaeries 1,400
Capital Projects:
General 171,983
Local Aid 33,103
Qther 11,305

The year-end fund balance deficit in the General Fund reflacts the
accrual of liabilities for Medicaid claims which have been incurred but
not reported as of June 30, 1992, and subsidies tO transit authorities
for cperating deficits incurred but not yet funded. These accruals will
be paid in subdequent pericds as the Legislature appreopriates funds.
Deficits in the non-budgeted Fedaral Grants and Lotteries Funds alao
raflac: the impact of accruals. However, these daficies are assentially
riming issues, which reverse in the subsequent pericd.

In the Capital Projects Funds, the recognition of minibonda as fund
liabiliries accouncs for $110,537,576 of the reported fund deficits. The
remaining deficits to be financed reflect the cime lag between capital
expenditures and the receipt or allocation of proceeds from the sale of
relaced bends. During the fiscal year ended June 30, 1392, the
commonwealth cont:inued its pelicy of reducing the time alapsed between
~hoge avents. Legislation also authorized new bonds to finance cerctain
of rhese funds' deficits, extended prior bend authorizations, and
corzecced certain technical defacts within those bonds authorizations.
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activiziea included in the Encerprise Funds is as follows {amounts in

chousands) :

Cperating revenues
Depreciation

Operating income (loss)

Cperating grants

Nonoperating
reverued
(anpenses), net

Operating transfers

Net income {(loss)

Current capital
contributions

Fixed asset
adgditions

Total assats

Bonds ang notes
payable

et working capital

Total retained
earnings (deficit)

Seqments
Conven- Water
tions Supply Medical and Ecanomic
Trans- ang and Waste Educational Develop-
portation Parking Dispesal Fagitiities mert
$177,848 $ 9,451 $ 207,525 $315, 721 $ 2,429
€135,070) (10,4007 (79,424} (10,725 ¢5,560)
(554,385 (14,739 21,509 (10,362 (21,461
18,142 612 2,112
(118,871) (14,429 (76 849} (8,667 12,289
575,299 19,021 21,576 14,119
(99,957) £51,472 (55,340} {4,025) &, 927
85,843 11,092 43,551 154,773
369,336 342 12,598 54,335 1,349
4,915 827 235,843 4,377,754 432,426 194,97
2,234,984 163,525 1,796,993 253,049 2,500
(224, 206) 11,874 749,567 71,914 359,418
(133,122) (196) 264,452 &2, 340
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Rarirsmen

The Cammonwealth is statutorily responsible for the pension benafivs for
Commonwealch smployees (membars of the State Employess' Retirement
Syastem) and for teachers of the citiss, towns, regicnal school districss
throughout the Commenwealth and Quincy Junior College (members af the
Teachers' Retirsment System, axcept for teachers in the Beston publice
schools, who are members of the State-Boston Recirsment System but whase
pensions are also thie rssponsibility of the Commonwealth). Employees of
certain independent authoritied and agencies, such ag the MBTA, and of
counties, gities and towna (other than teachers) are covered Dy separate
recirement systaems. The members of the ratirement systems do not
parcicipate in the Sccial Security System. The Commonwealth has also
asgumed respeonsibility for payment of coac-of-living adjustments (COLA)
for the gaparate (non-teacher) retirament sysgtems of ita ¢ities, towns
and counties.

Cartain Commonwealth employeea and current retirees emploved prior =o
the establishment of tha Stats Employees' Retirement System are covered
on a "pay-as-yocu-go" basis.

?lap Deggriptionsg -

Stace Emploveeg' Retcirement Svacem (SERS) 18 a gingle employer defined
benefic public employese ratirement asystem (PERS), covering substantially
all employees of the Commeonwsalth and certain employees of the
independent autharities and agencies. The SERS is administered by th
Commonwealth and is part of the reporting entity.

T =ers' Retcirem 18 an agent multiple emploayer defined
banefic: PERS. The Commonwealth is a non-employer contributor and is
responsible for all contributions and future benefic requirements of the
TRS. The TRS covers csrtified teachers in cities (except the City of
Acsccn), towns, regicnal school discricts and Quincy Junior College.

The TRS ia administered by the Commcnwealzn and is part of the reporting
encicy.

State - 3cgton Retirement Svstem (SBRS) is an agent oultiple employer
defined benefit P3RS. SBRS provides provision benefits to all full-cime
employees upon commencement of employment with any of the various
government agencies covered by SBRS. The Commonwealth is a non-employer
contriburor and is only responsible for the actual cost of pension
benefits for SBRS participants who serve in the City of Boston's Schcol
Department in a teaching capacity. The cost of pension benefits of the
other participants is che respensibility of che City of Boston. SBRS :s
nct adminiscared by the Commonwealth, and it is not part of the
reporsing entisy.
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The Commonwealth has assumed financial responsibilicy for the COLA
granted to participants in the recirement syscems of cities, towns and
counties. Any futurs CCLA grantad by the Legislature to smployees of
these plans will also bhe the responsibility of the Commonwealch. The
individual employer govermpmentsa are responsible for the basic pension
benafics. The retirsment systsma aIs not administered by the
Cormonwealth and are not part of the reporting encity.

Current membership in SERS, TRS and SBRS aas of January 1, 13932 is as
follows:
SER3 IRS SBR3
Retirses and bDeneficiaries currently
receiving benefits and terminated
smployees entitled to benefits buc
not yet recsiving them 40,420 30,633 2,137
Current amploysees:
Vestad 318,565 42,301 3,448
Nonvested 48,387 16.312 310
Subtotal 86,952 $2.713 4,996
Toral 127,372 20.34¢6 2.093

The coversd payroll for employeea of che Commenwealth covered by SERS
was $2,638,441,000. The covered payroll for erployees of the cities and
rowns coversd by TRS is §2,032,181,000. The covered payroll for
employees of the City of Boston coversd by SBRS is $184,101,000. The
covered payrcll amounts approximaca the employer payroll.

i rovigi .

Maggachusetts General Laws establish uniform penefit and contribucicn
requiremencs for all contributory PERS. These raquiraments provide for
ratirement allowance benefits up To a maxioum of 80% of a member's
highest three-year average annual race of regular compensation. Benel:i:
payments are based upcn a member's age, length of craditable service,
lavel of ccmpensation and graup class:fication.
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The retirament allowance consists of two parts: an annuity and a
pension. A member's accumulated total daductions and a portion of the
intarest they generats conatitute the annuicy. The differential betwsen
the toral retirsment benefit and the annuity is the pension. The
average recirement benefic is approximately 80-85% penaion and 15-20%
annuity.

Members beccme vestad after ten years of craditable servics. A
superannuation recirement allcwance may be racmived upen the completion
of twenty years of service or upen reaching the age of 55 with cen years
of gservice. Normal restirement for most employees occurs at age 65; for
certain hazardous duty and public safety positiona, normal reciremenc is
atc age 55.

Funding Stacus and Progrege -

The amcunts shown below as the pension benefit obligation are a
standardized disclosure measurs of the present value of pension
benefits, adjusted for the affects of projectad salary increases and
stap-rata benefits, estimated to De payabls in the future as a result of
employee sarvice to dace. The mesasure is intended to help users assess
ehe funding stacus of the System on an ongeing basis, aseess progread
made in accumulating sufficient assets to pay bensfits when due, and
make cemparisond among employers. The measure ig the actuarially
determined present value of <redited projected benefits and is
independent of the funding method used to determine contributiona to the
System.

Twe SERS, TRS and SBRS pension benefit ocbligations were computed as par:
af tha actuarial valuation as of January 1, 1392. Significant actuarial
assumptions used in the calculation of concribution requirements and
pension benefit obligation include {a) races of recurn on investments of
present and future asgets of 8% per year for SERS and TRS, and 10¥% for
$SBRS (b) projected salary increases of 6% per year for SERS and TRS and
5% for SBRS (¢) cost of living increases of 3% per year {@) rate of
inflarion of 4.5% per year and (e} interest rate cradited co the annuily
savings fund of 5.5% per year.
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T™he total unfunded penaicn henefit cbligatcion is as follows (amounts in
millions) :

SERS TRS 4BRS COLA Iocal
Penaicn benefit cobligatieon:
Retirees and others
currsntly receiving
benefics and terminaced
employees entitled to
banefits but not yet
receiving them $2,848 53,281 s$261 81,159 $ 7,347
Current employees:
Accumulated amployee
contributions including
allocarsd incersst 1,638 1,649 133 3,417
Commonwaalth financed:
Non-veated 614 239 28 72 957
Veated _L.962 _3.063 _283 _413 _S5.7.2
Total pension benefit
obligatzon 7.061 8,230 705 1,844 17,640
Net agsets availahle for
beneficas, at markat 4,.6%9 4,784 242 9,825
Unfunded pension benefit
cbligatiom $2.362 $1.446 $363 $1.644 §7.315

gntribytions Requi 1oyt -

The retirement systems' funding policies have been eatablished 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, chrough Dacember 31, 1983, and 8% fcr
these hired on or after January 1, 1984, plus an addirional 2¥% of
compensation above $30,000 per year for those hired on or after

January 1, 1979.
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The Commonwealth's contribution for the pension benefit porticn of che
recirement allowance of SERS and TRS and required payments zo cover SBRS
and COLA contributions were originally sstablished on a "pay-as-you-go'
bamis. As a result, amounts were appropriated each year to pay current
benefits, wichout a systematic proviasion to fully fund futurs
liabilities alrsady incurred. Beginning in fiscal year 1988, the
Commenwealth enacted tha Pension Refarm Act of 1987 and addressed the
unfunded liability of SBERS, TRS and its participation in SBRS and its
COLA chligatien, This legislarcion requires funding on a current basis,
including amertizing the unfunded liabilicies, including liabilities for
furure COLA payments o lecal systems over 40 years.

This legislation alse directs the Secrestary for Administraticn and
Finance to prepare a funding schedule to meet these requirsmencs, and to
update this funding ascheduls avery thiree years on the basia of new
actuarial wvaluation reports prepared uncder the Secretary's directien.
Any such achedule i3 gubject to legislative approval., If a schedule is
not fo approved, payments are to be made in accordance with the most
recently approved schedule. This legislation further provides thac if,
dur=ng the first ten years of scheduled paymentcs, the pension benefics
paid exceed the scheduled contribution, the Commonwealth's contribution
shall equal these benefit payments.

The currant approved funding schedule, basad on the January 1, 19%0
valuation, was filed with the Legiaslature on March 1, 1991. It required
conczibutiona By the Commonwealthn of $723,441,000 during the fiscal year
ended June 30, 1992. Because total benefit payments excesded this
amount, no additional Commonwealsth contribution was required.

GAAP requires that pension expenditures (costs) be based on an
acceptable actuarial cost method and that chey not be less than:

Normal coat
Interast on any unfunded prior service casts

. A provisiocn for veated benefits when the total present value of vasced
benefits exceeds by St or more the value of the plan
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The fungding schedule diacussed above follows an acesptable acrtuarial
tunding methodolegy te compute normal cost and the unfunded accrusd
actuarial liabilicy. Hewever, the amortizaticn of the accrusd actuarial
liability has been lagislatively detarmined to be asignificantly lower :in
the firac years of the 40-year funding peried. Thersfore, the figcal
ymar 1992 contribution did not cover the minimum expenditure recognition
raquirsd by GAAP. Therefors, the difference between the tocal
eontributions required and tha total concributions made is recorded as a
liabilicy in the General Long-term Qhligationa Account Group.

Contributicna required and made based on the minimum expenditure
recognition required by GAAP are as follows (amounts in milliona):

SERS IE3 3R3RS jaje) - Iczal
Minimum contributicn
requirsment:
Normal cost $397.3 $277.2 $30.2 $ 49.3 $ 754.0Q
Amor+ization of
unfunded actuarial
liability 76 .5 156.6 18.8 73.%9 325.8
Intersat cn unfunded
aczuarial liabilicy 84.2 37.5 3.9 45,0 238.7
Toral concributions
required §558.0 $5831.3 $58.0 $163.2 $1.3168.35
Concributions made:
By employses $189.8 515¢.48 512.2 s ¢ $ 352.3
¥ of covearsd payroll 7.2% 7.3% §.6% N/A N/A
By the Commonwealth 339.8 28%.2 26.4 74.0 729 .4
t of covered payroll 12.7% 14 0% 14 3% N/A N/A

Total contributions made $529.5 $440 .2 $38.%6 $74.9 81,7382 .3

The =stal contributions required for SERS, TRS and SBRS are based on tne
entry age normal cost method using the same actuarial assumptions usad

ts coopute the pensicn benefit obligation.

During the year ended June 30, 1392, the Commonwealth's pension
expendituze alss included payments totaling 322,124,000 £o curTzent
recirees semployed priocr to the establishment of the current plans and =2
nen-contribucery plang.
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Subgsequent to June 30, the Legislature overrode the Governar's vets of
certain COLA provisions, retroactive to January 1, 1992, to be fundsd
from current appropriacions f£or participancs in SERS and TRS, and from
the Pension Reserves Investment Trust Fund for participants of other
systema. The portiona applicable to fiscal year 1992, which totaled
approximately $10,669,000 and $10,926,000, respectively, are recognized
29 liabilities and were paid in December 1992. The appropriated amounts
are included in Cormmonwealth contribucions f£or the figcal year ended
June 30, 1392,

Massachusetts General Laws established an early retirement incentive
program under which eligible stace employees could elect zo receive
enhanced pension benefits in exchange for retiring as of July 1, 19%92.
This change is not matarial.

T r " icn -

The following table presents the required thres-year trend information:

¥ ¥ ¥
Yeax SERS iB3 SBRS
Net assets available for benefits
as a percentage of the pension
benefis skligation applicable
to employees: 1932 66.6 58.1 48.5
1391 53.1 46 .2 54.1%
1930 54.2 46.1 41.0Q
Cnfunded pensiocn penefit
ckbligaticon as a percsntage of
annual coversd payrell: 1992 89.5 159 .8 137.2
1991 121.8 230.8 124.1
1390 112.8 195.7 242.3
Commonwealth's contributions to the
pengion plan as a percentage of
annual covered payroll: 1992 12.7 14.0 14 .4
1991 13.5 12.9 2.7
19940 10.3 11.3 L T
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Ten-year historical trend information for SERS, TRS and SBRS may De
found on pages 133 and 134 of the Commonwealth's Comprehensive Aanual
Financial Report. This report presents information about progress made
in accumulating sufficient assetd to pay benefics when due.

Carcain 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 ameunts were not available this year, and have nct been
available in prior years. Annual coversd payroll amounts wers not
avajilable prior to 1390. Ten-year trend daca of SBRS for revenues and
expenditures is not available in their separactely issued report.

= ! Regenciliacion Act -

This federal legislation, pasased in Octcber 1990, included provisions
mandating full Social Sacurity coverage for public sector employeea who
are not members of a recirement system. The Intermal Revenue Service
issued regqulaticns on June 28, 1991 which became effective January 1,
1392. Approximately 4,000 part-time geascnal, intermittent, Cemporary
or contracted employees of the Commonwealth, who were precluded from
retirement coverage by state law, have been covered by either Social
Security or an alternative PERS which meets federal requiremencs.
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The following authorities included as Enterprise Funds mairncain their
own pensions plans. More detailed information concerning these plans is
available in the separate financial stataments. The penasicn benefic
obligation and nec assets availabla for benefits for aach rplan are as
£951llews (ameuncs in thousanda) :

Pensicn Net asgsasets

benefit available
MATA $831,333 $813,9499
MCCA 3,247 2,799
MWRA 16,623 14,724

All three authorities met their actuarially determinad smployer
contributicn requirsments.

P - 4w H T3 ¥ n an 4 -

In addition to providing pension benefits, the Commonwealth is
statcicorily required to provide cersain health care and life ingurance
benefizs for retired amployees cof the Commonwealth, housing authorities,
redevelopment authorities, and certain cthexr governmental agsncies.
Substantially all of the Commonwealth's employees may become eligibla
for these benafits if they reach retiraement age while working for the
Commonwealth. Eligible retirses are raquired to contribute a specified
pPercentage of the health care benefit costs which is comparable to
contributions requirad from employees. The Commenwealth is reimbursed
for the coat of benefits to retirees of the sligible authorities and
non-stats agencies.

The Cammonwealth recognizes iss share of the costs of providing these

benefits when paid. These paymenta totaled approximately $101,004,000
for the fiscal vear ended June 30, 13%2.
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The Commonwealth offers its smployees a deferred compensatcion plan
created in acsordance wich Incearnal Revenue Code Secticn 457, The plan,
availapble =0 all amployees of the Commonwealth and its pelitical
subdivisicns, permits them to defar a portion of their salaries uncil
future years. The deferred compensation is not available Lo employses
uncil terminacion, retirement, deach, or unforesesabls emergency. All
amounits of compensation deferred under the plan, all property and righcts
purshased with those amounts, and all income attributable to those
amounts, property, or rights are (uncil paid or made available o the
employes or other beneficiary) solely the property and rights of the
Commonwaalth (without being restricted t2 the proviaion of bensfics
under the plan), subjact only to tha claims of the Commonwealth's
general craditors and ics political subdivisions participating in the
plan. Parcicipants' rights under che plan are equal to the fair markec
value of the deferred account for sach par=icipant. All plan assetcs ars
stated ac market value.

It is the opinion of the Commenwealth zhat it has no liability for
losses under the plan, but it does have the duty of due care which would
be regquired of an ordinary prudent investor. The plan asasats ars
subject o the claims of the Ccomonwealitll's general creditiors; howaver,
plan assets have not been uged in the past to satisfy such claims.

Qf the $764,596,000 in the plan at June 30, 1992, $533,7%58,000 was
applicable zo che Commonwealth; the rsmaining $230,%38,000 represent

the assets of cities and towns participating in the plan. The assets
and l:iabilizies cf the deferred compensation plan are included in Agency
Funds atc June 30, 1992.

In order to finance the acguisition of equipment, the Commonwealtll nas
entared into variocus lease/purchase agreemants, including tax-exempt
lease purchase (TBLP) agreements which are accounted for aa capital
leases. These agreements are £or various terms and contain clauses
indicacing that their contiauation is subject to apprapriation by cthe
Lagiglature,
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A zalecommunications system has been acguired for the Universicy of
Massachusetss (UMasa) through a capital leass. Tha lease was financed,
under a trust agreement, through the iseuance of csxtcificaces of
participation for approximately $18,700,000, which bear intsrest at an
average rats of 7.33% and mature in varying semi-annual installmencs
through 2000. Leasa payments are funded from UMass student fees and
approximata the trustee's payments to certificate holdera.

At June 30, 1992, the Commenwealth's aggragats cutstanding liability
under capital leass, the present value of the net minimum lease

pay :nta, totals $68,209,000. This liabilicy is reported in the General
Long-tarm Obligations Accounts Group. Equipment acquired under capital
lesases and included in the General Fixed Assets Account Group totals
approximataly $107,669,000.

The Commonwealth lsases real property and equipment under numerous
operacing laase agrsements for varying terms. These agreements contain
clauses which indicace that their c¢onecinuation is subject Lo
appropriaction by the Legislacure. Rental expense for the year anded
June 30, 1992 was approximacaly $30,238,000.

The following is a schedule of future minimum lease payments under
non-cancellahle leases as of June 30, 1992 {(amounts in thousands):

Commonwealth UMass Capital Operating
Tear ending June 30 Leagses Leages Lenses Lenses
1993 314,674 $ 7, 508 $24,320 3 23,9
1994 13,967 &, 939 20,906 54,913
1995 5,677 5,548 12,325 42,239
1996 1,974 4,797 a,rnms 30,280
1967 448 3,723 6,173 1,845
Tharesftar 2,620 10,293 12,713 BS
Tatal payments $44,159 $39,051¢ 43,214 $213 153
LasS amount
representing
interest (5,554) (8 347y (15,001
Present value of net
minimam (eass
payments $317,50% 310, 704 364,309
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The MBTA has enteresd into saveral sale-leaseback agreements wigh major
#£inancial inatitucions, covering equipmeant and rolling stock, which have

been accosunted for as operating leases. The leases expire through 2013.
COpen termination, the MBTA may purchase the equipment and rolling stack
at prices equal to the lesser of a statad parcentage (40%-70%) of the
lessor's original purchase price or residual fair markast value, as
defined.

The MWRA leases electric powsr assets, coffice space in 3escon and other
property under long-term operating leases.

The future minimum rental payments required undar operating leasas
having initial or remaining noncancelable leage terms in excegs of one

year are as follows (amounts in shousands) :

Year ending

—June 30 _MBTA = _MWRA |
1993 $ 12,368 $ 9,91s
1994 12,0638 15,054
1995 12,088 15,428
1996 12,088 15,275
1997 and thereafter 202 441 204,765

Toral $250,.713 §260.436

The MBTA issued Certificates of Participation of $28,565,000 on
Decambar 15, 1988 and $85,79%,000 on August 30, 1330C. They have heen
classified as obligations under lease/purchase and other financing
arrangements in the accompanying palance sheats. Under the zerma of
the agrsement covering the certificacas, the Authority's obligacion to
make the annual payments on certificates is subject to the
Cormenwealth's appropriacing the necedsary funds in the Authority's
annual budget. The certificares were 1ssusd to finance the purchase
of commuter rail coaches. The certificates bear interesat atc rates
ranging from 6.1% to 7.8% and mature as follows (amounts in
thousands) :
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15913 $§ 2,585
1394 2,670
1395 2,770
1936 2,875
1987 2,980
1998 and chersafter 95,435
Total 5109 ,32%

Comni cMencs

The Commonwealth is cbligatad :to provide annual gubsidieas to the MATA and
regicnal transit auchorities for contract assistance, debrt sarvice
assistance and their net cost of service deficiencies. For fiacal 1392,
thase aubsidies total $573,29%,000 for che MBTA and $28,483,000 for the
regional tranait authorities. The net cost of gervice subsidy is
recognized as a current liability of the Commenwealth, but is funded in
arrsars. At June 30, 1992, the Comnmonwealth has recordad the unpaid
porticn as a liability due to the MBTA of $281,023,000. The cities and
towns served by the MBTA and regional transit authorities will be assessac
their proporiionats sharas of the net cost of service. A recaivable frcm
cities and towna of $183,971,000 is recorded at June 30, 1292, o agcount
for thege future reimburssments. The MBTAR has also reccrded net defarred
charges at June 30, 1392, which will be included in tha Commonwealth's zec
cost of service subsidy in future periods. The Cormonwealth has
recognized its liabilicy for these fugura costs in the General Long-t2rm
Cbligations Account Group.

The Ccmmonwealth is also statutorily obligatad to provide contract
aggistance for debt service chligations to the MCCA and the Govermment
Lané 3ank. S$Such assistance totaled $27,888,000 in fiscal year 1332. As 3
rasuls of the MCCA's advance refunding of debt during fiscal year 1332,
approepriacions for this purpese have been reduced to $12,057,000 in fiscal
yaar 15%3.
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At Jume 30, 19%2, the aggregate outstanding debt for which the
Commonwealth id cbligated to provide contract assiscance gupport totalaed
$2,515,329,000. In additien, the Comonwesalth guarantassa the debt of
cerza:n local governments and the Higher Educarion 3ualding Authorities.
The guaranteed debt cutstanding at June 30, 1992, was approximataly
$249,233,000.

AL Jurne 30, 19%2, the Commenwealth had commitmenss approaaching
$1,886,000,000 for varicus construction projects. The majoricy relace Co
new conetruction funding for a major infrastructurs Program known as the
Cantral Artery Project, in which Federal participation is anticipated.
The remainder ralace to a wide range of ouilding csnstruction projects,

= 3 o -

As part of a najor capital improvement program, the MWRA has encered inco
a aumber of sontracts for the design and sonstruction of facilities. Ar
June 30, 1992, commitments under these contracts aggregated approximacaelw
$1,.00,000,200.

The MWRA i3 raquired, by a dacision of a federal district court, to comply
wizh a detailed scheduls of actions to achieve and maintain compliance
wizh the requirements of tihe Clean Wazer Act. The schedule includes thh
consticticn of new primary treatment facilicies, comnencing December 1390
and finishing by July 1995, and the construction seccndary treatment
facil:igies during 1395 to be completed during 159%%. Ctiher matters a-e
st2ll outstanding.

The ¥WRA has acceptad raspongibility and legal liability for undertaking
Teasures to control discharges from combined sewer overfilows (CSOs) into
3caton Harbor and adjacent waters, excluding liability for any failure 2
undertakes such mesasures pricr to February 27, 1%87. The federal diszrict
courc has eantered an order which provides a schedule for implemenzacicn oI
shor=-tearm gontrols for £SO discharges and planning leng-term controls.
The MWRA ia in substanrial compliance with this schedule. In figcal year
1931, the Authorizy's reccrmended plan for the long-termm control optizIins,
aggregac:ing $1,200,000,000, was approved by =he feceral discrict court and
requlacory agencies.
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The MWRA'S cperating and censtructicn plans are designed to comply wicth
the faderal districtr court's schedule of acticons. These plans anticipaces
capital expenditures of approximately $6,000,000,000 from figcal 1390 to
1999 based upon thes current design and cenatruction plan. Funding is
axpactad =2 ceme from varicus federal and state grants and from MWRA'S
debt proceeds.  Subsequent ts June 30, the federal government authorized
$180,1700,000 in grants to the MWRA for the cleanup of Boston Harbor of
which $80,000,000 has been appropriated.

As af June 30, 1992, the Massachuserrs Water Polluticn Abatement TrusC
‘the Trust) has entered into binding commitments to provide $284, 249,046
in lcans o fund four MWRA prajects.

As of cune 310, 1992, the Government Land Bank, a ccomponent of the Iccnomic
Develcrment Fund, had committed o iseuing mortgages of 3$18,047,167.
UMass, a compenent of the Msdical and Zducational Facilities Fund, has
outstanding purchase commitments with contractors for the construction oI
cerzain facilities. The commitments are approximataly $3,680,000.

Qrhar -

T™ha Pension Reserves Investment Trust, an investment vehicle foxr certain
of the Commonwealth of Masgachusetts' Penaicon Trust Funds, had outstandin
cemmizments at June 30, 1992, to invest $33,000,000 in real estate,
$49,000,000 in alternarive investments and $78,000,000 in special equity
invegtnents.

[afe) s il ag’n;n gﬁ:

A number of lawsuits are pending or threatened against the Commonweal:nl
which arose from the ordinary course of operationa. These include claims
for property damage and perscnal injury, breaches of contracz,
condemnation proceedings and other alleged viclacions of law. For these
cases in which it is probable that a loss will be incurred and the amcunc
of the patential judgment can be reascnably agtimaced, the Atrtorney
General escimates the liahility to be approximately $103,342,000. Of th:s
amcunt approximately $55,245,000, which is expected to be paid dur:izg
figcal year 1993, is recorded in fund liabilities; approximately
$48,1797,000 expectad zo be paid thersafisr, is recorded as a liability i3
rhe Sereral Long-term Ohligations ACIaunt Group.
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Various casses are currently befors the Appellace Tax Board, with
approxamately $528,000,300 of collected taxes being contested. For those
casas in which it ia probable that a loss will be incurxed, the Departmenct
of Revenue estimates the Commonwealth's liabilitcy to be approximacely
$35,000,000. Approximacely 530,000,000, which ia expacted to be senclaed
during fiscal year 1993, is included among fund liabilicissg, approximataly
$55,000,000, which is expected to be settled afier June 10, 1993, is
recorded as a liability in the General Long-term Obligationa Account
Group.

Workers' compensation costs ars racognized when claims are incurred. The
Commonwealth's outstanding liability for such claims at June 30, 1992,
including claims incurred but not reported, ig estimated to be
$260,000,000, of which approximately $49,500,000 is expected to be paid
during fiacal ysar 1993, and is included among fund liabilities: the
remainder of approximataely $210,500,000 is recorded as a liabhilizy in zhe
General Long-term Obligations Account Group.

The Commonwealth receives significant financial assistance from the
federal gevernmment. Bntitlement to the resources is generally condiz:icnal
upon cempliance with terms and conditicns of the grant agreements and
applicable federal regulations, including the expendirure of the resources
for aligible purpcses. Substantially all federal financial assistance :s
subject to financial and compliance audits. Any disallowances becoma
lianilities of the fund which received the assistance. As of June 30,
1992, the Commonwealth sstimates that liabilicies, if any, which may
ragult from such audits are not macerzal.

The Commonwealth's abandoned propercy law requires deposit of gertain
unclaimed agsecs into a managed Agency Fund. The statute requires the
exceds amount cver $500,000 each June 30 to be remiczted to the General
Fund where it is included in miscellanecus revenue. Amounts remitted
during fiscal year 1992 totaled $38,528,000. Since inception,
approximately $281,400,000 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.
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A substantial part of the MWRA'S construction programs have become or may
become subject to Court supervision as a result of a finding of liability
for a Clean Watcer Act violation by the MDC's sewerage operaticns. 1In
additicn, the court has reserved the right to order furthar remedial
action and assess penaltiss. The MWRA cannot predict whecher penalties
will be requestad by litigants or assessed by the courtsa in the fucure.
No penalties have been assesged through June 30, 13392,
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CoOMMONWEALTH OF MASSACHUSET'S

PUBLIC EMPLCYEE SETIREMENT SYSTEMS

AEQUIRED SUPPLEMENTARY INFORMATION

SCHEDULE OF FUNDING PROGRESS
FOR FISCAL YEAR 1992

{Amaunt in thousands)

m @ ] ] ) i8)
Unfunded pensicn
Unfunded oenafit cbiigaton
Net asseta Pension % pension benefit Annusi 5 & parcentage
Flacs avalable Denefh funded obligation covared of covered payrail
yOar far benafits obligaton (1 (& — {3} pmyroil 141/1%5)

State Employees’ Retirement Systam

1992 $4.599,.000 $7.0681,000 68.55% $2.362,000 52,638,000 89.54%
1991 4,052,000 §.854,000 59.12% 2.802.000 2,300,000 121.83%
1990 3,741,000 4,900.000 54.22% 3,159,000 2.301,00Q0 112.78%

Teachars' Retirement System

1992 $4.784 000 $8.230.000 38.13% $3.444,000 $2,032.000 169.59%
1591 4,0B8.000 8.853.000 46.15% 4.767.000 2.068,000 230.85%
1990 3,797.000 8.245.000 448,05% 4,448,000 2227000 199.73%

State—Boston Retirement Syatem

1992 $342.000 $705.000 48.31% £363.000 $184.000 197.28%
191 301.000 553.000 54 43% 252,000 203,000 124.14%
1990 275,000 671,000 40.58% 396.00¢ 183,000 242.34%

Analysia of the funding progress is only avaiable se of January 1, 1990, 1931 and 1992, the dates of the most recent
actuanal valuatons and the intenr update. [nformation for the facal years pnor to 1990 is not avedabie.
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ALBLIC EMPLOYES AETIREMENT SYSTEMS

REQUIRED SUPPLEMENTARY INFORMATION

SCHEDULE OF REYENUES BY SOURCS ANQ EXPENSES 8Y TYPE

FOR FISCAL YEARS 1988 THROUGH 1952

{Amaurms it thousands)

Resvenues By Source

Fiacal Empicyes Empioyer Gontnbyion as s Investmant

year cgntribution contnbytion Percentage of Payroll incame Tatal

1988 $172.807 $268.932 11.7% $54 853 $506.458

1989 192,332 271,927 10.6% 487 971 952.230

1950 192.085 262,101 10.4% 294,513 7926739

1991 195,413 313,485 13.6% 111,472 §21.370

1982 191,501 333.328 12.7% 497,003 1,022,332
Expenses By Type

Fiscal Administratian

yoar Sensfits axpenses her Total

1988 $245.573 $2.8300 $73.856 $322.229

1985 259.101 2,930 84,185 48, 218

1990 288.204 2.59% 94,420 388,299

1991 311,433 2.052 107,504 420,989

1992 333,820 1.857 132,824 458,513

Teachers' Retirement System

Ravenues Sy Source

Fiaca Employes Employer Cantnbuten as a Investment

Fear contrbutian contribution Parcentage of Payroll income Total

1988 125,223 243,988 12.6% 100,537 459,726

1984 126,004 252,442 14.1% 411,303 789,750

1950 141 845 25277 11 4% 291,711 588,073

1991 144 172 288,010 13.0% 183,554 595,737

1982 148 837 2064 458 14 3% 439.966 1,071,101
Expensas 8y Type

Fiscal Adminiszation

yaar Benafts SXpanses Other Total

1588 $224 9509 $1.484 $46.539 $272.932

1989 237,332 1.471 49.539 283 242

199Q 250.214 1.282 54,355 305,851

1991 266.924 1,088 $9.106 327,116

992 284 438 1,080 £3.588 349,278

Fiscal year 388 i3 the rat yoar for which complets revenye and sxpense information 1a avaiabia
Infarmaton for the years pnorto 1388 i not avalabie,
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TABLE OF REFUNDED BONDS

APPENDIX B

The bonds of the Commanwealth to be advance refunded from the proceeds of the Series B Bonds are described

belaw.

Series Stated Maturity* Amount
19828 September 1, 1998 $15,645,000
September 1, 1999 17,145,000

*September 1, 1998 matunity to be redeemed on September 1, 1994 at a call price of §2.626%.
September 1, 1999 maturity to be redeemed on September 1, 1994 at a cajl price of 75.290%.

Senes Stated Mamrity* Amount
1982C December 1, 1998 316,235,000
December 1, 1999 17,050,000

*December 1, 1998 maturity to be redeemed on December 1, 1994 at a call price of 91.339%.

December 1, 1999 manrity to be redeemed on December 1, 1994 at a call price of §1.638%.

Series Stated Maturity* Amtount

1983 A May 1. 1994 $ 8,795,000
May 1, 1995 9,510,000
May t. 1996 10,300,000

Coupon
8.10%

8.30
8.40

*May 1, 1954, May [, 1995 and May ", 1996 maturities to be redeemed on June 19, 1993 at a call price of 103%.

Series Stated Maturiy* Amount
19844 March *, 1995 $6.265,000

*To be redeemed on March 1, 1994 at a call price of 102.5%.

Series Stated Maturity* Amount
1984B June |, 1995 $£7,500,000

*To be redeemed onTune 1, 1994 at a ali prce of 102.5%.

Senies Stated Maturity* Amount
1984C September 1, 1996 $7,000.000

*Ta be redeemed on September 1, 1994 at a call price of 102.5%,

Series Stated Maturity* Amount
1985A March 1. 1997 $7.000,000

*To be redeemed on March 1, 1995 at a call price of 102.5%.

Seres Stated Maturity* Amount
1985B October 1, {997 $7.500,000

*To he redeemed on October 1, 1995 at a call price of 102.5%.

Coupon
9.00%

Coupon
2.30%



Series Stated Maturity*
1985C December 1, 1999

*To be redeemed on December 1, 1995 at a call price of 102.5%.

Series Stated Maturity*
1986A October 1, 2001
Refunding

*To be redeemed on October 1, 1996 at a call price of 102%.

Series Stated Maturity*
1983B September 1, 2008

*To be redeemed on September 1. 1998 at a call price of 102%.

Series Stated Matwricy*
1988C December 1, 2008

*Ta be redeemed on December !, 1998 at a call price of 102%.

Senes Stated Matunity*
19894 February 1, 2002
February 1, 2003

Amount
$2,250,000

Amount
$60,335,000

Amount
$15,780,000

Amount
$30,850,000

Initia] Armount

$13,441,538
12,877,298

Coupon
740%

Coupon
7.375%

*February 1, 2002 and February 1. 2003 maturities to be redeemed on February 1, 1999 at 2 call price of 103% of the

then accreted value.

Senies Stated Matuniey *

19898 April 1, 2003
April 1, 2004
April 1, 2009

Amount
$11,500,000

11,750,000

26,250,000

Coupon
7.40%
7.40
7.50

*Apn! 1, 2003, Apnl 1, 2004 and April 1. 2009 maturities to be redeemed on April 1, 1999 at a call price of 102%.

Series Stated Maturity*
1990C December 1, 2007

*To be redeemed on December 1, 2000 at a call price of 102%.

Series Stated Maturity*
1991A June 1, 2008

*To be redeemed on June 1, 2001 at a call price of 102%.

LERTABLIMC
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Amount
$100,000,000

Amount
$102,490,000

Coupon
7.625%



APPENDIX C
FORM OF BOND COUNSEL OPINION
Upon the delivery of the Bonds, Bond Counsel proposes to deliver an opinion in substantially the following form:
RoPeEs & GRAY
ONE INTERNATIONAL PLACE
BOSTON, MASSACHUSETTS Q2!110-2624

30 KENNEDY PLAZA (5|7) 951-7000
FROVIDENCE, R.1 02903
{aci) 4554400
TELECOPIER: {401 455 - 4401

1001 PENNSTYLVANIA AVENUE, N W.
SUITE 1200 SOUTH
TELECOPRIER: {817 951-7050 WASHINGTON, 0. ¢, 20004
[z02) 826-3900

TELECOPIER. (202) 626 - 2961

[Date of Closing)

The Honorable Joseph D. Malone
Treasurer and Receiver-General

The Commonwealth of Massachusetts
State House - Room 227

Boston, Massachusetts 02133

Re: The Commonwealth of Massachusetts $175,000,000 General Obligation Bonds,
Consolidated Loan of 1993, Series A (the "1993 Series A Bonds") and $592,665,000
General Obligation Refunding Bonds, 1993 Series B (the 1993 Series B Refunding
Bonds™), dated May 1, 1 collectivel " M)

Dear Treasurer Malone;

We have served as bond counsel to the Commonwealth in connection with the issuance of the
Bonds. In that capacity, we have examined a record of proceedings relating to the Bonds. We have
also examined such provisions of applicable law and such other documents as we have deemed necessary
in order to render this opinion.

The Bonds mature and bear interest and are subject to mandatory sinking fund and optional
redemption at such times, in such amounts, at such prices and upon such terms and conditions as are
set forth in the Bonds.

The Bonds are being issued by means of a book entry system, with bond certificates immobilized
at The Depository Trust Company, New York, New York ("DTC"), and are not available for
distribution to the public, with transfers of ownership effected on the records of DTC and its participants
pursuant to rules and procedures established by DTC and its participants. We have examined one of
the 1993 Series A Bonds and one of the 1993 Series B Refunding Bonds, each as executed.

In rendering our opinion, we have relied upon certain covenants of the Commonwealth and
upon certifications and representations of fact made by certain officials of the Commonwealth,

We express no opinion as to laws other than the laws of the Commonwealth and the United
States of America.

Based upon the foregoing, we are of the opinion that, under existing law:

(a) The Bonds have been duly authorized by the Commonwealth, and the forms of the
Bonds which we have examined and the forms of their execution are regular and proper.

C-1



RoPES & GRAY

) The Bonds are legal and valid general obligations of the Commonwealth, and the full
faith and credit of the Commonwealth are pledged to the payment of the principal of and interest on
the Bonds. It should be noted, however, that Chapter 62F of the Massachusetts General Laws establishes
a state tax revenue growth limit and does not exclude principal and interest payments on Commonwealth
debt obligations from the scope of the limit. It should further be noted that Chapter 29, Section 60B,
of the Massachusetts General Laws imposes an annual limitation on the percentage of total appropriations
that may be expended for payment of interest and principal on general obligation debt of the
Commonwealth.

(c) Interest on the Bonds is not included in gross income for federal income tax purposes
and such interest is not an item of tax preference for purposes of computing the alternative minimum
tax imposed on individuals and corporations; however, such interest is taken into account in determining
adjusted current earnings for the purpose of computing the alternative minimum tax imposed on certain
corporations, and such interest is included in the measure of certain other taxes imposed on corporations
and in the measure of income of certain recipients of Social Security and Railroad Retirement benefits
for the purpose of determining whether such benefits shall be included in the taxable income of such
recipients. We call your attention to certain requirements of the Internal Revenue Code of 1986, as
amended, (the "Code") relating to the use, expenditure and investment of the proceeds of the Bonds.
Failure by the Commonwealth to comply with such requirements subsequent to the issuance of the Bonds
may cause interest on the Bonds to become subject to federal income taxation retroactive to the date of
their issuance. The Commonwealth has provided covenants or certificates evidencing that it will take
all lawful action necessary to comply with those provisions of the Code that, except for such compliance,
would affect adversely the excludability of interest on the Bonds from gross income for federal income
tax purposes. We express no opinion with respect to other federal tax consequences arising with respect
to the Bonds.

{d) The Bonds and the interest thereon are exempt from taxes imposed by existing
Massachusetts laws, although the Bonds and said interest may be included in the measure of estate and
inheritance taxes and of certain corporation excise and franchise taxes.

(e) For federal and Massachusetts tax purposes, interest includes original issue discount,
which with respect to a Bond is equal to the excess, if any, of the stated redemption price at maturity
of such Bond over the initial offering price thereof to the public, excluding underwriters and other
intermediaries, at which price a substantial amount of all Bonds with the same maturity was sold.
Original issue discount accrues actuarially over the term of a Bond.

It is to be understood that the rights of the holders of the Bonds and the enforceability thereof
may be subject to bankruptcy, insolvency, reorganization, moratorium and other laws affecting creditors’
rights hereafter enacted to the extent constitutionally applicable and that enforcement of such rights may
also be subject to general principles of equity, regardless of whether applied in proceedings in equity
or at law.

Very truly yours,

Ropes & Gray

SR

C-2



APPENDIX D

Finanrial Guaranty lnsurance

| o
e FGIC

115 Broadway

New York. NY 10000
212 312-3000
800 332-0001

A GE Capital Commpany

I
Municipal Bond

New Issue Insurance Policy

lssuer: Policy Number:
Control Number: ;{
N
Bonds: Premium:

Financial Guaranty Insurance Company - ~Financial Guaranty™ . a New York i
consideration of the payment of the prermium and subjeer o the rerms of this
and irrevocabiy agrees to pay to Ciubank. N.A.. or its successor. goefy agent f

{1} g

pCment premiumn which mav at any nme be pavable with respect 1o any Bond.

As used herein. the term “Bondholder™ mesns, as w0 a partieudar Boml. the person oier i e bssoer
who. at the time of Noapavment. 1s entiled under the terms of such Bond to pavment thenl. “Due for
Paymeni”” means. when refemng to the pancipal of a Bond. 1he saied matunty date thereof or the date on
whicti the same shall have been dulv calied for mandaton sinking fund redempuon and does not refer 16
anv earfier date on which pavment 15 due by reason of call for redempution 1other than by mandatory sinkiny
fund redempuon’. accelerauon or ntiter advancement of matury and means. when refermng 1 interest on u

FGIC is a remstered service mark userd by Francal (uareniy Insuranee Company unrier license {romnita parent company. FGIC Corporation.

Form 9001 8/92 D-1




Financiai Guaranty Insurance
Company
115 Broadway
New York. NY 10006
212 312-3000
800 332-0001

)
Q)
S

A GE Capital Company

Municipal Bond

New Issue Insurance Policy

Bond. the stated date for paymnent of interest. ~“Nonpiayiment 1 respeo of 4 Bond means the foilure of the
lssuer 10 have provided sufficient funds 10 the paying agent for puyment i Tull of alt prncipal and interess

Due for Payment on such Bond. ~Notice” means 1elephnnic or telegraphic notce. subsequently conlivtmed |
writing. or WRllen nouce by regstered or centified mail. from a Bendholdee or o payimg ugent fur the Borbls
to Financial Guaranty. ~*Business Duy”™ means any duy ather than a Satrday, Sundiy or a (it

the Fiscat Agent is authonzed by law 1o remain cloment.

fn Witness W hereof. Financal Guaranty has caosed thiis Poliey 0 be affixed
signert by its duiy authonized officers in faesimile w beemne effective and b

by virtue of the countersigmature of its duly authonzed represent

J
President

Authorized Represenuive

ue thant i s el 10 perturin e dunnes of Fiseal deent smler s Pohes

Authorized Officer

FGIC is a reistered service mark used by Financial Guaranty Insurance Company usder licenss froin its parent compant. FGIC Carporatinn

Farm 900 "8/92 D-2



Finuncial Guaranty [nsurance

m——
Compans FGIC.

113 Broadwav

New York. NY 100060
2120 312-3000
804 332-0001

A GE Capital Company

e
Endorsement

To Financial Guaranty Insurance Company
Insurance Policv

Policy Number: Control Number:

such Bondholder pursuant w0 the United Staes Bankrupiey Code by a trsl
with a tinal. nonappealable arder of a coun having comperent ®{ction,

in Winess Whereol, Financat Guaramy has caused
and 10 be signed by its duly authonzed nfficery g
Cuaranty by virtue of the countersiznaiure

Authorized Representative

Authortzed Officer
Citibank. N.A.. as Fiscal Agent

FGIC is a registered service mark used by Finaneial Guaraney Insurance Compuny under license (rom 1ts parent company. FCIC Comoration

Form E-0002 8/92" D3



FINANCIAL GUARANTY INSURANCE POLICY

MBLA

Municipal Bond Investors Assurance Corporation
Armonk. New York 10504

Pobicy No. 300000

Municipal Bond Investors Assurance Corporation {the “lnsurer™), 1n conswderation of the payment of the preruum and subject 10 the terms of this
policy, hereby unconditionally and imrevocably guarantees to any owner, a5 hercinafter defined, of the following described obligations. the fuit and
compiele payment required 1o be made by or on behalf of the Issuer to [INSERT NAME OF PAYING AG or its successor (the "Paying
Agem™) of an amount cqual to (i) the principsl of (cither at the staled maturity or by any advancement of maturity pursuant 16 3 mandatory sinking
fund payment) and interest on. the Obfigations (3 that term is defined betow) as such paymens shall become due bul shall not be 3o paid {except
that in the event of any acceieration of the due daie of zuch principal by reason of mandatory or eptional redemption or acceieration resutung from
default or otherwise, other than any advancement of marenry p toa d y sinking fund paymeni. the payments guaranieed herchy
shall be made in such amounts and at tuch times a3 such paymens of principal would have been duc had there not been any such aceeleranon)
and (ii} the reimbursement of any such payment which it wubsequendy recovered from any owner pursuani to a final judgment by a court of
compewnt jurisdiction that such payment constituwes an avosdable preference 10 such owner within the meaning of any appiicable bankrupicy law.
The amounts referred 10 in clauses (i) and (ii) of the preceding sentence shall be referred to hercin collectively as the “lntured Amoune.”
“Obligations” shail mesn:

[PAR AMOUNT]
[LEGAL TITLE OF OBLIGATIONS|

Upon receipt of welephonic of wicgraphic nouce, such notce wbaequently confinned in writmg by regimiered or certsfied mail, or upon receipl of
writien notice by regisiered or certificd mail, by the Insurer from the Paying Agent or any owner of an Obligation the payment of an [nsured
Amownt (or which in iven due, that such required payment haa not been made. the Inturer on tw due date of such payment or within one businesa
dsy sfter reccipt of notice of such nonpsyment, whichever i3 lawr. will make » deposit of funds, in an account with Cinbank, N.A, 10 New York.
New York, or ita suceessor. sufficient for the payment of any such [nsured Amounts which are thea due. Upon preaentmient and surrender of such
Obligations or presentment of such other proof of ownershep of the Obligatiuna, together with sny spproprisie instrumenus of assignment to
evidence the amsignment of the Insured Amounts duc on the Obligatons ax arc paid by the Insurcr, and appropnac instruments to effect the
appointment of the Inaerer as agent for such owners of the Oblicanons th any legal proceeding related to payment of Insured Amounz on the
Cbligations. such inswuments being in a form satisfactory to Citibank, N.A., Civbank, N.A. shail disburse 10 such ownem, or the Paving Agem
payment of the [msured Amounts due on auch Obligations, less any amount held by the Paving Agent for the pavment of such insured Amounts
and legally available thercfor. This policy docs not insurc against loss of any prepayment premium which may at any time be payabie with
respect 10 any CQbligation.

As used herein, the term "owner” shall mean the regsicred owner of any Obligation at indicated in the hooks mainined by the Paving Agent the
Issuer, or any designee of the lasuer for such purpose. The werm owner shall not inciude the lssuer or any party whose agreement with the Lesyer
constituses the underiytng secunty for the Obliganons.

Any service of process on the [nsurer may be made 0 the [nsurer at its offices located a1 111 King Street. Armonk. New York 10504 and such
service of process ahall be vaiid and binding.

This poliey i= noncancellable for any reason. The premivin on this pelicy is nol refundabie or any reasen including the pavment prior to
matunity of the Obligations.

IN WITNESS WHEREOQF, the Insurer has caused this policy to be executed in facsimile on s behaif by its duly authorized officess, thin (DAY
day of [MONTH. YEAR).

MUNICIPAL BOND INVESTORS
ASSURANCE CORPORATION

COUNTERSIGNED:

Resident Licensed Agent Presrdent
- \
City, Sime S ‘ 3
Atlesy
Daw Assisant Sgoropar
STD-RCS-















