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Norman Rockwell Museum

Photograph by Art Evans

The Norman Rockwell Museum is one of the few museums in the country to have grown,
literally, out of popular demand and celebrates its thirty-fifth anniversary in 2004. Located
on Stockbridge’s historic Main Street for its first 24 years, the Museum moved in 1993 to its
present home, which was designed by the renowned architect Robert A. M. Stern and is
situated on 36 picturesque acres overlooking the Housatonic River Valley. Since moving to
its new location and greatly expanding its educational programming, exhibition schedule,
and special events, the Museum has become the most popular year-round destination in the
culturally rich Berkshires of western Massachusetts.

Hllustrations and text courtesy of the Norman Rockwell Museum, Stockbridge, MA
Laurie Norton Moffatt, Director
Linda Szekely Pero, curator of Norman Rockwell Collections
Special thanks to Ellen Swan Mazzer, Communications Coordinator

Cover Illustration: Outward Bound

Ladies Home Journal, October 1927
Licensed by Norman Rockwell Licensing, Niles, IL
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Red Sox Locker Room

Red Sox Locker Room, llustration for the Saturday Evening Post, March 2, 1957 ©1957 SEPS:
Licensed by Curtis Publishing, Indianapolis, IN.

This was the March 2nd cover in 1957. That spring there was an article in the
Boston Herald announcing that the Red Sox had come back home from
training camp. It then went on to say this: “For a team of what training camp
experts dubbed as ‘mediocre standpats,” the 1957 Red Sox show signs of
defying the league. Williams [Ted Williams] has shown unexpected spring
greatness. He has shaken off the seemingly inevitable injury.”



Studio Interior

©Brownie Harris, Courtesy of GE

Rockwell found success early. He painted his first commission of four Christmas cards
before his sixteenth birthday. While still in his teens, he was hired as art director of
Boys’ Life, the official publication of the Boy Scouts of America, and began a successful
freelance career illustrating a variety of young people’s publications.

At age 21, Rockwell’s family moved to New Rochelle, New York, where he set up a
studio with the cartoonist Clyde Forsythe and produced work for such magazines as
Life, Literary Digest, and Country Gentleman. In 1916, the 22-year-old Rockwell
painted his first cover for The Saturday Evening Post, the magazine considered by
Rockwell to be the “greatest show window in America.” Over the next 47 years,
another 321 Rockwell covers would appear on the cover of the Post.
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Martin J. Benison, Comptroller
One Ashburton Place
Boston, MA 02108

Commonwealth of Massachusetts

December 23, 2004

To the Citizens of the Commonwealth of Massachusetts,
Governor Mitt Romney, Lieutenant Governor Kerry Healey,
and Honorable Members of the General Court

| am pleased to transmit the Commonwealth’s fiscal 2004 (FY04)
Comprehensive Annual Financial Report (CAFR) prepared in
accordance with Generally Accepted Accounting Principles (GAAP).
The report is the primary means of reporting the Commonwealth’s
financial ativities. The objective of this report is to provide a clearer
picture of our government as asingle, unified entity.

This document presents the Commonwealth’s financial information on
three bases of accounting, each serving a different purpose. The back of
the report includes as “required supplementary information” budgetary
basis statements, which are prepared in accordance with the
Commonwealth’s budgetary basis of accounting or statutory basis.
More detailed information on the statutory basis of accounting and the
results on that basis from FY04 are found in the Statutory Basis
Financial Report (SBFR) separately issued this past October. The
SBFR report documents compliance with the legislatively adopted
budget. Each state maintains different rules for budgetary reporting and
therefore the SBFR should not be used for comparison across states.

The fund perspective statements on pages 38 to 51 present the
governmental operations on a modified accrual basis of accounting.

The account groups for long-term debt and fixed assets are excluded in
this presentation. The fund perspective is designed to measure inter -
period equity, the extent to which current resources (available within
the next year) fully fund all current services provided by the
government. Long - term liabilities are excluded with the implicit
assumption that future tax revenues will fund these liahilities. This fund
perspective provides results similar to the statutory basis financial

statements published in October.

In addition to the fund perspective, this CAFR presents a government-
wide perspective. This perspective combines all governmental and
business activities in a statement of net assets and a statement of
activities, presenting all functions on a full accrual basis of accounting.
All fixed assets, including road and bridge infrastructure, are added to
the statements as are al long - term liabilities. Funds that are shown as
fiduciary under the fund perspective are not portrayed in the
government-wide statements, as the assets do not belong to the
Commonwealth.

In the government-wide statements, the balance sheet has been
organized into a “net assets format.” This format classifies all assets
and liabilities as short and long-term and then subtracts liabilities from
assetsto arrive at net assets.
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The Commonwealth’s government-wide revenues, expenses and
activities are included in the statement of activities. The expenses of
the Commonwealth, organized by activity, are netted against fees, fines,
grant revenues and asessments generated to fund each activity in an
attempt to derive the net cost to the taxpayer of each activity. The
format allows the reader of the financial statements to discern the net
cost of a particular function of government funded by taxation and other
general revenues by areview of this statement.

To understand the difference between the Commonwealth’s budgetary
fund balance and the GAAP basis fund perspective balance, as depicted
in the fund financial statements and the Commonwealth’s governmental
financial position under this new presentation, a series of accruals and
adjustments must be analyzed as follows:

Governmental Funds - Statutory to GAAP - Fund Per spective and to

Governmental Net Assets
(Amounts in millions)

Governmental Funds- Statutory Basis, June 30, 2004:

Budgeted FUNd BalanCe.........cccoeviviii i e e $ 1,892.8
Non Budgeted Special Revenue Fund Balance................cocev v, 1,592.3
Capital Projects Fund Balance.............coovveiiiiiiii i e 3648
Governmental Fund Balance - Statutory Basis, June 30, 2004...............cccvn. ... $ 38499
Plus. Expendable Trust and Similar Fund Statutory Balancesthat are
considered Governmental Funds for GAAP reporting purposes................... 371.1
Owner Controlled Insurance Program Net ASSELS........ocvvveiiiieiieiiieieeenne. 159.0

Adjusted Statutory Governmental Fund Balance...............ccovviviiiii i 4,380.0
Accruals, net of alowances and deferrals for increases /(decreases):

LI G PP $ 7889

MEAICAIA. ...t (178.0)

Master Settlement Agreement and other Receivables................. 268.2

Compensated @DSENCES. ........uve ittt e (248.4)

Contract Assistance due to Component Units.................ccevennen. (211.7)
Other accruads:

Uncompensated care liability...........coooveviiii i (141.9)

Claims, judgements and other risks..........ccccoovvviiii i (37.8)

Workers' compensation and group iNSUrance.............o.veveeveeens .. (153.3)

Other aCCruals, NEL........ooviie e e e e (41.6)
Net increase to governmental fund balances.............cocoe i 444
Governmental fund balance (fund perspective)..........coovviviie i s $ 44244
Plus: Fixed assetsincluding infrastruCture. .........c..veve i i v e e 28,585.1
Less: Accumulated depreCiation. .. ... .....eeveriuie it eee e et e e eeaeens (6,811.6)
Plus: Deferred revenue, net of other eliminations.............c.oooiiii i 642.2
Less: Long term [iabilities.........ovuie i (33,181.6)

Total governmental net assets (entity wide perspective)..........oovevvvevvviinevennn, $ (6,3415)

Commonwealth of Massachusetts 2 Comprehensive Annual Financial Report



Commonwealth of Massachusetts

This CAFR is presented in three sections: Introductory, Financial and
Statistical. This Introductory Section contains an overview of current
initiatives and summary financial data. The Financial Section contains
a Management’s Discussion and Analysis (MD&A) section, and the
Commonwedlth’s Basic Financial Statements. GAAP requires that
management provide a narrative overview and analysis to accompany
the basic financial statements in the form of MD&A. This letter of
transmittal is designed to complement MD&A where the financial
analysis is now presented. The Commonwealth’'s MD& A can be found
immediately following the independent auditor’s report from Deloitte
and Touche, LLP. The Statistical Section contains selected financial
and demographic information. It also contains background information
on the Commonwealth.

PROFILE OF THE COMMONWEALTH

REPORTING ENTITY

The financia statements incorporate 153 departments. Due to changes
predicated by the FY05 General Appropriations Act, seven of these
departments are in the process of being closed or merged. Other
departments have been repositioned especially within Health and
Human Services. These departments include the various agencies,
boards, and commissions, the 25 institutions of higher education, the
judicial and legislative branches of government, and constitutional
offices.

The departments record their daily financial operations in the state
accounting system called the Massachusetts Management Accounting
and Reporting System (MMARS) operated by the Office of the
Comptroller.

In addition, the financial statements include 28 independent public
authorities and the State Employees’ and Teachers' Retirement Systems.
These entities defined as component units meet the criteria for inclusion
in the reporting entity in accordance with GAAP, which are further
described in Note 1 to the financial statements. For FY04 additional
information is presented for College and University foundations in
accordance with the implementation of Government Accounting
Standards Board (GASB) Statement 39.

INDEPENDENT AUDIT

The Commonwealth’s independent auditors, Deloitte & Touche, LLP,
together with subcontractors Daniel Dennis & Company, Margaret Carr,
CPA and Susan Perna-Damon, CPA with assistance by the Office of the
State Auditor (OSA) have performed an independent audit of the
Commonwealth for the fiscal year ended June 30, 2004. OSA also plays
a significant role in the audit of the Schedule of Federal Financial

Assistance of the Commonwealth, as prescribed in the Federal Office of
Management and Budget’s Circular A-133.

We express our gratitude to the staff of the respective firms and the
Office of the State Auditor for their professionalism, advice and
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Commonwealth of Massachusetts

counsel. The independent auditor’s report is presented in the Financial
Section.

The OSA is statutorily mandated to perform audits of the accounts,
programs, activities and functions of all departments, offices,
commissions, institutions and activities of the Commonwealth. OSA
provides its knowledge, expertise, experience and resources as a
participant in the single audit of the Commonwealth, which
encompasses all of the Commonwealth’s financial operations. A more
complete discussion of this work can be found in the State Auditor’s
semi -annual report available on their web site:
http://www.mass.gov/sao.

The Office of the Comptroller prepares these financial statements and
assumes full responsibility for the completeness and reliability of the
information presented in this report. To provide a reasonable basis for
making these representations, the Office of the Comptroller, working in
conjunction with the State Auditor, has established a comprehensive
internal  control framework that is designed to protect the
Commonwealth’s assets from loss, theft, or misuse and to compile
sufficient reliable information for the preparation of the
Commonwealth’s financial statements in conformity with GAAP.
Because the cost of internal controls should not outweigh their benefits,
the Commonwealth’s comprehensive framework of internal controls has
been designed to provide reasonable rather than absolute assurance that
the financial statementswill be free from material misstatement.

| again would like to express my thanks to the many dedicated
employees within the Office of the State Comptroller and across the
government who have worked to upgrade the Commonwealth’s
accounting system, MMARS. This has been a significant effort but will
provide enduring benefits to the Commonwealth. | am proud to have all
the individuals on my team that help tackle these and other difficult
issues of the future.

Respectfully submitted,

Martin J. Benison
Comptroller of the Commonwealth
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Commonwealth of Massachusetts

REPORT PREPARED BY:

Eric S. Berman, CPA
Deputy Comptroller

Financial Reporting And Analysis Bureau:

Bhavdeep J. Trivedi
Director

John Haran, CPA, CGFM
Accountant

Pauline Lieu, CPA, CGFM
Accountant

Nell Gouse, CGFM
Accountant

Cathy Hunter
Administrative Secretary

Accounting Bureau
Marybeth Shaughnessy-Newell, CPA
Director

Lauren Johnson
Art Direction
Director Resource Management
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Electorate

e

Legislative Branch

Governor

House of Representatives
Senate

Sheriffs

Lieutenant Governor
Governor's Council
Attorney General
Inspector General

Office of the Comptroller

Executive Branch
State Auditor

Secretary of the Commonwealth
Treasurer and Receiver General

Office of Campaign and Political Finance
District Attorneys

Ethics Commission

Disabled Person Protection Commission
Independent Offices and Commissions

Judicial Branch
Supreme Judicial Court
Appeals Court
Trial Court
Committee for Public Counsel
Board of Bar Examiners
Commission of Judicial Conduct
Mental Health Legal Advisors

Administration and Finance
Executive Office Secretary of Administration
and Finance

Appellate Tax Board

Bureau of State Office Buildings

Civil Service Commission

Commission Against Discrimination

Department of Revenue

Developmental Disabilities Council

Division of Administrative Law Appeals

Division of Capital Asset Management
and Maintenance

George Fingold Library

Group Insurance Commission

Human Resource Division

Information Technology Division

Massachusetts Office on Disability

Operational Services Division

Public Employee Retirement
Administration Commission

Teachers' Retirement Board

Public Safety
Executive Office of Public Safety

Chief Medical Examiner

Criminal History Systems Board

Criminal Justice Training Council

Department of Correction

Department of Fire Services

Department of Public Safety

Department of State Police

Massachusetts Emergency Management Agency
Merit Rating Board

Military Division/ Massachusetts National Guard
Parole Board

Registry of Motor Vehicles

Sex Offender Registry

State Agencies
Economic Development
Executive Office of Economic Development
Board of Conciliation and Arbitration
Department of Business & Technology
Department of Labor
Division of Unemployment Assistance
Division of Industrial Accidents
Joint Labor Management Committee
Labor Relations Commission
Division of Workforce Development
Office of Consumer Affairs & Business
Regulations
Department of Telecommunications
and Energy
Division of Banks
Division of Energy Resources
Division of Insurance
Division of Professional Licensure
Division of Standards
State Racing Commission

Commonwealth Development Coordinating
Council

Housing and Community Development
Department of Housing & Community Development

Executive Office of Environmental Affairs
Department of Conservation and Recreation
Department of Environmental Protection
Department of Food and Agriculture
Department of Fish and Game

State Reclamation Board

Transportation and Construction
Executive Office of Transportation and

Construction
Massachusetts Highway Department
Massachusetts Aeronautics Commission

Health and Human Services

Executive Office of Health and

Human Services
Department of Elder Affairs
Department of Mental Health
Department of Mental Retardation
Department of Public Health
Department of Social Services
Department of Transitional Assistance
Department of Veterans' Services
Department of Y outh Services
Division of Medical Assistance
Division of Health Care Finance & Policy
Massachusetts Commission for the Blind
Massachusetts Commission for the Deaf

and Hard of Hearing

Massachusetts Rehabilitation Commission
Office for Child Care Services
Officefor Refugees and Immigrants
Soldiers' Home Holyoke
Soldiers’ Home, Massachusetts

Education

Department of Education

Board of Higher Education
University of Massachusetts System
State and Community Colleges
Educational Quality & Accountability

Board of Library Commissioners

* As of June 30, 2004

Commonwealth of Massachusetts
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Certificate of
Achievement
for Excellence
in Financial
Reporting

Presented to

Commonwealth of Massachusetts

For its Comprehensive Annual
Financial Report
for the Fiscal Year Ended
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A Certificate of Achievement for Excellence in Financial
Reporting is presented by the Government Finance Officers
Association of the United States and Canada to
government units and public employee retirement
systems whose comprehensive annual financial
reports (CAFRs) achieve the highest
standards in government accounting
and financial reporting.
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Rockwell with Golden Rule

1961, Photograph by Louie Lamone

Throughout his sixty-five year career, Norman Rockwell created images that addressed complex social issues,
promoted patriotism, and honored individuals, both celebrated and unknown. In portraying such momentous
developments as the two world wars, the civil rights movement, and the race to put a man on the moon,
Rockwell helped to build public consensus around national events.

“Most of the time I try to entertain with my POST covers. But once in a while I get an

uncontrollable urge to say something serious.”
— Norman Rockwell
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Financial Section

Independent Auditors’ Report
Management’s Discussion and Analysis
Basic Financial Statements
Notes to The Basic Financial Statements

Required Supplementary Information Other Than
Management’s Discussion and Analysis

Other Supplementary Information

Studio Exterior

Photograph by Art Evans

During his 10-year association, in the mid-sixties, with Look, Rockwell painted pictures illustrating some of
his deepest concerns and interests, including civil rights, America’s war on poverty, and the exploration of
space.

Rockwell moved to Stockbridge, MA, in 1953. In 1973, Rockwell established a trust to preserve his artistic
legacy by placing his works in the custodianship of the Old Corner House Stockbridge Historical Society,
later to become the Norman Rockwell Museum at Stockbridge. The trust now forms the core of the
Museum’s permanent collections. In 1976, in failing health, Rockwell became concerned about the future of
his studio. He arranged to have his studio and its contents added to the trust. In 1977, Rockwell received

the nation’s highest civilian honor, the Presidential Medal of Freedom, for his “vivid and affectionate
portraits of our country.”” He died at his home in Stockbridge on November 8, 1978, at the age of 84.

Commonwealth of Massachusetts 11 Comprehensive Annual Financial Report



-
o e
I
PN
sl S\

THISPAGE LEFT INTENTIONALLY BLANK

Commonwealth of Massachusetts 12 Comprehensive Annual Financial Report



De‘oitte Deloitte & Touche LLP
200 Berkeley Street
Boston, MA 02116
USA

Tel: +617 437 2000
Fax: + 617 437-2111

Independent Auditors Report

Mr. Martin J. Benison, Comptroller
The Commonwealth of Massachusetts

We have audited the accompanying financia statements of the governmental activities, the business-type
activities, the aggregate discretely presented component units, each mgjor fund, and the aggregate remaining
fund information of the Commonwesalth of Massachusetts (“Commonwealth”), as of and for the year ended
June 30, 2004, which collectively comprise the Commonwealth’s basic financial statemernts as listed in the table
of contents. These financial statements are the responsibility of the Commonwealth’s management. Our
responsihility is to express opinions on these financial statements based on our audit. We did not audit any of
the financia statements of the ingtitutions of higher education nor their blended component units, which
represent 87.6% percent and 41.8% percent, respectively, of the assets and revenues of the Business-Type
Activities within the Statement of Net Assets and Statement of Activities of the Government-wide Financia
Statements. We did not audit 98.7% and 96.7% respectively of the total assets and total revenues of the
Commonwealth’s component units (as presented in the Statement of Net Assets and the Statement of
Activities, respectively, of the Government-wide Financial Statements). We did not audit the financia
statements of the Massachusetts State L ottery Commission, which reflect .3% and 13.7% of the assets and the
revenues, respectively of the Governmenta funds (as presented in the Balance Sheet and the Statement of
Revenues, Expenditures and Changes in Net Assets of the Governmental Fund Financial Statements) and .1%
and 13.6% of the total assets and total revenues, respectively, of the Governmental Activities (as presented in
the Statement of Net Assets and Statement of Activities, respectively, of the Government-wide Financia
Statements). We did not audit the financia statements of the Owner Controlled Insurance Program, which
represent 1.7% and less than .1% of the assets and the revenues, respectively, of the Governmenta funds (as
presented in the Balance Sheet and the Statement of Revenues, Expenditures and Changes in Net Assets of
the Governmental Fund Financid Statements) and .7% and less than .1% of the total assets and total revenues,
respectively, of the Governmental Activities (as presented in the Statement of Net Assets and Statement of
Activities, respectively, of the Government-wide Financia Statements). We did not audit the financia
statements of either the Pension Reserve Investment Trust or the Massachusetts Municipal Depository Trust,
which represent 88.1% and 100% of the total assets and total additions, respectively, of the Fiduciary Fund
Types (as presented in the Fiduciary Fund Financial Statements). Those financial statements were audited by
other auditors whose reports thereon have been furnished to us, and our opinion, insofar asit relates to the
amounts included for the entities not audited by us included in the governmenta activities, the business-type
activities, the aggregate discretely presented component units, each mgjor fund, and the aggregate remaining
fund information of the Commonwedlth of Massachusetts, is based on the reports of the other auditors.
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We conducted our audit in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financia statements are free of material misstatement. An audit includes examining, on atest
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as evaluating
the overdl financia statement presentation. We believe that our audit and the reports of other auditors provide
areasonable basis for our opinions.

In our opinion, based on our audit and the reports of other auditors, the financial statements referred to above
present fairly, in al materia respects, the respective financia position of the governmental activities, the
business-type activities, the aggregate discretely presented component units, each major fund, and the
aggregate remaining fund information of the Commonwealth, as of June 30, 2004, and the respective changesin
financial position and cash flows, where applicable, thereof for the year then ended in conformity with
accounting principles generally accepted in the United States of America.

As discussed in Note 1 to the financia statements, in fiscal year 2004 the Commonwesalth adopted the
provisions of Governmental Accounting Standards Board (“GASB”) Statement No. 39, Determining Whether
Certain Organizations Are Component Units an amendment of GASB Statement 14. This standard
modifies the criteria for defining component units of a governmental entity. As a result of the implementation
of this standard, 26 foundations related to the State colleges and universities have been added as component
units. Beginning net assets and fund balances have been restated to account for the implementation of this
accounting standard.

As aso discussed in Note 1 to the financia statements, the Commonwealth adopted the provisions of GASB
Technica Bulletin No. 2004-1, Tobacco Settlement Recognition and Financial Reporting Entity Issues in
fisca year 2004. This bulletin clarifies revenue recognition and receivables disclosure with regard to the
Master Settlement Agreement with the tobacco industry. The Commonwealth recorded revenue and a
receivable for approximately $126,766,000.

The Management’ s Discussion and Analysis, on pages 17 through 29, as well as the Budgetary Comparison
Schedule — All Mgor Funds and notes thereto, on pages 120 through 124, are not a required part of the basic
financial statements but are supplementary information required by the GASB. Such information is the
responsibility of management. We and the other auditors have applied certain limited procedures, which
consisted principaly o inquiries of management regarding the methods of measurement and presentation of the
required supplementary information. However, we did not audit the information and express no opinion on it.
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Our audit was conducted for the purpose of forming opinions on the financia statements that collectively
comprise the Commonwedlth’ s basic financial statements. The Combined Balance Sheet — Non-Magjor
Governmenta Funds, the Combined Statement of Revenues, Expenditures and Changes in Fund Balance —
Non-Mgor Governmental Funds, the Combining Balance Sheet — Non-Mgor Speciad Revenue Funds, the
Combining Statement of Revenues, Expenditures and Changes in Net Assets — Non-Magor Special Revenue
Funds, the Combining Balance Sheet — Non-Mgjor Capita Projects Funds, and the Combining Statement of
Revenues, Expenditures and Changes in Fund Balance — Non-Major Capital Projects Funds, presented as
Other Supplementary Information, are presented for the purpose of additional analysis and are not arequired
part of the basic financia statements. This supplementary information is the responsbility of the
Commonwedth’ s management. Such information has been subjected to the auditing procedures applied by us
and the other auditors in the audit of the basic financial statements and, based on our audit and the reports of
other auditors, in our opinion, isfairly stated in all material respectsin relation to the basic financia statements
taken asawhole.

The letter of transmittal and the information provided in the statistical section of this report are presented for
the purpose of additional analysis and are not arequired part of the basic financial statements. Such additiona

information has not been subjected to the auditing procedures applied by us and other auditors in the audit of the
basic financia statements and, accordingly, we express no opinion on them.

December 22, 2004
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Management’s Discussion and Analysis

This analysis, prepared by the Office of the Comptroller, offers readers
of the Commonwealth’s financial statements a narrative overview of the
activities of the Commonwealth for the fiscal year ended June 30, 2004
(FY04). We encourage readers to consider this information in
conjunction with the additional information that is furnished in the letter
of transmittal, which can be found preceding this narrative, and with the
Commonwealth’s financial statements, which follow. This analysis is
required by the Governmental Accounting Standards Board (GASB)
which provides preparers with guidelines on what must be included and
excluded from this analysis. All amounts, unless otherwise indicated,
are expressed in thousands of dollars.

Financial Highlights — Primary ¢ Net Assets — The liabilities of the Commonwealth exceeded its
Commonwealth Government assets at the end of FY04 by nearly $3.9 billion. Of this amount,
“unrestricted net assets” is reported as a negative $11.3 billion.
. . The primary reason for negative unrestricted net assets is that the
Government — Wide Highlights Commonwealth is incurring long-term obligations to either
construct or assist political subdivisions in constructing assets
owned by these political subdivisions. For example, upon
completion the Central Artery / Third Harbor Tunnel will be owned
by the Massachusetts Turnpike Authority and the Massachusetts
Port Authority. The Commonwealth, however, is paying for the
construction of these assets and significant debt is being incurred to
pay those costs. Similarly, the Commonwealth has a liability of
$3.3 billion for its share of the construction costs of schools owned
and operated by municipalities. In FYO05, legislation will change
the funding of school construction from a direct appropriation to a
dedicated portion of the sales tax administered by an authority.
There are also significant restricted net asset balances set aside for
unemployment benefits and debt retirement.

¢ Changes in Net Assets — The Commonwealth’s net assets
increased by over $1.8 billion in FY04. Net assets of governmental
activities increased by the majority of this $1.8 billion. This
increase in net assets is primarily attributable to an increase in tax
revenues by over $1.2 billion above prior year collections. Net
assets of the business — type activities showed an increase of over
$41 million. Expenses of governmental activities were over $31.2
billion. General revenue for the Commonwealth, net of transfers,
but including taxes, investment income and tobacco settlement
income from governmental activities was over $17.4 billion.

Fund Highlights ¢ Governmental Funds — Fund Balances — As of the close of
FY04, the Commonwealth’s governmental funds reported a
combined ending fund balance of over $4.4 hillion. Of the $4.4
billion:
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- Nearly $994 million, represents unreserved fund balance.
This is a turnaround from previous years. However, nearly a
$701 million deficit in the highway fund remains due to the
timing of accruals. The unreserved general fund balance of
over $1.0 billion offsets the highway fund deficit. Pursuant to
new accounting standards, $126 million has been declared as a
receivable in the governmental funds related to anticipated
tobacco settlement proceeds in FY05.

- For FYO04, the Legislature adopted a more straightforward
definition of fiscal balance to include all of the budgeted
activity. The result was the elimination of a number of funds,
including the local aid fund. The previous definition of fiscal
balance only included the fund balance within three major
funds. As a result of these changes, several minor
Governmental Funds have also been closed.

- Governmental reserves total over $3.4 billion. They include
nearly $639 million for continuing appropriations, over $1.1
billion for stabilization, nearly $735 million in bond proceeds
reserved for capital projects, largely connected with the Central
Artery / Tunnel (CA/T) project and over $761 million reserved
for retirement of indebtedness. Over $159 million is reserved
for the CA/T owner controlled insurance program for workers’
compensation and general liability. This reserve is net of
nearly $83 million of projected long-term claims payable that
are only reflected on the statement of net assets.

To meet the fiscal challenges of fiscal 2004 and beyond, the
Commonwealth took a series of measures to remain in fiscal balance.

e  $531 million was transferred from the Stabilization Fund to
pay for current expenditures. However, at the close of the
fiscal year, $357 million was redeposited into the fund from
tax revenues held aside during FY04. An additional $663.5
million was transferred to the fund from surplus. Beginning in
FYO06, an additional 0.5% of current year net tax revenues must
be deposited into the Stabilization Fund before the year — end
surplus is determined in additional to the current statutorily
required carry-forward amount. Finally, the ceiling on the
balance in the Stabilization Fund was increased from 10% to
15% of total current year budgeted revenues.

e All of the tobacco settlement proceeds for the year were used
in support of current operations.

e The Commonwealth refunded over $2.8 billion in General
Obligation Bonds and Grant Anticipation Notes, continuing to
take advantage of some of the lowest interest rates in history.
An additional $408 million was raised in a crossover refunding
of the Grant Anticipation Notes (GANs). This technique
results in a legal defeasance of debt, but not an accounting
defeasance until the refunded principal is paid in the future.
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e To fund a deficit in the Unemployment Compensation Fund
due to higher payments to recipients than receipts, the
Commonwealth received interest-free loans from the federal
government between January and April 2004, incurring a net
total liability of $417.9 million. All of these borrowings were
paid back in May 2004. The balance of the fund stands at
$468.7 million, or about 19% of FY04 benefits paid.

The Commonwealth also took measures operationally to achieve

Budgeted Full Time Equivalent balance.
Workforce
Including Budgeted Higher Education e The budgeted full time equivalent workforce including higher

June 2000 - June 2004 education, dropped from 66,023 as of June 2003 to 62,041 as

of June 2004. The graphic to the left details the reductions

80,000 -

70,000 4 over the last five years.
L, 60000 4
: s e Starting in FY04, the employee’s share of group health
£ oo | insurance premiums increased from 15% to 20% of the cost of
20000 | the insurance for those who earn more than $35,000. All new
10,000 - employees hired after June 30, 2003 contribute 25% of the cost
_ [ paoco T evaor [ pvaooz [ Fvaoos T evaons of the insurance, regardless of salary.
IO Constitutional offices 7171 7418 7,119 7,056 7,095
M Judiciary 8,013 7,944 7,379 7,233 7,103
I8 Governor's authority 57,029 57,100 53,257 51,734 47,843

e Tax decreases put in place earlier than FY02 remain frozen.
The income tax rate remains at 5.3%. The graduated capital
gains tax portion has also been frozen at 5.3%.

OVERVIEW OF THE FINANCIAL  This discussion and analysis is intended to serve as an introduction to

STATEMENTS the Commonwealth’s basic financial statements. The Commonwealth’s
basic financial statements are composed of three components: 1)
government-wide financial statements, 2) fund financial statements, and
3) notes to the financial statements. This report also contains additional
required supplementary information in the form of budgetary schedules,
which are prepared on the statutory basis of accounting, as well as other
supplementary information.

Government - wide Financial  The government - wide financial statements present the reader with a
Statements and how they relate to  proad overview of the Commonwealth’s finances in a manner similar to
other perspectives a private sector business. The statements include the Statement of Net

Assets, which present the assets, liabilities and net assets for the
government as a whole. Also presented is the Statement of Activities,
which presents the functional expenses, offsetting revenues and changes
in net assets of the Commonwealth. Both of the statements have
separate sections for three different categories of the Commonwealth’s
operations. These activities are Governmental Activities, Business-Type
Activities and Discretely Presented Component Units. For FYO04,
additional information is presented for college and university
foundations in accordance with the implementation of Government
Accounting Standards Board (GASB) Statement 39.

The government — wide financial statements can be found immediately
following this discussion and analysis.

Fund Financial Statements and  Funds are groups of related accounts that are used to maintain control

Component  Unit  Financial  over resources that have been segregated for specific activities or
Statements objectives. The Commonwealth, like other governments, uses fund
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Notes to the Financial Statements,
Required Supplementary Information
and Other Supplementary
Information

GOVERNMENT - WIDE
FINANCIAL ANALYSIS

Net Assets

Major Long — Term Obligations for
Assets of Political Subdivisions
(amounts in millions)

Long - term assistance to authorities ..............cc.cocceunnne $
School construction grants payable.............
Outstanding bonds issued to fund the MBTA
Central Artery / Tunnel Project to be transferred

to the Turnpike.
Central Artery / Tunnel Project to be transferred

to Massport

295,591
3,259,126
579,302

10,967,508

Change in unrestricted net assets due to

items unique to the Commonwealth...............cccceeunnee $ 15,466,527

Commonwealth of Massachusetts

365,000

accounting to ensure and demonstrate compliance with finance related
legal requirements. Their financial statements focus on individual parts
of the Commonwealth government, reporting its operations in more
detail than the government — wide statements. All of the funds of the
Commonwealth can be divided into three categories. It is important to
realize that these fund categories use different bases of accounting and
should be interpreted differently. The three categories of funds are
Governmental Funds, Proprietary Funds and Fiduciary Funds. Further
discussion on the funds can be found in the section “Financial Analysis
of the Commonwealth’s Funds” and in Note 1 to the financial
statements.

Component unit financial statements are presented for entities where the
Commonwealth has financial accountability, but are independent of the
core Commonwealth operations. They operate similar to private -
sector businesses.

The notes provide additional information that is essential to a full
understanding of the financial statements as of the date provided in the
government — wide and the fund financial statements. The notes to the
financial statements can be found immediately following the component
units’ financial statements.

The required supplementary information section includes budgetary
comparison schedules for the General and Highway Funds, along with a
reconciliation comparing the original general appropriation act, all
supplemental appropriations and actual budgetary spending. Variance
columns are also provided. @GASB Statement 41 - Budgetary
Comparison Schedule Perspective Differences, which was effective for
FY03 and forward, requires a further reconciliation schedule of the
budgeted revenues and expenses to governmental fund perspective
revenues and expenditures.

Other supplementary information is not mandatory, but is included to
present combining schedules of minor governmental funds.

Net assets may serve over time as a useful indicator of a government’s
financial position.  The Commonwealth’s combined net assets
(governmental and business-type activities) showed a net deficit of
nearly $3.9 billion at the end of 2004. The unrestricted net assets are
negative by nearly $11.3 billion. A substantial portion of this deficit is
a result of four programs where the Commonwealth decided to fund
assets that it does not own. The most significant example of this is to
the aforementioned Commonwealth bonding for the Central Artery /
Tunnel Project (CA/T) costs. Pursuant to the Metropolitan Highway
System legislation from 1997, the CA/T will transfer to the
Massachusetts Turnpike Authority and to the Massachusetts Port
Authority (Massport) upon completion. Portions that have not been
transferred are shown as payables on the Statement of Net Assets.
While the assets will be with the Turnpike Authority and Massport, a
large portion of the liabilities will remain with the Commonwealth.
Starting in FY04, $10.3 Billion of the related assets to these liabilities
have entered into service with the opening of Interstates 93 and 90. The
non-right of way portion of these assets is depreciating over forty years
until transferred. Depreciation taken on these assets has reduced both
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the asset and liability accordingly. Another example of this type of
arrangement is school building assistance. The Commonwealth has a
liability of $3.3 billion for its share of the construction costs of schools
owned and operated by municipalities. In FYO05, legislation will change
the funding of school construction from a direct appropriation to a
dedicated portion of the sales tax administered by a newly created
Massachusetts School Building Authority.

Two other instances where the Commonwealth incurs debt, but has no
related assets relate to authorities. The first is for debt that was issued
to fund an 18-month lag in operating subsidy costs, otherwise known as
“forward funding,” of the Massachusetts Bay Transportation Authority
(MBTA) enacted in FY00. The second is the contractual assistance
obligations to other authorities to help subsidize their debt service. The
majority of these assistance obligations are for the Massachusetts Water
Pollution Abatement Trust, the Route 3 North Transportation
Improvements Association and the Massachusetts Development Finance
Agency. As of June 30, 2004, the outstanding debt remaining related to
the “forward funding” costs of the MBTA was approximately $579
million, while obligations for contractual assistance to other authorities
was nearly $296 million.

Exclusive of assets where the Commonwealth acts as a fiduciary, the
Commonwealth’s current cash and investments increased by over $1.0
billion between July 1, 2003 and June 30, 2004. This is directly due to
the increased tax, grant and charges for services revenues offset by
increases in the Commonwealth’s core expenses for debt service,
Medicaid, other health and human services and in FY04, public safety.
Payments for local aid dropped in FY04, as did costs of primary and
secondary education. Higher education costs increased. The year was
also marked by a continuation of commercial paper borrowing due to
the timing of current year receipts and current year major expenses such
as the payment of local aid.

Noncurrent assets increased by nearly $949 million. A total of nearly
$23.5 billion of the Commonwealth’s net assets reflect the
Commonwealth’s investment in traditional capital assets such as land,
buildings, infrastructure and equipment, net of accumulated
depreciation. GASB Statement 34 requires the addition of the value of
investment in the Commonwealth’s infrastructure, including roads,
bridges, beaches, dams and other immovable assets to the face of the
Commonwealth’s financial statements. As these assets provide services
to citizens, they are not available to finance future spending unless they
are sold. Although the Commonwealth’s investment in its capital assets
is also reported net of related debt, it must be noted that the resources
needed to repay this debt must be provided from other sources, since the
capital assets themselves cannot be used to liquidate these liabilities.
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The bulk of the Commonwealth’s net assets lie in its capital assets and
long — term liabilities. Current assets and liabilities are amounts that are
available in the current period and obligations that will be paid within
one year, respectively. The Commonwealth’s current assets were over
$9.7 billion, while its current liabilities were nearly $5.6 billion.
Restricted net assets represent resources that are subject to external
constraints on  resources. The tables below portray the
Commonwealth’s net assets and the changes to those net assets for the
fiscal year. Note that certain amounts were reclassed from FYO03 to
conform to the FYO04 presentation. In addition, due to the
implementation of GASB Statement No. 39, net assets of higher
education foundations have been included as part of the business — type
activities in FY04. FYO03 results for these foundations is not available.

Net Assets as of June 30, 2004 and 2003
(in millions of dollars)

Governmental Activities Business - Type Activities Total Primary Government
June 30, 2004 June 30, 2003 June 30, 2004 June 30, 2003 June 30, 2004 June 30, 2003

Current and other non-capital assets....  $ 8,976 $ 7,264 $ 2,543 $ 2,179 $ 11,519 $ 9,443
Capital assetS.........voveveveeiriiinnnnn, 21,774 20,883 1,691 1,590 23,464 22,473
Total ASSets.......coceeveveeninns 30,750 28,147 4,234 3,769 34,983 31,916
Long term liabilities....................... 32,071 30,031 1,205 861 33,276 30,892
Other Liabilities...................o...... 5,020 6,221 547 566 5,567 6,787
Total Liabilities................. 37,091 36,252 1,752 1,427 38,843 37,679
Net assets:
Invested in capital assets,
net of related debt............... 2,033 3,901 1,133 1,073 3,166 4,974
Restricted............ccceevneens 3,349 1,154 916 946 4,265 2,100
unresticted..........c.coeeven... (11,723) (13,160) 433 322 (11,290) (12,838)
Total Net Assets (deficits) ... $ (6,341) $ (8,205) $ 2,481 3 2,341 3 (3,860) ' $ (5,764)
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The Commonwealth’s net assets increased by over $1.8 billion.

Changes in Net Assets Revenues in general increased, led by tax revenue increases of $1.2
billion and operating grants and contributions increases of $1.0 billion.

Revenue from Taxation — Charges for services also increased dramatically by over $1.8 billion
GAAP Basis 1995-2004 due to full year phase in of assessment increases from FY03 and a $541

million  increase in  unemployment compensation  charges.
Approximately 50% of the Commonwealth’s total revenue came from
$20 taxes, while the remainder resulted from programmatic revenues,

2 ;ig including charges for services and grants and contributions, the bulk of
gw which is federal aid. Increases also occurred in restricted net assets
:ig amounting to $1.4 billion largely due to an additional crossover
2 e 5 2 2 8 8 8 8 % refunding of debt and additional amounts set aside for stabilization.
% 8% 8 % 3 8 ] KKK This is coupled with decreased spending in the Unemployment
B GAAP Tax Revenue Compensation Fund, but slight increases to Higher Education.
However, Medicaid spending continued to increase as did other Health
and Human Services largely connected to the continual skyrocketing
medical costs.  Other programmatic expenses remained largely
unchanged or dropped due to tighter budget controls.
The Commonwealth’s revenues are presented in the table and graphics
that follow. Note that certain amounts were reclassed from FYO03 to
conform to the FY04 presentation. The beginning balance of FY04
business type activities has been restated due to the implementation of
GASB Statement No. 39. No prior year data is available for the
addition of foundation activities underlying the restatement.
Changes in Net Assets during the Fiscal Years Ended June 30, 2004 and 2003
(in millions of dollars except percentages)
Total Primary Government
Governmental Activities Business - Type Activities Total Primary Government June 30, 2004 June 30, 2003
June 30, 2004 June 30, 2003 June 30, 2004 June 30, 2003 June 30, 2004 June 30, 2003 Percentage Percentage % Change
Revenues
Program Revenues:
Charges for Services...........ccooeveunnnnns $ 7740 % 6,652 $ 2692 $ 1,943 $ 10,432 3% 8,595 27% 25% 2%
Operating grants and contributions... 8,017 7,130 1,377 1,250 9,394 8,380 25% 25% 0%
Capital grants and contributions.. 602 508 - - 602 508 2% 1% 0%
General Revenues:
Taxes 16,407 15,162 - - 16,407 15,162 43% 45% -1%
Other. 1,043 1,180 182 207 1,224 1,387 3% 4% -1%
Total ReVENUES..........ccoveveiiiaraaeans 33,808 30,632 4,251 3,400 38,059 34,032 100% 100% 0%
Expenses
Medicaid............coooeiiiiiiiin 6,909 6,177 - - 6,909 6,177 19% 17% 2%
Direct local aid.................. . 4,877 5,119 - - 4,877 5,119 13% 14% -1%
Other health and human services. . 4,829 4,314 - - 4,829 4,314 13% 12% 1%
Lottery.......ooevviinieiinnnns . 3,607 3,470 - - 3,607 3,470 10% 10% 0%
Higher education - - - 2,579 2,480 2,579 2,480 7% 7% 0%
Primary and secondary education. .. 1,211 1,385 - - 1,211 1,385 3% 4% -1%
Unemployment compensation . - - 2,461 2,589 2,461 2,589 % % 0%
Other. ..o 9,781 10,345 - - 9,781 10,345 28% 29% -1%
Total EXPENSES. .. cc.uveieveieeiiieiinnns 31,214 30,811 5,04(; 5,069 36,254 35,880 100% 100% 0%
Excess / (Deficiency)
before transfers............................ 2,594 (179) (789) (1,669) 1,805 (1,848)
Transfers........cooovveviineeniiiiiees (830) (950) 830 950 - -
Change in Net assets (deficits)............. 1,763 (1,129) 41 (719) 1,804 (1,848)
Net assets - beginning (restated) ... (8,105) (6,976) 2,441 3,060 (5,664) (3,916)
Net assets - ending............... .
Total Net Assets (deficits) ................ $ (6,341) $ (8,105 $ 2482 $ 2341 $ (3,860) $ (5,764)
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Revenue — Governmental Activities
Fiscal Year Ending June 30, 2004

Other
1%

Charges for
services
23%

Taxes
50%

Operating and
capital grants
26%

Business — Type Activities

Unemployment Compensation Fund
Net Assets
Fiscal Year Ending June 30, 2004
(Amounts in Millions)

$2,321.6

$2,500 $2,241.4

The largest category of tax revenue is income taxes. Of the $16.4
billion in tax revenue within governmental activities, $9.2 billion was
from income taxation, $3.8 billion from sales, $975 million from
corporations, $685 million from motor fuels and nearly $1.8 billion
from other forms of taxation. The largest operating grants are the
federal Medicaid subsidies. The largest capital grants are for
transportation, including federal grants for the Central Artery / Tunnel
project. Finally, Lottery revenues encompass approximately 59% of the
Commonwealth’s charges for services.

Medicaid represents 22% of all the Commonwealth’s governmental
expenses. However, it must be noted that over half of the Medicaid
expenses are subsidized in the form of federal grants. These subsidies
are noted below in the “charges for services” segment. The largest
expense that is not subsidized by program revenues is direct local aid to
the municipalities of the Commonwealth. According to the Department
of Revenue, Division of Local Services, nearly 73% of these funds are
earmarked for public education or related activities. Below is a chart
that summarizes governmental expenses of the Commonwealth.

Major Expenses — Governmental Activities
Fiscal Year Ending June 30, 2004

Transportation and
construction
4%

Primary and secondary
education
4%

General government

Lottery Prizes
6%

12%
Public assistance
3%
services
15%

Public safety
4%

Interest
3%

Minor Expenses
11%
Direct local aid
16%

Medicaid
22%

Business — type activities are functions that equate to activities of a

private enterprise. In the Commonwealth the institutions of higher
education are deemed to be business type activities because of their lack
of separate taxation. Also, unemployment compensation is considered
to be a business — type activity.

The business - type activities increased the Commonwealth’s net assets
by over $41 million. This primarily resulted from an $158 million
decrease in the Commonwealth’s Unemployment Compensation Fund

$2,000

net assets due to extended benefits for unemployed workers during the
year, despite a 58% increase in contributions.. This decline was offset
by a $199 million increase in the net assets of the schools of higher
education, largely due to increases in net tuition and fee revenue (by
over 22%) and in federal grants and reimbursements (by over 10%).

$1,500

$1,000

$500

s+

FY00 FYO01 FY02 FY03 FY04
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FINANCIAL ANALYSIS OF THE

COMMONWEALTH’S FUNDS

Governmental Funds

Governmental Fund Balance
Statutory vs. GAAP

(Amounts in Millions)

$5,000
$4,000
$3,000
$2,000

$1,000

FY01 FY02 FY03 FY04

O Statutory B GAAP

As noted earlier, the Commonwealth uses fund accounting to
demonstrate interperiod equity and the extent to which current resources
are financing the full cost of services that citizens are receiving.

Governmental funds account for the near term inflows, outflows and
balances of spendable resources of the Commonwealth’s core functions
and services. Each major fund is presented in a separate column in the
governmental fund balance sheet and in the governmental fund
statement of revenues, expenditures and changes in fund balances. The
basic governmental funds financial statements can be found
immediately following the government-wide financial statements.

The Commonwealth develops its budgets on a statutory basis. A
comprehensive process is conducted with all departments to convert the
statutory basis reporting to generally accepted accounting principles.
System generated reports from the state accounting system and data
warehouses are combined with reports from each of the Commonwealth
departments to record governmental fund perspective, departmental
accruals. There are four major items which account for almost all the
difference between the statutory basis reporting and the governmental
fund perspective: accruals for the Medicaid program, compensated
absences, claims and judgments and tax revenue accruals. From the
governmental fund perspective, additional major adjustments are
necessary to present the government wide statements, largely for debt
and fixed assets activity.

Governmental Fund Operations - GAAP Basis - Fund Perspective

(Amounts in millions)

FY00 FYO01 FYQ02 FYO03 FY04
Beginning fund balances ..................... $2,673.3  $2,826.1  $4,2554  $2,467.9  $2,021.0
Restatement due to implementation of GASB 34 - - 551.2 - -
Revenues and other financing sources.................. 38,1744 39,2564  36,476.6  42,798.0  44,371.7
Expenditures and other financing sources............... 38,021.6  37,827.1 38,8153 43,2449  41,968.3
Excess / (defiCienCy).....ccocooveveiviiviienenere s, 152.8 1,429.3 (1,787.5) (446.9) 2,403.4
Ending fund balances ..........ccccoeveveiiiiiniininens $2,826.1  $4,255.4  $2,467.9  $2,021.0  $4,424.4

Commonwealth of Massachusetts
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As of the end of fiscal 2004, the Commonwealth’s governmental funds
reported combined ending fund balances of over $4.4 billion, an
increase of over $2.4 billion from the previous year. However, of the
$4.4 billion, the following amounts are reserved or committed:

Governmental Funds - Reserves of Fund Balances

(Amounts in millions)
Percentage

2004 2003 Change Change

Continuing appropriations .................. $ 6385 $ 50.7 $ 587.8 1159%
Commonwealth stablization ................ 1,137.3 641.3 496.0 T7%
Retirement of indebtedness 761.3 337.3 424.0 126%
Capital projects .........cccevrvvrereriieens 734.7 936.2 (201.5) -22%
Central artery

Workers Compensation and

General liability insurance reserve.. 159.0 200.2 (41.2) -21%
Unreserved 993.5 (144.7) 1,138.2

Total Fund Balances

Commonwealth of Massachusetts

......................... $ 44244 % 20210 $ 2,403.4

The percentage change in unreserved is not meaningful, as the FY03
balance was negative. During FY04 over $531 million was used from
the stabilization fund to balance the budget. These draws were offset by
contributions to the stabilization fund in the amount of over $1.0 billion.

The amounts reserved for capital projects represent projects that are in
process, but have been bonded for in advance. As project costs are
expended, the reserve will decrease. The bulk of these funds relate to
the Central Artery / Tunnel project. The reserve for Central Artery
workers’ compensation and general liability represents the balance of
funds earmarked for claims in an owner controlled insurance program.
The reserve will continue to decline as claims arise during the windup
of the project. The remaining $994 million of the governmental fund
balance is an unreserved fund balance.

During FY04 the general and highway funds were the primary operating
funds of the Commonwealth. At the end of the current fiscal year, the
fund balance of the general fund was nearly $2.5 billion. Of this
amount, over $1.1 billion was apportioned to the Commonwealth’s
Stabilization Fund. Nearly $346 million was also reserved for
continuing appropriations to liquidate contracts and purchase orders
from the prior fiscal year in the general fund. The remaining $1.0
billion is unreserved.

The fund balance of the general fund increased by nearly $1.2 billion
during FY04.
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Proprietary Funds Proprietary Funds report activities of the Commonwealth that are
structured similar to for profit businesses. Proprietary fund financial
statements provide the same type of information as the government —
wide financial statements, only in greater detail.

As discussed in the business — type activities above, the business type
activities decreased the Commonwealth’s net assets by over $41
million.

BUDGETARY HIGHLIGHTS Differences between the original budget and final budget expenditures
amount to nearly $672 million, exclusive of transfers. As revenues
increased this fiscal year, supplemental budget legislation grew. The
supplemental budgets are summarized as follows:

¢ An economic stimulus package budgeting more than $110 million,
creating business tax incentives and a sales tax holiday, along with
technology, education and tourism grants.

¢ Increases in payments for snow plow operators and homeland
security by over $52 million.

¢ A final supplemental budget for nearly $424 million including $76
million in additional spending across all sectors, $92 million in
one-time capital spending, $91 million to cure a structural Medicaid
deficit, $75 million for additional local aid and $131 million for
other programs and services including education and public
defenders.

The original budget was passed on June 20, 2003, just before the start of
FY04. Transfers of revenues and expenditures, largely related to
stabilization activity and taxation transfers resulted in nearly $1.4
billion of additional financial uses, net.

CAPITAL ASSET AND DEBT Capital assets of the Commonwealth include land, buildings,
ADMINISTRATION improvements, equipment, vehicles and infrastructure. The

Commonwealth’s investment in capital assets for its governmental and
Capital Assets business-type activities as of June 30, 2004, amounts to $32.0 billion,

net of accumulated depreciation of $8.5 billion, leaving a net book
value of $23.5 billion. Infrastructure includes assets that are normally
immovable and of value only to the Commonwealth, such as roads,
bridges, beaches, piers and dams. Of the investment in capital assets
noted above though, $11.6 billion of this amount includes assets that
will transfer to the Turnpike Authority and the Massachusetts Port
Authority upon completion of the Central Artery / Tunnel project that
are in use and depreciating or are right of way. An additional $1.7
billion has already been transferred to these Authorities and other
entities of completed portions of the project.

The total increase in the Commonwealth’s investment in capital assets
from 2003 to 2004 was nearly $991 million, including increases to
construction of the CA/T, but net of disposals and changes in
accumulated depreciation.  An additional $10.6 billion, net, was
transferred from construction in process to fixed assets, over $10.3
billion of which was related to CA / T assets transferring to use.
Additional information on the Commonwealth’s capital assets can be
found in the notes to the financial statements.
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The following table details the capital asset activity for the
Commonwealth.  Similar to previous charts, FY04 amounts for
business-type activities include amounts for foundations, but FY03 does
not.

Changes in Capital Assets
(net of depreciation - amounts in thousands)

Governmental Business - type
Activities Activities Total
2004 2003 2004 2003 2004 2003

Land, including Central Artery $ 1127714 $ 674362 $ 59361 $ 58478 $ 1,187,075 $ 732,840

Historical treasures ...........cccc..... - - 703 672 703 672
Construction in ProCess ..........c.eeeevveeveeenens 1,023,815 729,867 136,233 154,698 1,160,048 884,565
Construction in process -

Central Artery / Tunnel Project ............... 1,244,463 10,650,559 - - 1,244,463 10,650,559
BUIldings ......coovviiriiee 1,982,991 1,888,286 1,128,039 1,000,699 3,111,030 2,888,985
Machinery and equipment 120,869 123,415 260,741 269,359 381,610 392,774
Infrastructure, including Central Artery .... 16,273,667 6,816,307 16,273,667 6,816,307

Library collections ...........c.ccoverviinnenienne - - 105,590 106,540 105,590 106,540

TOAl e $ 21,773,519 $ 20,882,796 $ 1,690,667 $ 1,590,446 $ 23,464,186 $ 22,473,242
Debt Administration The Commonwealth issues short-term and long-term debt. Debt that is

general obligation in nature is backed by the full faith and credit of the
Commonwealth and paid from governmental funds. Additionally,
short-term notes are issued and redeemed annually.

The Commonwealth issued nearly $4.9 billion in debt this year. Of this
amount, $1.9 billion to fund ongoing projects and over $2.9 billion was
in the form of general obligation refunding bonds, taking advantage of
low interest rates. These refundings generated approximately $96.4
million in present value debt service savings. Subsequent to year-end,
the Commonwealth completed an additional refunding transaction
which generated an additional $23.7 million in present value debt
service savings.

Though the majority of bond sales this year were for transportation
related expenditures, for governmental purposes, the $1.9 billion in
ongoing projects bond sales also included debt issuances of:

+ $20.0 million for the affordable housing trust fund capitalization.

¢ Over $79.3 million for information technology improvements.

¢ Nearly $51.5 million for housing preservation and neighborhood
loans.

¢ $693.4 million for the permanent financing of the Boston
Convention and Exhibition Center.

¢ Nearly $121.5 million for improvements to courthouses.

¢ Nearly $55.8 million for criminal justice purposes.

+ Over $758 million in bond principal was repaid.

Additional information on the Commonwealth’s short and long—term
debt obligations can be found in the notes to the financial statements.

Commonwealth of Massachusetts 28 Comprehensive Annual Financial Report



Below is a table, which details the Commonwealth’s debt activity for the
fiscal year. FYO04 amounts include foundation debt for business-type
activities. FY03 does not.

Changes in Long - Term Debt Obligations
(net of related premiums and discounts - amounts in thousands)

Governmental Business - type
Activities Activities Total
2004 2003 2004 2003 2004 2003
General obligation bonds ......... $ 14,142,886 $ 13,724,121 $ - $ - $ 14,142,886 $ 13,724,121
Special obligation bonds .......... 1,331,946 739,061 - 1,331,946 739,061
Revenue obligation bonds ........ - - 1,049,095 673,398 1,049,095 673,398
Grant anticipation notes ........... 1,907,340 1,499,325 - 1,907,340 1,499,325
Total e, $ 17,382,172 $ 15,962,507 $ 1,049,095 $ 673,398 $ 18,431,267 $ 16,635,905

ECONOMIC FACTORS AND NEXT  Massachusetts is starting to recover economically. Our Commonwealth

YEAR’S BUDGETS AND RATES is home to many world-renowned institutions of medicine and higher
education, both public and private, keeping the economy relatively
stable and an incubator for new ideas and growth. Unemployment has
dropped due to this stabilization.

The Commonwealth with an international reputation for medical,
cultural, historical and educational institutions remains the economic
and educational hub of New England. The Commonwealth’s economy
remains diversified, but its strongest component is its knowledge —

Monthly Unemployment Rate based technology and service industries.

July 2003 — October 2004
Massachusetts’ infrastructure provides strong support for this
knowledge-based economy.  There are over 120 colleges and
universities located in Massachusetts, and the 2000 US Census, updated
—#— Massachusetts —#~— United States in March of 2002, estimated that 34.3% of the residents over age 25
% have earned bachelor’s degrees, compared to an estimate of 26.7% for
000 gy the United States as a whole. Massachusetts ranks third in the nation in
educational attainment by age 25 within only 1.5% of the leader,
Colorado.

9 2% 5,696 5.6% 577 5,696 5.6% 5.6%
6% d 55% 404 5.4 55%
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5.8% 5.8% 5705 > 696
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Inflation has risen though in the past year. The Boston consumer price
index rose 2.9% from July 2003 to July 2004. The largest component
of this increase was due to fuel and utilities costs rising 6.0% during the
period.

Jul-03

Sep-03
Nov-03
Sep-04

As of October 2004, the unemployment rate in the Commonwealth
stood at 4.6%. This figure is down from a high of 5.9% several months
last year, the highest rate since November of 1994, The
Commonwealth is still below the national rate of 5.5%.

REQUESTS FOR INFORMATION This financial report is designed to provide a general overview of the
Commonwealth’s finances for all of the Commonwealth’s citizens,
taxpayers, customers, investors and creditors. Questions concerning
any of the information provided in this report or requests for additional
information should be addressed to: Commonwealth of Massachusetts,
Office of the State Comptroller, 1 Ashburton Place, 9" Floor, Boston,
Massachusetts, 02108. You may also download this report at:
http://www.mass.gov/osc/reports/reports.htm.
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Rockwell with Portraits of Dwight D. Eisenhower and Adlai Stevenson

Photo attributed to Bill Scovill, November 3, 1956.

“To us, illustration was an ennobling profession. That's part of the reason I went into illustration. It was a profession with a

reat tradition, a profession I could be proud of”
& prof P ) — Norman Rockwell

Widespread reappraisal of Rockwell’s legacy by serious scholars and the mainstream media, ranging from art historian Robert
Rosenblum to author John Updike, are praising Rockwell’s work and refocusing attention on his skill as an artist and on his
vision of American society that showcase our nation’s ideals of kindness, tolerance, democracy, and freedom, as interpreted
through his spirit, wisdom, and gentle humor.
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Freedom of Speech

The Saturday Evening Post, February 20, 1943 ©1943 SEPS: Licensed by
Curtis Publishing, Indianapolis, IN.

Inspired by President Franklin D. Roosevelt’s January 6, 1941
State of the Union address where he spoke of the four
fundamental freedoms of all Americans: freedom from fear,
freedom from want, freedom of speech, and freedom to
worship, Norman Rockwell painted these Four Freedoms.

This illustration was the first in the series. After attending a
town meeting in Arlington, Vermont, Rockwell realized that he
had found the idea he needed to get started. As in so many of
his pictures, Rockwell includes himself. He is the person
furthest back on the left. In Freedom of Speech, Rockwell
depicts an ordinary man, standing amongst neighbors at a town
meeting and speaking his mind. Rockwell's neighbor, Jim
Edgerton, served as inspiration for the figure.
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Statement of Net Assets
June 30, 2004

(Amounts in thousands)

Assets
Current assets:
Cash and cash equivalents..
Cash with fiscal agent.......
Short-term INVESEMENES. .. ... oottt et e et eee e
Receivables, net of allowance for uncollectibles:

Due from COMPONENt UNItS .........ueie it et e et e e e e
Due from primary gOVEIrMIMENT. .. ... ... ...t et iee ettt et et e e e
Due from affiliates.

INVENTOTY . .. et et e et e e e e et et et e e et e e e e

Other CUMENE BSSELS. .. . et eee et et et et et e e et et et eaeeeeneeneane
TOtal CUMTENE @SSELS. ..ot e et et et e et et et e e e e et e e s

Noncurrent assets:
Cash and cash equivalents - restricted..
Long-term investments................... .
RESHICLEd INVESEMENES. .. ... oottt et et e e e
ACCOUNES TECAIVADIE, NEL. ... vttt et e e e e e e e
Loansreceivable, net.............
Due from primary government.....................
Capital assets, net of accumulated depreciation. .
Other NONCUITENE @SSELS. .. ... oet et ee et eee et e et et et e e e een e
Other noncurrent assets - reStHCed. .. ... vuvvie et et
Total NONCUITENT SSEES. .. ..t et tee ettt e et e et e et et e e s
TOtAl @SSELS. ...ttt e e e

Liabilities
Current ligbilities:
Accounts payable and other liabilities
Accrued payroll............cooeuinninnnns
ComMPENSALE BDSENCES. .. ... vt et eet ettt ettt et et et e
Accrued interest payable. .. ... ...oooviii i
Tax refunds and abatements payable
Due to component units...............
Dueto primary government.. .
Dueto federal OVErNMMENT. ........ouviie ittt
Claims and JUIGMENES. .. ... ou ettt et et et et e e eeeeeaens
Deferred revenue.................
Deposits and unearned revenue.
Dueto affiliates...................

Commonwealth of Massachusetts

Primary Government

Business Government
Governmental Type Wide Component
Activities Activities Total Units
$ 3,546,988 $ 223,682 3,770,670 641,766
963,451 - 963,451 -
- 239,169 239,169 448,779
2,118,338 - 2,118,338 -
1,592,658 43,864 1,636,522 54,700
- 39,170 39,170 145,517
348,302 550,204 898,506 142,848
2,674 - 2,674 20,052
29,461 - 29,461 -
- - - 218,675
- 5,333 5,333 -
- - - 56,267
- 34,251 34,251 22,768
8,601,872 1,135,673 9,737,545 1,751,372
374,568 679,231 1,053,799 1,169,798
- 497,861 497,861 1,224,839
- 10,860 10,860 801,996
- 32,154 32,154 43,787
- 16,003 16,003 2,421,749
- - - 333,228
21,773,519 1,690,668 23,464,187 11,065,403
- 31,652 31,652 71,477
- 140,045 140,045 -
22,148,087 3,098,474 25,246,561 17,132,277
30,749,959 4,234,147 34,984,106 18,883,649
2,414,750 168,633 2,583,383 424,090
59,001 110,443 169,444 9,702
248,409 92,577 340,986 18,549
300,344 8,434 308,778 203,281
724,597 17,030 741,627 -
241,123 - 241,123 -
- - - 29,461
19,331 - 19,331 -
37,750 - 37,750 -
- 67,036 67,036 18,090
- 18,186 18,186 -
- 5,333 5,333 -
19,185 15,852 35,037 11,596
955,372 43,621 998,993 387,800
5,019,862 547,145 5,567,007 1,102,569
(concluded)
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Statement of Net Assets

June 30, 2004
(Amounts in thousands)

Noncurrent liabilities:
CompenSAed BDSENCES. .. .. cee et it et et et e
Accrued interest Payable. .. .......ocive i
Dueto federal government - grants...........oueveve oot iie it e e
Claims and judgments..............
Deferred revenue....
Capital 1€ases..........ovvvieiiiiiiinnn e
Bonds, notes payable and other obligations...............ccovviiiiii i
Due to component units - Central Artery / Tunnel Project............c.ooevevvieienee.
Due to non-component Units - Central Artery / Tunnel Project.......................
School construction grants and other contract assistance payable....................
Boston teacher's retirement system net pension obligation -
Other noncurrent l1abilities. .. ...
Total noncurrent l1abilities............ooviiiiiii
Total Habilities. .. ...

Net assets
Invested in capital assets, net of related debt...........o.ooiiiii i
Restricted for:
Capital PrOJECES. ..ottt et e et e e e
Unemployment Benefits....... ..o
Retirement of indebtedness. .. ...
Central artery workers compensation and generd liability..........................
Other purposes
[0z e = o PPN
TOtaAl NEE ASSELS. .. ..e it et e e et

The notes to the financial statements are an integral part of this statement.

Commonwealth of Massachusetts

Primary Government

Business Government
Governmental Type Wide Component
Activities Activities Total Units
160,201 55,250 215,451 5,940
- - - 53,904
- 8,578 8,578 -
82,700 - 82,700 -
- 14,243 14,243 97,616
38,715 58,119 96,834 528,761
16,501,900 1,005,474 17,507,374 10,024,232
10,967,508 - 10,967,508 -
365,000 - 365,000 -
3,592,354 - 3,592,354 -
95,480 - 95,480 -
267,690 63,111 330,801 234,236
32,071,548 1,204,775 33,276,323 10,944,689
37,091,410 1,751,920 38,843,330 12,047,258
2,032,958 1,132,637 3,165,595 5,586,092
734,747 - 734,747 3,397
- 468,734 468,734 -
761,285 - 761,285 6,753
76,313 - 76,313 -
1,775,830 446,849 2,222,679 446,901
(11,722,584) 434,007 (11,288,577) 793,248
(6,341,451) $ 2,482,227 $ (3,859,224) 6,836,391
(concluded)
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Statement of Activities
Fiscal Year Ended June 30, 2004
(Amounts in thousands)

Net (Expenses) Revenues and

Program Revenues Changesin Net Assets
Primary Gover nment
Charges for Operating Grants ~ Capital Grants Governmental Business-type Component
Functions/Programs Expenses Services and Contributions  and Contributions Activities Activities Total Units
Primary government:
Governmental Activities:
General gQoOVEMMENt ... ....c.veviiiitieeeeeiee e eeeeeeians $ 2,016,145 $ 463,132 $ 84,581 $ - $ (1,468,432) $ - $ (1,468,432) $ -
Judiciary................ 538,434 101,994 1,221 - (435,219) - (435,219) -
Direct local aid. - 4,877,089 - - - (4,877,089) - (4,877,089) -
MediCad. .. ... vv e e 6,909,412 687,535 3,731,215 - (2,490,662) - (2,490,662) -
Group health iNSUranCe..............vuiiiniiiiiiiieanns 778,072 98,598 - - (679,474) - (679,474) -
Public assistance. .. 1,019,068 - 369,581 - (649,487) - (649,487) -
Interest (Unallocated)............oovvveiiniiniieeeeiiiiieans 788,908 - - - (788,908) - (788,908) -
PENSION. .. ...ttt et e 241,845 - - - (241,845) - (241,845) -
Environmental and recreation...............cceveeiinieinnnns 332,149 152,632 43,933 - (135,584) - (135,584) -
Communities and development...............c.oevvveviennns 589,603 1,446 403,250 - (184,907) - (184,907) -
Health and human services. 4,829,293 861,899 2,197,721 - (1,769,673) - (1,769,673) -
Transportation and CONStruction................cvvvvvvveennns 1,304,042 13,687 17,599 602,449 (670,306) - (670,306) -
EdUCAHION. ...t e e 1,211,256 11,644 856,737 - (342,876) - (342,876) -
1,401,062 564,023 129,010 - (708,028) - (708,028) -
379,631 179,794 182,620 - (17,218) - (17,218) -
. 3,606,608 4,603,204 - - 996,596 - 996,596 -
Depreciation (unallocated)...........o.vveiieiieiieiniinanns 391,831 - - - (391,831) - (391,831) -
Total governmental activities.............ooevvevennen. 31,214,448 7,739,588 8,017,469 602,449 (14,854,942) - (14,854,942) -
Business-Type Activities:
Unemployment Compensation............cccoeeueeneenannen. 2,461,293 1,481,803 811,278 - - (168,212) (168,212) -
Higher Education:
University of MassaChUSELES. ...............vvevveennninns 1,597,676 822,668 401,750 - - (373,258) (373,258) -
State COllEES. .....uvnvvriie e e 456,022 222,740 41,539 - - (191,743) (191,743) -
Community COllEgES.........coveiiiiiieiieeeiiiiiieaa 525,179 165,257 122,099 - - (237,823) (237,823) -
Total business-type activities................cooeennee 5,040,170 2,692,468 1,376,666 - - (971,037) (971,037) -
Total primary government.............oooovvnvnniininninanns $ 36,254,618 $ 10,432,056 $ 9,394,135 $ 602,449 (14,854,942) (971,037) (15,825,979) -
Component Units:
Massachusetts Bay Transportation Authority.............. $ 1,314503 $ 344,936 $ 823,717 $ 232,618 - - - 86,768
Massachusetts Turnpike Authority.................. = 361,456 287,386 14,992 311,167 - - - 252,089
Massachusetts Water Pollution Abatement Trust. .. 166,199 2,040 7,853 37,815 - - - (118,491)
Other nonmajor component Units.................... . 439,270 262,491 192,313 248,342 - - - 263,876
Total component UNItS.........oovviuniiiiiir i $ 2,281,428 $ 896,853 $ 1,038,875 $ 829,942 - - - 484,242

(continued)
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Primary Gover nment

Governmental Business-type Component
Genera revenues: Activities Activities Tota Units
$ 9,175,577 $ - 0% 9,175577 $ -
3,755,773 - 3,755,773 -
COMPOIAE LBXES. .. ..t eet ettt et et et e et e et e e et e e n e as 974,732 - 974,732 -
Motor and special fuel taXES........coeevei i 684,621 - 684,621 -
(014 1= g 7= (- OO P P PPPPRPPRPPY 1,816,078 - 1,816,078 -
Miscellaneous:
INVESEMENE AMNINGS. .. 1t vv vt e e e e e e e ae e reeaeeaeeaeeaeens 73,861 59,125 132,986 200,893
TODACCO SEIEMENE. .. ...ttt e een 253,621 - 253,621 -
Contribution from muNicipalitieS ............c.uivuiiniiin e, 38,740 - 38,740 -
Other revenue. e 676,482 122,594 799,076 (9,085)
=105 = =TT (830,453) 830,453 - -
Total general revenues and transfierS... ... .vuiieieeiie et 16,619,033 1,012,172 17,631,205 191,808
Changein NEL ASSELS. .. ..ttt et eet et et et et e e ae s 1,764,090 41,136 1,805,226 676,050
Net assets - beginning (restated).........oooviieiiei i (8,105,541) 2,441,091 (5,664,450) 6,160,341
Net asSetS - eNAING.......uuiiiiiiiie i e $ (6,341,451) $ 2,482,227 $ (3,859,224) $ 6,836,391
The notes to the financial statements are an integral part of this statement. (concluded)
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Freedom from Want

The Saturday Evening Post, March 6, 1943 ©1943 SEPS: Licensed by Curtis Publishing,
Indianapolis, IN.

Rockwell said, “I'll express the ideas of the Four Freedoms in simple,
everyday scenes. . . . Take them out of the noble language of the
proclamation and put them in terms that everybody can understand.”

On Thanksgiving Day, Rockwell photographed his cook presenting the

turkey to his family. “She cooked it, I painted it, we ate it,” Rockwell
reported. “That was one of the few times I’ve ever eaten the model.”
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Freedom to Worship

The Saturday Evening Post, February 27, 1943 ©1943 SEPS: Licensed by Curtis
Publishing, Indianapolis, IN.

In Freedom to Worship, Rockwell departs from his established story-
telling style and illustrates in close-up profile a group of praying men
and women, lit by a soft, golden light.

The monochromatic color scheme of this painting enabled Rockwell to

minimize the differences between people of various racial and ethnic
backgrounds.
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Balance Sheet

Governmental Funds
June 30, 2004

(Amountsin thousands)
Capital Projects
Central Artery Other
Statewide Roads Governmental
General Highway Lotteries Debt Service and Bridges Funds Total
ASSETS
Cash and short-term inVEStMENLS...........cccveverererevereeereresnnens $ 2,048,751 $ - $ 33,698 $ - $ - $ 1,464,539 $ 3,546,988
Cash with fiscal geNt.........cccceurerirecenirrreee s - 26,064 - 134,182 79,999 723,206 963,451
Restricted iNVESIMENES. ........covviviiiie et - - - - - 374,568 374,568
Receivables, net of allowance for uncollectibles:
TAKES. vttt nenes 1,998,295 49,997 - - - 70,046 2,118,338
Due from federal government. 756,003 - - - - 836,655 1,592,658
Other receivables................. 118,426 2,550 4,877 - - 222,449 348,302
Due from cities and towns... 2,674 - - - - - 2,674
Due from other funds.......... 1,477,078 47 - - 691,992 479,180 2,648,297
Due from component UNitS..........oeevreireinenennenesieeneenens 29,461 - - - - - 29,461
TOtaAl ASSELS.....overerceeeeeseiri e $ 6,430,688 $ 78,658 $ 38,575 $ 134,182 $ 771,991 $ 4,170,643 $ 11,624,737
LIABILITIESAND FUND BALANCES
Liabilities:
ACCOUNtS PAYBDIE......ceeeeieeieee e $ 1,381,608 $ 7,960 $ 30,252 $ - $ 39,410 $ 920,115 $ 2,379,345
Accrued payrall........ 50,653 3,717 - - - 4,631 59,001
Compensated absences. 199,085 19,092 2,147 - - 28,085 248,409
Tax refunds and abatements payable.. 723,637 - - - - 960 724,597
Due to other funds...........ccccovrvnenee. 792,874 710,594 - - - 1,134,870 2,638,338
Due to COMPONENt UNITS......coveerveeirieieieieninreesieesieeseee e 115,961 11,344 - - - 113,818 241,123
Dueto federal government...........ccoveevecireiinsensencnnenes 19,284 - - - - 47 19,331
Deferred revenue.............. 643,489 96 5,484 - - 3,120 652,189
Claims and JudgMENtS........cceevreireereereese e, 6,650 - - - - 31,100 37,750
Bonds, notes payable and certificates of participation........ - - - - - 75,100 75,100
Other accrued liabilities........covevieereeciiciececeecee s - - - - - 125,148 125,148
Total [iabilitieS....cceeiieieeeecccee e, 3,933,241 752,803 37,883 - 39,410 2,436,994 7,200,331

Fund balances (deficits):
Reserved for continuing appropriations...............ccceeeeeecns 345,658 424 - - - 292,428 638,510

Reserved for Commonwealth stabilization... 1,137,320 - - - - - 1,137,320
Reserved for retirement of indebtedness... - 26,064 - 134,182 79,999 521,040 761,285
Reserved for capital Projects..........ovvvereeeeeeecccenenennnns - - - - 652,582 82,165 734,747
Reserved for central artery workers

compensation and general [iability.........ccccceerrrnieieecnens - - - - - 159,013 159,013
UNFESEIVED. ...ttt 1,014,469 (700,633) 692 - - 679,003 993,531
Fund balances (deficits) 2,497,447 (674,145) 692 134,182 732,581 1,733,649 4,424,406
Total liabilitiesand fund balances............ccccoevvriiinnnne. $ 6,430,688 $ 78,658 $ 38,575 $ 134,182 $ 771,991 $ 4,170,643 $ 11,624,737

The notes to the financia statements are an integral part of this statement.
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Reconciliation of Fund Balances
to the Statement of Net Assets

June 30, 2004
(Amounts in thousands)

Total fund balances - governmental fUNAS...... ..o e e,
Amounts reported for governmental activitiesin the statement of net assets are different because:

Capital assets used in governmental activities are not financial resources
and, therefore, are not reported in the funds. Those assets consist of:

o $ 685432
CONSITUCION 1N PIOCESS. .. vt et e cee et et ee e e e e e et et e eet e e e e e n e ven e een 1,023,815
Depreciable capital assets and infrastructure,
net of $ 6,564,302 of accumulated depreciation..........ccoveveenieneneveevenn. 8,731,764
Central Artery / Tunnel Project construction in process............ccevvvvvnennn.. 1,244,462
Central Artery / Tunnel Project untransferred assetsin use
net of $ 247,327 accumulated depreciation .............cooovveviriniiinnnennns 10,088,046
Capital assets, net of accumulated depreciation.........ceovvevveeeevcereeseeniereenens
Amounts presented in the statement of net assets, but not in fund
balances due to differencesin revenue recognition under
different bases of aCCOUNtING.........ovveiriie i e e e e,
Elimination of due from / due to activity between state departments
within primary government and business type activities................coceeeene.
Long - term liabilities, including bonds payable, are not due and
payablein the current period and therefore are not reported
inthe funds. These liabilitiesinclude:
Pension underfunding Boston Teacher's Retirement System
Net PENSION ObIIGaLiON. .. ... ee et e e e (95,480)
2707070 (<0 [ [=: o) P (17,382,172)
Accrued interest on bonds and contract assistance payable. ....................... (210,601)
School construction grantspayable............cocviv i iii (3,259,126)
Contract assistance payable.........c.ovviiie i (333,228)
Amounts to be transferred to component units and related
organizationsin conjunction with the
Central Artery / Tunnel Project......cccvivvceee e viviee v sesiesesienieneeeee. (11,332,508)
Capital leases (including accrued interest).....ccouvvvreeveeive e e (57,900)
Claims and JUAGMENES........ceoeeirerieeeereeeeeeseeeeee e eeseeseeseen e saesaesae e s sen s o (82,700)
Employee benefits, including compensated absences,
health insurance benefits and other compensation claims..........cccccoevvvienens (427,891)

Long - term liabilities (including current portions)...............ccccvvieuin.es

Total net assets- governmental activitieS ..........cooevvie i e

The notes to the financial statements are an integral part of this statement.
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Statement of Revenues, Expenditures and Changesin Fund Balances
Governmental Funds
Fiscal Year Ended June 30, 2004

(Amounts in thousands)
Capital Projects
Central Artery Other
Statewide Roads Governmental
Genera Highway Lotteries Debt Service and Bridges Funds Total
Revenues:
TAXES. .. ecveeeeee ettt $ 14,640,568 $ 585,529 $ 169 $ - $ - $ 905,575 $ 16,133,371
Assessments... . 110,211 11,490 - - - 651,024 772,725
Federal grants and reimbursemen 4,294,639 1,952 - - - 4,322,854 8,619,445
Departmental..........cooeeerecenrnienneen. 1,242,653 398,304 4,603,074 - - 943,038 7,187,069
Miscellaneous.... 142,086 1,390 1,948 - 11,414 665,873 822,711
TOLaAl FEVENUES. ...ttt 20,430,157 998,665 4,606,721 - 11,414 7,488,364 33,535,321
Expenditures:
Current:
Legidlature... 50,607 - - - - - 50,607
Judiciary............. 572,906 - - - - 4,083 576,989
Inspector General...........cccceveveenneee. 2,311 - - - - - 2,311
Governor and Lieutenant Governor. 4,899 - - - - - 4,899
Secretary of the Commonwedlth..... 34,302 - - - - 8,618 42,920
Treasurer and Recaiver-General..........cococeereeeenenesinnans 50,496 1,151 3,606,608 - - 877,097 4,535,352
Auditor of the Commonwealth.............ccccccoeirnnrnenne, 16,208 - - - - 275 16,483
Attorney Generdl.........c.cccc....... 39,349 432 - - - 12,041 51,822
Ethics Commission 1,261 - - - - - 1,261
District AttOrneY.......cccoceveeeeerererieieeeeeeeens 73,889 3,011 - - - 9,400 86,300
Office of Campaign and Political Finance. 997 - - - - - 997
Sheriff's Departments..........c.ccoeeervereeeenns 214,987 359 - - - 2,796 218,142
Disabled Persons Protection Commission.. . 1,569 - - - - 48 1,617
Board of Library Commissioners........... 3,169 - - - - 3,219 6,388
Comptroller........cooeeeeenrenececne " 8,488 - - - - - 8,488
Administration and finance.. 1,266,696 5,750 - - - 234,101 1,506,547
Environmental affairs............... 159,638 123 - - - 65,664 225,425
Communities and development... 65,156 156 - - - 404,298 469,610
Health and human services.......... 4,500,487 - - - - 2,331,149 6,831,636
Transportation and construction.. 86,789 42,688 - - - 59,921 189,398
Education............oeeerereeerninnenne . 753,559 - - - - 833,163 1,586,722
Higher education . 87,223 - - - - 11,783 99,006
PUBIIC SAFELY ..o 644,629 244,687 - - - 149,277 1,038,593
CoNSUMET AfaITS......cueueieererieieieire e 61,491 61 - - - 314,459 376,011
icai 5,200,738 - - - - 744,856 5,945,594
208,914 2,593 - - - - 211,507
4,855,183 - - - - 6,272 4,861,455
- - - - - 15,634 15,634
Capital acquisition and construction... . - - - - 368,774 1,751,634 2,120,408
DB SEIVICE......iiiieciericieecre s - - - 1,604,850 - - 1,604,850
Total eXPenditureS.......cccveerrecrrcree e, 18,965,941 301,011 3,606,608 1,604,850 368,774 7,839,788 32,686,972
Excess (deficiency) of revenues
over (under) expenditures..........ooevvevevveiiniinieennenne, 1,464,216 697,654 1,000,113 (1,604,850) (357,360) (351,424) 848,349
(continued)
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Statement of Revenues, Expenditures and Changesin Fund Balances

Governmental Funds
Fisca Year Ended June 30, 2004
(Amounts in thousands)

Other financing sour ces:
Proceeds of general obligation bonds.............cccovveiinenen:
Proceeds of refunding bonds.
Proceeds of capital leases........
Transfersin for debt Service ......cooveeenrreeceneeeeen,
THANSFEIS TN,

Total other financing SOUrCes.........cccovureeneninieecneries

Other financing uses:
Payments to refunded bond escrow agent............coceeeeenene
TransferS OUL........ceeveveveeeererinieeeeieieiene
Transfers of appropriations..
Transfers of bond proceeds.....
Transfers out for debt service..

Total other finaNCING USES........ccoovviviriieeeee e

Total other financing sources and USEs.........c.cccceeeneneee.
Net changein fund balances...........ccocoveeinninnicnennienn,
Fund balances (deficits) at beginning of year.....................
Fund balances (deficits) at end of year.........ccccccceeeveunee.

Capital Projects
Central Artery Other
Statewide Roads Governmental
Genera Highway Lotteries Debt Service and Bridges Funds Total
- - - - 80,004 1,913,076 1,993,080
- - - 2,832,866 - 469,106 3,301,972
10,664 - - - - - 10,664
- - - 1,507,534 - - 1,507,534
1,877,437 68,998 - - 73,808 2,002,887 4,023,130
1,888,101 68,998 - 4,340,399 153,812 4,385,069 10,836,379
- - - 2,832,866 - - 2,832,866
581,953 125,161 985,236 - 89 2,267,458 3,959,897
823,808 - - - - 505 824,313
- - - - - 59,414 59,414
759,026 733,207 - - - 112,617 1,604,850
2,164,787 858,368 985,236 2,832,866 89 2,439,994 9,281,340
(276,686) (789,370) (985,236) 1,507,534 153,723 1,945,075 1,555,040
1,187,530 (91,716) 14,877 (97,317) (203,637) 1,593,651 2,403,389
1,309,917 (582,429) (14,185) 231,498 936,218 139,998 2,021,017
2,497,447 $ (674,145) $ 692 % 134,182 $ 732,581 $ 1,733,649 $ 4,424,406
(concluded)

The notes to the financial statements are an integral part of this statement.
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Reconciliation of Statement of Revenues, Expenditures and
Changesin Fund Balances of Governmental Funds
to the Statement of Activities

For the fiscal year ended June 30, 2004
(Amountsin thousands)

Net changein fund balances - total governmental funds..........cccooiveenineinincneee s $ 2,403,389

Amounts reported for governmental activities in the statement of activities are different because:

Governmental funds report capital outlays as expenditures. However, in the
statement of activities, the cost of those assets is allocated over their estimated

useful lives and reported as depreciation expense. Thisisthe amount by which
capital outlays exceeded depreciation in the current period, including increases
to construction in process, but excluding reductions and diSpoSitions...........ccccevererereneseseennn 208,774

Amounts presented in the statement of activities, but not in the change in fund
fund balances due to difference in revnue and expense recognition under 270,471
different bases Of ACCOUNTING........oowiiiiee e e e et

Elimination of due from/ due to activity between state departments within
government and busiNeSS-tyPe aCtIVITIES. .. ... in it e (9,959)

Theissuance of long - term debt (e.g. bonds, leases) provides current financial

resources to governmental funds, while the repayment of principal of long - term

debt consumes the current financial resources of governmental funds. Neither

transaction has any effect on net assets. Also, governmental funds report the

effect of issuance costs, premiums, discounts, and similar items when debt is

first issued, whereas these amounts are deferred and amortized as part of the

statement of activities. This amount is the net effect of these differencesin

the treatment of long - term debt and related ItEMS..........cooiiiiiiiee e (1,419,666)

Pension Underfunding Boston Teachers Retirement System Net Obligation (30,338)
Some expenses reported in the statement of activities do not require the use of

current financial resources and therefore, are not reported as expendituresin

governmental funds. These expensesinclude accrued interest, lottery prizes,

claims and benefits that are reported in the statement of activities, but not in funds.................... 341,419

Changein net assets of governmental aCtiVitieS.........covoveerererenese e e e s $ 1,764,090

The notes to the financial statements are an integral part of this statement.
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Freedom from Fear

The Saturday Evening Post, March 13, 1943 ©1943 SEPS: Licensed by Curtis
Publishing, Indianapolis, IN.

Freedom from Fear was the last of the four ideas to be done. These
paintings succeeded in raising almost $133 million in war-bond
purchases. Norman Rockwell said the Four Freedoms were “serious
paintings which sucked the energy right out of me, leaving me dazed
and thoroughly weary.”

In a personal letter to Rockwell, President Roosevelt wrote, “I think
you have done a superb job in bringing home to the plain, everyday
citizen the plain, everyday truths behind the Four Freedoms . . .

I congratulate you not alone on the execution but also for the spirit

which impelled you to make this contribution to the common cause
for a freer, happier world.”
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Statement of Net Assets
Proprietary Funds
June 30, 2004

(Amounts in thousands)
Unemployment
Compensation University of State Community
Trust Fund Massachusetts Colleges Colleges Total
Assets
Current assets:
Cash and cash equivalents..............c.ocooviviiininncnnn, $ - $ 58,601 $ 101,021 $ 64,060 $ 223682
Short-terminvestments ...............coooiiiii - 181,999 27,859 29,311 239,169
Receivables, net of allowance for uncollectibles:
Federal grants and reimbursementsreceivable............ - 43,864 - - 43,864
LOAMNS. .. ettt - 37,436 1,469 265 39,170
Other receivables..............coooiiiii e 401,940 118,287 11,842 18,135 550,204
Due from affiliates..............cooeiiiiiii e - 5,200 - 133 5,333
Other CUrrent a@sSetS.........cvvvvrieriiriieii e - 26,199 3,347 4,705 34,251
Total current assetsS........c.vvuvveiiniii e 401,940 471,586 145,538 116,609 1,135,673
Noncurrent assets:
Cash and cash equivalents - restricted................c.ceeee. - 661,104 13,970 4,157 679,231
Long-term investments... ... ....ouevveieeiiniiiiie e - 401,170 49,482 47,209 497,861
Restricted investments.............coooviivie e, - - 6,206 4,654 10,860
Accountsreceivable, Net.............ccoooviiii . - 31,707 380 67 32,154
Loansreceivable, net............cooviiiiiiii - - 14,374 1,629 16,003
Capital assets, net of accumulated depreciation............. - 1,164,719 271,162 254,787 1,690,668
Other noNCUrrent @SSetS... ... ..ovvvvvveivee i - 24,861 3,757 3,034 31,652
Other noncurrent assets - restricted.............ccooveninnnes 122,449 - 9,492 8,104 140,045
Total NONCUITeNnt aSSEtS......oevvviiiiiie e et 122,449 2,283,561 368,823 323,641 3,098,474
Total @SSELS.......vviiiii i 524,389 2,755,147 514,361 440,250 4,234,147
Liabilities
Current liagbilities:
Accounts payable and other liabilities....................... 21,355 117,295 13,705 16,278 168,633
Accrued payroll..........cooieiii i - 76,075 15,528 18,840 110,443
Compensated abSenCeS. ........oovivviuiiiieieeeieieiienns - 56,453 16,771 19,353 92,577
Accrued interest payable.............cooiiiiiiiiiiie - 8,006 88 340 8,434
Tax refunds and abatements payable........................ 17,030 - - - 17,030
Deferred revenue.............cooiuiiiiiiiiiii e 17,270 35,156 11,700 2,910 67,036
Student deposits and unearned revenues ... ................. - 3,884 5,402 8,900 18,186
Dueto affiliaes. .. ... .ooveei i - 5,200 - 133 5,333
Capital 188SES. .. ... vvieeiie i - 8,315 3,199 4,338 15,852
Bonds, notes payable and other obligations................. - 40,685 1,309 1,627 43,621
Total current liabilities............ccooovi 55,655 351,069 67,702 72,719 547,145
Noncurrent liahilities:
Compensated abSenCeS. ........oovivviviiiiie e eiiieiiinenns - 24,721 13,853 16,676 55,250
Dueto federal government - grants.............ccoeeueenens - - 6,752 1,826 8,578
Deferred revenue.............cooovieiiiiiiiei e - 10,607 3,636 - 14,243
Capital 188SES. .. ... vvieeiie i - 36,426 8,835 12,858 58,119
Bonds, notes payable and other obligations................. - 923,669 47,797 34,008 1,005,474
Other noncurrent liahilities............coooeeiiiiiiiiinene.e. - 48,426 10,393 4,292 63,111
Total noncurrent liabilities..............occooiinn. - 1,043,849 91,266 69,660 1,204,775
Total labilities.........ooviii 55,655 1,394,918 158,968 142,379 1,751,920
Net assets:
Invested in capital assets, net of related debt............... - 714,133 211,070 207,434 1,132,637
Restricted for:
Unemployment benefits.............cooviiiiinniienns 468,734 - - - 468,734
Other PUIPOSES. .......cvuiiii e - 327,883 77,453 41,513 446,849
Unrestricted. .. ......ooovvvivi i - 318,213 66,870 48,924 434,007
Total NEt ASSELS....o.eovee i $ 468,734 $ 1,360,229 $ 355,393 $ 297,871 $ 2,482,227

The notes to the financial statements are an integral part of this statement.
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Statement of Revenues, Expenses and Changesin Net Assets

Proprietary Funds
Fiscal Year Ended June 30, 2004

(Amounts in thousands)
Unemployment
Compensation University of State Community
Trust Fund M assachusetts Colleges Colleges Tota
Operating revenues:
Unemployment compensation Contribution.............ccceeveviereieenenns $ 1441522 $ -8 - 3% - $ 1441522
Net tuition and fees........ccovvvvvrneneneennn - 361,762 158,513 129,991 650,266
Federal grants and reimbursements.... 811,278 401,750 41,539 122,099 1,376,666
MISCEIIANEOUS........cecuiuiererereieii e 40,281 460,906 64,227 35,266 600,680
Total OPErating FEVENUES.......cccocvureeueeririeieie et 2,293,081 1,224,418 264,279 287,356 4,069,134
Operating expenses:
Unemployment COMPENSALION........cc.oueueeererireeeeeisreseeieeeseseeeeeneens 2,461,293 - - - 2,461,293
INSETUCHTION. ... s - 401,416 160,329 199,631 761,376
RESEAICN.......oiiii e - 284,433 2,521 79 287,033
ACAHEMIC SUPPOIL....ceeeeeeieiireeieieeee ettt - 97,559 45,749 63,447 206,755
SHUOENE SEIVICES.......ceeeecc s - 70,962 47,586 70,051 188,599
Scholarships and fellowships.. - 29,424 6,105 31,018 66,547
PUbliC SErVice.......ccooviiicceiirrne - 212,623 3,781 5,765 222,169
Operation and maintenance of plant.. - 103,736 57,753 47,572 209,061
INSLItULiONal SUPPOIT........cvvrierrereeee s - 114,423 60,781 66,376 241,580
Other Operating EXPENSES........cucueuirirrrieeererereseereiee e seseeseeees - 27,189 3,893 2,965 34,047
DEPIECIALION. ......ovveeeeeer e - 101,488 18,588 20,402 140,478
AUXITArY OPEIELIONS......c.eeeeeeeieirereeietes et - 124,127 47,826 15,852 187,805
Total Operating EXPENSES. ..o, 2,461,293 1,567,380 454,912 523,158 5,006,743
OPEratiNg 10SS.....couiiiiciri i (168,212) (342,962) (190,633) (235,802) (937,609)
Nonoper ating revenues (expenses) and transfers:
Other FEVENUES..........oeieceicicieie s - 78,717 17,384 26,493 122,594
Other expenses - (30,296) (1,110) (2,021) (33,427)
INVESIMENE INCOMIE......cviiiieerieirieee et 10,084 36,137 7,132 5772 59,125
TIANSFES...ceiecc e - 392,037 204,757 233,659 830,453
Nonoperating revenuesand transfers, net....................o.oooee. 10,084 476,595 228,163 263,903 978,745
Changein Net aSSEtS.........coorviiicir s (158,128) 133,633 37,530 28,101 41,136
Total net assets - beginning (restated).........cccovvvrvveccceeeerrne 626,862 1,226,596 317,863 269,770 2,441,091
Total Net ASSELS - ENAING .....ooreumeiriieeieceerceiseeeseseseeeessesesees e $ 468734 $ 1,360,229 $ 355393 $ 297,871 $ 2,482,227

The notes to the financial statements are an integral part of this statement.
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Statement of Cash Flows- Combining

Proprietary Funds
June 30, 2004
(Amounts in thousands)

Unemployment

Compensation University of Community
Trust Fund M assachusetts State Colleges Colleges Total
Cash flows from operating activities:
Collection of unemployment ContribULiONS...........ccevcueueieeeeecrerereeierenns $ 2447472 $ - $ - $ - $ 2447472
Tuition, residence, dining and other student fees... - 369,457 159,982 133,926 663,365
Research grants and CONFACES.........cuvveirieerieieerieieisiee st sessenens - 391,986 40,413 119,460 551,859
Payments tO SUPPIIENS.......oueiriiieiiieirieeirieesese st - (417,243) (139,484) (137,320) (694,047)
Payments to employees... - (878,457) (239,426) (298,890) (1,416,773)
Payments to students.................. - (34,804) (10,749) (25,029) (70,582)
Payments for unemployment benefits......... (2,500,492) - - - (2,500,492)
Collection of loans to students and emplOYEeS............ccvrrreerereerinenennenn, - 7,648 1,830 174 9,652
INCOME FrOM CONLIACt SEIVICES.......cveceeiceiiceiiie sttt - 273,802 3,262 1,508 278,572
Maintenance costs. - - - 504 504
Auxilliary enterprise Charges.........ccouveirieenieeerieeessesese e - 193,354 22,234 (29) 215,559
OtNET TECEIPES....vveveeieiirirerie ettt 40,281 (174,540) 18,628 27,012 (88,619)
Net cash provided by (used by) operating activities.............ccccveuenen. (12,739) (268,797) (143,310) (178,684) (603,530)
Cash flows from non-capital financing activities:
State aPPrOPrAtiONS......cvcuieeeiiieteirieisiete sttt e e seese s - 402,439 171,218 186,686 760,343
Grants and contracts...........c.......... - 22,834 958 647 24,439
Student organi zations agency transactions.. - 1,338 Q) 79 1,416
Assignment of perkins loans. - 2 (5,632) 2,575 (3,055)
Net cash provided by (used by) non-capital financing activities...... - 426,613 166,543 189,987 783,143
Cash flows from capital and related financing activities:
Capital aPPrOPriatioNS........coveveereeririeieisieisree st - 21,725 2,703 27,632 52,060
Purchases of capital assets.. - (119,776) (21,995) (33,856) (175,627)
Proceeds from debt issuance.. - 454,307 1,565 30 455,902
Other capital @SSet ACHVILY........cccveveuieeeeeecee s - (5,113) 4,561 (210) (762)
Net purchases / sales of investments held by bond trustee................c.c.... - (27,633) - 122 (27,511)
Principal paid on capital debt and leases - (88,593) (5,010) (6,383) (99,986)
Interest paid on capital debt and 1€aSES...........cccovveirrerivecnreeeie - (28,541) (1,406) (2,191) (32,138)
Net cash provided by (used by) capital financing activities.............. - 206,376 (19,582) (14,856) 171,938
Cash flows from investing activities:
Proceeds from sales and maturities of investments...........c.cocoeevveernenens - 815,291 9,548 35,030 859,869
Purchases of investments. - (811,059) (15,164) (39,817) (866,040)
INVESEMENE EBIMINGS. .. ..ttt et ettt et e e 10,084 9,607 7,162 8,018 34,871
Net cash provided by (used by) investing activities............c.cocereeenen, 10,084 13,839 1,546 3,231 28,700
Net increase (decrease) in cash and cash equivalents.............cccc...... (2,655) 378,031 5,197 (322) 380,251
Cash and cash equivalents at the beginning of the fiscal year.................. 2,655 341,674 109,794 68,539 522,662
Cash and cash equivalents at the end of thefiscal year..................... $ - $ 719,705 $ 114,991 $ 68,217 $ 902,913
Reconciliation of operating revenues net income (l0ss)
cash provided (used) by operating activities
OPErAtING LOSS.......vcvcvieiiieiiieiee ettt seaeas $ (168,212) $ (342,962) $ (190,633) $ (235,802) $ (937,609)
Adjustments to reconcile oper ating income (loss) to net cash
provided by (used by) operating activities:
DEPreCiation EXPENSE. ......veuieererieieieieieresiesesestesestesessesesessesessssasessesesens - 101,465 18,295 19,985 139,745
Fringe benefits paid by the Commonwealth............ccccvvirnienncnnne, - - 31,865 43,696 75,561
Changes in assets and liabilities:
Accounts receivable, prepaids and other assets..............c..coeeeee. (179,178) (49,472) (3,126) 349 (231,427)
Accounts payable, accrued liabilities and benefits... (39,199) 34,224 (9,339) (9,257) (23,571)
Student deposits and other unearned and deferred revenues... 5,647 (1,109) 4,500 1,515 10,553
Other noncurrent assets - restricted and liabilities....................... 368,203 (10,943) 5,128 830 363,218
Net cash provided by (used by) operating activities..........c.cocoveverens $ (12,739) $ (268,797) $ (143,310) $ (178,684) $ (603,530)

Non-cash investing, capital and financing activities:

The University System had immaterial non-cash activities. The State and Community Colleges had $ 96,950,000 of non-cash activities in the form of completed

capital projects from the Commonwealth at net book value and non-cash asset acquisitions.

The notes to the financia statements are an integral part of this statement.
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oston Pops

Photograph by Walter H. Scott. Courtesy of the Boston Pops Orchestra.

This summer the images of Norman Rockwell’s Four Freedoms were set to music by the
Boston Pops. The orchestra, led by conductor Keith Lockhart, performed a revival of
Robert Russell Bennett’s The Four Freedoms Symphony, a 1943 composition originally
presented at Carnegie Hall in New York City.
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Statement of Net Assets

Fiduciary Funds
June 30, 2004
(Amounts in thousands)
External Private
Pension Investment Purpose Agency
Trust Funds Trust Funds Funds Funds Total
ASSETS

Cash and short-term investments...............oceeevvvveennn. $ - $ - $ 5834 $ 302539 $ 308,373
Assets held in trust for pension benefits:

Cash and short-term investments..............ccoceeeeeen. 1,896,724 89,723 - - 1,986,447

Investments at fair value..........c.ccovveeeevinieeeiiiinnnnnns 29,797,126 1,417,753 - - 31,214,879
Assets held in trust for pool participants:

Cash and short-term investments..............cccceeeeeen. - 2,005,013 - - 2,005,013
ANNUILY CONTFaCES......uuiieeiiiiiiiiii e e e - - - 1,433,077 1,433,077
Assets held in trust - - - 3,043,993 3,043,993
Receivables, net of alowance for uncollectibles:

TAXES. ettt - - - 980 980

Other receivables...........ccoeevviiieiiiiiieeeeeeis 846,574 38,871 - 104,900 990,345

OLher @SSELS.....cvvviiirieeiiiie e 2,155 102 - - 2,257
TOtaAl @SSELS...evvvveriiiiiiiiie e e et ettt 32,542,579 3,651,462 5,834 4,885,489 40,985,364

LIABILITIES
Accounts payable.........ccccoeeiieiiiiiii 1,314,101 62,769 - 25,482 1,402,352
Accrued payroll........cccoooeiiiieie s - 821 - - 821
Due to cities and towns... - - - 35,828 35,828
Due to federal government...........ccccceeeveeeienniniiiinnnns - - - 5 5
Prizes payable.......ccccccvviiiiiiiiiiiii - - - 1,433,077 1,433,077
Agency 11abilities........coouuuviimiiiiiiiiiiiiiiiiiieiieeieeieeeens - - - 3,391,097 3,391,097
Total liabilitieS......uueiieiieiieiiiie e 1,314,101 63,590 - 4,885,489 6,263,180

Net assets:
Restricted for employees' pension benefits. 31,228,478 - - - 31,228,478
Restricted for external investment trust fund participi - 3,487,872 - - 3,487,872
Restricted for nonexpendable trusts...............cccoeeees - - 5,834 - 5,834
Total Net assetS....uvvvvveerieeeeeeeeennns $ 31,228478 $ 3487872 $ 5834 $ - 8 34,722,184

The notes to the financial statements are an integral part of this statement.
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Statement of Changesin Net Assets

Fiduciary Funds
Fiscal Y ear Ended June 30, 2004
(Amounts in thousands)
Pension External Private
Trust Investment Purpose
Funds Trust Funds Funds Total
Additions:
Contribution:
Employer contributions...........ccccceeevvvieneseneeneeenne $ 687,335 $ - $ - 687,335
Employee contributions............cccoeveeeneeceneenenenne 882,741 - - 882,741
Proceeds from sale of UnitS............ooeeeuveeeeieeciineeennn, - 8,908,347 - 8,908,347
Unitsissued - reinvestment of distributions.............. - 13,081 - 13,081
Total contribUtioNS........ccooeeeueeieeee e 1,570,076 8,921,428 - 10,491,504
Net investment income :
Net appreciation in fair value ..........ccccocevveeeieennne. 4,276,991 179,989 - 4,456,980
[0S SR 356,339 34,043 - 390,382
DiVIGENAS.....cveiieieceieeee et 348,352 14,660 - 363,012
Real estate operating income, Net............cccoceevveenen. 166,116 6,990 - 173,106
Alternative iNVESEMENES........cceeiieeveeeeeee e 14,064 592 - 14,656
(@131 TR 9,240 389 - 9,629
Total investment iNCOME...........ccvevveevereireeinens 5,171,102 236,663 - 5,407,765
Less: investment EXPENnSE........coveeereeereereeereeseeenennnes 76,432 5,122 - 81,554
Net investment iNCOME ........ooccveeeeeee e 5,094,670 231,541 - 5,326,211
Total additionS......c.coovevieie e 6,664,746 9,152,969 - 15,817,715
Deductions:
AdMINISration........c.ccovvieiiiieeiie e 14,579 - - 14,579
Retirement benefits and refunds............cccceevvveenneee. 2,309,785 84,627 - 2,394,412
Cost of unitsredeemed..........ccccevevveeceeiieccee e, - 8,870,346 - 8,870,346
Distribution to unit holders............ccoeevveevereireenrneenne, - 17,141 - 17,141
Total dedUCLIONS.........covvveereieree e, 2,324,364 8,972,114 - 11,296,478
NEL INCTBASE ....cvvieceectee ettt 4,340,382 180,855 - 4,521,237
Net assets - beginning.......cooovvviie i, 26,888,096 3,307,017 5,834 30,200,947
Net assets- ending.......oovvviviieiiiiie s $ 31,228,478 $ 3,487,872 $ 5,834 34,722,184

The notesto the financial statements are an integral part of this statement.
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Happy Birthday Miss Jones

Saturday Evening Post cover, March 17, 1956 ©1956 SEPS: Licensed by Curtis
Publishing, Indianapolis, IN.

Although Rockwell often focused on the ordinary episodes of life, which
he invested with a sense of heightened significance, he often avoided
specifying places or times in his pictures, and he downplayed the
economic and class identity of his characters.

Of Miss Jones, Rockwell said, “I painted this cover as a sort of tribute to
school-teachers — in particular, my favorite teacher, Miss Julia Smith,
who taught me all the history, arithmetic, grammar and geography

I know and encouraged me to draw; at Christmastime, Santa Claus and
his reindeer in colored chalks on the blackboard; in geography class,
Arabs, and Indians, in history, covered wagons and Puritans . . . [ made a
sketch while painting the cover, because I had lost track of what I
wanted to express in the portrait of the school teacher — the selfless
devotion of teachers, willing to work long hours for their students.

A quick sketch sometimes helps me to regain the freshness and vitality
of my original inspiration.”
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After the Prom

Saturday Evening Post cover, May 25, 1957 ©1957 SEPS: Licensed by Curtis
Publishing, Indianapolis, IN.

Rockwell called this illustration “his chinless” picture. He
commented, “If you notice, not one of the characters in it
possesses a normal chin — all weak as polliwogs. I even
concealed the chin on the man on the left behind his shoulder.
I don’t know why. How much more delightful the cover would
have been if I had painted the models as they really were —

a sweet pretty young girl, a good-looking boy. I had intended to
paint a warm, pleasant picture — a young girl after her first
prom. But then I was overcome by an irresistible impulse to
caricature.”
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Statement of Net Assets

Component Units

June 30, 2004

(Amounts in thousands)
M assachusetts
M assachusetts Water
Bay M assachusetts Pollution Nonmajor
Transportation Turnpike Abatement Component
Authority Authority Trust Units Total
Assets
Current assets:
Cash and cash equIValeNnts............c.ccoveeeeiisiiniiinaans $ 146,423  $ 2 3 252615 % 242,726 % 641,766
Short-term investments - 81,165 199,093 168,521 448,779
Receivables, net of allowance for uncollectibles:
Federal grants and reimbursement receivable............. 19,243 - 15,243 20,214 54,700
LO@NS. .. - - 128,222 17,295 145,517
Other receivables...........oocoviiiiiici i, 17,771 23,760 60,305 41,012 142,848
Due from citiesand tOWNS............ocviviiiiiiiei e, - - - 20,052 20,052
Due from primary government............c.c.vevveveneenaenen. 98,168 4,088 15,650 100,769 218,675
INVENTOTY .. e e 33,768 - - 22,499 56,267
Other CUrrent @SSetS. .. ......uvuvuiiie et it iee e e 4,765 4,987 - 13,016 22,768
Total CUrTeNt aSSEtS......ccvvieiee e e ee e 320,138 114,002 671,128 646,104 1,751,372
Noncurrent assets:
Cash and cash equivaents - restricted.............o.oeeveeenn 1,004,915 - - 164,883 1,169,798
Long - term investments..........c.ovuieeiiiiieiee e eeeeinannn - 126,114 990,053 108,672 1,224,839
Restricted inVeStMENtS.........ocuiviiiie e - 626,140 - 175,856 801,996
Accountsreceivables, NEt...........ccovieiii i - 30,671 - 13,116 43,787
Loansreceivables, Net...........ooovviiiiiiiii i - - 2,181,641 240,108 2,421,749
Due from primary government - - - 333,228 333,228
Capital assets, net of accumulated depreciation............... 7,115,024 2,431,029 - 1,519,350 11,065,403
Other NONCUITENt @SSELS. .. ... cvvvniiieieeeieiiiiiie e eaenes 19,052 10,906 4,451 37,068 71,477
Total NONCUITENt ASSELS. .. cuuiu i i i e e eaeaan s 8,138,991 3,224,860 3,176,145 2,592,281 17,132,277
Total @SSELS. .. uve ettt 8,459,129 3,338,862 3,847,273 3,238,385 18,883,649
Liabilities
Current liabilities:
Accounts payable and other liabilities.......................... 224,625 36,002 24,917 138,546 424,090
Accrued payroll...........oooeiiiiii 7,162 1,196 - 1,344 9,702
Compensated abSENCES........uvviiiiiii i 14,363 2,918 - 1,268 18,549
Accrued interest payable..........coooeiiiiiiii i 80,119 60,554 48,810 13,798 203,281
Due to primary government............coeeeeeeveeninnnnenaennn. - - - 29,461 29,461
Deferred reVeNUE ..........ooeiiieiiiiiii e e - - - 18,090 18,090
Capital 1€3SES. .. ... vvuvveiieiii e 10,867 - - 729 11,596
Bonds, notes payable and other obligations - current........ 106,735 39,935 99,260 141,870 387,800
Total current liabilities.............cooeviiiiininnn, 443,871 140,605 172,987 345,106 1,102,569
Noncurrent lighilities:
Compensated abSENCES........uvviie i - 5,773 - 167 5,940
Accrued interest payable ..........oooieiii i - 45,383 1,395 7,126 53,904
Deferred reVenUE. .........c.oeuiiiiiee i e 20,375 37,860 - 39,381 97,616
Capital |€3SES. .. ... vvuiveieeii i 527,231 - - 1,530 528,761
Bonds, notes payable and other obligations................... 4,260,083 2,370,382 2,210,839 1,182,928 10,024,232
Other noncurrent liabilities.............ccoooeiie i 14,002 66,207 122,785 31,242 234,236
Total noncurrent liabilities.............ocoeviiinns, 4,821,691 2,525,605 2,335,019 1,262,374 10,944,689
Total liabilities.......coooviiiiii 5,265,562 2,666,210 2,508,006 1,607,480 12,047,258
Net Assets
Invested in capital assets, net of related debt..................... 3,062,161 327,530 1,118,461 1,077,940 5,586,092
Restricted for:
DEDE SEIVICE. ... i et - - - 6,753 6,753
Capital ProjECES......veieiie et et e - - - 3,397 3,397
Other PUIPOSES. .. ..e ettt ee et et et e ee e 31,651 87,592 - 327,658 446,901
UNFESCted. .. .o 99,755 257,530 220,806 215,157 793,248
Total net assets..........coovviiiee. $0 3193567 $ 0 672652 0 $ 0 1,339267 $ 1,630905 $ 6,836,391

The notes to the financial statements are an integral part of this statement.
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Statement of Revenues, Expenses and Changesin Net Assets

Component Units
Fiscal Year Ending June 30, 2004
(Amounts in thousands)
Massachusetts
Massachusetts Water
Bay M assachusetts Pollution Nonmajor
Transportation Turnpike Abatement Component
Authority Authority Trust Units Total

Operating revenues and expenses:
Charges for SErVICES. .....ouuviiie e $ 29549 $ 262,158 $ 2040 $ 187,765 $ 747,459
(0101 SO PPTPP 49,440 25,228 - 74,726 149,394
Total operating revenues.............cceeeeeieeeeninnnn. 344,936 287,386 2,040 262,491 896,853

Operating expenses:

COSt Of SEIVICES ... eviieie et e e et e 478,758 134,936 30,816 255,219 899,729
AdMINISration COSES. ... .uuivniriiiiiitiie it 418,401 18,061 3,466 87,182 527,110
DEPIECIBLION. .. et eee et et e et e et e e e 240,241 73,632 - 49,177 363,050
Total operating eXpenses.........ocuvvvieneeieeeenienenns 1,137,400 226,629 34,282 391,578 1,789,889
Operating income (10SS)..........vvieneeiieieniiinnnn. (792,464) 60,757 (32,242) (129,087) (893,036)

Nonoper ating revenues (expenses):
Operating grants. .. ......vuu et et et eee e 823,717 14,992 7,853 192,313 1,038,875
INEENESE INCOME. ...t eee et e e 7,208 21,902 152,956 18,827 200,893
INEEIESt EXPENSE. ...t eeee e e (177,103) (134,827) (131,917) (47,692) (491,539)
Other nonoperating revenue (EXPENSE)..........cuvvveennnne. 11,917 - - (21,002) (9,085)
Nonoper ating revenues (expenses), Net................. 665,739 (97,933) 28,892 142,446 739,144

Income (loss) befor e contributions and

operatingtransfer..............cooeiiiiiiiinn, (126,725) (37,176) (3,350) 13,359 (153,892)
Capital contributions.............ccooiviiiiiii . 232,618 311,167 37,815 248,342 829,942
Net income (loss) for theyear..........c.oooeeiiieiinininnnn. 105,893 273,991 34,465 261,701 676,050
Net assets - beginning............oveiiviiiieiieiii e, 3,087,674 398,661 1,304,802 1,369,204 6,160,341
Net assets- ending..........ccocvviiiiiiiiiiiiiie. $ 3193567 $ 672652 $ 1,339267 $ 1,630,905 $ 6,836,391

The notes to the financial statements are an integral part of this statement.
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Going and Coming

Saturday Evening Post cover, August 30, 1947 ©1947 SEPS: Licensed by Curtis Publishing, Indianapolis, IN.

Going and Coming, published in 1947, captures a common family event in America’s postwar years.
This humorous story uses split images to describe the “before” and “after” of a family’s summer outing.
The two scenes are similar to the panels of a comic strip. This technique tells a story and invites a
comparison of people, times, and action. The late 1940s and early 50s were a time of peace and
prosperity after the sacrifices of World War II. Americans were ready to buy their dream homes and cars.
Autos were large, gasoline was inexpensive, and people drove everywhere to see what was new. The rise
of the automobile meant that the whole family could travel together — even with the family pet!
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Notes to the Basic Financial Statements Fiscal Year Ended June 30, 2004

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accompanying financial statements of the Commonwealth of Massachusetts
(Commonwealth) have been prepared in accordance with accounting principles
generally accepted in the United States of America, (GAAP). The
Governmental Accounting Standards Board (GASB) is the recognized standard-
setting body for establishing governmental accounting and financial reporting
principles. The significant Commonwealth accounting policies are described
below. Except where noted, all numbers in the footnote tables and other
sections of this Comprehensive Annual Financial Report are in thousands.

A.  Reporting Entity The Commonweslth is comprised of three branches: the Executive Branch, with
the Governor as the chief executive officer; the Legislative Branch, consisting of
a Senate of 40 members and a House of Representatives of 160 members; and
the Judicial Branch made up of the Supreme Judicial Court, the Appeals Court
and the Trial Court. In addition, the Legislature has established 56 independent
authorities and agencies. Below the level of state government are 351 cities and
towns exercising the functions of local governments. The cities and towns of the
Commonwealth are also organized into 14 counties, but county government has
been abolished in seven of those countiesin recent years.

For financial reporting purposes, the Commonwealth has included all funds,
organizations, account groups, agencies, boards, commissions and institutions.
The Commonwealth has also considered all potential component units for which
it is financially accountable as well as other organizations for which the nature
and significance of their relationship with the Commonwealth is such that
exclusion would cause the Commonwealth’s financial statements to be
misleading or incomplete. As required by GAAP, these financial statements
present the Commonwealth of Massachusetts (the primary government) and its
component units. The Commonwealth has included 35 entities as component
units in the reporting entity because of the significance of their operational
and/or financial relationships with the Commonwealth.

Component Units and Details of Departments and Entities that are Separately
Audited

Blended Component Units — Blended component units are entities that are
legally separate from the Commonwealth but are so related to the
Commonwealth, that they are, in substance, the same as the Commonwealth or
entities providing services entirely or aimost entirely to the Commonwealth.
The net assets and results of operations of the following legally separate entities
are presented as part of the Commonwealth’s operations:

The Pension Reserves Investment Trust Fund (PRIT) is the investment
portfolio for the pension net assets of the Commonwealth and as such, is
presented as a blended component unit. PRIT is managed by the Pension
Reserves Investment Management (PRIM) Board. Certain portions related
to municipal holdings of PRIT are reported as an external investment trust
within the fiduciary statement of net assets and statement of changesin net
assets.

The Health Care Security Trust Account (HCST) is the long - term

investment account of the Headth Care Security Trust, a minor
governmental fund. The Health Care Security Trust was the ultimate
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recipient of tobacco settlement remittances to the Commonwealth from
fiscal year (FY) 99 through FY02. The HCST is managed by a board of
trustees, which supervises the investment and reinvestment of monies
received into the HCST. The HCST utilizes certain resources and staff of
PRIT or PRIM. In FYO04, certain Medicaid related revenues were also
managed by the HCST.

The Massachusetts Municipal Depository Trust (MMDT) is an
investment pool of the Commonwealth and its political subdivisions.
Portions of MMDT are reported as an external investment trust within the
fiduciary statement of net assets and statement of changes in net assets.
MMDT is established by the Treasurer — Receiver General, who serves as
trustee.

The following entities are audited separately from the Commonwealth but
arenot legally separate from the Commonwealth:

The Massachusetts State Lottery Commission, adivision of the Office of
the State Treasurer and Receiver — General, operates the Commonwealth’s
lottery. The net assets of the Commission and results of operations are
presented as part of the Commonwealth’ s governmental activities.

The Commonwealth of Massachusetts Owner Controlled Worker’'s
Compensation and General Liability Insurance Program (OCIP)
provides worker’'s compensation and general liability insurance for all
eligible contractors and subcontractors working on the Central Artery /
Tunnel Project (CA / T). The OCIP is managed by the Massachusetts
Highway Department.

The institutions of higher education of the Commonwealth have operations
and net assets that are presented as part of the Commonwealth’s business—
type activities. These systemsinclude:

The University of Massachusetts System including its discretely
presented component units, the University of Massachusetts Building
Authority, the University of Massachusetts Foundation, Inc., and the
Worcester City Campus Corporation (doing business as Umass Health
System.) The Worcester City Campus Corporation includes a not-for-profit
subsidiary, the Worcester Foundation for Biomedical Research, Inc.
Finally, the University System includes the University of Massachusetts
Dartmouth Foundation, Inc.

The State and Community College System including the 9 State and 15
Community Colleges located throughout the Commonwealth and the
Massachusetts State College Building Authority (a blended component
unit). The following are Community Colleges:

Berkshire Community College

Bunker Hill Community College
Bristol Community College

Cape Cod Community College
Greenfield Community College
Holyoke Community College

Massasoit Community College
Massachusetts Bay Community College
Middlesex Community College

Mount Wachusett Community College

O OO0 O0OO0OO0OO0OO0OOo
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Commonwealth of Massachusetts

Northern Essex Community College
North Shore Community College
Quinsigamond Community College
Roxbury Community College

Springfield Technical Community College

O OO0 O0o0Oo

Thefollowing are State Colleges:

Bridgewater State College

Fitchburg State College

Framingham State College
Massachusetts College of Art
Massachusetts Maritime Academy
Massachusetts College of Liberal Arts
Salem State College

Westfield State College

Worcester State College

OO0OO0OO0O0O0OO0OO0O0o

I mplementation of GASB Statement 39

In FYO04, the Commonwealth implemented GASB Statement No. 39,
Determining Whether Certain Organizations are Component Units, an
amendment of GASB Statement No. 14, which provides additional guidance for
determining whether certain organizations should be reported as component
units based on the nature and significance of their relationship with the primary
government and to clarify reporting requirements for those organizations. Asa
result, in addition to the aforementioned University of Massachusetts System
component units are the following State and Community College System
foundations, all of which are legally separate, taxexempt, separately audited,
component units of the various colleges. These entities resources can only be
used by or are for the benefit of the various collegesto which they serve. All are
presented within the various college financial statements because of the nature
and significance of these entities to those colleges. Complete financial
statements may be obtained at their various offices.

Community College Component Units:

Berkshire Community College Foundation

Bristol Community College Foundation

Bunker Hill Community College Foundation

Cape Cod Community College Educational Foundation, Inc.
Greenfield Community College Foundation, Inc.

Holyoke Community College Foundation

Massasoit Community College Foundation

Massachusetts Bay Community College Foundation, Inc.
Middlesex Community College Foundation, Inc.

The Mount Wachusett Community College Foundation, Inc.
The Northern Essex Community College Foundation, Inc.
North Shore Community College Foundation

The Quinsigamond Community College Foundation, Inc.
The Roxbury Community College Foundation, Inc.
Springfield Technical Community College Foundation

OO0 000000000 O0OO0OO0OOo
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State College Component Units:

0 Bridgewater State College Component Units:

= The Bridgewater State College Foundation

=  The Bridgewater Alumni Association of Bridgewater State
College

Fitchburg State College Foundation, Inc.

Framingham State College Foundation, Inc.

Massachusetts College of Art Foundation, Inc.

Massachusetts College of Liberal Arts Foundation, Inc.

The Massachusetts Maritime Academy Foundation, Inc.

Salem State College Component Units:

= The Salem State College Foundation, Inc.

= Salem State College Assistance Corporation

0 Westfield State College Foundation, Inc.

0 Worcester State Foundation

OO0 O0OO0Oo

None of these foundations are considered major component units of the
Commonwealth under the definitions put forth under GASB Statenent 34, but
are blended within their various systems.

Other Discretely Presented Component Units that are Separately Audited —
Discrete component units are entities which are legally separate (often called
Authorities) are financially accountable to the Commonwealth, or whose
relationships with the Commonwealth are such that exclusion would cause the
Commonwealth’'s financial statements to be misleading or incomplete. The
component units column of the basic financial statements includes the financial
data of the following entities:

Major Component Units:

The Massachusetts Bay Transportation Authority (MBTA)
provides mass transit facilities within the Greater Boston metropolitan
area, comprising 175 cities and towns.

The Massachusetts Turnpike Authority (MTA) operates the
Massachusetts Turnpike and the Boston Harbor Tunnel crossings that
are part of the Metropolitan Highway System.

The Massachusetts Water Pollution Abatement Trust (MWPAT)
provides a combination of federal and Commonwealth funds for water
and sewer projects around the Commonwealth as operator of the
Commonwealth’s State Revolving Fund.

Minor Component Units

The Massachusetts Convention Center Authority (MCCA)

The Massachusetts Development Finance Agency
(MassDevelopment)

The Massachusetts Technology Park Corporation (MTPC)

The Massachusetts Community Development Finance Corporation
(MCDFC)

Commonwealth Corporation

The Massachusetts I nternational Trade Council, Inc. (MITC)

The Community Economic Development Assistance Corporation
(CEDAC)
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The Massachusetts Housing Partnership (MHP)

Route 3 North Transportation mprovements Association (R3N)
The Commonwealth Zoological Corporation

The Regional Transit Authorities (15 separate entities) including:
0 Berkshire Regional Transit Authority

Brockton Area Transit Authority

Cape Ann Transit Authority

Cape Cod Regional Transit Authority

Franklin Regional Transit Authority

Greater Attleboro/ Taunton Regional Authority
Greenfield-Montague Transportation Area

Lowell Regional Transit Authority

Martha' s Vineyard Transit Authority

Merrimack Valley Regional Transit Authority

Montachusett Regional Transit Authority

Nantucket Regional Transit Authority

Pioneer Valley Regional Transit Authority

Southeastern Regional Transit Authority

Worcester Regional Transit Authority

O 0OO0O0OO0OO0CO0OO0OO0OO0OO0OOO0OO

Related Organizations

The following are “related organizations’ under GASB Statement No. 14, “ The
Financial Reporting Entity” as amended by Statement 39: Massachusetts Rort
Authority, Massachusetts Housing Finance Agency, Massachusetts Health and
Educational Facilities Authority and Massachusetts Technology Development
Corporation. The Commonwealth is responsible for appointing a voting majority
of the members of each entity’s board, but the Commonwealth’ s accountability
does not extend beyond the appointments. These entities do not meet the criteria
for inclusion as component units of the Commonwealth and therefore are not
part of these financial statements.

Availability of Financial Statements

The Commonwealth’s component units, departments and funds that are
separately audited issue their own financial statements. These statements may
be obtained by directly contacting the various entities. To obtain their phone
numbers, you may contact the Office of the State Comptroller, Financial
Reporting and Analysis Bureau, at (617) 973-2660.

The Statement of Net Assets and the Statement of Activities report information
on al non-fiduciary activities of the primary government (the Commonwealth),
and its component units. Primary government activities are defined as either
governmental or business-type activities. Governmental activities generally are
financed through taxes, intergovernmental revenues and other non- exchange
revenues. Business-type activities are financed in whole or in part by fees
charged to external partiesfor goods or services.

Government — Wide Financial Statements

The Statement of Net Assets presents all of the reporting entity’s non-fiduciary
assets and liahilities, with the difference reported as net assets. Net assets are
reported in three categories:

Invested in capital assets, net of related debt consists of capital assets, net
of accumulated depreciation and reduced by outstanding balances for
bonds, notes and other debt that are attributed to the acquisition,
construction or improvement of those assets.
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Commonwealth of Massachusetts

Restricted net assets result when constraints placed on net asset use are
either externally imposed by creditors, grantors, contributors, and the like,
or imposed by law through enabling legislation.

Unrestricted net assets consist of net assets, which do not meet the
definition of the two preceding categories.

The Statement of Activities demonstrates the degree to which the direct
expenses of a given function or segment are offset by program revenues. Direct
expenses are those that are clearly identifiable within a specific function.
Program revenues include charges to customers or applicants who purchase, use,
or directly benefit from goods, services, or privileges that are restricted to
meeting the operational or capital requirements of a particular function. Taxes
and other items not meeting the definition of program revenues are instead
reported as general revenue and offset or supplant the net operating deficit or
surplus from governmental or business— type operations.

The fund financial statements present a balance sheet and a statement of
revenues, expenditures and changes in fund balances for its major and
aggregated non-major funds.

Separate financial statements are provided for governmental funds, proprietary
funds and fiduciary funds. Major individual governmental funds and major
individual proprietary funds are reported as separate columns in the fund
financial statements pursuant to GASB reporting standards, with non-major
funds being combined into a single column.

The Commonwealth reports its financial position and results of operations in
funds, each of which is considered a separate accounting entity. The operations
of each fund are accounted for with a set of self-balancing accounts that
comprise its assets, liabilities, fund equity, revenues and expenditures/expenses.
Transactions between funds within afund type, if any, have not been eliminated.

Governmental Activities — Government —wide financial statements - are
reported using the economic resources management focus and the full accrual
basis of accounting.  Revenues are recorded when earned and expenses are
recorded when a liability is incurred, regardless of the timing of cash flows.

Grants and similar items are recognized as revenues as soon as all eligibility
requirements imposed by the provider have been met.

Governmental Funds — Fund Financial Statements - account for the general
governmental activities of the Commonwealth. Governmental fund statements
are reported using the current financial resources measurement focus and the
modified accrual basis of accounting. Revenues are recognized as they become
susceptible to accrual; generally when they are both measurable and available.
Revenues are considered to be available when they are collected within the
current period or soon enough thereafter to pay liabilities of the current period.
Significant revenues susceptible to accrual include income, sales and use,
corporation and other taxes, federal grants, federal reimbursements and other
reimbursements for use of materials and services. Revenues from other
financing sources are recognized when received. Expenditures are recorded in
the period in which the related fund liability is incurred. Principal and interest
on general long-term obligations are recorded as fund liabilities when due.
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Business — Type Activities — Government — wide financial statements account
for activities for which a fee is charged to external users for goods or services.
In these services, debt may be issued backed solely by these fees and charges.
There may be also alegal requirement or a policy decision to recover costs. As
such, these funds account for operations similarly to afor — profit business. The
Commonwealth’s Institutions of Higher Education’s operations are reported as
systems within the proprietary funds. Proprietary fund types are described in
more detail below.

Proprietary and Fiduciary Funds — Fund Financial Statements are presented
on the same basis of accounting as the business-type activities in the government
—widefinancial statements.

The Commonwealth reports the following fund types:
Governmental Fund Types:

General Fund, a governmental fund, is the primary operating fund of the
Commonwealth. It is used to account for all governmental transactions, except
those required to be accounted for in another fund.

Special Revenue Funds account for specific revenue sources that have been
aggregated according to Commonwealth Finance Law to support specific
governmental activities.

Debt Service Fund accounts for the accumulation of resources for and the
payment of debt.

Capital Projects Funds account for the acquisition or construction of major

Commonwealth capital facilities financed primarily from bonds and federal
reimbursements.

Proprietary Fund Types:

Business - Type Activities account for programs financed in whole or in part by
fees charged to external partiesfor goods and services.

Fiduciary Fund Types:

Pension Trust Fundsreport resources that are required to be held in trust for the
members and beneficiaries of the Commonwealth’ s pension plans.

External Investment Trust Funds account for the portion of pooled cash and
pension assets held under the custodianship of the Commonwealth for the
benefit of cities, towns and other political subdivisions of the Commonwealth.

Private Purpose Funds account for various gifts and bequests held by the
Commonwealth of which only the income is expendable for purpose specified
by the donor. The mgjority of the individual accounts are for perpetual cemetery
care endowments on behalf of deceased individuals. The remaining trust fund in
the Massachusetts School Fund, established in 1834 a fund “for the aid and
encouragement of common schools.” The fund was originally capitalized from
the proceeds of the 1820's sale of the public lands upon which the State d
Maine was created.
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Agency Funds account for assets the Commonwealth holds on behalf of others.
Agency Funds are custodial in nature and do not involve measurement of
operations.

Within those fund types, the Commonwealth has established the following
funds:

Highway Fund, a governmental fund, accounts for user taxes including the gas
taxes and feesto finance highway maintenance and safety services.

Lottery Funds governmental funds, account for the operations of the State and
Arts Lotteries, which primarily finance payments for local aid.

Debt Service Fund, a governmental fund, accounts for the accumulation of
resources, principally transfers from other funds, for the payment of long-term
debt principal and interest.

Capital Projects - Central Artery Statewide Roads and Bridges Fund, a
governmental fund, accounts for the construction of a portion of the Central

Artery / Tunnel project financed from FY 01 forward, as well as various other

statewide road and bridge projects. These expenditures are financed from bond
proceeds, certain revenues from Registry of Motor Vehicles fees (net of debt
service expenditures) and payments from authorities.

Unemployment Compensation Fund reports the taxes collected from employers
and held by the United States Treasury in the Federal Unemployment Trust
Fund, from which funds are drawn for the payment of benefits to the
unemployed.

College and University Information is presented here, aggregated by the

University’s activity, the State Colleges activity and the Community College’s
activity.

Reporting Standards

Asallowed by GASB statement No. 20, Accounting and Financial Reporting for
Proprietary Funds and Other Governmental Entities that Use Proprietary Fund
Accounting, the Commonwealth’s proprietary funds follow al GA SB
pronouncements and those Financial Accounting Standards Board Statements
and Interpretations, Accounting Principles Board Opinions, and Accounting
Research Bulletins that were issued on or before November 30, 1989, except
those that conflict with a GASB pronouncement.

Fiscal Year Ends

All funds and discretely presented component units are reported using fiscal
years, which end on June 30, except for the Massachusetts Turnpike Authority
which utilizes a December 31 year end.

Program Revenue

Program revenue is defined by the Commonwealth to be the revenue from fees
and assessments collected by departments that are directly applicable to that
department’ s operations. A corresponding receivable is declared, if applicable.
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Commonwealth of Massachusetts

Revenues and expenses of business type activities and proprietary funds are
classified as operating or nonoperating and are subclassified by object.
Operating revenues and expenses generally result from providing services and
producing and delivering goods. All other revenues and expenses are reported
as nonoperating.

The Commonwealth follows the practice of pooling the cash and cash
equivalents of its Governmental and Fiduciary Funds. Cash equivalents consist
of short-term investments with an original maturity of three months or less and
are stated at cost. Interest earned on pooled cash is alocated to the General
Fund, Expendable Trust Funds and, when so directed by law, to certain Special
Revenue and Capital Projects Funds.

The Pension Trust Funds, with investments of approximately $29,797,126,000
at fair value, are permitted to make investments in equity securities, fixed
income securities, real estate, timber and other alternative investments. For
investments traded in an active market, the fair value of the investment will be
its market price. The Pension Trust Funds include investments in real estate,
venture capital funds, real estate funds, limited partnerships, futures pools,
international hedge pools, commodities pools, balanced pools, leveraged
buyouts, private placements and other alternative investments. The structure,
risk profile, return potential and marketability differ from traditional equity and
fixed income investments. Concentration of credit risk exists if a number of
companies in which the fund has invested are engaged in similar activities and
have similar economic characteristics that could cause their ability to meet
contractual obligations to be similarly affected by changes in economic or other
conditions. To mitigate the exposure to concentrations of risk, the Pension Trust
Fundsinvest in avariety of industries |ocated in diverse geographic areas. As of
June 30, 2004, the estimated fair values, determined by management with input
from the investment managers, of these real estate and alternative investments
were $5,496,796,000 of the Pension Trust Funds, representing 13.4% of the total
assets of the Fiduciary Fund Type.

Pension Trust Fund and External Investment Trust Fund net assets have been
restricted as follows:

“Restricted for employee’s pension benefits’ identifies resources held in trust
for the members and beneficiaries of the Commonwealth’s pension plans.”

“Restricted for external investment trust fund participants’ identifies the portion
of pooled cash and pension assets held under custodianship of the
Commonwealth for the benefit of cities, towns and other political subdivisions
of the Commonwealth. The Commonwealth also manages pension assets on
behalf of other governments.

The Commonwealth maintains a short-term investment pool. The investments
are carried at amortized cost, which approximates fair value. The primary
government’ s and component unit’ s share are reported as short-term investments
within their respective reporting categories. The various local governments and
other political subdivisions share of net assets is approximately $2,005,013,000
and is reported as an External Investment Trust within the Fiduciary Fund Type.

Included in the discretely presented Component Units are investments, whose
valuation was determined by management. In making its valuations,
management considered the cost of investments, current and past operating
results, current economic conditions and their effect on the borrowers, estimated
realizable values of collateral, and other factors pertinent to the valuation of
investments.  There is no public market for most of the investments.
Management, in making its evaluation, has in many instances relied on financial
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data and on estimates by management of the companies they have invested in as
to the effect of future developments.

Investments of the University of Massachusetts (UMass) are stated at fair value.
Annuity contracts represent guaranteed investment contracts and are carried at
present value.

Under the securities lending programs, PRIT receives fees for allowing its
lending agents to borrow from PRIT's public market equity and fixed income
securities, respectively, for a predetermined period of time. These loans are
secured with collateral (U.S. Treasury securities), typically equaling 102% of
the market value of the domestic securities borrowed and 105% on borrowings
of international securities. Purusant to the Operations Support Agreements with
PRIT’s lending agents, Mellon Trust held all collateral for securities on loan at
June 30, 2004. The collateral securities cannot be pledged or sold by PRIT
unless the lending agent(s) default. The lending agents are required to indemnify
PRIT in the event that they fail to return the securities on loan (and if the
collateral is inadequate to replace the securities on loan) or if the lending agents
fail to perform their obligations as stipulated in the agreements.

At June 30, 2004, the fair value of the securities on loan from PRIT was
approximately $2,115,720,000. The fair value of the collateral held by PRIT
amounted to $2,204,256,000 at June 30, 2004, of which $943,000,000 was cash.

In general, tax revenue is recognized on the government-wide statements, when
assessed or levied and on the governmental financial statements to the extent
that it is both measurable and available. Receivables are stated net of estimated
allowances for uncollectible accounts.

Reimbursements due to the Commonwealth for its expenditures on federally
funded reimbursement and grant programs are reported as “Federal grants and
reimbursements” or “Due from federal government.”

Included in receivables for FY 04 are amounts due to the Commonwealth under
provisions of the Master Settlement Agreement between five tobacco companies
and 46 states, including the Commonwealth. Pursuant to provisions of GASB
Technical Bulletin No. 2004-1 “ Tobacco Settlement Recognition and Financial
Reporting Entity Issues’, a receivable has been declared for $126.8 million,
representing 50% of the amounts estimated to be received in FY 05, adjusted for
historical trends and included as part of a governmental fund and governmental
activities within the statement of net assets.

These amounts represent reimbursement due to the Commonwealth for its
expenditures on certain programs for the benefit of cities and towns.

Capital assets, which include property, plant, equipment and infrastructure (e.g.
roads, bridges, ramps and other similar items), are reported in the applicable
governmental or business-type activity columns of the government-wide
financial statements.

Methods used to value capital assets
Capital assets are recorded at historical cost or estimated historical cost if

purchased or constructed. Donated capital assets are recorded at fair market
value at the date of donation.
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Capitalization Policies

All land, non-depreciable land improvements and donated historical treasures or
works of art are capitalized, if cost is greater than $1. Singular pieces of
equipment, vehicles, computer equipment and software that equal or exceed
$50,000 ($1,000 for the University of Massachusetts) are capitalized. Buildings
and infrastructure projects with a cost that equals or exceeds $100,000 are
capitalized. The costs of normal maintenance and repairs that do not add to the
value of assets or materially extend asset lives are not capitalized.

Depreciation and useful lives

Applicable capital assets are depreciated using the straight-line method with a
full year's depreciation charged in the year of acquisition but not in the year of
disposal, regardiess of date. Estimated useful lives are asfollows:

Central Artery/ Tunnel Project Depreciation

In FYO04, certain Central Artery / Tunnel Project segments were opened to
traffic, but not transferred as of June 30, 2004 to the MTA or Massport. The

Estimated
Useful Life
Type of Asset (inyears)

BUITAINGS ..ottt sttt sa e s e et e et enesbe e enens 40
Infrastructure - roads, bridges and tUNNEIS ...........covveireineinee e 40
Infrastructure - beaches, boardwalks, bikeways, €tC. .........coeoveirrinneineicneenne 25
Infrastructure - dams, water and SEWEr SYSLEMS .....c.ccvcevevieivicierieere e 50
FUINITUIE ..ottt nne s 10
Library collections that are not historical treasures.............cccveveerereinineeneneens 15
Equipment, office equipment and life safety equipment ..........cocevveeeeeereeeneesienens 10
Computer hardware and SOFtWare ..........ccceeeeeeecieeie et 3to7
VENICIES ...ttt ettt sae et e beeaeeneese e e ensennennn 5

Commonwealth is reporting these assets as Infrastructure — Central Artery /
Tunnel Project and Land — Central Artery / Tunnel Project and has commenced
depreciation on these assets. Because amounts are also reported as Due to
Component Units — Central Artery / Tunnel Project and pursuant to provisions
of Massachusetts statutes, the amount claimed on depreciation expense on the
Central Artery / Tunnel Project is also an adjustment of the Due to Component
Units — Central Artery / Tunnel Project to report the payable at net book value.
These activities have no effect on the Commonwealth’ s statement of activities.

Construction in Process

Construction in process includes all associated cumulative costs of a constructed
fixed asset. Construction in processis relieved at the point at which an asset is
placed in service for its intended use. For the CA / T, construction in processis
relieved upon agreement between the Massachusetts Highway Department, the
MTA and / or the Massachusetts Port Authority, its engineers and respective
boards. The chief engineer of the Highway Deparment, or their designees,
jointly determine and certify to the MTA or the Massachusetts Port Authority
that the respective authorities can safely open each such facility or segment
thereof to vehicular traffic or that such facility can safely be used for itsintended
purpose. As of June, 30 2004, approximately $1,736,873,000 of project costs
has been transferred to the various authorities, including $10,252,000 of costs
transferred outside of the current agreements to the Massachusetts Port
Authority and $10,697,000 to the Boston Redevel opment Authority.
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Commonwealth of Massachusetts

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

As a general rule, the effect of interfund activity has been eliminated in the
government-wide statements. Exceptions to this rule are: 1) activities between
funds reported as governmental activities and funds reported as business-type
activities and 2) activities between funds that are reported in different functional
categories in either the governmental or business-type activities column.
Elimination of these activities would distort the direct costs and program
revenues for the functions concerned.Interfund receivables and payables have
been eliminated from the Statement of Net Assets, except for the residual

amounts due between governmental and business-type activities.

The Commonwealth has elected not to present its cost allocation and recovery
separately on the statement of activities. Certain costs of nine “central service’
agencies of the Commonwealth are recovered from the remaining agenciesin a
federally approved statewide cost allocation plan. These costs that are allocated
are based upon benefits received by the user agency that benefits from these
services. The Commonwealth also appropriates and pays the fringe benefit costs
of its employees and retirees through the General Fund. These fringe benefits
include the costs of employees group heath insurance, pensions,
unemployment compensation and other costs necessary to support the
workforce. As directed by Massachusetts General Laws, these costs are
assessed to other funds based on payroll costs, net of credits for direct payments.
Since fringe benefit costs are not separately appropriated or otherwise provided
for in these funds, the required assessment creates an unfavorable budget
variance in the budgeted funds. The employees group health insurance and
worker’ s compensation activity is accounted for in the governmental funds.

The Commonwealth, through legislation, is committed to reimburse certain
cities, towns and regional school districts for a portion of their debt service costs
for school construction and renovation. This amount is recorded as a long-term
liability in the statement of net assets. The liability for school construction
grants payable is the present value of the cash flows due to municipalities for the
life of the program for existing commitments, discounted at the incremental
borrowing rate of the Commonwealth, approximated by the Treasurer and
Receiver — General for the fiscal year.

Subsequent to June 30, 2004, the Commonewalth passed legislation creating a
separate authority to assume these liabilities. The legislation also authorizes $1
billion in bonding authority for the Commonwealth to capitalize the authority.
The authority will be the recipient of dedicated sales tax revenues commencing
in FY 05 totaling $395,700,000 and escalating in the future. The authority will
also have bonding authority of its own, to a maximum of $10 billion, to be
repaid from these dedicated sales tax revenues.

The Commonwesalth recognizes contract assistance due to MCCA, R3N,
MWPAT and MassDevelopment as long-term liabilities on the statement of net
assets. Theseliabilities equate to portions or the whole of certain debt service of
these entities. In addition, a payable is declared to the MTA as a cash flow
reimbursement for the operations and maintenance of the Central Artery /
Tunnel Project.

Compensated absences are recorded as a long-term liability in the statement of

net assets. Amounts to be paid during the next fiscal year are reported as
current.
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Commonwealth of Massachusetts

For the governmental fund statements, accumulated vacation and sick leave
expected to be liquidated with expendable available financial resources, defined
as tax revenues earned but received during the next fiscal year, are reported as
expenditures and fund liabilities.

Employees are granted vacation and sick leave in varying amounts based on
collective bargaining agreements and state laws. Upon retirement, termination
or death, certain employees are compensated for unused vacation and sick leave
(subject to certain limitations) at their current rate of pay.

In the business type activity and the discretely presented component units,
employees' accumulated vacation and sick leave are recorded as an expense and
liability asthe benefits accrue.

Long-term obligations consist of unmatured long term debt obligations, CA/T
assets due to discretely presented component units and related organizations,
school construction grants and contract assistance payable to component units
and other liabilities including capital lease obligations and the net pension
obligation of the Commonwealth (representing the actuarially derived pension
cost in excess of actual contributions made).

Ticket revenues and prizes awarded by the Massachusetts Lottery Commission
are recognized as drawings are held. For certain prizes payable in installments,
the Commonwealth purchases annuities and principa-only and interest-only
treasury strips in the Commonwealth’s name, which are recorded as annuity
contracts and prizes payable in Agency Funds. Though the annuities are in the
Commonwealth’s name in the case of a default, they are solely for the benefit of
the prizewinner. The Commonwealth retains the risk related to such annuities.

The Commonwealth does not insure for employees workers' compensation,
casualty, theft, tort claims and other losses. Such losses, including estimates of
amounts incurred but not reported, are included as accrued liabilities in the
accompanying financial statements when the loss is incurred. For employee’s
workers’ compensation, the Commonwealth assumes the full risk of claims filed
under a program managed by the Human Resources Division. For personal
injury or property damages, Massachusetts General Laws limit the risk assumed
by the Commonwealth to $100,000 per occurrence, in most circumstances. The
Group Insurance Commission administers health care and other insurance for
the Commonwealth’ s employees and retirees.

The Commonwealth reports net assets as reserved where legally segregated for a
specific future use. Otherwise, these balances are considered unrestricted.

Net Assets have been restricted as follows:

“Restricted for Capital Projects” — identifies amounts of unspent proceeds of
capital bond issuances.

“Restricted for unemployment benefits’ — identifies amounts solely for payment
of unemployment compensation.

“Restricted for retirement of indebtedness’ — identifies amounts held by fiscal
agents to fund future debt service obligations pertaining to Special Obligation
Revenue Bonds authorized under Section 20 of Chapter 29 of the Massachusetts
General Laws and Chapter 33, Acts of 1991. It also includes amounts held for
Grant Anticipation Notes authorized by Chapter 11 of the Acts of 1997 and
Chapter 121 of the Acts of 1998. Escrows related to crossoever refundings are
also restricted.
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Commonwealth of Massachusetts

“Restricted for central artery workers' compensation and genera liability” —
identfies amounts held to pay future workers' compensation and general liability
claims through the Central Artery / Tunnel Project’s owner controlled insurance
program.

“Restricted for other purposes’ — identifies amounts held for various externally
imposed restrictions either by creditors, grantors or laws and regulations of other
governments. It also includes various restrictions put forth by the
Commonwealth through constitutional or enabling statutes. Included in this
restriction are reserves for stabilization and prior appropriations continued.

Certain amounts in the separately issued Component Units financial statements
have been reclassified to conform to the accounting classifications used by the
Commonwealth. Due to the provisions of GASB Statement No. 34 (“GASB
34") “Basic Financial Statements —and Management’s Discussion and Analysis
— For State and Local Governments” , major governmental and proprietary funds
presented in a previous year may not be major funds presented in the current
year.

For FY 04, the Commonwesalth implemented Statement No. 39, “ Determining
Whether Certain Organizations Are Component Units’ amends Statement No.
14, * The Financial Reporting Entity.” Due to the provisions of Statement 39,
the beginning balance of the State Colleges System and the Community
Colleges System, both proprietary funds, were restated to include activity related
to their foundations, which are reflected as component units. No prior period
activity is available. The University of Massachusetts has previously included
their foundations as part of the reporting entity. The effect on the beginning
balance for the State Colleges System was approximately $57,664,000 and the
Community Colleges System was approximately $43,483,000.

During FY 04, the Commonwealth implemented the following new accounting
standardsissued by the GASB:

Technical Bulletin No. 2004 — 1 “Tobacco Settlement Recognition and
Financial Reporting Entity Issues’. This Bulleting clarifies revenue recognition
and receivables disclosure with regard to the Master Settlement Agreement with
the tobacco industry. The Commonwealth recorded revenue and a receivable for
approximately $126,766,000.

Statement No. 39 “ Determining Whether Certain Organizations Are Component
Units’” amends Statement No. 14, “ The Financial Reporting Entity.”

For FY 05, the Commonwealth will be implementing the following:

Statement No. 40 “Deposit and Investment Risk Disclosures,” amends
Statement No. 3 “ Deposits with Financial Institutions, Investments (including
Repurchase Agreements), and Rever se Repurchase Agreements” .

For FY 06, the Commonwealth will be implementing the following:

Statement No. 42 “ Accounting and Financial Reporting for Impairment of
Capital Assets and for Insurance Recoveries’ .

Statement No. 44 “ Economic Condition Reporting: The Statistical Section, an
amendment of NCGA Statement 1. As of the date of the opinion, the
Commonwealth has not evaluated the financial impact of GASB Statements 40
or 42. Statement 44 has no financial impact.
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State finance law requires that a balanced budget be approved by the Governor
and the Legislature. The Governor presents an annual budget to the Legislature,
which includes estimates of revenues and other financing sources and
recommended expenditures and other financing uses. The Legislature, which
has full authority to amend the budget, adopts an expenditure budget by
appropriating monies at the individual appropriation account level in an annual
appropriations act.

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

In addition, Massachusetts General Laws authorize the Secretary of
Administration and Finance, with the approval of the Governor, upon
determination that available revenues will be insufficient to meet authorized
expenditures, to withhold allotments of appropriated funds which effectively
reduce the account’ s expenditure budget.

The majority of the Commonwealth’s appropriations are non-continuing
accounts which lapse at the end of each fiscal year. Others are continuing
accounts for which the Legislature has authorized that an unspent balance from
the prior year be carried forward and made available for spending in the current
fiscal year. In addition, the Legislature may direct that certain revenues be
retained and made available for spending within an appropriation. Fringe
benefits and other costs which are mandated by state finance law are not
itemized in the appropriation process and are not separately budgeted.

Because revenue budgets are not updated subsequent to the origina
appropriation act, the comparison of the initial revenue budget to the
subsequent, and often modified, expenditure budget can be misleading. Also,
these financial statements portray fund accounting with gross inflows and
outflows, thus creating a discrepancy to separately published budget documents.
In conducting the budget process, the Commonwealth excludes those interfund
transactions that by their nature have no impact on the combined fund balance of
the budgeted funds.

Generally, expenditures may not exceed the level of spending authorized for an

appropriation account. However, the Commonwealth is statutorily required to
pay debt service, regardless of whether such amounts are appropriated.
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The FY04 General Appropriation Act (Chapter 26, Section 167 of the Acts of
2003), amended section 9C, directing the Governor to notify the Legislature in
writing as to the reasons for and the effect of any reductions. Alternatively, the
Governor may propose specific additional revenues to equal the deficiency. The
Governor may also propose to transfer funds from the Stabilization Fund to cure
such deficiency. This proposal must be delivered to the Legislature 15 days
before any reductions take effect.

The following table summarizes budgetary activity for FY04 (amounts in
thousands):

Revenues Expenditures

General Appropriation Act, Chapter 26 of the Acts of 2003:
DireCt appropriationS. .. ... ...ueeie e e e $ 20,811,293 $ 20,685,549
Estimated revenues, transfers, direct appropriations
retained revenue appropriations, interagency chargebacks
and appropriations carried forward from FY2003 .............oceie e 1,192,798 1,192,798

Total original BUOEL. .........ccovniiie e 22,004,092 21,878,347

Supplemental Acts of 2003:

(01 7=0) (= 0 P - 1,619
(01 0) = S O - 22,161
Chanter 140, .. ... - 110,393
ChaptEr 4. .. e - 20,750

Supplemental Acts of 2004:

ChapLer 40...... e - 52,188
ChAPEEr B5... . et et e - 64,076
Chapter 304... ... e e - 11,529
Total before June 30, 2004 .........ovinii i e 22,004,092 22,161,063

Supplemental Acts of 2004, passed after June 30, but for FY 04:

Chaper 352 ... it e e e - 389,133
Total budgeted revenues and expenditures per legidative action ...... 22,004,092 22,550,196
Plus: transfers of revenues and expenditures (including rounding)............ 511,643 1,905,490
Budgeted revenues and expenditures asreported..............coeeiiiinnnns $ 22515735 $ 24,455,686

The Commonwedth’'s FY04 Statutory Basis Financia Report (SBFR)
demonstrates budgetary compliance on a statutory basis. This report is
separately available at http://www.mass.gov/osc/reports/reports.htm.
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3. DEPOSITSAND INVESTMENTS

Primary Government -

As of June 30, 2004, the carrying amount of the Primary Government’s total

cash and cash equivalents was approximately $6,286,069,000 and the
corresponding bank balance was approximately $6,408,518,000. Bank deposits
in the amount of approximately $174,958,000 were insured by the Federal

Deposit Insurance Corporation.  Deposits of approximately $6,408,343,000
were uninsured and uncollateralized.

Component Units -

As of June 30, 2004, the carrying amount of the discretely presented component
units’ total cash and cash equivalents was approximately $1,046,802,000 and the
corresponding bank balances were approximately $877,578,000. Bank deposits
of approximately $155,521,000 were insured by the Federal Deposit Insurance
Corporation, approximately $37,135,000 were collateralized in the name of the
respective component units, and approximately $684,922,000 were uninsured
and uncollateralized.

Investments — The investments are reported at fair value in the financial
statements. The deposits and investments of the Component Units and the
University and College Funds and the investments of the Pension Trust Funds
are held separately from those of other Commonwealth funds, with the
exception of their investments in MMDT. Statutes authorize the Primary
Government to invest in obligations of the U.S. Treasury, authorized bonds of
all states, bankers acceptances, certificates of deposit, commercial paper rated
within the three highest classifications established by Standard & Poor’s
Corporation and Moody’s Commercial Paper Record and repurchase agreements
secured by any of these obligations. The Pension Trust Funds are permitted to
make investments in equity securities, fixed income securities, real estate and
other alternative investments. In the following table, these alternative
investments, venture capital and futures pools are classified as other
investments.

Short-term investments and investments are classified as to collateral risk into
the following three categories:

Category 1: Insured or registered, or securities held by the Commonwealth
or its agent in the Commonwealth’ s name.

Category 2: Uninsured and unregistered, with securities held by the
counterparty’ strust department or agent in the Commonwealth’s name.

Category 3: Uninsured and unregistered, with securities held by the
counterparty, or by its trust department or agent but not in the Commonwealth’s
name.
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Primary Government — Investments of the Government at June 30, 2004, were
asfollows (amounts in thousands):

Investment CATEGORY 1 _CATEGORY 2 _CATEGORY 3 Total
Repurchase agreements............vvveeeeeeeneeneeennnn. $ - $ - $ 158,758 $ 158,758
Government obligations..........ccovvviiiiiiiiiiiieieeans 3,024,201 148,212 - 3,172,413
Commercial PAPEr.......vviree 3,998,002 - - 3,998,002
Equity SECUMLIES. .. ..o 16,965,785 1,410 11,397 16,978,592
Fixed inCOmMe SECUNties. .. .......vviviriiniie e, 5,081,206 6,081 12,657 5,099,944
(@14 1= P 19,328 3,707 2,222 25,257
$ 29,088522 $ 159,410 $ 185,034 29,432,966
MONEY MAIKEL INVESIMIENTS. .. ...ttt ettt et et e et e et et et et e et e et e v et e ret e ren e een e eenaas 2,747,238
Mutual fund investments and anNUILY CONITACES. .. ... .oivi ittt it e et e e e e e e e e e e e e e eeens 1,519,242
LS 2 S [ PP 2,790,627
F NS = ] 1 Lo T {0 = T 3,043,993
(00 ) o= (=Y o o [= 01 | P 859,225
Other, including carrying amount of cash and Cash eQUIVAIENES. .........cuvvit it e e, 6,134,301
01t o= S g I 010 BT V7== (1011 $ 46,527,592
A. Financial I nvestments Certain investments of the Commonwealth may involve a degree of risk not
with Off-Balance Sheet accounted for on the respective financial statements. A description of such “off-
Risk balance sheet risks” isasfollows.
Foreign Currency Exchange Contracts
Within the Pension Trust Funds, PRIT enters into forward currency contracts to
hedge the exposure to changes in foreign currency exchange rates on foreign
portfolio holdings. The market value of the contract will fluctuate with changes
in currency exchange rates.
The contract is marked-to-market daily and the change in market value is
recorded by the fund as an unrealized gain or loss by the Pension Trust Fund.
When the contract is closed, the Pension Trust Funds record a realized gain or
loss equal to the difference between the value of the contract at the time it was
opened and the value at the time it was closed. The maximum potential |oss
from such contract is the aggregate face value in U.S. dollars at the time the
contract was opened.
As of June 30, 2004, PRIT had open foreign exchange contracts with combined
net unrealized losses of $7,348,000 with various delivery dates to November
2004.
Futures Contracts
Within the Pension Trust Funds, PRIT may purchase and sell financia futures
contracts to hedge against changes in the values of securities the fund owes or
expects to purchase. Upon entering such contracts, they must pledge to the
broker an amount of cash or securities equal to the minimum “initial margin”
requirements of the futures.
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The potential risk is that the change in the value of futures contracts primarily
corresponds with the value of underlying instruments, which may not
correspond to the change in value of the hedged instruments. In addition, there
isarisk that PRIT may not be able to close out its futures positions due to a
nonliquid secondary market. Risks may arise from the potential inability of a
counterparty to meet the terms of a contract and from unanticipated movements
in the value of aforeign currency relative to the U.S. dollar. The Pension Trust
Funds may also invest in financial futures contracts for nonhedging purposes.

Payments are made or received by the Pension Trust Funds each day, depending
on the daily fluctuationsin the value of the underlying security, and are recorded
as unrealized gains or losses. When the contracts are closed, the Pension Trust
Funds recognize again or |oss.

As of June 30, 2004, outstanding futures contracts held by PRIT had an
aggregate unrealized appreciation of $15,345,000 with expiration dates ranging
to December 2005.

Forward Purchase Agreement

During FY02, the Commonwealth entered into a forward purchase agreement
with two investment providers to receive investment earnings on grant draws for
the payment of the Commonwealth’s Grant Anticipation Notes (GANS)
principal and interest for the period from June 19, 2002 to July 15, 2014 for note
payments approximately six to eleven months after these grant draws. The
agreements may only be terminated in the event of a defeasance or refunding of
the GANs by the Commonwealth. Should termination occur, the
Commonwealth may be liable for a termination amount to be agreed upon
between the Commonwealth and the providers at the termination date.

Options

PRIT is also engaged in selling or “writing” options. The Pension Trust Funds,
as writers of options, may have no control over whether the underlying
securities may be sold (call) or purchased (put) and, as a result, bear the market
risk of an unfavorable change in the price of the security underlying the written
option. Asof June 30, 2004, there were no material options outstanding.

Swap Agreements at PRIT and HST

During FY04, PRIT's Core Realty Holdings LLC (a limited liability company
inclusive of PRIT and HST — “LLC,”) entered into eight interest rate swap
contracts for the purpose of hedging its floating — rate interest exposure. PRIT
holds 99.43% of the LLC while HST holds the remaining 0.57%. The swap
contracts are reported at fair value, which represents their estimated liquidation
values (costs) to the LLC. The LLC either receives cash from the swap
counterparties or pays the swap counterparties monthly depending on whether
the fixed-rate interest is lower or higher than the variable — rate interest.
Changes in the fair value of the swap contracts are included in net change in
unrealized appreciation on investments and foreign currency transactions, and
the income or expense related to settlements of interest under the contracts are
included in real estateincome, netin PRIT and HST’ sfinancial statements.
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As of June 30, 2004, the LLC had the following swap contracts in effect

(amountsin thousands):

Fixed
Rate Notional Effective Maturity

Counterparty
Fleet National Bank................... 4.82% $ 50,000,000 07/23/02 07/01/12 $ (1,254,090)
Citibank, N. A. New York........... 4.32% 50,000,000 08/05/02 08/01/06 (937,978)
Bear StearnsBank PLC............... 3.95% 50,000,000 08/19/02 09/01/07 (947,773)
Fleet National Bark................... 4.18% 50,000,000 12/02/02 12/03/12 1,202,068
Citibank, N. A. New York............ 3.68% 50,000,000 01/01/03 01/01/10 896,039
MellonBank.............coovveeen 3.17% 50,000,000 01/30/03 02/01/08 578,970
MellonBank...........cccovviuunnnnnn. 3.82% 50,000,000 03/06/03 06/01/13 2,813,756
Bear StearnsBank PLC............... 3.45% 50,000,000 05/13/03 06/01/11 2,626,932
Citibank, N. A. New York............ 3.54% 50,000,000 08/21/03 09/01/08 287,507
Fleet National Bank................... 4.34% 50,000,000 09/22/03 12/01/13 1,138,128
Citibank, N. A. New York............ 4.11% 50,000,000 10/27/03 12/01/11 870,400
Bear StearnsBank PLC............... 3.37% 50,000,000 11/24/03 03/01/09 1,013,917
Fleet National Bank................... 4.32% 50,000,000 12/17/03 06/01/14 1,470,340
Citibank, N. A. New York............ 3.98% 50,000,000 04/23/04 06/01/10 374,807
Bear StearnsBank PLC............... 5.01% 50,000,000 05/21/04 12/01/14 (1,223,693)
MellonBank.............ccoeveennne 4.49% 50,000,000 06/21/04 12/01/10 (710,605)

$ 800,000,000 $ 8,198,725

To determine the fair values of its swap agreements, the LLC uses methods and
assumptions considering market conditions and risks existing at the date of
PRIT's financial statements. Such methods and assumptions incorporate
standard valuation conventions and techniques such as discounted cash flow
analysis and option pricing models. All methods utilized to estimate fair values
result in only general approximations of value, and such values may or may not
actually be realized. Fair value estimates ae closely correlated with changes in
market interest rates and the passage of time. For example, rising market interest
rates will generally increase the swaps' termination values to the LLC, whereas
termination values are generally reduced as the swaps gproach their maturity
dates and fewer interest settlements remain under the contracts. As of June 30,
2004, neither the LLC, nor its counterparties expressed intentions to terminate
its swap agreements prior to their scheduled maturity dates.

Investments of the discretely presented component units at June 30, 2004 are as
follows (amountsin thousands):

Category Category Category
1 2 3 Total

lnvestment
Repurchase agreements................. $ - $ 444380 $ 2632 $ 447,012
U.S. Treasury obligations.............. 17,269 - - 17,269
Commercial Paper.......ccccceeveerernens 66,284 - - 66,284
Government obligations................ 660,990 117,835 2,100 780,925
Equity securities........c.coeevrvenenne. 17,114 161,060 - 178,174
Fixed income securities................, 47,782 97,531 - 145,313

$ 809439 _$ 820806 _$ 4,732 1,634,977
Money Market INVESIMENES. .. ....v. it i et e e e et e e e nans s 62,152
Mutual fund INVESIMENTS. ... ..e et e e e e e e e eeaaae 311,998
Guaranteed iNVEStMENt CONTACES. .. ... vuvreeeeee e eecet e eee et e e eeneanens 1,190,080
Negotiable certificate Of dEPOSITS. .. ....iviveie e et e e e 23,256
Other, including carrying amount of cash and cash equivalents...................... 1,064,715
Total cash and INVESIMENES..........coooviiiiii it $ 4287178
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Component Unit Swvap Agreement | nvestments

In FY99, the MTA entered into an interest rate swap option agreement with
Morgan Guaranty Trust Company of New York (MGTC). This “Swaption”
agreement runs through July 1, 2029 and carries a notional amount of $100
million. The MTA received a premium payment in FY 00 of $5.4 million as part
of the agreement. This premium was recorded by the MBTA as a deferred
credit and is being recongnized as an adjustment of interest expense over the 30-
year life of the agreement. MGTC had the right, but not the obligation, to
exercise the swap option on January 1, April 1, July 1 and October 1 of any year
from July 1, 2002 to July 1, 2029. MGTC had the right to enter the MTA into
the swap when the average Bond Market Association Municipal Swap Index
(BMA) / London Interbank Offered Rate (LIBOR) ratio exceeds 72% over 12
consecutive months beginning April 1, 2002. The MTA’s payment obligation
would be equal to the difference between the BMA and 67% of LIBOR,
multiplied by the $100 million. Conversely, the Authority may receive
payments under this agreement when 67% of LIBOR exceeds the BMA. MGTC
exercised its option on October 1, 2002. The MTA received $194,000 of
interest in January 2004. The MTA may be exposed to certain risks related to
this transaction should the counterparty default.

The MBTA has also entered into various agreements in order to provide the
MBTA with a stable and predictable cost of fuel. These agreements create a
synthetic fixed rate for the purchase of fuel for fixed periods of time rather than
being exposed to unpredictable variations of fuel prices on the spot market.

Prices are sourced through PLATT's Oilgram Price Report. The hedge
agreements are summarized as follows (amount in thousands):

Initial
Price Notional Counterparty
Per Amount Trade Termination (ratings -
Commodity Type —Gdlon _Gallons ___pate __ Dae _Moody's/S&P)
BusFuel - Jet Fuel............ocoeevieninne $0.7925 3,945 9/12/2003 6/30/2004 Aal/AA
Rail Fuel - Heating Oil........................ $0.7500 6,318 9/12/2003 6/30/2004 Aa / AA

The MBTA is exposed to basis risk on its fuel swaps, where the fuel price index
used on the swaps may not fully offset the actual cost of the MBTA’s fuel
purchases.

The MBTA also has an “assetside” swaption for a reserve investment. This
swaption was executed in FY 01 and has a notional amount of $49,123,000. The
MBTA received a lump — sum payment on the swaption of $1,265,000 in FY02.
The counterparty may execute its option annually on January 1 and July 1 from
2010 through 2030. The agreement has a fixed payable rate of 5.6% and a
variablereceivablerate at BMA. The counterparty has a Aa2 / Aat credit rating
as of June 30, 2004. The agreement’s fair value as of June 30, 2004 was
($2,194,000).

In FY 01, the MTA entered into five interest rate swap options with UBS AG,
the Parent Company of UBSPaine Webber (UBS). These swaptions grant UBS
the right to enter a swap with the MTA in which UBS would pay afloating rate
and receive a fixed rate from the MTA. The swaption exercise dates and fixed
rates due from the MTA are designed to match the call provisions and rates of
certain of the MTA’s bonds. If UBS exercises its option, the MTA expects to
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refund certain of its fixed rate bonds with floating rate bonds. The floating rate
received by the MBTA under the swap would provide a hedge for the floating
rate due on its refunding bonds. In turn, the MTA’s payments to UBS would
match the payments expected to be made to fixed rate bondholders. UBS paid
$6.2 million on behalf of the MTA during FY01 to purchase insurance for the
payments that the MTA may be required to make under the swaps, if exercised.
This amount was recorded in the MTA’s financial statements as prepaid
insurance and is amortized over the life of the swap, which is 35 years.

As of December 31, 2003 the Authority had recorded a long-term receivable of
$16.4 million related to the swaption. A corresponding deferred credit totaling
$27.5 million was recorded during FY04 related to this transaction. This
amount is being amortized over the life of the swap, which is 35 years. The
balance at December 31, 2002 was $28.3 million. The MTA may be exposed to
certain risks related to thistransaction should the counterparty default.

In FY03, the MTA entered into five interest rate swap option agreements with
Lehman Brothers Specia Financing Inc. (Lehman). These Swaptions grant
Lehman the right to enter a swap with the MTA in which Lehman would pay the
MTA a fixed rate of 5% and the MTA would pay Lehman a floating rate of
BMA. Asafixed — to — floating swap, the transaction was designed to “offset”
the FY 01 UBS swaption and, as aresult, has the effect of mitigating certain risks
inherent in that transaction if both are executed. Lehman paid $6.4 million to
the MTA during FY03 and will pay an additional $28.8 million in subsequent
years. This amount was recorded in the MTA’s financial statements as a
deferred credit and will be amortized over the life of the swap, which is 35
years.

A corresponding deferred credit totaling $35.2 million was recorded during
FY 03 related to this transaction. This amount is being amortized over the life of
the swap, which is 35 years. The MTA may be exposed to certain risks related
to this transaction should the counterparty default. The unamortized balance as
of December 31, 2003 is $34.2 million.

In order to mitigate potential future market risks associated with the UBS and
Lehman swaption agreements, the MTA set aside $12.5 million in cash and
investmentsin FY 02.

Receivable amounts recorded by the MTA under these agreements are as
follows (amount in thousands):

UBS Lehman
Due January 1, Amounts Amounts
2004......ccccunnn. $ 3281 $ 5849
2005.......cccunnne. 3,281 5,849
2006................ 3,281 5,849
2007....cccieinnnne. 3,281 5,849
2008.......cccunnne. 3,281 -
16,405 23,396
Less. Current Portion...... (3,281) (5,849)

$ 13124 $ 17,547
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4. RECEIVABLES

Taxes, federal reimbursements, loans and other receivables are presented in the
statement of net assets as follows (amounts in thousands):

Primary Government

Governmental receivables
Business-type activity receivables.
Less: alowance for uncollectibles.

Receivables, net of allowance for uncollectibles
Less: current portion:
Governmental activities

Noncurrent receivables

Discretely Presented Component Units

Massachusetts Bay Transportation Authority ....................
Massachusetts Turnpike Authority..........cccceceeveevieeeienenen.
M assachusetts Water Pollution Abatement Trust
Nonmajor component units.........
Less: alowance for uncollectibles.

Receivables, net of allowance for uncollectibles
Less: current portion

Noncurrent receivables

Commonwealth of Massachusetts

BuSINESS-type actiVitieS........ccuveiireiinieeneeseeeeien,

Federa
Taxes Grantsand Other
$ 2402981 $ 1,598,341 $ - $ 1435044 $ 5,436,366
- 43,864 61,497 775,031 880,392
(284,643) (5,683) (6,324) _ (1,279,415) (1,576,065)
2,118,338 1,636,522 55,173 930,660 4,740,693
(2,118,338) (1,592,658) - (348,302) (4,059,298)
- (43,864) (39,170) (550,204) (633,238)
$ - $ - $ 16,003 $ 32154 $ 48,157
Federal
Taxes Grants and Other
Receivable Reimbursements Loans Receivables Total
- $ 19,243 $ - $ 17771 $ 37,014
- - - 55,244 55,244
- 15,243 2,309,863 60,305 2,385,411
- 20,214 269,947 56,550 346,711
- - (12,544) (3,235) (15,779)
- 54,700 2,567,266 186,635 2,808,601
- (54,700) (145,517) (142,848) (343,065)
- $ - $ 2421749 $ 43787 $ 2465536
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5. RECEIVABLES, PAYABLESAND TRANSFERSBETWEEN FUNDS

Activity between funds reflected as due to / from primary government in the
combined balance sheet and \erious transfers in the combined statement of
revenues, expenditures and changes in fund balance as of June 30, 2004 are
summarized as follows (amounts in thousands):

Transfersto Other Funds
Centra Artery Other Totd

Governmental Funds Debt Statewide Governmental  Governmental
Transfersfrom Other Funds:. General Highway Service* Lotteries ~ Roads and Bridges Funds Funds
General......coooee i $ - $ 200 $ - $ - $ - $ 581,753 $ 581,953
Highway.........ocooovviiiiiieeees 45,181 - - - 73,808 6,172 125,161
LOtteries. .....oov e 985,236 - - - - - 985,236
Debt Service*......c.oooviviiiininnnn. 759,026 733,207 - - - 15,301 1,507,534
Central Artery

Statewide Roads and Bridges..... - - - - - 89 89
Other governmental funds............ 783,787 68,798 - - - 1,414,873 2,267,458
Total Governmental Funds......... 2,573,230 802,205 - - 73,808 2,018,188 5,467,431
University of Massachusstts.......... 37,457 - - - - - 37,457
StateColleges.......coeeveeieennannnnn. 11,226 - - - - - 11,226
Community Colleges................... 14,550 - - - - - 14,550
Total Transfers........cocoevvvvveennn. $ 2636463 $ 802205 $ - $ - $ 73808 $ 2018188 $ 5530664

*Transfers for debt service are net of amounts funded in escrows for crossover refunding debt.

Commonwealth of Massachusetts
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The following is a summary of receivables and payables between funds
remaining as of June 30, 2004 (amounts in thousands):

Due From Other Funds

Central Artery Other Total
Statewide Governmental  Governmental

Dueto Other Funds: General Highway Lotteries  Roadsand Bridges Eunds Eunds
General....coooviiiiii $ - $ - $ - $ 691,992 $ 100,882 $ 792,874
Highway.......cooooiiiiiiiiie e 710,594 - - - - 710,594
Other governmenta funds................. 756,525 47 - - 378,298 1,134,870
Total Governmental Funds............. 1,467,119 47 - 691,992 479,180 2,638,338
University of Massachusetts.............. 9,959 - - - - 9,959
Total amountsdue..................ev.... $ 1,477,078 $ 47 % - $ 691,992 $ 479,180 $ 2,648,297

Commonwealth of Massachusetts

Central Artery/ Tunnel Project

The Commonwealth is currently engaged in the most expensive public
construction project in the history of the United States, the Central Artery /
Tunnel Project (CA/T or Project). The project will depress the Central Artery
(Interstate 93) through downtown Boston and connect the Massachusetts
Turnpike (Interstate 90) through a tunnel under Boston Harbor directly to Logan

International Airport.

In addition to Commonwealth debt and funds from the

Federal Government, the MTA (a component unit) and Massport (a related
organization) have contributed to the costs of construction. Other assets have
transferred to the city of Boston. Once completed, the assets of the project will
be transferred to these entities for operations and mai ntenance.
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The Commonwealth has recorded the Commonwealth’ s construction cost to date
for the Central Artery / Tunnel Project, net of amounts transferred to the MTA
and Massport. This amount is reflected as “Construction in Process — Central
Artery / Tunnel Project”. This amount is offset by two corresponding liabilities:
“Due to Component Units — Central Artery / Tunnel Project”in the Statement of
Net Assets for the MTA’s portion and “Due to Other Related Organizations” for
Massport’s portion. As portions of the project are completed and transferred to
either the MTA or Massport in accordance with Massachusetts General Laws,
Chapter 81A, these amounts will be reduced for the value of the assds
transferred.

The MTA presents its audited financial statements on a calendar year basis for
the year ended December 31, 2003.

The following summarizes the activity for CA / T for FY04 (amounts in

thousands):

Total Project budget as of JUNE 30, 2004 ........cooeuirrieireirereiseee sttt e st te e steneseesenessenes $ 14,625,000
Determination of Amounts Payable:

Cumulative authorized project invoices as of JUNE 30, 2004 ........c.veueirereererieeeeneseeeseseeeesessesesessesesesessesesessesenesenes $ 13,316,707
Less: Amounts to be transferred to Massport as of December 31, 2003 .........cccoovveereerenerereereseeseeeseeeneseens (365,000)
Less: Amounts transferred previous to December 31, 2003 to MTA and recognized asassetsby MTA.........ccccccveuenee. (1,715,923)
Less: AMountstransferred t0 OthEr ENTITIES............cciiieiice et e be e re e e s re e reeaeenas (20,949)
ST o0 - | OSSO PP 11,214,835
Less: Reduction of payable due to accumulated depreciation of assetsin use to be transferred (247,327)
Due to Component Units- Central Artery / Tunnel Project asof June 30, 2004 ........cccccovveirninniecnneneneenenienes 10,967,508
Reconciliation of Central Artery / Tunnel Fixed Assetsto Assetsto Dueto Component Units-

Central Artery / Tunnel Project as of June 30, 2004:
Determination of Assetsin Use:

Infrastructure - Central Artery / TUNNEI PrOJECE. .. .....o.iui e e e e e e e e e $ 9,893,001
Less: Accumulated depreciation of infrastructure assetsin useto betransferred...............coooiiiii i, (247,327)
Net book value of Infrastructure - Central Artery / Tunnel Project..........coooviiii i 9,645,764
Land - Central Artery / TUNNEl PrOJECL. ... .ot et e et e e e et e et et e e et e et e e e et e ee e eeaae s 442,282
Net book value of Central Artery / Tunnel Project Assetsin usetobetransferred................coooeiiviiiiinen, 10,088,046
Construction in process - Central Artery / TUNNEL PrOTECE. .. ... vu e et e e e e e e eee e 1,244 462
ST o) (0 = | PPN 11,332,508
Less: Dueto related organizations (IMaSSDON) ... .. eu e iiniie et e et et e et e et e et et e e et e et e e e ean s (365,000)
Dueto Component Units- Central Artery / Tunnel Project asof June 30, 2004 ..........ccccveeveveeeeesiese e $ 10,967,508
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6. FIXEDASSETS

Depreciation expense 5 not charged to particular functions of the primary

government. It is charged in the aggregate.

Increases to accumulated

depreciation differ from depreciation expense as shown on the statement of
activities due to the reduction the payable to net book vaue of “Due to
component unit — Central Artery / Tunnel Project,” which is credited to
depreciation expense. Capital asset activities for the fiscal year ended June 30,
2004 are as follows (amountsin thousands):

July 1, 2003 June 30, 2004
Primary Government Beginning Ending
Governmental Activities Balance Increases Decreases Balance

Capital assets not being depreciated:

LANG ottt $ 674,362 $ 15452 $ 4382 $ 685,432

Land Central Artery / TuNNel Project ........ccccveeveeieniircceeeeees - 442,282 - 442,282

Construction in process - non - Central Artery / Tunnel Project ............. 729,869 495,885 201,939 1,023,815

Construction in process - Central Artery / Tunnel Project ...........oeennee. 10,650,559 929,276 10,335,373 1,244,462
Total capital assets not being depreciated ..........cccoveenenieiierinesenreieene 12,054,790 1,882,895 10,541,694 3,395,991
Capital assetsbeing depreciated:

BUITAINGS ..vvectetieteieicie ettt 3,494,370 188,251 19,640 3,662,981

Machinery and €QUIDIMENE ............ceerrieirerieereieeeee e, 705,182 54,298 40,629 718,851

Infrastructure non - Central Artery / Tunnel Project.........occvevveveeeenrenes 10,838,489 75,745 - 10,914,234

Infrastructure - Central Artery / Tunnel Project.........ccovvvirevceiccciinennns - 9,893,091 - 9,893,091
Total capital assetsbeing depreciated ...........oovvrreririeeeeeeecresee s 15,038,041 10,211,385 60,269 25,189,157
L ess, accumulated depreciation:

BUITAINGS ..ttt s 1,606,084 76,007 2,101 1,679,990

Machinery and €0UIDMENE ..........coereirieereereeeese e 581,767 51,678 35,463 597,982

Infrastructure non - Central Artery / Tunnel Project.........ccooeevneveeencnenne 4,022,184 264,146 - 4,286,330

Infrastructure - Central Artery / Tunnel Project.........ccoeeeeeeeenncnincnenns - 247,327 - 247,327
Total accumulated dePreCiation ..........cccoveererreeriereereerree e 6,210,035 639,158 37,564 6,811,629
Total capital assets beina depreciated, NEt .........ccvveeeceevrencceerereeenens 8828 006 9QR72 227 22 705 18,377 528
Governmental activity capital assetS, NEL ........ccverereeeeerecresseeeseee s $ 208827% $ 11,455,122 $ 10,564,399 $ 21,773,519
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Primary Government July 1, 2003 June 30, 2004
Business - Type Activities Beginning Ending
Balance Increases Decreases Balance

Capital assets not being depreciated:

$ 62,904 $ 375 % 3918 $ 59,361
Construction in process . 154,962 92,009 110,738 136,233
HIStOriCal trEBSUMES ......ceeeeeeeieieeeiee et 701 2 - 703
Total capital assets not being depreCiated ... 218,567 92,386 114,656 196,297
Capital assets being depreciated:
Buildings.......... 2,301,599 194,081 1,312 2,494,368
Machinery and equipment .. . 662,979 71,470 153,100 581,349
Library collections, not including historical treasures .............c.cccvvveenee. 124,310 8,817 8,641 124 486
Total capital assetsbeing depreciated ............cocoeeeeeeeiniiinieeseseeeins 3,088,888 274,368 163,053 3,200,203
L ess, accumulated depreciation:
Buildings........... 1,293,946 97,635 25,252 1,366,329
Machinery and Equipment . 392,735 42,596 114,723 320,608
Library collections, not including historical treasures .............c.cevvuvenee. 17,770 1897 771 18,896
Total accumulated depreCiation ............ccceoeerecererenieeneree e 1,704,451 142,128 140,746 1,705,833
Total capital assets being depreciated, NEt ..........c.cceveeeevveceiieice e 1,384,437 132,240 22,307 1,494,370
Business - type activity capital assets, NEL .........ccceveeeeeeieeee e $ 1,603,004 $ 224,626 $ 136,963 $ 1,690,667

Discretely Presented Component Units — Fixed assets consist of the following
at June 30, 2004 (amounts in thousands):

July 1, 2003 June 30, 2004
Beginning Ending
Discretely Presented Component Units Balance Increases Decreases Balance
Capital assets not being depreciated:
Land $ 420,815 $ 121,594 $ 54073 $ 488,336
Construction in process 2,552,272 965005 __ 1267824 __ 2249453
Total capital assets not being depreciated ...........cocevrneeierrenceeennenenns 2,973,087 1,086,599 1,321,897 2,737,789
Capital assets being depreciated:
Buildinas 7,586,858 422,595 69,864 7,939,589
Machinery and equipment 2,134,526 231,583 15,192 2,350,917
INFIESITUCIUNE ...ttt 1,406,656 932,313 894 2,338,075
Total canital assets beina depreCiated ............covvreureerireereenineneeneeiennns 11,128,040 1,586,491 85,950 12,628,581
Less, accumulated depreCiation.......... ..o 3,937,917 363,050 - 4,300,967
Total capital assets being depreciated, NEt ..........ccccevvrieevirreeiirreeeeeene 7190123 1.223.441 85,950 8327 614
Discretely Presented Component Unit capital assets, Net ..........cccoovvecceenne $ 10,163,210 $ 2,310,040 $ 1407847 $ 11,065,403
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7. SHORT-TERM FINANCING AND CREDIT AGREEMENTS

Primary Government -

Massachusetts General Laws authorize the Treasurer to issue temporary notes in
anticipation of revenue or bond financing. When this short-term debt does not
meet long-term financing criteria, it is classified as a fund liability. Short-term
debt may be issued on either a stand-alone basis or through a commercial paper
program maintained by the Commonwealth.

A. General Eund The balance of revenue anticipation notes (RANS) outstanding may fluctuate
during a fiscal year, but must be reduced to zero at June 30. During FY 04, the
Commonwealth issued RANs through its commercial paper program on a
periodic basis to meet cash flow needs. A maximum of $450,000,000 of RANs
were outstanding at any time during the year. All RANs were retired before the
end of June 2004.

B. Capital ProjectsFunds The Commonwealth may issue bond anticipation notes (BANS) to temporarily

finance its capital projects. BANs may be issued either on a stand-alone basis or

through the Commonwealth’ s commercial paper program.

Beginning in FYO03 and continuing through FYO04, the Commonwealth
periodically issued BANSs through the commercia paper program. BANsS were
rolled over and paid down at various times during the fiscal year. No more than
$650,100,000 of BANSs were outstanding under the commercia paper program
at any time during FY04. At June 30, 2004, BANSs totaling $75,100,000 remain
outstanding.

On December 31, 2003, Massport was expected to make an additional payment
to the Commonwealth under the Transfer Agreement of $50,000,000, which
would have been applied against these BANs. However, under the terms of the
Transfer Agreement, the final two payments of $50,000,000 each are due on
December 31, 2003 and 2004, respectively, only to the extent that Massport has
received assets of commensurate value. Prior to December 31, 2003, Massport
informed the Commonwealth that such assets had not been received and that
Massport therefore withhold the final two payments until such assets were
transferred.

C. Lineof-Credit Facilities During FY 04, the Commonwealth maintained line-of -credit facilities to provide
liquidity support for commercial paper notes totaling $1,000,000,000. The
Commonwealth has a total of five line-of-credit facilities to provide such
liquidity support, each in the amount of $200,000,000. These facilities expire in
periods from December 2004, through December 2006 at various times. The
annual cost of these facilities ranges from 0.125% to 0.17%.
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The following schedule details short — term financing and credit agreement
activity for al fundsfor the fiscal year (amountsin thousands):

Genera Fund:
Revenue anticipation NOtES..........cccoceveveeieeriesesennen,
Line-of-credit agreements.........ccccoeevevevvcerierceeseeseennn,

Subtotal - General Fund activity.........ccccoeveevienne

Capital ProjectsFunds:
Bond anticipation NOtES...........cccoevevevieicreeieecieenns

Subtotal - Capital Projects Funds activity............

Total short-term financing
and credit agreement activity..........cocovvieeeeeee.

8. LONG-TERM OBLIGATIONS

Beginning Ending
Balance Issued / Redeemed / Balance Credit Limit
July 1, 2003 Drawn Repaid June 30, 2004 June 30, 2004
$ - $ 450,000 $ (450,000) $ - $ -
- - - - 1,000,000
- 450,000 (450,000) - 1,000,000
857,100 575,000 (1.357.000) 75.100
857,100 575,000 (1,357,000) 75,100
$ 857,100 $ 1,025,000 $ (1,807,0000 $ 75100 % 1,000,000

As of June 30, 2004, no major component units had short — term debt
outstanding.

The FY03 General Appropriation Act amended the RTAS enabling statute.

After July 1, 2003, bonds and notes issued by the various RTAs are no longer
guaranteed by the Commonwealth and are not general obligations of the
Commonwealth.

Commonwealth of Massachusetts

Under the Constitution of the Commonwealth of Massachusetts, the
Commonwealth may borrow money (a) for defense, (b) 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 (c) by atwo-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 to another entity by a two-thirds vote of the members of each
house of the Legislature. The Legislature may not in any manner allow the
Commonwealth credit to be given or loaned to or in aid of any individual, or of
any private association, or of any corporation, which is privately owned or
managed.
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General Obligation Debt:

Genera obligation bonds:

The Commonwealth has waived its sovereign immunity and consented to be
sued on contractual obligations, including bonds and notes issued by it and all
claims with respect thereto. However, the property of the Commonwealth is not
subject to attachment or levy to pay a judgment, and the satisfaction of any
judgment generally requires legislative appropriation. Enforcement of a claim
for the payment of principal or interest on bonds and notes of the
Commonwealth may also be subject to the provisions of federal or
Commonwealth statutes, if any, enacted to extend the time for payment or
impose other constraints upon enforcement.

As of June 30, 2004, the Commonwealth had three types of long-term debt
outstanding, general obligation bonds (inclusive of federal highway grant
anticipation notes) and special obligation bonds.

Thefollowing isasummary of the Commonwealth’ s debt outstanding by type of
debt (amounts in thousands):

Amount
Qutstandin

[ 1= o I = =S $ 12,203,178

AV =TTz o LY = 1,364,480

AUCKION T8 SECUIMTIES.......veieieeeeeeieteie e et et e s st e e e st a e s s st e e s sst s e e s enbenaaeas . 401,500

College opportunity DONGS...........ouveieniie s 83,578

County debt assUME.........ccuviriinie e e 675

Grant anticipation notes (inclusive of cross-over refunding notes)................ 1,908,015
Subtotal - general obligation debt...............coiiiiiiiii 15,961,426
Special Obligation Debt:

Specia obligation bonds (inclusive of cross-over refunding bonds):

[ (= o I = [T $ 1,335,276

AV =TTz o (=Y = 86,590
Subtotal - special obligation debt.........coviiiirit s 1,421,866
Discount / (premium) and iSSUBNCE COSE. .. .. v v vei i e vt e eie e venenans (1,120)

Total outstanding debt.....

Commonwealth of Massachusetts

............................................................. $ 17,382,172

87 Comprehensive Annual Financial Report



Notes to the Basic Financial Statements

Fiscal Year Ended June 30, 2004

A. General Obligation
Bonds

Commonwealth of Massachusetts

General Obligation Bonds are authorized and issued primarily to provide funds
for Commonwealth-owned capital projects and Commonwealth supported local
government improvements. They are backed by the full faith and credit of the
Commonwealth and paid from the Governmental Funds, from which debt
service principal and interest payments are appropriated. Massachusetts General
Laws provide for the allocation of bond proceeds to these authorizations in
arrears, as expenditures are made, unless the proceeds are allocated at the time
of issuance. In addition, forms of general obligation bonds are issued for
specific programs approved by the Legislature. These are as follows:;

College Opportunity Bonds

Some Commonwealth general obligation debt is issued in the form of Qllege
Opportunity Bonds (COBS) as authorized by the Massachusetts General Laws.

These bonds are sold to fund the Commonwealth’s “U. Plan” which is part of a
college savings program administered by the Massachusetts Educational
Financing Authority. These bonds are privately placed and are structured to
meet the needs of investors in this plan. Such bonds were initially issued in
fiscal year 1996, and have been issued in each subsequent fiscal year, including
FY 04, during which approximately $10,585,000, (including accretion), of such
bonds were issued. Outstanding COBs have maturity dates ranging from 2005
through 2023. COBSs have an accreting interest component payable at maturity.
The annual accretion rate of each COB’s maturity is a variable rate equal to the
annual change in the Consumer Price Index (CPI) plus 2.0%. Assuming the CPI
averages 3.5% during the life of the outstanding COBs the payments due at
maturities of the COBs will total approximately $171,533,000, including
accretion. In addition, COBs pay current interest in the amount of 0.5% per year
of the initial amount still outstanding. The full faith and credit of the
Commonwealth back these bonds.

County Debt Assumed

Chapter 38 of the Acts of 1997 and Chapter 300 of the Acts of 1998 abolished
governments of several Massachusetts counties on various effective dates. As
part of these provisions, the Commonwealth assumed the outstanding debt of
Middlesex County on July 1, 1997, of Hampden and Worcester Counties on July
1, 1998, that of Essex County on July 1, 1999 and that of Berkshire County on
July 1, 2000. The county debt assumed has become general obligation debt of
the Commonwealth. As of June 30, 2004, $675,000 of these obligations remains
outstanding.

Variable Rate Demand Bonds

Included in the long-term debt is $1,451,070,000 of general obligation variable
rate demand bonds (VRDBS) maturing from 2008 through 2030 in varying
amounts, of which $1,267,025,000 is swapped to fixed rates. The redemption
schedule for these bonds is included in the bond redemption schedule contained
herein. The interest rate on the VRDBs is determined either weekly or daily
based on the activity of the Commonwealth’s remarketing agents, and interest is
paid monthly. On any reset date, holders of the VRDBs can require the
Commonwealth (acting through its remarketing and tender agents) to repurchase
the bonds (a“put”). The remarketing agent is authorized to use its best efforts to
resell any repurchased bonds by adjusting the interest rates offered. The
Commonwealth pays an annual fee to the remarketing agents equal to 0.05% of
the outstanding par amount of the bonds.
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B. Special Obligation Bonds

Commonwealth of Massachusetts

Under the provisions of stand-by bond-purchase agreements entered into by the
Commonwealth with certain commercial banks, the remarketing and tender
agents are entitled to draw amounts sufficient to pay the purchase price of any
bonds that cannot be resold. During any such period, the Commonwealth is
required to pay the bank(s) at an interest rate based on their respective prime
lending rates. If the remarketing agent is unable to resell any put bonds within
six months of the put date, the stand-by bond-purchase agreements include
provisions to convert any such bonds to installment loans payable over an
extended period of time, with interest payable at a rate based on the bank(s)
prime lending rate(s). The stand-by bond-purchase agreements expire on various
dates between August of 2005 and December 2013. The Commonwealth is
required to renew or replace these agreements as long as the VRDBS remain
outstanding. The Commonwealth currently pays an annual fee to maintain these
agreements, which range from 0.13% to 0.22% of the par amount of the bonds.

Other Variable Rate Bonds

As part d its refunding activities during FY03, the Commonwealth issued
$97,455,000 of refunding bonds which pay a variable rate interest that depends
on changesin the Consumer Price Index (CPI). These bonds, which pay interest
every six months, are not subject to periodic remarketing, nor do bondholders
have theright to “put” such bonds back to the Commonwealth.

On June 29, 2004 as part of the Commonwealth’s issuance of the Convention
and Exhibition Center Special Obligation Bonds, $86,590,000 of such bonds
were issued paying a variable rate of interest also indexed to changes in the CPI.
Similar to the 2003 Bonds, the Convention Center Bonds pay interest
semiannually, but mature serially from FY 15 to FY 18.

Auction Rate Securities

Also included in the long-term debt is $401,500,000 of general obligation
Auction Rate Securities (ARS) maturing in varying amounts from 2020 through
2030. The interest rate payable on the bonds changes weekly as determined
pursuant to specified auction procedures. Interest on the bonds is payable
weekly. In the case of afailed auction (i.e., insufficient bids to clear the market)
existing buyers may be required to hold their bonds with interest payable at a
rate equal to a percentage of an ARS industry index, up to a maximum rate of
12.0%.

The Commonwealth also issues special obligation revenue bonds as authorized
by Massachusetts General Laws. Such bonds may be secured by all or a portion
of revenues credited to the Highway Fund and are not general obligations of the
Commonwealth. At June 30, 2004, the Commonwealth had outstanding
$1,405,930,000 of such special obligation bonds, of which $1,331,946,000 is
allocated to debt not subject to the Commonwealth’s statutory debt limit. These
bonds are secured by a pledge of 6.86 cents of the 21 cent motor fuel excise tax
imposed on gasoline.

In June of 2002, the Commonwealth sold $319,130,000 of special obligation
revenue bonds, Series 2002A. Of this amount, $183,180,000 was issued to
refund prior special obligation bonds. The escrow funded by the refunding
bonds and related premium was used only to secure the principal related to
$190,075,000, (as well as exclusive of related call premiums) in previously
issued special obligation bonds, some of which matured on June 1, 2004 and
others will mature in June 1, 2006 and 2008. The interest related to these
maturitiesis not
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C. Federal Highway Grant
Anticipation Notes

Commonwealth of Massachusetts

secured by this escrow. Rather, it will be paid from the existing stream of motor
fuel excise taxes. Interest on a portion of the newly issued refunding bonds will
be paid from the proceeds of the escrow until the aforementioned prior bonds
are called for redemption. This technique, which is generally referred to as a
“crossover refunding,” results in economic savings to the Commonwealth
similar to a normal refunding, but does not meet the accounting definition of a
legal defeasance of debt, in which case the defeased debt and the related escrow
accounts would have been removed. Until such time as the escrow is used to
repay the principal of the refunded bonds, such amounts will be reported in the
Highway Capital Projects Fund. As of June 30, 2004, $122,315,000 of these
amounts remained outstanding.

On June 29, 2004, the Commonwealth issued $686,715,000 of Specid
Obligation Bonds to permanently finance the costs of construction or renovation
of the Commonwealth’s convention and exhibition centers in Boston,
Springfield and Worcester. To date, these projects were financed primarily
through the issuance of notes. The total proceeds from the sale were
approximately $706,729,000. The bonds are secured solely by pledged
receipts of tax revenues within special districts surrounding those facilities and
certain other moneys or securities established within credit facilities.  The
bonds mature from FY 15 to FY 34.

The Commonwealth also issued Federal Highway GANSs to finance current cash
flow for the Central Artery/Tunnel Project in anticipation of future federal
reimbursements. Section 9 through 10D of Chapter 11 of the Acts of 1997, as
amended by Chapter 121 of the Acts of 1998, authorizes the Commonwealth to
sell up to $1,500,000,000 in GANs. All Federal Highway Construction
reimbursements and reimbursements from the federal highway construction trust
funds are pledged to the repayment of the GANs. These notes are secured by
the pledge of Federal Highway Construction Reimbursements without a general
obligation pledge. Under certain limited circumstances, a portion of the revenue
from the Commonwealth’s motor fuels excise tax may be used to pay debt
service on the GANSs.

During FY 04, the Commonwealth sold $408,015,000 of GANSs refunding notes,
Series 2003A. These notes are Special Obligations of the Commonwealth. The
escrow funded by the notes will be used to secure the principal related to
$418,340,000 of GANSs, including related call premiums, in previously issued
series callable on December 15, 2008 and 2010. The interest related to these
maturities is not secured by this escrow. Rather, it will be paid from
Commonwealth appropriations or the existing stream of future federal grants.
Interest on the newly issued refunding notes will be paid from the proceeds of
the escrow until the aforementioned prior notes are called for redemption. For
the purposes of the pledge but not for accounting purposes, at the time of call,
the refunding notes will become GANs. This results in economic savings to the
Commonwealth similar to a normal refunding, but does not meet the accounting
definition of defeasance of debt, in which case the defeased debt and the related
escrow accounts would have been removed. Until such time as the escrow is
issued to repay the principal of the refunded notes, such amounts will be
reported in the Grant Anticipation Note Trust Fund. As a result of this
transaction, the Commonwealth will reduce its debt service by $23.9 million
over the next 12 vyears, resulting in an economic gain of $15.4
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D. Interest Rate Swap
Agreements

Not
Associated

ional

Amounts

Bondlssue  (thousands)

General Obligation Bonds:

Series1997B......... $ 162,768
Series1997B......... 108,512
Series1998A & B... 299,712
Series1998A & B... 199,808
Series2001B & C.... 496,225
Series2003B......... 87,455
Series2003B......... __ 10,000
Subtotdl............... 1,364,480

Effective
Date

8/12/1997
8/12/1997
9/17/1998
9/17/1998
2/20/2001
3/12/2003
3/12/2003

million on a present value basis. Inclusive of the cross-over refunding notes, at
June 30, 2004, the Commonwealth has $1,907,340,000 of GANs outstanding,
including accreted interest on capital appreciation bonds with maturity dates
ranging from 2006 to 2015.

The Commonwealth enters into interest rate swap agreements to modify interest
rates on outstanding debt. Other than the net interest expenditures resulting
from these agreements, no amounts are recorded in the financial statements.

Objective of the Interest Rate Swap Agreements

In connection with the issuance of variable rate refunding bonds in 1997, 1998,
2001 and 2003, the Commonwealth entered into interest rate swap agreements
with certain counterparties. The purpose of these agreements is to effectively
fix the interest rate payable on the corresponding variable rate refunding bonds,
and to achieve an all-in synthetic interest rate that is lower than the rate that
could have been achieved on a natural fixed rate basis at the time the agreements
were entered into.

Terms of the Interest Rate Swap Agreements

The bonds and related swap agreements have final maturities ranging from 2013
to 2021. The swaps total notional value of $1,451,070,000 matches the par
amount of the related variable rate refunding bonds. Under the swap
agreements, the Commonwealth pays the relevant counterparties’ fixed rates
ranging from 4.15% to 5.25% and receives variable rate payments equal to the
amount of variable rate payments the Commonwealth pays on the related
variable rate refunding bonds.

The following chart details the Commonwealth’s outstanding swaps and related
bond issuances:

Special Obligation Dedicated Tax Revenue Bonds (CPI Based Swaps):

Series2004........... 28,863
Series2004........... 28,863
Series2004............ __ 28863
Subtotd............... 86,590
Total..........ooevne $ 1,451,070

Commonwealth of Massachusetts

6/29/2004
6/29/2004
6/29/2004

Fair Market Final
Fixed Rate Variable Values Termination Counterparty
4.659% Actual Bond Rate  $ (12,949) August 1, 2015 AA+/Aaa
4.659% Actual Bond Rate (11,005) August 1, 2015 AAA/Aaa
4.174% Actual Bond Rate (19,219) September 1, 2016 AAA/Aaa
4.174% Actual Bond Rate (8,219) September 1, 2016 AAA/Aaa
4.150% Actual Bond Rate (31,836) January 1,2021 AAA/Aaa
4.500% Actual Bond Rate 1521 Marchl, 2014 AA+/Aaa
4.500% Actual BondRate ___ 297 March 1, 2013 AIA2
(81,410)
4.45%-5.25%  Actual Bond Rate (1,301) January 1,2018 A/Al
4.45%-5.25%  Actual Bond Rate (1,303) January 1,2018 A+/Aa3
4.45%-5.25%  Actua Bond Rate (1,078) January 1,2018 AA-/Aa2
(3,682)
$ (85,092)
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Commonwealth of Massachusetts

Fair Market Value of the Interest Rate Swap Agreements

Swap rates for the types and remaining terms of the Commonwealth’'s swap
agreements are generally lower (as of June 30, 2004) than those that prevailed
when the various swap contracts were entered into. This is the result of two
factors: (1) lower interest rates in general; and (2) the shortening of the
remaining terms of the swap contracts due to the passage of time and an upward
sloping yield curve for such instruments. As a result, the Commonwealth’s
swap agreements have an estimated fair market value of negative $85,092,000
as of June 30, 2004. If all the Commonwealth’s swap agreements had been
terminated as of the end of fiscal year 2004, the Commonwealth would have
been required to make a payment of this magnitude. Although the
Commonwealth has the option of terminating its swap agreements at any time
(and either make or receive any termination payment due), the Commonwealth’s
counterparties do not have such an option. Therefore, the Commonwealth
would only have to make a payment of the magnitude estimated if certain
termination events occurred, as described below.

Credit Risk of the Interest Rate Swap Agreements

The swap contracts require that the Commonwealth’s counterparties maintain
certain ratings levels. If they fail to maintain such ratings, the Commonwealth
could choose to terminate the related swap agreement and receive or pay a
termination payment depending on the interest rates at the time. Similarly, the
Commonwealth is required to maintain a certain credit rating under the
agreements, generally in the “A” category. If the Commonwealth’'s rating fell
below those levels, the Commonwealth’s counterparties could choose to make
variable rate payments based on a market index (instead of the actual bond rate)
which would subject the Commonwealth to basis risk, as noted below.

Basis, Market and Rollover Risk of the Interest Rate Swap Agreements

Because the terms on the interest rate swap agreements require the
Commonwealth’s counterparties to make variable rate payments equal to those
the Commonwealth makes on the related variable rate bonds, the
Commonwealth is not generally subject to any basis or market risk as a result of
these agreements. Under certain circumstances, such as a downgrade of the
credit rating of the bonds or the enactment of taxrelated legislation which
causes the related bonds to trade differently, the swap agreements provide that
the Commonwealth’s counterparties, may, at their option, pay a variable rate
that is based on one or more market indices such as LIBOR or the BMA swap
index. Under these circumstances, the Commonwealth would be subject to basis
risk if these indicies varied significantly from the variable rates that were
determined for the Commonwealth’s variable rate demand bonds through the
associated remarketing process.

Swap contracts generally have the same maturity dates and amortizations as the
related bonds. Therefore, the Commonwealth is not subject to any rollover risk
asaresult of these agreements.

Termination Risk of the Interest Rate Svap Agreements

The swap contracts use the International Swap Dealers Association Master
Agreement, which includes standard termination events, such as failure to pay
and bankruptcy. The swap agreements are not otherwise subject to termination
except at the Commonwealth’s option. If one or more of the swap agreements
were terminated, then related variable rate bonds would no longer be hedged and
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the Commonwealth would no longer be paying a synthetic fixed rate with
respect to the bonds. In addition, if at the time of termination, the swap had a
negative fair value, the Commonwealth would incur a loss and would be
required to settle with the related counterparty or cunterparties at the swaps’
fair market values.

The Commonwealth is party to an interest rate swap agreement relating to the
Commonwealth’s General Obligation Refunding Bonds, 2001 Series B and 2001
Series C, pursuant to which the Commonwealth makes payments at a fixed rate
of 4.15% per annum and receives payments from its swap counterparty at a
floating rate based on the actual rate on its bonds, which are variable rate
obligation bonds. The notional amount of the swap currently is $496,225,000
and the scheduled termination date is January 1, 2021. Swap payments are made
monthly, with the Commonwealth netting its fixed rate obligation against the
floating rate amount due from the swap counterparty. The swap documentation
provide that the method for determining the floating rate obligation of the
counterparty may change upon an “Event of Taxability” as defined therein. The
swap counterparty has asserted that an Event of Taxability has occurred and
that, as a result, commencing May 3, 2004, the Commonwealth’s monthly net
payments to the counterparty must be increased. The Commonwealth disagrees
with this assertion and, on April 23, 2004, filed a complaint in Suffolk County
Superior Court seeking a declaratory judgment and related preliminary
injunction relief. The swap payment made by the Commonwealth on May 3,
2004 and each monthly payment made thereafter have been calculated based on
the pre-existing method. Had they been calculated as asserted by the swap
counterparty, under market conditions on each such payment date through
October 1, 2004, the payments would have been approximately $1.0 million
greater in the aggregate. The termination value of the swap as of June 30, 2004
is believed to have been approximately $31.8 million in favor of the swap
counterparty and will vary from time to time. The Commonwealth has continued
to make net swap payments based on its actual variable rate bond payments
pending legal developments.

Debt service on the variable rate bonds is as follows (assuming a short term rate
of 2% and a CPI rate of 3%):

Fiscal Year Variable-Rate Bonds Interest Rate
Ending June 30 Principal Interest Swaps, Net Tota

2005..............0 $ - % 32,623,645 31,965,358 64,589,003
2006........c.ccunen. - 32,623,645 31,965,358 64,589,003
2007..........eenl - 32,623,645 31,965,358 64,589,003
2008.......cccenne, 2,340,000 32,588,545 31,927,204 66,855,749
2009............... 3,870,000 32,518,795 31,851,386 68,240,181
2010-2014......... 495,555,000 142,580,842 136,844,068 774,979,910
2015-20109........ 753,465,000 50,875,480 49,818,691 854,159,171
2020-2024......... 195,840,000 4,214,800 4,530,910 204,585,710

Tota $ 1,451,070,000 $ 360,649,397 $ 350,868,333 $ 2,162,587,730
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E. Outstanding Debt

Commonwealth of Massachusetts

For financial reporting purposes, long-term debt is carried at its face value,
which includes discount and any issuance costs. The outstanding amount
represents the total principal to be repaid. For capital appreciation bonds, the
outstanding amount represents total principal and accreted interest to be repaid.
When short-term debt has been refinanced on a long-term basis, it is reported as
outstanding at its face amount.

The amount of long-term debt authorized but unissued is measured in
accordance with the statutory basis of accounting. Only the net proceeds
(exclusive of discount and costs of issuance) are deducted from the total
authorized by the Legislature.

Long-term debt outstanding (including discount and issuance cost) and debt
authorized and unissued at June 30, 2004 is as follows (amounts in thousands):

Bonds Fisca Year Authorized and
Purpose Outstanding Maturities Unissued

GANS....covvvceeeee e, $ 1,907,340 2006-2015 $ -
Capita Projects:

General.....oooveeeeeeeennn, 5,496,512 2005-2031 3,958,557

Highway.......c..cc........ 8,774,386  2005-2034 2,666,991

Local Aid.......ccccvenneee 1,142,134 2005-2031 99,146

(@117 FUNTTTTRR 61,800 2005-2029 103,299

15,474,832 6,827,993

Total...oooveeeeeeeceeeee s $ 17,382,172 $ 6,827,993

Interest rates on the Commonwealth’s debt outstanding at the end of FY04
ranged from 0.0% to 8.0%.

Changes in long-term debt outstanding (including discount and issuance cost)
and bonds authorized - unissued for the year ended June 30, 2004 are as follows
(amounts in thousands):

Bonds

Outdanding ~  Unissued

Authorized and

Balance July 1, 2003.......ccccovrereirerieerieenesee e $ 15,962,506 $ 8,721,581
General and special obligation bonds:

Principal, lessdiscount and issuance costs............ 1,993,086 (1,993,086)

Net premium and iSSUaNCe COSES.......cvvvrerrerrrnennnns (67,096) -
General obligation refunding bonds:

Principal on Refunding Bonds..........c..ccoeevvvivveeinnenne. 2,936,710 -

Principal on Refunded Bonds.............cccoovvvieiccenenne. (2,750,667) -

Retired discount on Refunded Bonds............c.ccc...... 66,077 -
Increasein bonds authorized................ocooeeiin el - 310,461
Decrease in bonds authorized..................cccceee .. (210,963)
BONASTELITEd. ... (758,444) -
Balance June 30, 2004.........ccooeererenereeereeesee e $ 17,382,172 $ 6,827,993

Comprehensive Annual Financial Report



Notes to the Basic Financial Statements

Fiscal Year Ended June 30, 2004

F. BondsDefeased Through
Refunding

Commonwealth of Massachusetts

Business Type Activities — Colleges and University Debt

Building authorities related to the University of Massachusetts and the state
colleges have issued bonds for construction of higher education facilities and
equipment. Such bonds are guaranteed by the Commonwealth in an aggregate
amount not to exceed $200,000,000. The bond agreements generally provide
that revenues from student fees are pledged as collateral on the bonds and

establish bond reserve funds, bond funds, and maintenance reserve funds. The
University of Massachusetts and state mlleges have also entered into various
loan agreements as participants in the Massachusetts Health and Educational

Facilities Authority’s (MHEFA) ongoing capital asset program to finance
construction projects and equipment.

At June 30, 2004, debt service requirements to maturity for principal (including
discount, capital appreciation and issuance costs) and interest including all
variable rate interest not hedged by swap agreements (assumed interest rate is
5%) are as follows (amounts in thousands):

Fiscal Governmental Activities Business - Type Activities
Year
Ended General Obligation Revenue Obligation
June 30 Principal Interest Principal Interest
880,272 $ 843,653 $ 43621 $ 49,440
998,102 829,576 24,852 49,054
1,038,302 779,519 25,982 48,063
1,069,225 725,953 31,867 47,032
1,076,809 671,376 33,286 45,714
5,116,215 2,519,304 184,472 204,729
3,455,335 1,360,286 192,701 157,088
2,252,708 634,770 207,449 103,487
872,914 292,264 164,056 55,495
622,290 59,900 124,330 11,308
- - 16,479 234
Total lona - term debt 17,382,172 8,716,601 1,049,095 771,644
Less: Current Portion (880,272) (843,653) (43,621) (49,440)
Long - term debt .......ccoverviinne, $ 16,501,900 $ 7,872,948 $ 1005474 $ 722,204

The Commonwealth issued bonds and notes through both competitive and
negotiated sales during FY04. The costs for legal counsel and underwriting fees
for bond sales were $879,000 and $23,884,000 respectively. In addition, the
Commonwealth paid $156,000 for disclosure counsel services.

As authorized by the Massachusetts General Laws, the Commonwealth advance
refunded certain general obligation bonds through the issuance of
$2,528,695,000 of general obligation refunding bonds (exclusive of the
aforementioned special obligation refunding bonds) during FY04. Net proceeds
totaling approximately $2,829,668,000 were used to purchase U.S. Government
and U.S. Government Agency securities which were deposited in irrevocable
trusts with an escrow agent to provide for all future debt service payments of the
refunded bonds. As aresult, the refunded bonds are considered to be defeased,
and the liabilities therefore are not reflected in the financial statements. As a
result of these refundings, the Commonwealth decreased current year debt
service payments and has taken advantage of lower interest rates, and it has
decreased its aggregate debt service payments by approximately $203,600,000
over the next 20 years and will experience an economic gain (the difference
between the present values of the debt service payments of the refunded and
refunding bonds) of approximately $107,200,000. At June 30, 2004,
approximately $1,940,005,000 of the bonds refunded remain outstanding and are
defeased.
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G. Prior Defeasance

H. Statutory Debt Limit

Commonwealth of Massachusetts

In prior years, the Commonwealth defeased certain general and special
obligation bonds by purchasing securities (from the proceeds of refunding bonds
or from surplus operating funds) and placing them in irrevocable trusts to
provide for al future debt service payments on the defeased bonds.
Accordingly, the trust account assets and the liabilities for the defeased bonds
are not included in the financial statements. At June 30, 2004, approximately
$4,327,954,000 of bonds outstanding from activities in prior fiscal years are
considered defeased.

The Massachusetts General Laws establish limits on the amount of direct debt
outstanding. By statutorily limiting the Commonwealth’s ability to issue direct
debt, this limit provides a control on annual capital spending. The direct debt
limit for FY 04 was approximately $12,822,414,000. Outstanding debt subject to
the limit at June 30, 2004 was approximately $12,459,055,000. The limit
increases 5% per year.

By Legidlatiive action, for purposes of determining compliance with the limit,
outstanding direct debt is defined to include general obligation bonds and
minibonds at the amount of their original net proceeds. It excludes BANs and
discount and issuance costs, if any, financed by these bonds. It also excludes
special obligation bonds, GANSs, refunded bonds, certain refunding bonds, debt
issued by counties, and debt issued in conjunction with the MBTA forward
funding.

The amounts excluded from the debt limit are as follows (amounts in
thousands):

Debt Outstanding

Balance June 30, 2004..........ccooeeeereneesene e $ 17,382,172

Less amounts excluded:
Premium / (discount) and issuance Cost...........ccccveneene. 1,120
Special obligation prinCipal..........ccoeevereerinecenennene, (1,347,882)
GANSPrinCipal.......cccveeeiie e e (1,908,015)
County debt assumed..........cooeiiiiiii e (675)
MBTA forward funding.............ccocoovveviiie e, (601,027)
Central Artery / Tunnel ... (1,066,638)

Outstanding Direct Deb.........ccccceevvieiivieieseeee e $ 12,459,055
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I. ChangesinLong—Term
Liabilities

assets (amounts in thousands):

Other long-term liabilities will be liquidated in the future from governmental
funds. During the year ended June 30, 2004, the following changes occurred in
liabilities reported as part of the long-term liabilities in the statement of net

July 1, 2003 June 30, 2004 Due
Primary Government Interest Maturity Beginning Ending Within
Governmental Activities Rates Thraugh Balance lncreases Decreases Balance QOne Year
Long - term debt:
General obligation bonds.............. 0.00 - 8.00% 2031 $ 13,645,664 $ 3,828,381 $ 3,346,650 $ 14,127,395 $ 846,476
Soecia obliaation bonds .............. 4.00 - 5.50% 2034 748,124 693,400 93,642 1,347,882 27,170
Grant anticipation Notes................. 0.00 - 7.00% 2015 1,500,000 408,015 - 1,908,015 -
Unamortized (oremiums) / discounts:
General obligation bonds .. 78,457 (60,411) 2,555 15,491 6,426
Special obligation bonds ... (9,063) (6,685) 188 (15,936) 200
Grant anticipation notes..... (675) - - (675) -
TOtal 10NG = LM EBE vvvvvvvveevrereeeeeesssssseessesseessssssssssssesssssesss s 15,962,507 4,862,700 3,443,035 17,382,172 $__ 880272
Less: CUMTENt DOTtION. .. ...t et e e e e e e (728,485) 880,272 728,485 (880,272)
Net long - term debt 15,234 022 3982 428 2714550 16 501,900
Other long - term liabilities:
Due to Component Units - Central Artery / Tunnel Project. 10,285,559 681,949 - 10,967,508
Dueto related oraani Zations...........oeeeeeve e eee e e e e 365,000 - - 365,000
School construction grants and other contract assistance payable........ 3,547,944 333,228 288,818 3,592,354
Other [18DIHITIES.....c.ceireeeicceeec s 598,738 644,786 598738 644786
Total other long - term liabilities. ...........ooouiiiiiiiiiii e 14,797,241 1,659,963 887,556 15,569,648
Total non - current liabilitieS ........oeeeeeeireree s $ 30031263 $ 5642391 $ 3602106 $ 32,071,548
July 1, 2003 June 30, 2004 Due
Interest Maturity Beginning Ending Within
Business- Type Activities Rates Through Baance Increases Decreases Balance One Year
Long - term debt:
Revenue obligation debt ............... 0.0-7.5% 2037 $ 673398 $ 402,387 $ 26,690 $ 1,049,095 $ 43,621
Other long - term liabilities:
Compensated ADSENCES .........covrveuiieerieieeeieie et 142,427 22,611 17,211 147,827 92,577
Capital lease obligations..... 91,934 9,323 27,286 73,971 15,852
Other liabilities. 86,965 51,524 52,557 85,932 -
Total other long - term liabilities. ..........c.ocovviiiii s 321,326 83,458 97,054 307,730 -
Total Long - term liabilities............ooviveiii i 994,724 485,845 123,744 1,356,825 $ 152050
Less: CUMent POrtioN. .........couuuuviiieiiiiiee it (133,240) 152.050 133.240 (152,050)
Total non - current liabilities ..o $ 861484 $ 333795 $ (9.496) $ 1.204.775

Commonwealth of Massachusetts
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Discretely Presented Component Units — Bonds and notes outstanding at June
30, 2004 (December 31, 2003 for MTA), net of unamortized discounts and
premiums, along with unamortized losses on refundings of approximately
$236,893,000, are as follows (amountsin thousands):

July 1, 2003 June 30, 2004 Due
Beginning Ending Within
Discretely Presented Component Units Balance Increases Decreases Balance One Year
Major component units:
MBTA oo 200-700% 20052034 $ 4,190,340 $ 1,195725 $ 881,560 $ 4504505 $ 107,870
MTA o 390-565%  2005-2039 2,528,788 - 13,050 2,515,738 39,935
MWPAT ..o, 3.00-6.375% 2005-2030 2,055,060 311,580 87,245 2,279,395 99,260
Nonmajor component units 177-900%  2005-2034 1,211,618 115,586 82,957 1,244,247 39,455
Total bonds payable ..............cooeeveeenn. 9,985,806 1,622,891 1,064,812 10,543,885 286,520
Compensated absences................. 24,681 15,986 16,178 24,489 18,549
Total Component Units ................ $ 10010487 $ 1638877 $ 1080990 $ 10568374 $__ 305,069
The amounts below represent the gross face amounts of bonds and notes
outstanding and may differ from the amounts included in the combined balance
sheet due to treatment of original issue discount in the general-purpose financial
statements. Maturities of principal and interest are as follows (as of December
31, 2003 for MTA) (amounts in thousands):
Masschusetts
Massachusetts Water
Fiscal Bay Masschusetts Pollution Nonmajor
Year Transportation Turnpike Abatement Component
June 30, Principal Interest Principal Interest Principal Interest Principal Interest Principal Interest
2005.... .. $ 106,735 $ 213810 $ 39935 $ 119,066 $ 99,260 $ 114523 $ 39,397 $ 68,103 $ 285327 $ 515,502
2006......ccniiniiiiinnn 88,835 223,704 19,535 118,054 100,550 110,348 68,572 65,160 277,492 517,266
2007, .. 160,685 219,746 19,890 117,009 103,555 109,540 31,638 56,289 315,768 502,584
2008......cviiiiiiin 148,885 212,337 20,555 115,927 105,915 100,805 23,345 55,418 298,700 484,487
2009.... .t 152,630 203,702 21,620 114,770 108,645 93,912 25,534 53,486 308,429 465,870
2010 - 2014.............. 912,715 874,606 247,195 535,195 564,094 401,116 153,423 245,261 1,877,427 2,056,178
2015 - 2019.............. 874,455 618,915 279,580 536,827 542,675 247,991 213,539 200,696 1,910,249 1,604,429
2020 - 2024.............. 993,365 371,085 355,771 581,908 394,930 119,283 214,569 164,684 1,958,635 1,236,960
2025 - 2029.............. 703,605 145,616 299,359 497,061 179,595 44,222 193,485 117,262 1,376,044 804,161
2030 - 2034.............. 333,160 15,140 124,013 262,998 80,176 7,781 196,975 42,444 734,324 328,363
2035-2039.......cc...n. 27,435 (1,013) 946,285 108,859 - 34,660 12,943 1,008,380 120,789
2040 - 2044.............. - - 142,000 - - 30,690 4,357 172,690 4,357
Tota long -
- term debt* ... 4,502,505 3,097,648 2,515,738 3,107,674 2,279,395 1,349,521 1,225,827 1,086,103 10,523,465 8,640,946
Current portion* (106,735) (213,810) (39,935) (119,066) (99,260) (114,523) (39,397) (68,103) (285,327) (515,502)
Long - term debt*....... $ 4395770 $ 2883838 $ 2475803 $ 2983608 $ 2180135 $ 1,234998 $ 1,186,430 $ 1018000 $ 10,238,138 $ 8125444

Commonwealth of Massachusetts
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Commonwealth of Massachusetts

The MBTA issued certificates of participation (COPs) in the amounts of
approximately $28,565,000 on December 15, 1988 and approximately
$85,795,000 on August 30, 1990 to finance the purchase of commuter rail
coaches. Under the terms of the “Forward Funding” of the MBTA, the COPs
payments are not reimbursable by the Commonwealth, but are guaranteed.

The COPs bear interest at rates ranging from 7.75% to 7.80% and mature as
follows (amountsin thousands):

Fiscal Y ear Ended June 30 Principal Interest
2005. .. et $ 1135 $ 176
2006. ... et 1,135 88
2,270 264
Less: Current Portion................... (1,135) (176)
Long Term Portion....................... $ 1135 $ 88

The remaining outstanding principal balance of COPs that were defeased in
prior yearsis $9,075,000 at June 30, 2004.

In prior years, the MBTA defeased in-substance several General Transportation
System Bonds by placing the proceeds of new bonds in an irrevocable trust fund
to provide for future debt service payments on the old debt. Accordingly, the
trust account asset and the liability for the defeased bonds are not included in the
accompanying financial statements. On June 30, 2004, approximately
$1,214,675,000 of these bonds outstanding are considered defeased.

In FY 04 and prior years, the MWPAT defeased in-substance ten series’ of Loan
Program Bonds similarly to the MBTA. On June 30, 2004, approximately
$477,555,000 of these bonds outstanding are considered defeased.

Interest Rate Swap Agreements — Discretely Presented Component Units

The MBTA has entered into interest rate swaps and swaptions (referred to herein
collectively as Swaps) in order to lower its cost of capital, protect against rising
interest rates, lock in rate savings and to realize refinancing savings according to
schedules that suit the Component Units' needs. When the Component Unit has
entered into Swaps, it has done so in order to: (1) provide lower costs fixed rate
financing for its capital needs through synthetic fixed rate structures; (2) lock in
long — term fixed rate returns on invested assets in its required reserve funds;
and (3) create synthetic refinancing with cash flow savings realized as the
Component Unit designates.
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Commonwealth of Massachusetts

Variable
Receive
Rate

BMA
BMA
CPI+79bps.

Summary of Swap Transactions by Category — Synthetic Fixed Rate Swap
Transactions

From FYO0O0 through FY02, MBTA executed swap agreements, associated with
particular series of bonds. On one of the agreements, the MBTA will receive a
$4,338,000 payment for the counterparty, due in FYQO7. The transactions are
summarized as follows: (amounts in thousands):

Component Notiona Effective Maturity
Unit Amount Date Date
MBTA $ 188,000 June, 2000 2005
MBTA 87,805 December,2001 2022
MBTA 25,005 February, 2004 2020
_$ 300810

Swap Payments and Associated Debt

As of June 30, 2004, debt service requirements on the various bond issuances of
the MBTA that have swap payments applied to them were calculated by
applying fixed rates ranging from 4.13% to 5.2% and assuming variable rates of
1.02%, using BMA and 4.679% plus 79 basis points for the CPl — based bonds.
Debt service related to these swapsis as follows (amounts in thousands).

Interest
Fiscal Y ear Variable - Rate Bonds Rate Swap,

Ending June 30, Principal Interest Net Total
2005.....ccociierennn, $ - $ 4,183 $ 9,485 $ 13,668
2006 ......ccoeeeueennenn, - 2,585 3,456 6,041
(00 A - 2,265 2,250 4,515
2008 .....ccoveriierenns - 2,265 2,250 4,515
2009 .....ccooeeeiiieenns - 2,265 2,250 4,515
2010- 2014 ......... 12,325 11,246 11,002 34,573
2015- 2019 ......... 37,870 9,565 5,768 53,203
2020 - 2022 ......... 62,615 2,058 2,530 67,203
Total $ 112,810 $ 36,432 $ 38,991 $ 188,233
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Swaptions for Forward Refundings

In addition, the MBTA has four swaptions generally exercisable from FY06
through FY 11 on its variable rate general transportation system bonds. The

swaptions are summarized as follows (amounts in thousands):

Lump - Sum Counterparty Fixed Variable Counterparty
Payment Option Term Payable Receivable Credit Rating Fair
Execution  Notiona From Due date Exercise of Swap Swap as of Value at
Date Amount Counterparty of Payment Dates Swap Rate Rate June 30, 2004  June 30, 2004
Each March & 67% of one-
September month
Fyo2....... $ 188,000 $ 12,230 FY 06 2005 - 2010 2030 5.000% LIBOR Aa2/ AA+ $ (11,819)
Each March &
September
FYo02....... 79,645 4,140 FY06 2009 - 2011 2030 5.610% BMA Aazal AAA (2,070)
In annual
installments  Each March &
from FY04 to September
FYO03....... 123,170 10,833 FY20 2005 - 2010 2025 5.093% BMA Aaz2/ AA+ (2,091)
In annual
installments  Each March &
fromFYO04to  September
FYO03....... 96.085 6.728 FY20 2006 - 2011 2026 5.037% BMA Aa2/ AA+ (1,285)
$ 486,900 $ 33,931 $ (16,265)
Credit Risk

Commonwealth of Massachusetts

Because all of the MBTA’s swaps rely upon the performance of third parties
who serve as swap counterparties, both are exposed to credit risk, or the risk that
a swap counterparty fails to perform according to its contractual obligations.

The appropriate measurement of thisrisk at the reporting date is the fair value of
theswaps. All fair values have been calculated using the Mark to Market or Par
Vaue Method. To mitigate credit risk, the Component Units maintain strict
credit standards for swap counterparties. For the MBTA, all swap
counterparties for both Moody’s and Standard & Poors rate longer-term swaps
are in the “AA” category. On the MBTA’s swap that matures in FYO06, the
counterparty is rated in the “A” category by both agencies. To further mitigate
credit risk, the MBTA’s swap documents require counterparties to post
collateral for the MBTA'’s benefit if they are downgraded below a designated
threshold.

Basis Risk

The MBTA isexposed to basisrisk if the relationship between the floating index
the MBTA receives on the swaps (BMA or 67% of LIBOR) falls short of the
variable rate on the associated bonds. Should this occur, the expected savings
may not be realized. As of June 30, 2004, the BMA rate was 1.08% while the
variable rates on the associated MBTA bonds ranged from 1.02% to 1.38%.
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9. INDIVIDUAL FUND DEFICITS

Termination Risk

The MBTA'’s swap agreements do not contain any out of the ordinary events
that would expose them to significant termination risk. In keeping with market
standards, all parties may terminate each swap if the other party fails to perform
under the terms of the contract. In addition the swap documents allow either
party to terminate in the event of a significant loss of creditworthiness. The
MBTA views such events to be remote. If at the time of the termination a swap
has a negative value, the MBTA would be liable to the counterparty for a
payment equal to the fair value of each swap.

Rollover Risk

Only the MBTA'’s 2000 series bonds are exposed to rollover risk because the
swap for the bonds terminates prior to maturity of the bonds. Upon termination
of the swap, the MBTA will no longer realize the synthetic rate on the 2000
bonds and will be exposed to floating rate risk on the underlying bonds if no
new hedgeisput in place.

Market Access Risk and Potential Basis Risk

In the case of the swaptions, other than the FY02 swaption, if any option is
exercised and refunding bonds are not issued, the bonds expected to be refunded
would not be refunded and the MBTA would make net swap payments as
required by the terms of each contract. There is no market acces risk for the
FY02 swaption. If any of the options are exercised, the actual savings
ultimately recongnized by the transactions will be affected by the relationship
between the interest rate terms of the variable rate bonds versus the variable
payment on the swap.

Commonwealth of Massachusetts

Certain funds within the Governmental Fund Type have fund deficits at June 30,
2004 as follows (amountsin thousands):

Eund Amount

Major governmental funds:
HIQNWAY ... $ 662,801

Other governmental funds:

Federal Grants.........coveiereeneiieinee e 4,636
General Capital ProjECS........coveveeveeceieeeeeceeteeeee et 283,256
Capital Expenditure Reserve 98,829
Highway Capital ProjeCtS .......ccocveevirieririsesieeeese e 183,737
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10. RETIREMENT SYSTEMS

Commonwealth of Massachusetts

Primary Government

The Commonwealth is statutorily responsible for the pension benefits for
Commonwealth employees (members of the State Employees Retirement
System) and for teachers of the cities, towns, regional school districts
throughout the Commonwealth and Quincy College (members of the Teachers
Retirement System, except for teachers in the Boston public schools, who are
members of the State-Boston Retirement System but whose pensions are also
the responsibility of the Commonwealth). The members of the retirement
systems do not participate in the Social Security System.

The Commonwealth has assumed responsibility for payment of cost-of-living
adjustments (COLA) for the separate (non-teacher) retirement systems of its
cities, towns and counties, granted in fisca year 1981 to 1996. The
Commonwealth is statutorily required to have an actuarial valuation once every
three years and every two years to confirm to the requirements of GAAP.

Plan Descriptions

The State Employees’ Retirement System (SERS) is a single employer defined
benefit public employee retirement system (PERS), covering substantialy all
employees of the Commonwealth and certain employees of the independent
authorities and agencies, including the state police officers at the Massachusetts
Port Authority and the Massachusetts Turnpike Authority. The SERS is
administered by the Commonwealth and is part of the reporting entity and does
not issue a stand alone financial report.

The Teachers' Retirement System (TRS) is an agent multiple employer defined
benefit PERS. The Commonwealth is a non-employer contributor and is
responsible for all contributions and future benefit requirements of the TRS.

The TRS covers certified teachers in cities (except the City of Boston), towns,
regiona school districts and Quincy College. The TRS is administered by the
Commonwealth and is part of the reporting entity and does not issue a stand-
alone financial report.

The State — Boston Retirement System (SBRS) is a hybrid multiple employer
defined benefit PERS. SBRS provides pension benefits to al full-time
employees upon commencement of employment with any of the various
government agencies covered by SBRS. The Commonwealth is a non-employer
contributor and is only responsible for the actual cost of pension benefits for
SBRS participants who serve in the City of Boston’s School Department in a
teaching capacity (BTRS). The cost of pension benefits of the other participants
is the responsibility of the City of Boston. SBRS is not administered by the
Commonwealth and is not part of the reporting entity and a stand-alone financial
report isnot available.

Certain Commonwealth employees and current retirees employed prior to the
establishment of the State Employees’ Retirement System are covered on a
“pay-as-you-go” basis. During the year ended June 30, 2004, the
Commonwealth’s pension expenditure included payments totaling $14,567,000
to current retirees employed prior to the establishment of the current plans and
the non-contributory plans.
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Commonwealth of Massachusetts

The policy for post-retirement benefit increases for al retirees of the SERS,
TRS, BTRS and COLA of local governmentsis subject to legislative approval.

Membership — Membership in SERS, TRS and BTRS as of January 1, 2004, the
date of the most recent valuation, is asfollows:

SERS IRS BTRS
Retirees and beneficiaries
currently receiving benefits................... 51,418 39,341 2,992
Terminated employees entitled to
benefits but not yet receiving them........ 2,966 N/A 169
SUBLOtAl.....cveeeeeerecee e 54,384 39,341 3,161
Current employees:
VeSted ... 41,229 43,978 3,432
NON-VeSted® ... 38,893 43,956 2,523
SUDBLOLEL....cveeevereeie e 80,122 87,934 5,955
TOtal.cooieeeeeceeee e 134,506 127,275 9,116
* Estimated

Benefit Provisions

Massachusetts General Laws establish uniform benefit and contribution
requirements for all contributory PERS. These requirements provide for
retirement allowance benefits up to a maximum of 80% of a member’s highest
three-year average annual rate of regular compensation. Benefit payments are
based upon a member’s age, length of creditable service, and group creditable
service, and group classification. The authority for amending these provisionsis
with the Legislature.

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

Funding Progress

During FY 01, the Legislature passed Chapter 114 of the Acts of 2000, which
modified Chapter 32 of the General Laws. This modification became effective
on July 1, 2001. In Chapter 114, teachers who are members of the State
Teachers Retirement System, or teachers who are members of the State — Boston
Retirement System before 1975, who resigned or took an unpaid leave of
absence because of maternity leave will be allowed to “buy back” into the fund
up to a maximum of four years. The member must pay the amount determined
by the Retirement Board by December 31, 2001 to qualify, as long as the
member has worked longer than ten years. If the member completes ten years
of service after December 31, 2001, payment can be made within 18 months of
completion of ten years of service. In addition, the law creates a superannuation
retirement benefit program for all teachers hired on or after July 1, 2001. This
program has a contribution rate of 11 percent of regular compensation. To be
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eligible for the alternative benefit at retirement, the teacher must have completed
thirty years of eligible service. All previous members may elect to participate in
the program, as long as they participate with the equivalent of a minimum of
five years of employee contributions at the new rate. |f the member retires
before five years, the teacher must pay into the system, the amount that would
have been paid in one lump sum, or in installments as the Board may prescribe.
The alternative benefit is calculated as the percentage of average compensation
determined under the current formula increased by 2% of the average annual
compensation for each full year of service in excessof 24 years. The election to
participate isirrevocable.

The following table presents the schedul e of funding progress as presented in the
most recent actuarial valuations at the dates indicated (amounts in thousands):

Actuaria UAL asa%
Valuation as of Actuaria Vaueof  Actuarial Accrued Unfunded Actuarial Funded Annual Covered of Covered
January 1 Plan Assets Liability Liability (UAL) Ratio % Payroll * Payroll

State Employees' Retirement System
2004 $ 15,931,000 $ 18,966,000 $ 3,065,000 840% $ 3,842,000 79.8
2003 13,947,000 17,551,000 3,604,000 79.5 3,779,000 95.4
2002 15,002,000 15,961,000 959,000 94.0 4,034,000 23.8
2001 13,922,000 15,170,000 1,248,000 91.8 3,700,000 33.7
2000 13,364,000 14,138,000 773,000 94.5 3,472,000 22.3
1998 9,914,000 11,361,000 1,447,000 87.3 3,111,000 46.5
1996 7,366,000 9,441,000 2,075,000 78.0 2,989,000 69.4
1995 5,879,000 8,602,000 2,723,000 68.3 2,992,000 91.0
1993 5,071,000 8,738,000 3,667,000 58.0 2,919,000 125.6

Teachers Retirement System
2004 17,075,000 24,519,000 7,444,000 69.6 4,556,000 163.4
2003 14,762,000 22,892,000 8,129,000 64.5 4,406,000 184.5
2002 15,712,000 20,620,000 4,908,000 76.2 4,264,000 115.1
2001 14,390,000 18,170,000 3,779,000 79.2 4,072,000 92.8
2000 13,681,000 16,420,000 2,739,000 83.3 3,704,000 73.9
1998 10,170,000 13,095,000 2,925,000 1.7 3,175,000 92.1
1996 7,553,000 10,252,000 2,699,000 73.7 2,810,000 96.0
1995 6,014,000 9,712,000 3,698,000 61.9 2,667,000 138.7
1993 5,142,000 8,921,000 3,779,000 57.6 2,428,000 155.6

State - Boston Retirement System ( Boston Teachers)
2004 1,040,000 2,022,000 982,000 51.4 368,000 266.8
2003 919,000 1,918,000 998,000 47.9 387,000 257.9
2002 984,000 1,756,000 772,000 56.0 370,000 208.6
2001 918,000 1,502,000 583,000 61.1 304,000 191.8
2000 860,000 1,381,000 521,000 62.3 285,000 182.8
1998 699,000 1,219,000 520,000 57.3 285,000 182.5
1996 549,000 1,025,000 476,000 53.6 274,000 173.7
1995 438,000 833,000 395,000 52.6 232,000 170.3
1993 370,000 743,000 373,000 49.8 206,000 181.1

* - The covered payroll amounts approximate the employer payroll.

Commonwealth of Massachusetts

105

Comprehensive Annual Financial Report



Notes to the Basic Financial Statements

Fiscal Year Ended June 30, 2004

Commonwealth of Massachusetts

Pension Actuarial Valuation

The Commonwealth’ s pension actuarial valuation was performed as of January
1, 2004 pursuant to Chapter 32 of the General Laws of the Commonwealth of
Massachusetts and based on the plan provisions at that time. The following are
the most significant assumptions used in preparing the 2004 actuarial valuation:

INVESIMENt FELUM. ...t 8.25% per year

Interest rate credited to annuity savings.......... 3.5% per vear

Cost of living inCreases..............cooeeveeennen. 3% per year

MOMtality....cevveieiee e RP-2000 Health Annuitant table projected with scale AA

(gender distinct). Thisis applicable to both pre-retirement
and post-retirement benefits. Adjustments made for
disabled members and certain other groups.

Salary INCreases. ......ovveeee e e Based on analysis of past experience - ranges from 4.75%
t0 8.5% for groups 1 and 2, 5.5% to 9.5% for group 3,
5.5% to 12% for group 4 and 4.75% to 9.5% for teachers.

Contributions Required and Contributions Made

The total contributions required for SERS, TRS and SBRS are based on the
entry age normal cost method using the same actuarial assumptions used to
compute the net pension obligation.

The Commonwealth was financially responsible for the COLA granted to
participants in the 104 retirement systems of cities, towns and counties in fiscal
year 1981 to 1996. Chapter 17 of the Acts of 1997 effective for fiscal year 1998
transferred the responsibility for funding COLAs for separate (non-teacher)
retirement systems of cities and towns to the respective system. Any future
COLA granted by the Legislature to employees of these plans will be the
responsibility of the individual system. The individual employer governments
are also responsible for the basic pension benefits. The retirement systems are
not administered by the Commonwealth and are not part of the reporting entity.
The actuarial accrued liability for COLA as of January 1, 2004 was
$522,000,000.

The retirement systems’ funding policies have been established by Chapter 32 of
the Massachusetts General Laws. The Legislature has the authority to amend
these policies. The annuity portion of the SERS, TRS and BTRS retirement
allowance is funded by employees, who contribute a percentage of their regular
compensation. Costs of administering the plan are funded out of plan assets.

Member contributions vary depending on the most recent date of membership:

Hire Date % of Compensation
Prior t0 1975.......ccccvvviiiiinnnne 5% of regular compensation
1975-1983....cc i e 7% of regular compensation
1984 to 6/30/1996.................... 8% of regular compensation
7/1/1996 to present................... 9% of regular compensation except for State Police which
is 12% of regular compensation
7/1/2001 to present................... 11% of regular compensation (for teachers hired after

7/1/01 and those accepting provisions of Chapter 114 of
the Acts of 2000)

1979 to present.......vvveveeeennnnn, An additional 2% of regular compensation in excess of
$30,000
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Commonwealth of Massachusetts

The Commonwealth’s contribution for the pension benefit portion of the
retirement allowance of SERS and TRS and required payments to cover BTRS
and COLA contributions were originally established on a*“ pay-as-you-go” basis.
As a result, amounts were appropriated each year to pay current benefits,
without a systematic provision to fully fund future liabilities already incurred.
Beginning in fiscal year 1988, the Commonwealth enacted the Pension Reform
Act of 1987 and addressed the unfunded liability of SERS, TRS and its
participation in SBRS and its COLA obligation.

This legislation also directed the Secretary of Administration and Finance to
prepare a funding schedule to meet these requirements, and to update this
funding schedule every three years on the basis of new actuarial valuation
reports prepared under the Secretary’s direction. Any such schedule is subject
to legislative approval. If a schedule is not so approved, payments are to be
made in accordance with the most recently approved schedule. Under the
current schedule adopted in 2004, the amortization payments are designed to
eliminate the unfunded liability by fiscal year 2023 on a 4.50% increasing basis.
Contributions by the Commonwealth of $687,335,000 were made during the
fiscal year ended June 30, 2004. Of this amount $71,198,000 represents
payments for COLA granted to participants in retirement systems of cities,
towns and counties. The Commonwealth schedule encompasses SERS, TRS
and Boston Teachers.

GAAP requires that pension expenditures (costs) be based on an acceptable
actuarial cost method and that they be not less than:

Normal cost plus amortization of net pension obligation cost
Interest and amortization on any unfunded prior service costs

The funding schedule discussed above follows an acceptable actuarial funding

methodology to compute normal cost and the unfunded accrued actuarial
liability.
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The following table presents the schedule of employer contributions (amountsin

thousands):
Annua
Actuarial Required Actual Net Pension % of Pension
Vauationas  Contribution Interest on Amortization Contribution (Obligation) % of ARC Cost
of January 1 (ARC) NPO of NPQ Pension Cost Made. Asset (NPO) Contributec Contributed
State Employees’ Retirement System
2004 $ 349,557 $ (109,346) $ (90,749) $ 330,960 $ 246,754  $ 1,241,195 1% 75 %
2003 397,698 (117,299) (96,940) 377,338 280,929 1,325,401 71 74
2002 215,795 (111,506) (92,152) 196,441 266,660 1,421,811 124 136
2001 275,204 (109,731) (133,387) 298,861 320,381 1,351,592 116 107
2000 352,084 (108,400) 107,190 350,873 367,000 1,330,071 104 105
1999 319,454 (103,188) 98,556 314,822 378,000 1,313,944 118 120
1998 261,255 (83,446) 77,180 254,989 494,289 1,250,766 189 194
1997 246,037 (65,478) 41,889 222,448 463,590 1,011,466 188 208
1996 232,158 (46,918) 29,523 214,763 433,114 770,324 187 202
1995 249,640 (31,639) 19,614 237,615 417,361 551,973 167 176
Teachers' Retirement System
2004 610,841 (65,373) (54,225) 599,722 359,476 552,153 59 60
2003 651,021 (83,468) (68,980) 636,534 417,204 792,400 64 66
2002 411,225 (82,377) (68,079) 396,927 410,143 1,011,729 100 103
2001 475,053 (78,498) (95,421) 491,976 539,000 998,513 113 110
2000 480,873 (79,487) 78,599 479,985 468,000 951,489 97 98
1999 373,777 (70,312) 67,155 370,620 481,826 963,474 129 130
1998 315,474 (59,126) 54,686 311,034 446,619 852,267 142 144
1997 245,426 (44,832) 28,681 229,275 418,519 716,682 171 183
1996 232,403 (30,311) 19,073 221,165 392,003 527,439 169 177
1995 277,343 (24,002 14,880 268,221 342,441 356,601 123 128
Boston Teachers Retirement System
2004 74,787 5,374 4,460 75,701 45,364 (95,480) 61 60
2003 76,151 3,411 2,819 76,743 52,944 (65,142) 70 69
2002 94,003 (67) (56) 93,992 51,833 (41,343) 55 55
2001 66,820 1,542 1,875 66,488 86,000 815 129 129
2000 58,266 448 (443) 58,271 45,000 (18,697) 77 77
1999 53,453 (989) 944 53,409 36,000 (5,426) 67 67
1998 48,795 (2,114) 1,995 48,636 35,000 11,983 72 72
1997 34,621 (2,082) 1,332 33,871 35,000 25,619 101 103
1996 32,908 (1,860) 1171 32,219 34,822 24,490 106 108
1995 28,168 (1,816) 1,126 27,478 28,000 21,887 99 102

The total contributions required for SERS, TRS and SBRS are based on the
entry age normal cost method using the same actuarial assumptions used to
compute the net pension obligation.
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Commonwealth of Massachusetts

Changein Budgetary Funding for Pensions and Transfer of Assets

The FYO4 GAA amended the General Laws to alow annual pension
appropriations to be paid at an amount equal to the scheduled amount less the
value of any capital assets transferred to the pension liability fund. The FY04
GAA funded the $832.3 million pension obligation using $687.3 million in cash
from the General Fund and the transfer to the pension liability fund of the
Commonwealth from the Massachusetts Convention Center Authority the Hynes
Convention Center and the Boston Common Garage.The legislation authorizing
the transfer valued the asset at $145 million. Subsequent to year-end, the FY 05
GAA created a commission to study the reuse or disposition of the assets,
calling into question the transfer of the asset itself. The new pension funding
schedule submitted during FY 04 assumes that the asset does not transfer to the
pension liability fund. The commission is to report its findings and any
proposed legislation needed, delivering its report no later than December 31,
2005. Due to the uncertainty of this transfer, the Commonwealth’s pension
funds have not recorded areceiveable for these transfers.

In addition, the FY05 GAA also added certain other pension payments to be
funded “off-budget.” These payments to veterans and other groups paid
pursuant to various acts passed in the 1980’s totaled approximately $14.6
million in FY 04 and are expected to total asimilar amount in FY 05.

Post-retirement Health Care and Life | nsurance Benefits

In addition to providing pension benefits, under Chapter 32A of the
Massachusetts General Laws, the Commonwealth is required to provide certain
health care and life insurance benefits for retired employees of the
Commonwealth, housing authorities, redevelopment authorities, and certain
other governmental agencies. Substartially al of the Commonwealth’s
employees may become eligible for these benefits if they reach retirement age
while working for the Commonwealth. Eligible retirees are required to
contribute a specified percentage of the health care benefit costs which 8
comparable to contributions required from employees. The Commonwealth is
reimbursed for the cost of benefits to retirees of the eligible authorities and non-
state agencies. The Commonwealth recognizes its share of the costs of
providing these benefits vhen paid. These payments totaled approximately
$273,828,000 for the fiscal year ended June 30, 2004. There are approximately
53,847 participants eligible to receive benefits at June 30, 2004.

The Commonwealth has not performed an actuarial valuation of its post-
retirement health care and life insurance benefit liability. Private industry
typically sees an actuarial accrued liability of 10 to 20 times the current annual
payments. For the Commonwealth, this would extrapolate to an actuarial
accrued liability of $2.5 billion to $5 billion.

The FY04 General Appropriation Act changed the employee contribution rates
for group health insurance, with the exception of current employees earning less
than $35,000 and retires. Current employees as of July 1, 2003 will contribute
20% to their health insurance costs if they earn over $35,000. New employees
will contribute 25%. In fiscal 2006, the contribution rates will return to 15% for
all employees.
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11. LEASES
Primary Government
In order to finance the acquistion of equipment, the Commonwealth has entered
into various lease/purchase agreements, including tax-exempt lease purchase
(TELP) agreements, which are accounted for as capita leases. Lease
agreements are for various terms and contain clauses indicating that their
continuation is subject to appropriation by the Legislature.
The Commonwealth has numerous operating |ease agreements for real property
and equipment with varying terms. These agreements contain provisions
indicating that continuation is subject to appropriation by the Legislature.
The Colleges and the University lease real property and equipment under
numerous operating | ease agreements for varying terms.
The following schedule summarizes future minimum payments under non-
cancelable leases for governmental activities and for the Colleges and University
— reported as a business-type activity, for the fiscal year ended June 30, 2004
(amounts in thousands):
Fiscal Governmental Activities Business- TypeActivities
Year Governmental Business -Type
Ended Capital Leases Operating Activities Capita Leases Operating Activities
2005 .. .3 19,185 $ 2950 $ 153,888 $ 176023 $ 1582 $ 3,158 $ 14472 $ 33,482
2006 . 15,027 2,311 98,929 116,267 14,472 2,341 11,534 28,347
2007 .. 10,161 1,563 72,792 84,516 12,763 1,712 10,328 24,803
2008 .. : 9,080 1,396 43,710 54,186 11,952 1,168 9,798 22,918
2009 ..... . 1,134 174 27,805 29,113 6,158 712 9,309 16,179
2010 - 2014 .. . 3,313 510 98,746 102,569 12,348 779 17,535 30,662
2015 - 2019 .. - - 45,982 45,982 426 - 1,274 1,700
2020 - 2024 .. - - 45,982 45,982 - - - -
2024 - 2028 .. - - 45,982 45,982 - - - -
2029 - 2033 .. - - 36,786 36,786 - - - -
Total lease obligations.. : 57,900 8,904 670,602 737,406 73971 9,870 74,250 158,091
Less: current portion: ..........cccceeee. (19,185) (2,950) (153,888) (176,023) (15,852) (3,158) (14,472) (33,482)
Long - term lease obligations....... $ 38715 $ 5954 $ 516714 $ 561383 $ 581190 $ 6712 $ 50778 §$ 124,600
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Discretely Presented Component Units—

The following is a schedule by years of future minimum lease payments under
capital leases together with the present value of net minimum lease payments as
of June 30, 2004 (amounts in thousands):

Fiscal Massachusetts
Year Bay
Ended Transportation Nonmajor
June 30 Autharity Component Linits Total
$ 41,403 $ 83 $ 42,234
42,448 875 43,323
47,901 744 48,645
52,985 4 52,989
47,441 - 47,441
2010 - 2014 ...t 349,147 - 349,147
2015 - 2019 ... 186,939 - 186,939
Leaseobligations...........ccccvveeevevveneenns 768,264 2,454 770,718
Less: Interest portion: .........cccceeeeeeuenene (230,166) (195) (230,361)
Present value of minimum
lease payments ... vevveeveeneeene 538,098 2,259 540,357
Less: current portion .........c.cccceeeeruenene (10,867) (642 (11,509)
Long - term lease obligations.............. $ 527,231 $ 1617 $ 528,848

The MBTA has entered into several sale-leaseback agreements with major
financial institutions, covering equipment and rolling stock, which has been
accounted for as operating leases. These leases expire through fiscal year 2013.
Upon termination, the MBTA may purchase the equipment and rolling stock at
prices equal to the lesser of a stated percentage (40%-70%) of the lessor's
original purchase price or residual fair market value, as defined.

The MTA has operating leases for administrative office space and automatic toll
collection equipment. These operating leases expire on various dates through
June 2005. Lease expenses charged to the Massachusetts Turnpike and Sumner-
Callahan-Williams Tunnels were approximately $953,000 of which $854,000
was paid to the Commonwealth for office space in a state-owned building.

The MTA leases property and air rights to others. The MTA earned

approximately $29,800,000 in rental income of which $18,100,000 was received
for restaurant, concessions and service station rentals.
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The future minimum rental payments required under operating leases having
initial a remaining non-cancelable lease terms in excess of one year are as
follows (as of December 31, 2003 for the MTA) (amounts in thousands):

Fiscal Massachusetts

Y ear Bay Massachusetts

Ended Transportation Turnpike Nonmajor
2005 ... $ 13,046 $ 869 $ 1245 $ 15,160
2006 ..o 13,312 437 1,300 15,049
2007 oo 13,681 - 1,054 14,735
2008 ..o 13,652 - 989 14,641
2009 ... 13,461 - 998 14,459
2010-2014 ..o 43,868 - 1,259 45,127
2015- 2019 ....cciiiieeee - - 1,213 1,213
2020-2024 .......ccceeieeene - - 115 115
2025 - 2029 ..o - - 63 63
Total lease obligations.......... $ 111,020 $ 1,306 $ 8,236 $ 120,562

12. COMMITMENTS
A. Commitments to The Commonwedlth is obligated to dedicate a sales tax amounting to 1% of

Discretely Presented
Component Units
and Other Entities

Commonwealth of Massachusetts

applicable sales in the Commonwealth, directly to the MBTA to fund its
operations. The dedicated sales tax equalsto the greater of the amount raised by
the sales tax or a defined base revenue amount, subject to an adjustment for
inflation, capped at 3% annually. For FY 04, the base revenue is approximately
$704,809,000.

The Commonwealth continues to guarantee certain Massachusetts Bay
Transportation Authority (MBTA) debt outstanding at June 30, 204, totaling
$2,278,390,000. Debt issued by the MBTA subsequent to the passage of the
forward funding legislation is no longer guaranteed by the fullfaith and credit of
the Commonwealth.

At June 30, 2004, the Commonwealth had commitments of approximately
$862,829,000 related to ongoing construction projects. The majority relate to
construction funding for the Central Artery/Tunnel Project. The Centra
Artery/Tunnel Project continues to anticipate federal participation and payments
from the Massachusetts Turnpike Authority (MTA) and the Massachusetts Port
Authority (MassPort).

112 Comprehensive Annual Financial Report



Notes to the Basic Financial Statements

Fiscal Year Ended June 30, 2004

B. Saltonstall Building

C. Central Artery/
Tunnel Project

D. Pension Trust Funds

E. Commitments of
Discretely Presented
Component Units

Commonwealth of Massachusetts

In addition to the residual obligations of the MBTA, the Commonwealth
guarantees debt of a number of Public Authorities. At June 30, 2004, the
aggregate outstanding debt for which the Commonwealth is obligated to provide
contract assistance support totaled approximately $1,597,957,000, of which
$693,885,000 is for the Route 3 North Transportation Improvements
Association and $655,890,000 is for the University of Massachusetts Building
Authority.

Under Chapter 161B of the General Laws, the Commonwealth is obligated to
provide annual subsidies to certain regional transit authorities for contract
assistance, debt service assistance and their net cost of service deficiencies. The
FY04 General Appropriation Act amended Chapter 161B. Based on those
amendments subsequent to July 1, 2003, bonds and notes issued by the various
authorities are no longer guaranteed by the Commonwealth and are not general
obligations of the Commonwealth.

The Massachusetts Development Finance Agency (MDFA) was authorized in
legidlation to undertake redevelopment of the Saltonstall State Office Building
and its surrounding area. Under the provisions of MDFA'’s bond authorization,
the building is to be leased by the MDFA for a lease term of up to 50 years with
extension terms permitted for an aggregate 30 more years. The MDFA
renovated the building and leases half of it back to the Commonwealth for office
space and related parking for a comparable lease term. The remainder of the
building and surrounding area has been redeveloped as private office space,
housing and retail establishments. The Commonwealth is obligated for future

lease payments for space it rents. However, this obligation is not a general

obligation or a pledge of credit of the Commonwealth. Though MDFA'’s bonds
are revenue obligations, with pledges of the public and private |ease payments,
the Commonwealth’s lease payments are subject to annual appropriation.

The Central Artery / Tunnel Project is the largest single component of the
Commonwealth’s capital program according to the projects finance plan filed as
of October 1, 2004. The current cost estimate is $14.625 billion. The plan
includes a maximum obligation of $8.549 billion from the federal government.

At June 30, 2004, PRIT had outstanding commitments to invest approximately
$1,655,000,000 in alternative investments and $68,000,000 in distressed debt.
The fair value of the proposed investment commitments approximates their
stated value.

Chapter 152 of the Acts of 1997 provides $609,400,000 for the construction of a
Convention and Exhibition Center that will provide 600,000 square feet of
exhibit space at a site in South Boston. The Boston Redevelopment Authority
(BRA) is authorized and directed by the legislation to acquire the land,
properties, and rights related to te proposed construction site.  Once this is
accomplished, the Massachusetts Convention Center Authority (MCCA) will
oversee construction of the new facility. The MCCA will operate the new center
and the Springfield Civic Center, along with the Hynes Convention Center and
the Boston Common Garage on behaf of PRIT, if the facilities transfer is
completed.
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F. Boston Housing
Authority West
Broadway Homes
Project

13. CONTINGENCIES

As of June 30, 2004, the Massachusetts Water Pollution Abatement Trust
(MWPAT) has agreed to provide loans of $28,000,000 to various loca
government units to be funded with grant awards.

The MTA entered into construction contracts for the Metropolitan Highway
system and the Western Turnpike with various construction and engineering
companies.  Construction contracts outstanding at December 31, 2003
approximated $14,000,000.

In FY 04, the Boston Housing Authority (BHA) issued $10 million of housing
project bonds to finance a portion of the costs of construction of a lower income
public housing project in South Boston. A captive non-profit corporation of the
BHA will own and operate the project. The Commonwealth has agreed in the
form of contract assistance to subsidize these bonds as part of other subsidies
provided to the BHA for its normal operations, subject to appropriation. A
portion of the bonds may be redeemed by advance additional grant funds to the
BHA on December 1, 2006, to the extent the project has failed to demonstrate
budgeted revenue sufficiency by that date. Thereafter, the bonds will be secured
by and payable solely from an assignment of Commonwealth operating subsidy
fund to the BHA allocable to the project as well as other funds available to the
BHA.

Commonwealth of Massachusetts

Primary Government -

Governmental Funds — The General Fund services claims for all risks of loss for
which the Commonwealth is exposed, other than workers compensation and
employee group health and life insurance, which are managed in its general
operations. A number of lawsuits are pending or threatened against the
Commonwealth which arose from the ordinary course of operations. These
include claims for property damage and personal injury, breaches of contract,
condemnation proceedings and other alleged violations of law. For cases in
which it is probable that a loss will be incurred and the amount of the potential
judgment can be reasonably estimated, or a settlement or judgment has been
reached but not paid, the Attorney General estimates the liability to be
approximately $6,650,000 as of June 30, 2004. The General Fund allocates the
cost of providing claims servicing and claims payment by charging a premium
to each fund based on claims paid during the year.

The Commonwealth receives significant financial assistance from the federal
government. Entitlement to these resources is generaly conditional upon
compliance with terms and conditions of the grant or reimbursement agreements
and with applicable federal regulations, including the expenditure of the
resources for eligible purposes. Substantially all federal financial assistance is
subject to financial and compliance audits. Any disallowances become
liabilities of the fund that received the assistance. As of June 30, 2004, the
Commonwealth estimates that liabilities, if any, which may result from such
audits are not material.
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Fiscal Year Ended June 30, 2004

A. Tobacco Settlement

B. Unemployment
Compensation Fund

C. Workers
Compensation and
Group Insurance
Liabilities

Commonwealth of Massachusetts

The Commonwealth’s abandoned property law requires deposit of certain
unclaimed assets into a managed Fiduciary Fund. These unclaimed assets, less
$6,907,000 that is expected to be reclaimed and paid in fiscal year 2004, are to
be remitted to the General Fund each June 30, where it is included as a transfer.
Amounts remitted during fiscal year 2003 totaled approximately $103,803,000.
Since inception, approximately $1,160,167,000 has been remitted. This
represents a contingency, because claims for refunds can be made by the owners
of the property.

A Master Settlement Agreement (MSA) was executed in November of 1998
between five tobacco companies and 46 states, including the Commonwealth.
The MSA called for, among other things, annual payments to the states in
perpetuity. These payments have been estimated to total more than $200 billion
over thefirst 25 years, subject to various offsets, reductions, and adjustments.

In FY 04, the Commonwealth received approximately $253,621,000 or 90% of
the estimated amounts shown in the MSA. All received amounts were
transferred to the General Fund.

On December 19, 2003, a Suffolk Superior Court jury rejected the claims of the
Commonwealth’s private tobacco attorneys that they should be paid a fee
amounting to 25% of the Commonwealth’s tobacco settlement money. The jury
awarded the plaintiffs 10.5% of the amount the Commonwealth receives under
the Master Settlement Agreement through 2025. To date, however, the
attorneys have received more than 10.5% of what the Commonwealth has
received under the MSA. Whether the Commonwealth will in the future be
required to pay any sum on private counsel’s claim will depend on the actual
payments received by the Commonwealth under the MSA through 2025, as well
as on the amounts the attorneys receive through the arbitration payments.

During FY 04, the Commonwealth received loans from the federal government
to fund the unemployment compensation operating deficit, the fund balance
declined by $368.2 million. All of these borrowings were paid back in May
2004. No additional revenues were needed to be collected from employers in
order to pay accrued interest as the loans were interest free. The fund balance in
the Unemployment Compensation Fund stands at approximately $122.5 million
as of June 30, 2004. On October 13, 2004, the Commissioner of the Division of
Unemployment Assistance announced that further loans will be needed in FY 05
to pay unemployment benefits.

Workers Compensation is managed as pat of the course of the
Commonwealth’'s general operations. No separate fund for workers
compensation is provided for in Massachusetts General Laws. Claims for
compensation are not separately insured and are funded by the Commonwealth
only when incurred. Such losses, including estimates of amounts incurred, but
not reported are included as accrued liabilities in the accompanying financial
statements when the loss is incurred. The Commonwealth assumes the full risk
of claims filed under a program managed by the Human Resources Division.
For personal injury, Massachusetts General Laws limit the risk assumed by the
Commonwealth to $100,000 per occurrence, in most circumstances.
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Fiscal Year Ended June 30, 2004

D. Central
Artery/Tunnel
Project

Commonwealth of Massachusetts

Based on actuarial calculations as of June 30 2004, discounted at 4%, the
Commonwealth isliable for unfunded claims and incurred but not reported
claims totaling $302.2 million, which is reported in accrued liabilities in the
Governmental Activities.

Changes in the Commonwealth’s liability relating to workers compensation
claimsin FY 04 were (amountsin millions):

Claim liability, beginnng of year.............cocooivi v, $ 2757
Increasein liability estimate..........coooov v 77.8
Payments and decreases in liability estimate......................... 513
Claims liability, end of year.............ccoooeiiiiiiiii i, $ 3022

The Group Insurance Commission (GIC), a department of the Commonwealth,
manages health insurance claims of the Commonwealth’s active and retired
employees. The Commonwealth is self-insured and various health insurance
providers provide health care services to the employees. The accrued liability is
estimated based on data provided to the GIC by the insurance companies who
participate in the self -insured plans.

Based on GIC estimates, the Commonwealth is liable for an amount of $37.4
million. Changes in the Commonwealth’s liability relating to Group Insurance
claimsin FY 04 were (in million):

Claim liability, beginnng of year.............cocoeii i, $ 47.0
Increasein liability estimate............coooeiii i 778.0
Payments and decreases in liability estimate......................... 787.6
Claims liability, end of year...........cccoviiiiiiiii e, $ 374

Owner Controlled Insurance Program (OCIP)

The Commonwealth of Massachusetts has assumed responsibility for providing
worker’ s compensation and general liability insurance for all eligible contractors
and subcontractors working on the Central Artery/Tunnel Project by establishing
an Owner Controlled Insurance. The Highway Department established a trust
managed and administered by an independent third party (trustee) to protect a
portion of the assets set aside with the insurance carrier to fund project
liabilities.
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Fiscal Year Ended June 30, 2004

Commonwealth of Massachusetts

The amounts in the Trust are restricted by its terms and cannot be used for other
purposes. The withdrawals, other than those to cover costs specified by the
Trust Agreement, require mutual consent. During FY 03 federaly funded fund
assets were replaced by state assets and therefore are no longer restricted as to
the ultimate distribution at the end of the Project.

The Project's OCIP activity is reported as a minor governmental (capital
project) fund. The “Claims and Judgements” liabilities reported within the fund
represents the Project’s liabilities as estimated by an independent actuary for
incurred losses projected to their ultimate value as of the end of the fiscal year
for FY03. The remaining liability is reported as part of the non-current liability
in the statement of net assets.

As of June 30, 2004, the OCIP has accumulated approximately $203,071,000 in
assets that consist of approximately $144,088,000 in cash and investments,
approximately $58,043,000 in funds held by the investment provider and
approximately $1,000,000 in interest income receivable. Net assets at year —
end of approximately $76,313,000 were restricted for workers' compensation
and general liability claims.

The OCIP' s assets are to be available to pay the obligations under the programs.
These insurance programs are presently structured as retrospectively rated
insurance programs with retained loss limits of $1,000,000 per claim,
$3,000,000 per occurrence for worker's compensation and $2,000,000 per
enrolled contractor or other named insureds, $6,000,000 per occurrence for
general liability coverage. The Commonwealth is responsible for loss costs up
to these amounts.

The estimated Claims and Judgements liability for the OCIP for occurrences
through June 30, 2004 is $113,800,000, of which $31,100,000 is presented as a
current liability in the minor governmental fund, while the remaining
$82,700,000 is presented on the statement of net assets. This amount is based on
the results of a review performed by an independent actuarial firm retained by
the Project, and it represents an estimate of liabilities incurred based on past
experience for claims reported and not reported as of June 30, 2004.

Central Artery/ Tunnel Project Leaks

In September 2004, aleak was discovered in the 1-93 tunnel.  Subsequent
to this, the existence of other leaks in the Central Artery / Tunnel Project
have been identified. The Massachusetts Turnpike Authority and project
management have asserted that the independent engineer retained by the
Project has examined this issue and the Turnpike Authority believes that
correcting those conditions is within the scope of existing contracts and
will not result in significant additional costs for either the Turnpike
Authority or the Commonwealth. At this time, the Commonwealth has
not independently assessed the extent of the leaks or to what extent a
liability, if any for these repairs, would accrue to the Commonwedlth.
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E. Claims and
Judgmetns

F. Discretely
Presented

Component Units

Commonwealth of Massachusetts

The following amounts were recognized as of June 30, 2004 (amounts in
thousands):

Balance

Baance
asof asof
July 1, 2003 Additions Reductions June 30, 2004
Short-term.............eeees $ 84,696 $ 13,539 $ 60,485 $ 37,750
Long-term................... 75,700 7,000 - 82,700

$ 160,396 $ 20,539 $ 60485 _$ 120,450

The MBTA reserves self-insurance liabilities as claims and judgements as of

June 30, 2004. Changes in the self-insurance reserves in fiscal 2004 and 2003
were as follows (amounts in thousands):

2004 2003
Liability, beginning of year.................... $ 88,837 $ 86,644
Current year claims
and changesin estimates..................... 128,281 103,949
Claims payments..........covveveieeinvininns (128,012) (101,756)
Liability,endof year................c.ceevunnnn, $ 89,106 $ 88,837
118
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Norrman
Roelyrel!

Football Hero

1961 Massachusetts Mutual Insurance advertisement. Licensed by Norman Rockwell Licensing, Niles, IL.

In the 1950s and the 1960s the Massachusetts Mutual Life Insurance Company of
Springfield, Massachusetts, commissioned Rockwell to create scenes reflecting American
family life for its national advertising campaign. These popular images appeared in such
leading publications as The Saturday Evening Post, TIME and Newsweek with the text that
inspired readers to consider purchasing life insurance. They constitute the largest group of
works created by the artist for any single commission.

Many of Rockwell’s neighbors, and the artist himself, appear as models in this series.

This one shows the Huggins brothers, Jerry and Jay who were featured in a number of his
illustrations.
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Schedule Of Revenues, Expenditures And Changes In Fund Balances - Statutory Basis - Budget and Actual

Fiscal Year Ended June 30, 2004
(Amounts in thousands )

General Fund

REVENUESAND OTHER FINANCING SOURCES
Revenues:

Federal grants and reimbursements.
Departmental......
Miscellaneous.....

TOLAl FOVENMUES. ..o s

Other financing sour ces:
Fringe benefit cost recovery
Lottery reimbursements....
Lottery distributions...
Tobacco settlement tran
Operating transfersin....
Stabilization transfer
Total other financing sour ces

Total revenues and other financing sour ces

EXPENDITURESAND OTHER FINANCING USES
Expenditures:
Legislature...
Judiciary.
Inspector General
Governor and Lieutenant Governor.
Secretary of the Commonwealth
Treasurer and Receiver-Genera
Auditor of the Commonwealth.
Attorney General
Ethics Commission....
District Attorney.
Office of Campaign & Political Finance....
Sheriff's Departments.
Disabled Persons Protection Commission.
Board of Library Commissioners....
Comptroller.....
Administration and financt
Environmental affairs...........
Communities and development
Health and human services.......
Transportation and construction..
Education
Higher education....
Public safety
Consumer affairs....
Direct locd ad....
Medicaid

Principal retirement
Interest and fiscal charges.

Total EXPENITUNES......viciieicieieeee e

Other financing uses:
Excess permissable taX FeVENUE. .........oeueiieiee e
Uncompensated care pool transfer..
School building assistance transfer.
Operating transfersout......
Stabilization transfer
Total other fiNANCING USES........cvvvvvieereeirreessss s

Total expendituresand other finaNCING USES.........ccovoverenineninininenineieeene

Excess (deficiency) of revenuesand other financing
sources over expendituresand other financing uses

Fund balances (deficits) at beginning of year...
Fund balances (deficits) at end of year

See note to required supplementary information-Budgetary Reporting

Commonwealth of Massachusetts

Origina Final Variance
Budget Budget Actua over/(under)
$ 13,386,600 13,386,600 $ 14,558,577 $ 1,171,977
- - 115,131 115,131
4,592,700 4,592,700 4,349,022 (243,678)
1,871,500 1,871,500 1,200,833 (670,667)
- - 118,085 118,085
19,850,800 19,850,800 20,341,648 490,848
- - 177,646 177,646
- 78,203 78,426 223
- 957,812 904,417 (53,395)
- - 253,621 253,621
1,164,635 128,620 320,761 192,141
- - 491,468 491,468
1,164,635 1,164,635 2,226,339 1,061,704
21,015,435 21,015,435 22,567,987 1,552,552
68,505 77,191 50,535 26,656
569,677 617,626 572,504 45,122
2,501 2,501 2,280 221
5,135 5,135 4,892 243
34,607 37,442 34,158 3,284
179,762 119,203 107,474 11,729
16,265 16,323 16,222 101
33,115 33,681 32,572 1,109
1,265 1,302 1,260 42
73,473 74,238 73,913 325
998 998 994 4
211,083 215,906 214,351 1,555
1,572 1,572 1,567 5
3,181 3,180 3,178 2
8,680 8,680 8,427 253
1,273,069 1,335,368 1,266,255 69,113
166,527 227,354 159,679 67,675
66,959 73,962 67,217 6,745
4,471,001 4,549,970 4,482,500 67,470
43,085 100,987 91,999 8,988
439,601 466,282 348,650 117,632
784,411 845,671 831,295 14,376
612,924 665,471 635,509 29,962
64,347 69,671 63,212 6,459
4,781,348 4,861,304 4,783,983 77,321
5,424,197 5,500,277 5,261,238 239,039
16,791 13,802 699,309 (685,507)
549,727 455,405 436,995 18,410
446,904 345,822 322,031 23,791
20,350,710 20,726,324 20,574,199 152,125
- 357,403 357,403 -
- 245,000 245,000 -
- 150,000 150,000 -
- 146,593 146,593 -
- - 538,926 (538,926)
- 898,996 1,437,922 (538,926)
20,350,710 21,625,320 22,012,121 (386,801)
664,725 (609,885) 555,866 1,165,751
747,846 747,846 746,846 (1,000
$ 1,412,571 137,961 $ 1,302,712 $ 1,164,751
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Schedule Of Revenues, Expenditures And Changes In Fund Balances - Statutory Basis - Budget and Actual

Fiscal Year Ended June 30, 2004
(Amounts in thousands )

Highway Fund

REVENUESAND OTHER FINANCING SOURCES
Revenues:

Federal grants and reimbursements.
Departmental
Miscellaneous.

Total revenues

Other financing sour ces:
OPErating traNSFErS IN.....c.cucururireirieieeieee e
Stabilization transfer
Federal reimbursement transfer in..
Total other financing sour ces

Total revenues and other financing SOUrCes..........coovvvrrrririsirssene

EXPENDITURESAND OTHER FINANCING USES

Expenditures:
Treasurer and Receiver-Genera
Attorney General...
District Attorney.
Sheriff's Departments...
Administration and finance.
Environmental affairs.
Communities and development
Transportation and construction.
Public safety.
Consumer affairs.

Debt service:
Principal retirement
Interest and fiscal charges.....

Total EXPENITUNES......eiiiieieie it

Other financing uses:
Fringe benefit cost assessment....
Operating transfers out........
Total other financing uses....

Total expendituresand other financing usex...

Excess (deficiency) of revenuesand other financing
sources over expendituresand other finanCing USES..........coovvvvreeene.

Fund balances (deficits) at beginning of Year...........cccovvvviiinnssiinne
Fund balances (deficits) at end of Year..........cocoorrnrnnnennneneneneneneneene

See note to required supplementary information-Budgetary Reporting

Commonwealth of Massachusetts

Origina Final Variance
Budget Budget Actual over/(under)
$ 600,100 $ 600,100 585,226 (14,874)
- - 11,490 11,490
3,700 3,700 1,952 (1,748)
427,500 427,500 398,231 (29,269)
_ - 1,304 1,304
1,031,300 1,031,300 998,203 (33,097)
7,100 7,100 68,713 61,613
- - 200 200
- - 85 85
7,100 7,100 68,998 61,898
1,038,400 1,038,400 1,067,201 28,801
4,153 1,164 1,149 15
429 432 432 -
2,716 3,259 3,011 248
- 431 360 71
5,764 5,764 5,746 18
106 1 1 -
- 158 156 2
46,625 45,688 44,552 1,136
244,992 247,295 244,790 2,505
- 61 61 -
- 2,989 2,593 396
257,864 402,499 389,358 13,141
267,439 388,072 343,849 44,223
830,088 1,097,813 1,036,058 61,755
- - 41,743 (41,743)
- 83,418 83,418 -
5 83,418 125,161 (41,743)
830,088 1,181,231 1,161,219 20,012
208,312 (142,831) (94,018) 48,813
(596,027) (596,027) (596,027) -
$ (387,715) $ (738,858) (690,045) 48,813
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Explanation of Differences between Revenues, Expenditures and Other Financing Sour ces (Uses)
for Major Budgetary Fundson a Budgetary Basis and GAAP Basis (in thousands):

Revenues:
Actual amounts (budgetary basis) "revenues' from the budgetary comparison schedules...................
Adjustments for amounts budgeted for on a cash basis, rather than on the modified accrual basis:

Reclassifications:
Higher education revenueis reclassified for GAAP reporting..........coovvevvieneeeneneieseseceseseeeseneens
Reclassifications of revenue from administratively controlled funds to magjor funds for GAAP.........

Total revenues asreported on the Statement of Revenues, Expenditures
and Changes In Fund Balances - GOVErNMENtal FUNDS.......c.couorrrrrerineneeereseseseseeeieeeesesesenen

Expenditures:
Actual amounts (budgetary basis) "expenditures’ from the budgetary comparison schedule..............
Adjustments for amounts budgeted for on a cash basis, rather than on the modified accrual basis:
MEAICAIA PAYMENES.......coiitiieiiiterie ettt r ettt et sbe e e s e ste e e st et e st et ese st e e enesaeneeneens
Compensated absences and other accrued liabilities
Reclassifications:
Budgetary debt service are reclassifed to transfers out to a debt service fund for GAAP
purposes as the Commonweal th does not have a statutory debt service fund............ccccoveecreriennnee.
Higher education revenueis reclassified for GAAP reporting.........coocvverveenerenesenesieseeseseeseseseens
Reclassifications of revenue from administratively controlled funds to major funds for GAAP.........

Total expendituresasreported on the Statement of Revenues, Expenditures
and Changes In Fund Balances - GOVEr NMENtal FUNGS.......couoterirererererereseseeee e sesesesesesens

Other Financing Sour ces:
Actual amounts (budgetary basis) "other financing sources’
from the budgetary comparison SChEUIE...........co.eiiirreriere e
Adjustments:
Fund closure and consolidation BMOUNES...........cccurrreiririeiinee et
Inflows from component units and other miscellaneous financing SOUrCES...........coocvvvevecereeeereereenenns
Reclassifications:
Reclassifications of other financing sources from
administratively controlled funds to major funds for GAAP.........ccovernneine e,

Total other financing sour ces as reported on the Statement of Revenues, Expenditures
and Changes in Fund Balances - GOVEr NMENtal FUNGS.......couoterirerererereresesiseeieeeeseseeesesesesesesens

Other Financing Uses:
Actual amounts (budgetary basis) "other financing uses'
from the budgetary comparison SChEUIE...........ccueiiiirirecee e
Adjustments and Reclassifications:
Fund closure and consolidation BMOUNES...........ccccurrreirinieiine et
Budgetary higher education amounts are reclassed to transfers under the modified accrual basis.......
Reclassifications of other financing uses from
administratively controlled funds to major funds for GAAP.........c.ccivreeeieveere e,
Budgetary debt service are reclassifed to transfers out to a debt service fund for GAAP
purposes as the Commonweal th does not have a statutory debt service fund...........cccovveeereriennnne.

Total other financing uses asreported on the Statement of Revenues, Expenditures
and Changes In Fund Balances - GOVEr NMENtal FUNGS.......cocotierirererererereeesieee e seseseseseens

Commonwealth of Massachusetts 122

General Fund Highway Fund
$ 20,341,648 $ 998,203
81,991 303
(33,718) 159
(84,043) -
124,279 -

$ 20,430,157 $ 998,665
$ 20574199 % 1,036,058
(60,500) -
(15,815) (1,840)
(759,026) (733,207)
(907,143) -
134,226 -

$ 18965941  $ 301,011
$ 2226339 $ 68,998
(1,745,812) -
10,664 -
1,396,910 -

$ 1883101 $ 68,998
$ 1437922 $ 125,161
(1,745,812) -
823,100 -
890,551 -
759,026 733,207

$ 2164787 $ 858,368
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Notes to Required Supplementary Information Fiscal Year Ended June 30, 2004

Note to Required Supplementary Information — Budgetary Reporting
Statutory Basis of Accounting

The Commonwealth’s books and records and other official reports are maintained on the basis of accounting used in
the preparation of the Commonwealth’s legally adopted annual budget (statutory basis). The statutory basis
emphasizes accountability and the budgetary control of appropriations, but is not intended to present the
Commonwealth’s financial condition and results of operations in conformity with GAAP.

Under the statutory basis, revenues are generally recognized when the cash deposit is received. However, revenues
receivable for federal grants and reimbursements are recognized when related expenditures are incurred. Amounts
due from certain political subdivisions of the Commonwealth are recognized when considered measurable and
available at year-end. Deeds excise taxes are recognized at the time of collection by the counties and the
Commonwealth.

Statutory expenditures generally are recorded when the related cash disbursement occurs. At year-end, payroll is
accrued and payables are recognized, to the extent of approved encumbrances, for goods or services received by
June 30. Costs incurred under the federally sponsored Medicaid program, amounts required to settle claims and
judgments against the Commonwealth, and certain other liabilities are not recognized until they are encumbered or
otherwise processed for payment. All encumbrances that do not relate to specific payables lapse at year-end.

Budgetary Approval

State finance law requires that the Governor and the Legislature approve a balanced budget. The Governor presents
an annual budget to the Legislature, which includes estimates of revenues and other financing sources and
recommended expenditures and other financing uses. The Legislature, which has full authority to amend the budget,
adopts an expenditure budget by appropriating monies at the individual appropriation account level in an annual
appropriations act.

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

In addition, Massachusetts General Laws authorize the Secretary of Administration and Finance, with the approval
of the Governor, upon determination that available revenues will be insufficient to meet authorized expenditures, to
withhold allotments of appropriated funds, which effectively reduce the account’s expenditure budget.

The majority of the Commonwealth’s appropriations are non-continuing accounts, which lapse at the end of each
fiscal year. Others are continuing accounts for which the Legislature has authorized that an unspent balance from
the prior year be carried forward and made available for spending in the current fiscal year. In addition, the
Legislature may direct that certain revenues be retained and made available for spending within an appropriation.
Fringe benefits and other costs that are mandated by state finance law are not itemized in the appropriation process
and are not separately budgeted.

Because revenue budgets are not updated subsequent to the original appropriation act, the comparison of the initial
revenue budget to the subsequent, and often modified, expenditure budget can be misleading. Also, these financial
statements portray fund accounting with gross inflows and outflows, thus creating a discrepancy to separately
published budget documents. In conducting the budget process, the Commonwealth excludes those interfund
transactions that by their nature have no impact on the combined fund balance of the budgeted funds.

Generally, expenditures may not exceed the level of spending authorized for an appropriation account. However, the
Commonwealth is statutorily required to pay debt service, regardless of whether such amounts are appropriated. In
addition, certain interfund assessments to allocate fringe benefits and other costs that are mandated by state finance
law are not itemized in the appropriation process or separately budgeted.
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Notes to Required Supplementary Information Fiscal Year Ended June 30, 2004

GAAP require that the originally adopted general appropriation act be in the “original budget column” and the final
legally adopted budget, including supplemental appropriations, be reflected in the “final budget” column. The
“actual” column contains the statutory inflows and outflows related to budgetary accounts. The “variance” column
contains the difference between the “final budget” and the “actual” columns. A positive number in revenues and
other financing sources reflects increased revenues over budget. A positive number in expenditures and other
financing uses reflects increased revenues over budget.
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Other Supplementary Information

Triple Self-Portrait

Saturday Evening Post cover, February 13, 1960 ©1960 SEPS: Licensed by Curtis
Publishing, Indianapolis, IN.

Rockwell painted many self-portraits over the years, this one, done when
the artist was 66-years-old, is the most famous. While self-portraits are
common, multiple self-portraits are not.

This year the original oil on canvas was loaned to the Musee du
Luxembourg Paris, France, to be included in the traveling exhibition
Moi! Autoportraits du XXeme siecle (Me! Self-portraits of the 20th
Century) which was also hosted by the Galleria degli Uffizi in Florence,
Italy. This marks the first time the venerable Italian museum has hosted
a contemporary art exhibition. The exhibition presented self-portraits by
some of the most renowned names in 20th century art, such as Picasso,
Matisse, and Degas, but the image used to promote the exhibit across
Paris was the icon of all things American, Norman Rockwell.
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Combined Balance Sheet

Nonmajor Governmental Funds

June 30, 2004

(Amounts in thousands)
Other Other
Special Revenue Capital Projects Total
ASSETS
Cash and short-term inveStMENtS...........ccovvereeeseresenenesenenns $ 1,464,539 $ - $ 1,464,539
Cash with fiscal agent........cccvvreiiverniinee e 521,040 202,166 723,206
Restricted iNVestmMents. .. .....ooiiieie i 374,568 - 374,568
Receivables, net of allowance for uncollectibles:
LI SRS 70,046 - 70,046
Due from federal government............ccocoeeeeneninenenenenens 836,654 1 836,655
Other reCaIVaDIES........ooveirierees e 221,486 963 222,449
Due from other funds..........cccoeeeiiiinine e, 43,918 435,262 479,180
TOtAl @SSELS....viieeeeiiieeterie e $ 3,532,251 $ 638,392 $ 4,170,643
LIABILITIESAND FUND BALANCES
Liahilities:
ACCOUNS PAYADIE.......ecveiieieiicieiee e $ 645,928 $ 274,187 $ 920,115
Accrued PaYTOll.... ..o 3,245 1,386 4,631
Compensated aDSENCES........ccoeveriererererieeie e 19,856 8,229 28,085
Tax refunds and abatements payable...........ccoceorerieeienennen. 960 - 960
Due to other fuNdS..........cooiiie i 535,409 599,461 1,134,870
Due to COMPONENt UNITS.....c..eeuereeeeie e 98,168 15,650 113,818
Dueto federal government...........coceverererenieeienieeseese e - 47 47
Deferred reVENUE..... ..o 3,120 - 3,120
Claims and jUdgMENtS..........coerereeerreenere e, - 31,100 31,100
Bonds, notes payable and certificates of participation.......... - 75,100 75,100
Other accrued liabilities..........cooeiererieeiiee e 125,148 - 125,148
Total l1abilities. ..o, 1,431,834 1,005,160 2,436,994
Fund balances (deficits):
Reserved for continuing appropriations...........c.cceevvveieiennnns 292,428 - 292,428
Reserved for retirement of indebtedness...........ccovveeeriinienenn, 521,040 - 521,040
Reserved for capital projects.........cccevvvieverivniesesesieeeeseeens - 82,165 82,165
Reserved for central artery workers compensation
and general l1ability......ccooveeeveecerecece e - 159,013 159,013
UNIESEIVED. ...ttt e 1,286,949 (607,946) 679,003
Fund balances (defiCits).......cuvrrniniiniiinereeeeeeee, 2,100,417 (366,768) 1,733,649
Total liabilitiesand fund balances...........cccccceeevciieeeeeeenn. $ 3,532,251 $ 638,392 $ 4,170,643
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Combined Statement Of Revenues, Expenditures And Changes |n Fund Balances

Nonmajor Governmental Funds
Fiscal Y ear Ended June 30, 2004

(Amounts In thousands)

Revenues:

Federal grants and reimbursements
Departmental.........ccocevevenienincnneseeniene
MISCEILANEOUS........cveieitiieiei ettt

TOtAl FEVENUES.......eeieeeeeee et
Other financing sour ces:

Total revenues and other financing SOUrCeS..........ccovvvveerereeceeicnenn.

Expenditures:
Current:

8o Lol YU
Secretary of the Commonwealth............ccoeeiiiiieinineee e
Treasurer and Receiver-General..........cccoevereeeieneniesecese e
Auditor of the Commonwealth.....
Attorney General........ccccooeeeenene
DiStriCt AtLOMNEY......c.eeeieieieeeeeecee ettt
Sheriff's Departments
Disabled Persons Protection Commission......
Board of Library Commissioners
Administration and finance..............
Environmental affairs.........cccooeieiiiiineseeeee e
Communities and devel OpPMENT..........coeirerereerere e
Health and human services...............
Transportation and construction...
Education..........ccooeverereenenicneiene
Higher education
Public safety............
Consumer affairs

Total EXPENAITUIES. ..ot

Other financing uses:
Operating tranSfErS OUL.........eeviriiierie e
Transfers of appropriations
Transfers of bond proceeds
Transfers out for debt SErVICe..........coveiieririenereeee e

Total other fiNAaNCING USES.......oivviiiiiiiiiicie e

Total expenditures and other financing USES...........ccoceeeeererenncenne

Excess (deficiency) of revenues and other financing
sour ces over expenditures and other financing USES.........cceeeveeeenen,

Fund balances (deficits) at beginning Of year...........cccocvvevveenieenienienneens
Fund balances (deficits) at end of year
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Other Other

Special Revenue Capital Projects Total
$ 905,575 $ - 905,575
651,024 - 651,024
4,319,445 3,409 4,322,854
937,536 5,502 943,038
561,593 104,280 665,873
7,375,173 113,191 7,488,364
- 1,913,076 1,913,076
469,106 - 469,106
1,323,312 679,575 2,002,887
1,792,418 2,592,651 4,385,069
9,167,591 2,705,842 11,873,433
4,083 - 4,083
8,618 - 8,618
861,447 15,650 877,097
275 - 275
12,041 - 12,041
9,400 - 9,400
2,796 - 2,796
48 - 48
3,219 - 3,219
234,101 - 234,101
65,664 - 65,664
404,298 - 404,298
2,331,149 - 2,331,149
17,851 42,070 59,921
833,163 - 833,163
11,783 - 11,783
149,277 - 149,277
314,459 - 314,459
744,856 - 744,856
6,272 - 6,272
- 15,634 15,634
- 1,751,634 1,751,634
6,014,800 1,824,988 7,839,788
2,099,376 168,082 2,267,458
505 - 505
- 59,414 59,414
96,219 16,398 112,617
2,196,100 243,894 2,439,994
8,210,900 2,068,882 10,279,783
956,691 636,960 1,593,651
1,143,726 (1,003,728) 139,998
$ 2,100,417 $ (366,768) 1,733,649
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Combining Balance Sheet
Nonmajor Special Revenue Funds
June 30, 2004

(Amountsin thousands)
Federal Universal Other Specia
Grants Health Care Environmental Revenue Funds Tota
ASSETS
Cash and short-term iNVeStMENLS...........cccoeeeveeveeeeeeeeseseeinns $ - $ 216,581 $ 11,142 $ 1,236,816 $ 1,464,539
Cash with fiscal agent........ccovvreeeeerirrrree s - - - 521,040 521,040
Restricted iINVESIMENES........cccoceeieeieieieceeeectecte e - - - 374,568 374,568
Receivables, net of allowance for uncollectibles:
TAKES...vcveveeiiei sttt aenes - - 77 69,969 70,046
Due from federal government...........ccoveevevineensenineens 395,219 45,529 562 395,344 836,654
Other reCEIVADIES..........cooveveeeieeieeeee e - 70,647 - 150,839 221,486
Due from other fUNAS.........c.covveiieiicieiece e, - - - 43,918 43,918
TOtal ASSELS.....viiviciecieciecrecte et $ 395,219 $ 332,757 $ 11,781 $ 2,792,494 $ 3,532,251
LIABILITIESAND FUND BALANCES
Liabilities:
ACCOUNtS PAYBDIE......ceeeeieeeee e $ 224,334 $ 180,150 $ 5 $ 241,439 $ 645,928
AcCrued PaYroll.........ccceiirirrreeeeceeeeee e 2,473 21 - 751 3,245
Compensated aDSENCES..........ccovreirrrinnereseesee e 15,984 - 596 3,276 19,856
Tax refunds and abatements payable... - - - 960 960
Dueto other funds..........c.coveuee. 157,064 - - 378,345 535,409
Due to component units. . - - - 98,168 98,168
DEfErred rOVENUE........c.eeeeeeeeeecteecteeee et - 2,389 - 731 3,120
Other accrued liabilities........ccvevvieeiiciceeceeceece e - 125,148 - - 125,148
Total HaDilties......covveveeeiiece s 399,855 307,708 601 723,670 1,431,834
Fund balances (deficits):
Reserved for continuing appropriations..............ccceeeeeeeene - - 500 291,928 292,428
Reserved for retirement of indebtedness..........c.ccccevveevenn, - - - 521,040 521,040
UNIESEIVEU......c.ceiiveeeeeeetteee e (4,636) 25,049 10,680 1,255,856 1,286,949
Fund balances (defiCits).......ccoeevrrrriieeeirreinns (4,636) 25,049 11,180 2,068,824 2,100,417
Total liabilitiesand fund balances...........c.cccocoeecinnnen. $ 395219 $ 332,757 % 11,781 $ 2,792,494 % 3,532,251
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Combining Statement Of Revenues, Expenditures And Changes In Fund Balances
Nonmajor Specia Revenue Funds

Fiscal Y ear Ended June 30, 2004

(Amounts in thousands)

Revenues:

Assessments........
Federal grants and reimbursements....
Departmental............cccceevveevrnnnne
MISCEIANEOUS......cuvveiiiieiirieie ettt

TOtAl FEVENUES.......cveeieeiieieeeie et

Other financing sources:
Proceeds of refunding BoNds.........c.covvrveveeeieeenenennsieeenes
Operating tranStErS iN.......ooevererereseresesesre e

Total other finanNCiNg SOUICES.........ccuveereeirieerieinieerieiens

Total revenues and other financing sources....................

Expenditures:
Current:

JUTICTAIY .t
Secretary of the Commonwealth............
Treasurer and Recelver-General..
Auditor of the Commonwealth.
Attorney General..................
District Attorney.....
Sheriff's Departmen
Disabled Persons Protection Commission.
Board of Library Commissioners.......
Administration and finance......
Environmental affairs...........
Communities and development...
Health and human services.......
Transportation and construction..
EdUCALION.......coeneiiiriiies
Higher education.

Total eXxpenditures.........cccoeeveerreneieeereeeeee

Other financing uses:
Operating tranSferS OUL.........cceoververrerrerreieereereeeee e
Transfers of appropriations..
Transfers out for debt service..

Total other fiNaNCiNG USES.........ccoevreireinisinseseesien

Total expenditures and other financing uses....................

Excess (deficiency) of revenues and other financing sourc
over expendituresand other financing uses.

Fund balances (deficits) at beginning of year..........ccccceeveeeee.
Fund balances (deficits) at end of year...........cccoccevevnenene

Commonwealth of Massachusetts

Federa Universal Other Specia
Grants Health Care Environmental Revenue Funds Total
$ -8 -3 902 $ 904,673 905,575
- 315,676 - 335,348 651,024
2,335,534 445,792 5,036 1,533,083 4,319,445
- 677,629 7,890 252,017 937,536
56 1,581 19 559,937 561,593
2,335,590 1,440,678 13,847 3,585,058 7,375,173
. - - 469,106 469,106
4,152 402,759 171 916,230 1,323,312
4,152 402,759 171 1,385,336 1,792,418
2,339,742 1,843,437 14,018 4,970,394 9,167,591
1,040 - - 3,043 4,083
645 - - 7,973 8,618
5,177 - - 856,270 861,447
- - - 275 275
10,094 - - 1,947 12,041
3,543 - - 5,857 9,400
2,729 - - 67 2,796
48 - - - 48
3,219 - - - 3,219
7,616 100 - 226,385 234,101
30,181 - 8,405 27,078 65,664
401,134 - - 3,164 404,298
689,736 1,451,353 - 190,060 2,331,149
17,348 - - 503 17,851
831,359 - - 1,804 833,163
5,183 - - 6,600 11,783
88,067 - - 61,210 149,277
160,818 38,815 - 114,826 314,459
- - - 744,856 744,856
- - - 6,272 6,272
2,257,937 1,490,268 8,405 2,258,190 6,014,800
80,008 346,838 1,008 1,671,432 2,099,376
505 - - - 505
- - - 96,219 96,219
80,513 346,838 1,098 1,767,651 2,196,100
2,338,450 1,837,106 9,503 4,025,841 8,210,900
1,292 6,331 4,515 944,553 956,691
(5,928) 18,718 6,665 1,124,271 1,143,726
$ (4,636) $ 25,049 $ 11,180 $ 2,068,824 2,100,417
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Combining Balance Sheet
Nonmajor Capital Projects Funds
June 30, 2004

(Amounts in thousands)

General Convention Capita Highway Other
Capital and Exhibition Expenditure Capital Capital
Projects Funds Center Reserve Projects Projects Funds Tota
ASSETS
Cash with fiscal agent.... $ B $ B $ - $ - % 202,166 $ 202,166
Receivables, net of allowance for uncollectibles:
Due from federal government...........c.cceeeeeerncesceeeeeeenennnns 1 - - - - 1
Other receivables. - - - - 963 963
Due from other funds..... - 100,882 - - 334,380 435,262
Total BSSELS.....cveicrrii e $ 1 $ 100,882 $ - $ - $ 537,509 $ 638,392
yAND FUND BALANCES
Liabilities:
Accounts payable. $ 106,687 $ 20,509 $ - $ 55295 $ 91,696  $ 274,187
Accrued payrall.... 406 - - 977 3 1,386
Compensated absences. 1,051 - - 7,172 6 8,229
Due to other funds 175,113 - 23,729 120,293 280,326 599,461
Due to COMPONENt UNITS ......c.ovevrerirerieieieieieieeie e eeeeeseenenens 15,650 - - - - 15,650
Dueto federa government.............ccooveiiiniieieeaennns - - - - 47 47
Claimsand judgments..........c.ouuiuiiieie e ee s - - - - 31,100 31,100
Bonds, notes payable and certificate of participation......... - - 75,100 - - 75,100
Total HabilitieS.....cceveeeerieerceeee s 298,907 20,509 98,829 183,737 403,178 1,005,160
Fund balances (deficits):
Reserved for capital ProjeCtS........ccoceeeeneininerenenenesereseresereens - 80,373 - - 1,792 82,165
Reserved for central artery workers compensation............ - - - - 159,013 159,013
UNIESEIVEC. ...ttt (298,906) - (98,829) (183,737) (26,474) (607,946)
Fund balances (efiCits)........ccourriienriereeesee s, (298,906) 80,373 (98,829) (183,737) 134,331 (366,768)
Total liabilitiesand fund balances............cccccoocvveivniiecinnes $ 1 $ 100,882 $ -3 - 3 537509 $ 638,392
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Statement Of Revenues, Expenditures And Changes In Fund Balances
Nonmajor Capital Projects Funds

Fiscal Y ear Ended June 30, 2004
(Amounts in thousands)

Revenues:
Federal grants and reimbursements.....
Departmental
Miscellaneous.

TOtal FEVENUES.....c.cueeciceirieiieiee e

Other financing sources:
Proceeds of general obligation bonds.
Operating transfersin.

Total other finaNCiNg SOUT CES.........covvveerereeeeniriccrenieaens

Total revenuesand other financing sources................
Expenditures:
Current:
Treasurer and Receiver-General....
Transportation and construction....
Capital outlay:
Local ad...
Capital acquisition and construction.

Total expenditures

Other financing uses:
Operating transfers out.
Transfers of bond proceeds...
Transfers out for debt service.

Total other fiNaNCING USES........cccovvvirenenerierireneneneeeeene

Total expendituresand other financing uses...............

Excess (deficiency) of revenues and other financing
sourcesover expendituresand other financing uses..

Fund balances (deficits) at beginning of year
Fund balances (deficits) at end of year

Commonwealth of Massachusetts

General Convention Capital Highway Other
Capita and Exhibition Expenditure Capita Capital

Projects Funds Center Reserve Projects Projects Funds Tota
$ 1 $ - $ - $ -3 3408 $ 3,409
- - - - 5,502 5,502
- 2,482 - 100,901 897 104,280
1 2,482 - 100,901 9,807 113,191
606,864 693,400 - 546,901 65,911 1,913,076
- - - 6,172 673,403 679,575
606,864 693,400 - 553,073 739,314 2,592,651
606,865 695,882 - 653,974 749,121 2,705,842
15,650 - - - - 15,650
- - - - 42,070 42,070
- - - - 15,634 15,634
540,819 112,941 - 393,629 704,245 1,751,634
556,469 112,941 - 393,629 761,949 1,824,988
7,039 - - 157,117 3,926 168,082
59,402 - - - 12 59,414
- - - 16,398 - 16,398
66,441 - - 173,515 3,938 243,894
622,910 112,941 - 567,144 765,887 2,068,882
(16,045) 582,941 - 86,830 (16,766) 636,960
(282,861) (502,568) (98,829) (270,567) 151,097 (1,003,728)
$ (298,906 $ 80,373 $ (98829) $ (183737) $ 134331 $ (366,768)
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Combined Balance Sheet
Nonmajor Component Units

June 30, 2004
(Amounts in thousands)
Massachusetts Massachusetts Massachusetts
Convention Development Regional Technology Economic
Center Finance Transit Park Development
Authority Agency Authorities Corporation Entities Tota
Assets
Current assets:
Cash and cash equIVAENES............cccuviiiiiireeiieiiiinens $ 17913 % 3509 $ 18,092 $ 43531 $ 128,091 242,726
Short-term iNVESIMENES. .. ....ov e v e e eenaes - 153,882 - - 14,639 168,521
Receivables, net of alowance for uncollectibles:
Federal grants and reimbursement receivable............. - - 15,287 - 4,927 20,214
[0 - 9,401 - - 7,894 17,295
Other recalVabIES. .....ceviiii e 803 7,587 14,520 6,910 11,192 41,012
Due from cities and towns........ - - 20,052 - - 20,052
Due from primary government.. 26,942 10,534 56,718 - 6,575 100,769
Inventory.......c.oooveviie e e - 21,849 596 - 54 22,499
Other CUITENt @SSELS. .. v.vvvieei it eeeeee et eeeee e 1,118 7,738 3,744 106 310 13,016
Total CUrTeNnt aSSES.......coueiviiirieeeee e e iieeeeeeans 46,776 246,090 129,009 50,547 173,682 646,104
Noncurrent assets:
Cash and cash equivalents - restricted.................coeee.... 6,753 27,319 135 24,240 106,436 164,883
Long - term investments.. - 20,909 - 79,689 8,074 108,672
Restricted investments....... - - - 66,394 109,462 175,856
Accounts receivables, net - 3,549 - 3,375 6,192 13,116
Loansreceivables, Net...........ccovvvve i i - 76,330 - - 163,778 240,108
Due from primary government..................... 6,323 - - - 326,905 333,228
Capital assets, net of accumulated depreciation.............. 833,320 209,320 231,428 13,165 232,117 1,519,350
Other NONCUITENt @SSELS. .. ... .eveeeeeeee et eie e eeiaenees 330 21,197 3,994 - 11,547 37,068
Total NONCUITeNnt aSSEtS........ovvvvveeviiirieiiiiieinenns, 846,726 358,624 235,557 186,863 964,511 2,592,281
TOtal @SSELS. .. .vnvveieeieeee e e 893,502 604,714 364,566 237,410 1,138,193 3,238,385
Liabilities
Current liabilities:
Accounts payable and other liabilities......................... 38,020 24,583 20,455 16,540 38,948 138,546
Accrued payroll..........o.vveieniinii - - 983 - 361 1,344
Compensated abSENCES. ........oeveiiieeiieeieiiieiieiieiiainaans - - 573 - 695 1,268
Accrued interest payable.... 7,942 3,046 1,260 - 1,550 13,798
Due to primary governMENt..........oeuverveieiieaeaeeaannns. 12,461 - - 17,000 - 29,461
DEfErred reVENUE .......vvvveeeeeee e eee e eee e 6,701 - 924 - 10,465 18,090
- - 642 - 87 729
Bonds, notes payable and other obligations - current........ 7,548 11,815 102,607 - 19,900 141,870
Total current liabilities..........coovvvieiieeiiieee, 72,672 39,444 127,444 33,540 72,006 345,106
Noncurrent liabilities:
Compensated abSENCES. ........oeveeiieeiieeieiiieii et iinaans - - - - 167 167
Accrued interest payable ...........coevviiiiiinii 6,323 - 803 - - 7,126
Deferred revenue.......... - 3,722 42 - 35,617 39,381
Capital 188SES. .. .. vvveve e e e - - 1,399 - 131 1,530
Bonds, notes payable and other obligations................... 22,772 247,264 768 - 912,124 1,182,928
Other noncurrent liabilities..........coooviviiii i, 4,317 - - - 26,925 31,242
Total noncurrent liabilities............coccvvviviiiiiininns, 33,412 250,986 3,012 - 974,964 1,262,374
Total liabilities. 106,084 290,430 130,456 33,540 1,046,970 1,607,480
Net Assets
Invested in capital assets, net of related debt.................... 776,102 52,202 231,174 13,165 5,297 1,077,940
Restricted for:
DD SEIVICE. ..ttt et e e et e s 6,753 - - - - 6,753
Capital PrOJECES. .. .. vvieeiie i - - - - 3,397 3,397
Other purposes... - 71,049 4,739 185,012 66,858 327,658
Unrestricted............. e 4,563 191,033 (1,803) 5,693 15,671 215,157
Total net assets...........oovvvvviiiiiicii $ 787,418 $ 314284 $ 234110 $ 203,870 $ 91,223 1,630,905
The notes to the financial statements are an integral part of this statement.
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Combining Statement Of Revenues, Expenditures And Changes In Fund Balances
Nonmajor Component Units
Fiscal Year Ended June 30, 2004

(Amounts in thousands)

Massachusetts Massachusetts Massachusetts
Convention Development Regional Technology Economic
Center Finance Transit Park Development
Authority Agency Authorities Corporation Entities Tota
Operating revenues and expenses:
Charges for Services.........ocvvivviiniiiieeiieiieineee $ 19,0719 $ 27,805 $ 77567 $ 29306 $ 34,008 $ 187,765
(0111 S PP PP R PPRTPPPN 160 (681) 24,280 1,005 49,962 74,726
Total operating revenues..............o...vevvennnns 19,239 27,124 101,847 30,311 83,970 262,491
Operating expenses:
COSt Of SEIVICES ...t 18,082 (1,811) 163,377 39,667 35,904 255,219
AdMINIStration COSES. ......ovive it eieiieeens 7,496 36,414 18,343 288 24,641 87,182
DEPreciation. ........ccvuuevieiiie et e e 9,246 7,416 22,242 757 9,516 49,177
Total operating eXPenses............ccuvevvvnvvninnss 34,824 42,019 203,962 40,712 70,061 391,578
Operating income (loss) (15,585) (14,895) (102,115) (10,401) 13,909 (129,087)
Nonoper ating revenues (expenses):
Operating grantS.........oovuereereieeireee e eeeinnees 26,007 13,706 78,843 35,697 38,060 192,313
Interest income.... . 238 3,721 222 4,609 10,037 18,827
INEEreSt EXPENSE. .. .vv et tee et e (8,605) (6,884) (1,633) - (30,570) (47,692)
Other nonoperating revenue (EXPeNSe)................... (6,890) 79 3,474 (5,032) (12,633) (21,002)
Nonoper ating revenues (expenses), net........... 10,750 10,622 80,906 35,274 4,894 142,446
Income (loss) before contributions
and operating transfer .. (4,835) (4,273) (21,209) 24,873 18,803 13,359
Capital contributions................... . 179,249 34,860 32,362 - 1,871 248,342
Net income (loss) for theyear...........c...ccceeeeen. 174,414 30,587 11,153 24,873 20,674 261,701
Net assets - beginning............coovviviiiniieiiniee e, 613,004 283,697 222,957 178,997 70,549 1,369,204
Net assets- ending..........ccooevviiiiiiiiecciiicee. $ 787,418 $ 314284  $ 234,110 $ 203870 $ 91,223 $ 1,630,905

The notes to the financial statements are an integral part of this statement.
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Norman
¢ Rochwell

Willie Gillis: Food Package

Saturday Evening Post cover, October 4, 1941 ©1941 SEPS: Licensed by Curtis Publishing, Indianapolis, IN.

From his first cover in 1916 to his last in 1963, Norman Rockwell’s work for The Saturday
Evening Post charmed and delighted audiences. Norman Rockwell thought of his illustrated
magazine covers as “independent storytelling pictures.” His favorite kind of work, cover illustra-
tion, offered him the narrative freedom he so enjoyed.

Many of Norman Rockwell’s Saturday Evening Post covers during the 1940s were inspired by
life on the American home front during World War II including the unforgettable Rosie the
Riveter. Among the other memorable images of that era were illustrations of the hapless but
lovable infantryman, Willie Gillis.
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Statistical Section

Home for Christmas
McCalls, December 1967, Licensed by Norman Rockwell Licensing, Niles, IL.

“Commonplaces never become tiresome. It is we who become tired when we cease to be curious and appreciative.”
— Norman Rockwell

This very popular illustration, began by Rockwell in the 1950s, was not completed by him until the 1960s. To bring the picture
up to date, he added a 1960s car to each end of Main Street.

Schedule of Net Assets by Component - Last Three Fiscal Years
Changes in Net Assets - Last Three fiscal Years
Fund Balances, Governmental Funds - Last Three Fiscal Years
Ten-Year Schedule of Revenues and Other Financing Sources - All Governmental Fund Types
Ten-Year Schedule of Expenditures and Other Financing Uses by Secretariat - All Governmental Fund Types
Personal Income by Industry - Last Ten Calendar Years
Personal Income Tax Filers and Liability by Income Level
Ten-Year Schedule of Per Capita General Long-Term Bonded Debt
Ten-Year Schedule of Outstanding Direct Debt and Statutory Debt Limit
Ten-Year Schedule of Percentage of Annual Debt Service Expenditures for General Bonded Debt

To Total Expenditures - All Governmental Fund Types
Component Units Revenue Bond Coverage for the Last Ten Fiscal Years
Ten-Year Schedule of Massachusetts and United States Resident Population
Ten-Year Schedule of Massachusetts and United States Resident Per Capita Net Income
Nonagricultural Employment By Sector and Industry in Massachusetts and the United States
Ten-Year Schedule of Annual Average Civilian Labor Force, Unemployment and Unemployment Rate
Twenty-Five Largest Private Sector Massachusetts Employers
Standard and Poors 500 Companies Headquartered in Massachusetts
Full Time Equivalent Employees by Function / Program
Massachusetts Road Inventory - Calendar Year End, Lane Miles by Type - Last Eight Calendar Years
Massachusetts Real Property Owned and Leased Annual Inventory, Acreage, Improvements and Square Footage
Average Annual Medicaid Caseload and Medicaid Expenditures
Massachusetts General Information
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Statistical Section Narrative and Table of Contents

This part of the Commonwealth of Massachusetts’ comprehensive annual financial report presents
detailed information as a context for understanding what the information in the financial statements,
note disclosures, and required supplementary information says about the Commonwealth’s overall
financial health.

Contents
Financial Trends

These schedules contain trend information to help the reader understand how the
Commonwealth’s financial performance and fiscal health has changed over time. The schedules
presented from an entity wide perspective are only included from FY02 and forward, coinciding with the
implementation of GASB 34. Fund perspective statements are presented for the last ten fiscal years,
except where noted. Schedules included are:

Entity Wide Perspective:

Schedule of Net Assets by Component, last three fiscal Years .........ccoceeveerieieiieiecieceeeeeeee e 139
Changes in Net Assets, last three fiSCal Years .........ccivieiieiieiiieeee e 140

Fund Perspective:

Fund Balances (deficits), Governmental Funds, last three fiscal years..........ccoceveverienieinicenieieeeee 141
Ten-Year Schedule of Revenues and Other Financing Sources,

All Governmental Fund Types — Fund Perspective..........cverieriieienienieiieieee e 142
Ten-Year Schedule of Expenditures And Other Financing Uses By Secretariat,

All Governmental Fund Types — Fund Perspective..........ocooieiieiiinieiiesieieeeee e 144

Revenue Capacity

These schedules contain information to help the reader assess the Commonwealth’s most significant
revenue source, income taxation. Schedules included are:

Personal Income by Industry, Last Ten Calendar Years -

(inclusive of the Commonwealth’s highest income tax rate)..........ccoceeereeieienieriesese e 146
Personal Income Tax Filers and Liability by Income Level,
Tax Years 2002 and 19921, ........ooovomorieieceiieeeeteee ettt ettt 148

! Tax Year 2002 is the last “closed” tax year
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Debt Capacity

These schedules present information to help the reader assess the affordability of the Commonwealth’s
current levels of outstanding debt and the Commonwealth’s ability to issue additional debt in the future.
Schedules included are:

Ten Year Schedule of Per Capita General Long-Term Bonded Debt...........ccccoceiiiiiiiiiieniniieiceceeeee 149
Ten Year Schedule of Outstanding Direct Debt and Statutory Debt Limit...........cccoeevvvievienieniiiieeiennn, 150
Ten Year Schedule of Percentage of Annual Debt Service Expenditures for General Bonded Debt to

Total Expenditures — Fund Perspective, All Governmental Fund Types........ccccccevvverveneenieennne. 152
Component Unit Revenue Bond Coverage for the Last Ten Fiscal Years........ccocvcevcieviinincninicncncnnene. 153

Demographic Information

These schedules offer demographic and economic indicators to help the reader understand the
environment within the Commonwealth’s financial activities take place. Schedules included are:

Ten Year Schedule of Massachusetts and United States Resident Population ...........cccceecvvverieneeniennnnne. 154
Ten Year Schedule of Massachusetts and United States Resident

Per Capita Net INCOMIE. ........eoiiiiieiieeeeeee ettt sttt et e et e st esaeeaeeae e enes 155
Nonagricultural Employment By Sector and Industry in Massachusetts and

The United States for 2004 ..ottt ettt see e eneeeens 156
Ten Year Schedule of Annual Average Civilian Labor Force,

Unemployment and Unemployment Rates For Massachusetts and The United States ................ 157
Largest Private Sector EMPIOYETS.......ccceiiiiieiiciiciieiecieete ettt ettt st e e e ssassa e saesseessesnnennas 158
Standard and Poors 500 Companies Headquartered in Massachusetts ...........cceevververeeneeniieieeienienieennns 159

Operating Information

These schedules offer operating data to help the reader understand how the information in the
Commonwealth’s financial report relates to the services it provides and the activities it performs.
Schedules included are:

Full Time Equivalent Commonwealth Employees by Function / Program,

LaSt ININE YAIS ....eeutiiiiiiiieiiieittete ettt ettt h et ettt s atesb e sa e et emb e eateebeesbee bt enbeemaesaeenaes 160
Massachusetts Road Inventory, Calendar Year End, Lane Miles by Type,

Last Eight Calendar YEarS........cccvccviiiieieiieiieieeieetestt et et sae e saee e ebeesbeessessaessaesseeseessessnesns 162
Commonwealth Owned Real Property by Executive Office, Last Ten Years .......cccoccevvvevvenieriieceeseennennn, 164
Average annual Medicaid Caseload and Expenditures — Fund Perspective, Last Ten Fiscal Years........... 166

Other Information

Calculation of Transfers: Stabilization FUNd ..........cooouviiiiiiiiiiie et 167
Calculation of Transfers: Tax Reduction FUNA.........ccccoiiviiiiiiiiiiieiie et 168
Massachusetts General INFOrMAtION...........oouiiiiiiiiiieiee et e et e e e e eaa e e s eae e e s eaaeesssnaeeeans 169
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The Problem We All Live With
LOOK, January 14, 1964, Licensed by Norman Rockwell Licensing, Niles, IL.

The Problem We All Live With appeared in Look magazine in 1964. This image of a
young student’s courageous steps upon entering a newly desegregated school captures
the essence of the civil rights movement. After the Supreme Court ordered an end to
unequal and inferior education, similar scenes occurred for many years across
America, in countless schools and colleges, large, small, rural, and urban.

On November 14, 1960, six-year-old Ruby Bridges became the unwitting symbol of
the nation’s struggle for civil rights and integration, as armed federal marshals escorted
her past throngs of angry protestors to attend her first day of school. This summer,
Ruby Bridges Hall, the first African American child to enter a formerly all-white
school in New Orleans, Lousiana, was reunited with her former teacher at the opening
of the Norman Rockwell Museum exhibition Hometown Hero: Citizen of the World,
Rockwell in Stockbridge.
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Schedule Of Net Assets by Component
Last Three Fiscal Years

(Amounts in thousands)

Governmental activities

Invested in capital assets, net of related debt......................
Restricted.......coooviiiii

Total governmental activitiesnet assets..........cococeeeveiiiein e,

Business - type activities

Invested in capital assets, net of related debt......................

Total business - type activitiesnet assets..........coooevevviiveiininn .

Commonwealth net assets

Invested in capital assets, net of related debt......................
Restricted.......coooviiiii

Total Commonwealth Net asSEtsS.......covvvieiei i

Commonwealth of Massachusetts

2004 2003 2002
$ 2,032,958 $ 3,901,007 $ 5,611,252
.................... 3,348,175 1,153,792 2,694,315
(11,722,584) (13,160,340) (15,721,092)
$ (6341451) $ (8105541) $ (7,415,525)
$ 1,132,637 $ 1,073,152 $ 1,032,022
.................... 915,583 946,704 1,784,322
434,007 321,523 243,605
$ 2482227 $ 2341379  $ 3,059,949
$ 3,165,595 $ 4,974,159 $ 6,643,274
.................... 4,263,758 2,100,496 4,478,637
(11,288,577) (12,838,817) (15,477,487)
$ (3859224) $ (5764162) $ (4,355,576)
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Changes in Net Assets

Last Three Fiscal Years

(Amounts in thousands)

2004 2003 2002
EXPENSES
Governmental Activities:
GENEral GOVEIMMENE. .. ... veteeeeee et eee e et et e eesee e eeenee e eens $ 2,016,145 $ 1,794535 % 1,297,875
Judiciary.......... 538,434 589,858 566,689
Direct local aid.. 4,877,089 5,118,711 5,252,805
MEAICAI. .. ...t e 6,909,412 6,177,280 5,978,811
Group health iNSUFANCe. .......c.veie e 778,072 732,252 770,832
Public assistance. 1,019,068 1,017,997 1,029,645
Interest (unallocated) 788,908 739,463 687,817
PENSION. .. ..ot e e e e e 241,845 354,802 237,472
Environmental and recreation.... 332,149 341,810 402,462
Communities and development..............ccoeeenns 589,603 585,221 551,334
Health and human services including elder affairs.. 4,829,293 4,629,533 4,500,635
Transportation and CONSLTUCHION. ... ...ouveee et e et 1,304,042 1,780,295 1,354,052
oo o g S 1,211,256 1,385,040 1,835,755
Public safety . 1,401,062 1,277,697 941,352
Consumer, Labor and Economic Development...............veuveviinnenne. 379,631 419,792 382,917
(o1 = VRO 3,606,608 3,470,046 3,453,858
Depreciation (Unallocated)............ovvivriiriiniiii e 391,831 396,098 614,795
Total governmental aCtiVities............vvviiiiieiie it $ 31,214,448 $ 30,810430 $ 29,859,108
Business - type Activities:
Unemployment COMPENSAtioN. .........vviveveeis i iiteeeiee i ieeeaee e $ 2,461,293 $ 2,589,107 $ 2,183,100
Higher Education:
University of MassaChUSELES. ...........oovvvviiiiiei 1,597,676 1,531,381 1,437,518
State Colleges................. . 456,022 425,154 418,593
COMMUNILY COHBGES. .. et vttt e e aeeaee s 525,179 523,403 508,895
Total buSiNESs - tyPe aCtiVItIES. ... ... vttt e e $ 5,040,170 $ 5,069,045 $ 4,548,107
Total Commonwealth EXPENSES.........vvuivniiiiiii i $ 36,254,618 $ 35879475 $ 34,407,214
REVENUES
Program Revenues (all types consolidated):
Governmental Activities:
Charges for SEIVICES. .. ..vvee e et e et e $ 7,739,588 $ 6,652,039 $ 6,473,988
Operating grants and Contributions.............c.covviviieiinii i 8,017,469 7,129,712 7,078,110
Capital grants and contribUtions.............ccovviieiieiiiiii e 602,449 508,235 338
Total governmental aCtiVities...........ovuiiiiiieiiee e 16,359,506 14,289,986 13,552,436
Business - type Activities:
Charges for SEIVICES. .. ... ii it it 2,692,468 1,943,194 877,389
Operating grants and CoNtributions.............c.oovvvviieiiniini e 1,376,666 1,249,768 869,848
Capital grants and contribUtions.............coovvviiiiiiiiiii e - - 77,161
Total busiNESs - tyPe aCtiVItIES. .. ... .u vttt e e 4,069,134 3,192,962 1,824,398
Total Commonwealth program reVeNUES.............uuveiieiieiieieaeeaeeaenanns $ 20428640 $ 17,482,948  $ 15,376,834

General Revenues and Other Changesin Net Assets (all types consolidated):
Governmental Activities:

Taxes (Al types)......cccvvvvvvveeieeeennns $ 16,406,781 $ 15,161,687 $ 14,688,596

Investment earnings and miscellaneous. 1,042,704 1,179,686 (367,695)

THANSFEIS. .. o e e e e e e e (830,453) (950,217) (1,018,603)
Total governmental aCtiVities...........ovuvviieiii i 16,619,033 15,391,157 13,302,298

Business - type Activities:

Investment earnings and miscellangous...............ouvvvvieniiniiniiniiinnns 181,719 207,296 965,901

L= 015 1= £ PN 830,453 950,217 1,018,603
Total buSINESS - tyPe ACHIVITIES. .. ... vuivteiii e e 1,012,172 1,157,513 1,984,504
Total Commonwealth general revVeNUES............ovvivviiriiniiiiieiie e ieeaaeas $ 17,631,205 $ 16,548670 $ 15,286,802
CHANGESIN NET ASSETS
Governmental ACtIVItIES. .. ... .ovuuieis it e e e e e e e $ 1,764,090 $ (1,129,287) $ (3,004,374)
BUSINESS - tYPE ACLIVITIES. .. ... ivtiit e et et e e e 41,136 (718,570) (739,205)
Total COMMONWEAITN .......ccviivee e e $ 1805226 $ (1,847,857) $ (3,743,578)
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Fund Balances, Governmental Funds
Last Three Fiscal Years
(Modified accrual basis of accounting)

(Amounts in thousands)

General Fund

Total general fund..............ccooeeeee

All other governmental funds

Total all other governmental funds..............cooiiiiiiiniennn.

Total governmental fund balances......

Commonwealth of Massachusetts

2004 2003 2002
.................................. $ 1,482,978 $ 690,727 $ 967,724
1,014,469 619,190 1,407,669
.................................. 2,497,447 1,309,917 2,375,393
.................................. 1,947,897 1,474,983 1,726,590
(20,939) (763,882) (1,634,130)
1,926,959 711,101 92,460
.................................. $ 4424406  $ 2021018 $ 2,467,853
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Ten-Year Schedule Of Revenues And Other Financing Sources
All Governmental Fund Types - Fund Perspective
(Modified Accrual Basis of Accounting)

(Amounts in millions)

% % %
2004 Total 2003 Total 2002 Total 2001

TEXES...oiiviiiii $ 16,133 36.4 $ 15091 35.3 $ 14,428 39.6 $ 16,803
Federal reimbursement: 6,284 14.2 5,522 12.9 5,267 14.4 4,716
Federal grants. 2,336 53 2,112 4.9 1,812 50 1,644
Lotteries. 4,605 10.4 4,422 10.3 4,425 121 4,136
ASSESSMENES......cvciiiiiiic s 773 17 645 15 572 16 590
Motor vehicle licenses and registrations.............cccoceuea. 376 0.8 383 0.9 326 0.9 311
Fees, investment earnings, etc 3,028 6.8 2,331 54 2,178 6.0 1,885
Proceeds of general obligation bonds...............cccccuveucunne 1,993 45 1,911 45 1,489 41 1,769
Proceeds of special obligation bonds...........c.cccvceeririnenes - - - - 12 - -

Proceeds of grant anticipation NOtes..............ccveevnicuninns - - - - - - 600
Proceeds of refunding bonds, 3,302 74 3,398 7.9 1,501 4.1 999
Proceeds of capital [€8SEs............cccovuviriniiciniiciniciice, 11 0.0 - - 10 - 31
Operating transfers. 5,531 125 6,981 16.3 4,454 12.2 5,566
Other financing sources. - - - - 3 - 206
Total revenues and other financing SOUrCeS............ccceuen. $ 44,372 $ 100 $ 42,796 100.0 $ 36,477 100.0 $ 39,256

Proceeds of Bonds, Notes,
L eases etc.
11.9%

6.8%

2.5%

Fees, investment earnings, etc.

Assessments, Licenses and
Registrations

Apportionment of Revenues by Source -
Fiscal Year Ended June 30, 2004

Other transfers and financing L

sources a|.". . . .0
12.5%

Taxes
6.4%

LT
efereel
e
e e
et
T
D

i
et
Y

2
5
£

ik
]
!

o

e
i
=
=
=
=
=
=
=
=
=
=
=
el
+
X

o

s

i

+.
5
-

-
-

-
N
>

5
& o
o
¥
o
¥
o
ik
R
ik

e
B
N

t

Lotteries -
10.4% Federal Reimbursements and
Grants
19.5%

Commonwealth of Massachusetts

142 Comprehensive Annual Financial Report



% % % % % % %

Total 2000 Total 1999 Total 1998 Total 1997 Total 1996 Total 1995 Total
42.8 $ 15,695 41.1 $ 14321 430 $ 14,033 449 $ 13,030 477 $ 11,926 475 $ 11,262 45.9
120 4,496 118 4,213 127 4,385 14.0 4,124 151 3,861 154 4,174 170

4.2 1,565 4.1 1,456 4.4 1,470 4.7 1,457 53 1,482 59 1,187 4.8
10.5 3914 10.3 3,570 10.7 3,392 10.9 3,375 12.3 3,201 12.8 2,957 120
15 462 12 546 16 514 16 552 2.0 595 24 572 23
0.8 285 0.7 281 0.8 295 0.9 295 11 263 10 307 13
4.8 1,776 4.7 1,433 43 1,394 45 930 34 1,110 4.4 1,154 4.7
4.5 1,762 4.6 1,015 3.0 1,347 43 899 33 940 37 810 33
- - - - - 100 0.3 B - 147 0.6 - -
15 602 16 319 10 - - - - - - - -
25 - - 499 15 862 2.8 723 26 - - 514 21
0.1 9 0.0 9 0.1 15 0.1 62 0.2 26 0.1 18 0.1
14.2 7,502 19.7 4,555 13.7 3,338 10.7 1,920 7.0 1,551 6.2 1,534 6.3
0.5 106 0.3 1,056 3.2 104 0.3 6 - - - 49 0.2
100.0 $ 38,174 100.0 $ 33273 1000 $ 31,249 1000 $ 27,373 1000 $ 25102 1000 $ 24,538 100.0
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Ten-Year Schedule Of Expenditures And Other Financing Uses By Secretariat
All Governmental Fund Types - Fund Perspective

(Modified Accrual Basis of Accounting)

(Amounts in millions)

% % % %
2004 Total 2003 Total 2002 Total 2001 Total
Legislature.........coccuvivinirieccineciiccienns . $ 51 01 $ 53 01 $ 60 02 $ 57 0.2
Judiciary 577 14 568 13 593 15 597 1.6
Inspector General 2 - 2 - 2 - 2 -
Governor and Lieutenant Governor... 5 - 5 - 6 - 6 -
Secretary of the Commonwealth 43 0.1 39 0.1 36 0.1 45 0.1
Treasurer and Receiver-General. 4,535 10.8 4,446 10.3 3,558 9.2 3,335 8.8
Auditor of the Commonwealth... 16 - 16 - 16 - 15 -
Attorney General 52 0.1 55 0.1 62 0.2 36 0.1
Ethics Commission 1 - 1 - 1 - 2 -
District Attorney....... 86 0.2 85 0.2 89 0.2 86 0.2
Office of Campaign and Political Finance. 1 0.0 1 0.0 5 - 1 -
Sheriff's Department 218 0.5 215 05 216 0.6 201 0.5
Disabled Persons Protection Commission 2 - 2 0.0 2 - 2 -
Board of Library Commissioners 6 - 6 - 10 - 11 -
Comptroller 8 - 8 - 8 - 8 -
Administration and finance. 1,508 3.6 1,202 2.8 1,361 35 1,202 33
Environmental affairs. 225 0.5 236 05 268 0.7 253 0.7
Communities and development.. 470 11 476 11 449 1.2 442 12
Health and human services. 6,832 16.3 5,962 13.8 6,104 15.7 5,622 15.0
Transportation and construction. 189 0.5 218 05 139 0.4 162 0.4
Education 1,587 38 1,546 3.6 1,506 3.9 1,492 39
Educational affairs...........ccoeeevivciiiciicininee - - - - - - - -
Higher education 99 0.2 111 0.3 119 0.3 136 0.4
Public safety.... 1,039 25 991 23 999 26 955 25
Economic development... - - 29 0.1 32 0.1 51 0.1
Elder affairs. - - 315 0.7 304 0.8 241 0.6
Consumer affairs.........c.cocveevuciennes 376 0.9 55 0.1 63 0.2 71 0.2
- - 330 0.8 284 0.7 172 0.5
5,945 14.2 5,542 12.8 5,261 136 4,761 12.6
Pension. . 212 0.5 290 0.7 238 0.6 318 0.8
Direct 10Cal @d.........cucuecieeeeienerecc s 4,861 11.6 5,103 11.8 5,231 135 5,012 13.2
Capital outlay:
i 16 - 15 0.0 21 0.1 34 0.1
Capital acquisition and construction.. 2,120 51 2,526 58 2,562 6.6 2,566 6.8
Debt SErVICe. ..o 1,605 38 1,467 34 1,382 3.6 1,408 3.7
Other financing uses:
Payments to refunded bond escrow agent................ 2,833 6.8 3,398 7.9 1,277 33 999 26
Transfers......ooonnncncncncinceeens 6,448 154 7,931 18.3 6,551 16.9 7,526 19.9
Total expenditures and other financing uses............... $ 41,968 1000 $ 43,245 1000  $ 38,815 1000 $ 37,827 100.0

Local Aid, Community and Economic

Apportionment of Expenditures -
Fiscal Year Ended June 30, 2004

Functions of Elected Officials
including Lotteries 9.9%

Transfers and Other Uses

23.1%
Functions of Appointed Officials
5.0%

Public Safety and Sheriff's Departments 3.1%

Environmental Affairs
0.5%

¥ Health and Human Services, Medicaid, Labor,
Elder and Consumer Affairs
30.9%

Development

12.7%
Education and Higher Education
4.0%

Commonwealth of Massachusetts
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% % % % % %

2000 Total 1999 Total 1998 Total 1997 Total 1996 Total 1995 Total

$ 51 01 $ 51 02 $ 51 02 $ 49 02 $ 49 02 $ 47 0.2
544 14 511 16 470 15 433 16 404 17 356 15

2 - 2 - 2 - 2 - 2 - 2 -

6 - 5 - 5 - 5 - 5 - 5 -
42 0.1 33 0.1 23 0.1 17 0.1 15 0.1 14 0.1
3,483 9.2 2,783 8.6 2,649 8.7 2,711 10.0 2,576 10.5 2,353 9.7

15 - 14 - 14 - 12 - 13 - 11 -
34 0.1 49 0.2 41 0.1 5 - 29 0.1 22 0.1

1 - 1 - 1 - 1 - 1 - 1 -
7 0.2 72 0.2 68 0.2 62 0.2 55 0.2 51 0.2

1 - 1 - 1 - 1 - 1 - 1 -

178 0.5 134 0.4 40 0.1 - - - - - -

2 - 2 - 2 - 1 - 1 - 1 -

10 - 10 - 9 - 6 - 4 - 5 -

8 - 8 - 7 - 7 - 7 - 6 -
1,192 31 1,056 3.3 1,058 35 937 35 943 3.9 876 3.6
241 0.6 232 0.7 216 0.7 196 0.7 205 0.8 174 0.7
405 11 356 11 351 12 344 13 347 14 340 14
5,324 14.0 5,160 159 5,058 16.6 4,507 16.7 4,606 18.8 4,813 19.8
228 0.6 137 0.4 117 0.4 151 0.6 155 0.6 112 0.5
1,353 3.6 1,263 3.9 1,153 338 1,026 3.8 958 3.9 865 3.6

- - - - - - - - 14 0.1 6 -
111 0.3 97 0.3 82 0.3 90 0.3 80 0.3 75 0.3
879 23 860 2.6 853 2.8 860 32 841 34 732 3.0
38 0.1 57 0.2 31 0.1 33 0.1 111 0.5 199 0.8
217 0.6 197 0.6 179 0.6 174 0.6 155 0.6 161 0.7
70 0.2 68 0.2 57 0.2 37 0.1 35 0.1 34 0.1
188 0.5 166 05 186 0.6 189 0.7 121 0.5 24 0.1
4,381 115 3,829 118 3,638 12.0 3,497 13.0 3,241 133 3,252 134
398 1.0 324 10 414 14 413 15 382 16 414 17
4,717 124 4,405 13.6 4,047 133 3,677 13.6 3,351 13.7 3,073 12.6
47 0.1 73 0.2 102 0.3 181 0.7 116 0.5 94 0.4
2,469 6.5 2,602 8.0 2,532 83 2,051 7.6 1,673 6.8 1,698 7.0
1,237 33 1,212 37 1,215 4.0 1,278 4.7 1,192 49 1,234 51
- - 499 15 862 2.8 723 2.7 - - 514 21
10,073 26.5 6,193 19.1 4,883 16.1 3,311 12.3 2,753 113 2,732 112
$ 38,022 100.0 $ 32,462 100.0 $ 30,417 100.0 $ 26,987 100.0 $ 24441 100.0 _$ 24,297 100.0
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Personal Income by Industry
Last Ten Calendar Years

(Amounts in millions)

2003 2002 2001 2000
Total personal iNCOME.........cccvevrereeereeesereneneenes $ 253,528 $ 249,889 $ 249,243 $ 240,209
Farm @arnings........ccocueeevenenenesiseeee e 111 97 107 116
NoONfarm €arninNgs.........coveveerireerenneiesiseieens 203,659 199,402 201,162 195,723
Private earnings..........c..oevvvvinninninninnns 180,248 176,504 179,116 174,388
Agricultural services, forestry, fishing........ 437 410 400 960
MINING. ..t 332 298 360 141
CONSLIUCEION. ... 11,808 11,779 11,463 10,097
Manufacturing........cooveerererenennenernennns 25,616 25,519 26,675 31,272
Durable goods............cceererereenerieincnenn 18,192 18,346 19,685 21,622
Nondurable goods...........ccceeerrerieereenens 7,424 7,173 6,989 9,649
Transportation and utilities............cccceeenene 5,206 5,140 5,238 9,506
Wholesaletrade..........ccooovvvneinniccenninnens 10,931 10,350 10,806 13,411
Retail trade........ocoeviveveinrnceeecee 12,047 11,660 11,358 15,308
SEIVICES...c.iveieieerieeerr s 113,871 111,346 112,815 93,694
GOVEMNMENT......ueneineiiiei i 23,411 22,898 22,046 21,335
Federal, Civilian........ccocveeinnnccncnsnene, 4,223 4,171 4,023 3,894
MilItaIY ..o, 661 597 562 556
State and local.... 18,527 18,130 17,461 16,885
Highest Income Tax Rate..........cc.coovvviiieninnnnen, 5.3% 5.3% 5.6% 5.85%

Sources. U.S Department of Commerce, Bureau of Economic Analysis, Regional Economic Information System and the Massachusetts
Department of Revenue
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1999 1998 1997 1996 1995 1994

$ 216,221 $ 203,987 $ 189,885 $ 178,797 $ 168,623 $ 160,322
106 107 169 169 148 151
175,021 161,510 149,449 140,371 132,142 125,587
154,549 142,198 130,778 122,290 114,783 108,727
871 769 711 643 600 580
136 110 93 75 75 75
8,886 7,839 6,889 6,252 5,810 5,605
27,798 26,378 25,267 24,027 23,325 22,707
18,777 17,749 17,033 16,202 15,715 15,336
9,021 8,629 8,234 7,825 7,611 7,371
8,542 7,952 7,491 7,346 7,057 7,105
12,378 11,031 9,957 9,329 8,771 8,137
14,231 13,397 12,393 12,040 11,324 10,848
81,706 74,721 67,976 62,580 57,821 53,670
20,472 19,312 18,671 18,081 17,358 16,860
3,766 3,545 3,547 3,463 3,438 3,380
534 532 543 575 607 663
16,172 15,235 14,582 14,043 13,313 12,817
5.95% 5.95% 5.95% 5.95% 5.95% 5.95%
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Commonwealth of Massachusetts

Personal Income Tax Filers and Liability by Income Level

Tax Years 2002 and 1992

(Amounts, except income level are in thousands)

Tax year 2002
Personal
Number of Per centage Income Tax
Income L evel Filers of Total Liability
$100,001 and higher 390,959 12% $ 3,996,936
$75,001 - $100,000 267,206 8% 1,008,595
$50,001 - $75,000 459,053 14% 1,183,587
$25,001 - $50,000 827,075 25% 1,156,317
$10,001 - $25,000 686,444 21% 327,397
$10,000 and lower 677,781 20% 24,628
Total 3,308,518 100% $ 7,697,460
Tax year 1992
Per sonal
Number of Per centage Income Tax

Income L evel Filers of Total Liability
$100,001 and higher 120,827 1% $ 1,573,635
$75,001 - $100,000 126,771 4% 578,044
$50,001 - $75,000 338,707 12% 1,045,710
$25,001 - $50,000 762,020 27% 1,316,342
$10,001 - $25,000 780,544 28% 526,648
$10,000 and lower 690,355 25% 27,206
Tota 2,819,224 100% $ 5,067,585

Source: Massachusetts Department of Revenue - data is from last closed tax years.

Per centage
of Total

52%
13%
15%
15%
4%
1%

100%

Per centage
of Total

31%
11%
21%
26%
10%
1%

100%
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Ten-Year Schedule Of Per Capita General Long-Term Bonded Debt

(Amounts in thousands)

M assachusetts Total long-
Fiscal year ended Resident term bonds and Per capita
June 30 Population notes payable long-term debt
2004 6,433 $ 17,382,172 $ 2.70
2003 6,422 15,962,506 2.49
2002 6,400 14,955,135 2.34
2001 6,362 13,999,454 2.20
2000 6,175 12,383,101 2.01
1999 6,144 11,808,461 1.92
1998 6,115 11,078,603 181
1997 6,085 10,271,294 1.69
1996 6,062 10,065,578 1.66
1995 6,031 9,628,466 1.60

(1) Population estimates have been restated to most current United States Census Bureau Data. Population datais reported a
7/1 of the previousyear. Source: - HTTP://www.fedstats.gov (US Census Bureau.)

Per Capita Direct Commonwealth Debt 1995 - 2004

(thousands)

$3.00

r $2.75

$2.50

$2.25

$2.00

Thousands

$1.75

$1.50

$1.25

$1.00

1995 1996 1997 1998 1999 2000 2001 2002 2003 2004
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Ten-Year Schedule of Outstanding Direct Debt and Statutory Debt Limit

(Amounts in thousands)

2004 2003 2002 2001
Balance as of JUNe 30........ccveireririninenereeeccecee, 17,382,172 $ 15,962,506 $ 14,955,135 $ 13,999,454
Less amounts excluded by statute:
Central artery project bonds principal.................... (1,066,638) (1,386,869) (838,193) (999,995)
Chapter 5 of the Acts of 1992 bonds principa...... - (10,600) (22,043) (71,054)
County debt assumed...........covereeeeueuceerererererenens (675) (855) (1,115) (1,375)
Premium / (Discount) and issuance costs.............. 1,120 (68,718) (181,910) (282,829)
Fiscal recovery bonds prinCipal..........cccccoeeceeeenenene - - - -
Grant anticipation notes (GANSs) principa (1)....... (1,908,015) (1,500,000) (1,500,000) (1,500,000)
MBTA forward funding bonds principd............... (601,027) (680,869) (625,000) (325,000)
Specia obligation bonds principal (1)........cccoveene. (1,347,882) (748,124) (772,812) (539,242)
Outstanding statutorily defined direct debit................. 12,459,055 $ 11,566,472 $ 11,014,062 $ 10,279,959
Statutorily defined direct debt limit...........c.cocovieneee 12,822,414 $ 12,211,823 $ 11,630,307 $ 11,076,483
Debt margin (Debt limit less direct debt)................... 363,359 $ 645,352 $ 616,245 $ 796,524
Debt margin as a percentage of direct debt limit........ 2.83% 5.28% 5.30% 7.19%
(1) Inclusive of Crossover Refunding Amounts
Outstanding Bonded Debt, Statutory Direct Debt and Statutory Debt Limit
1995 - 2004
/ $18,000,000
/ $16,000,000
$14,000,000 B
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2000 1999 1998 1997 1996 1995
$ 12383101 $ 11808461 $ 11078603 $ 10,271,294 $ 10065578 $ 9,628,466
(114,761) (130,069) (144,500) (144,500) (229,665) (229,665)
(2,105) (2,345) (1,525) - - -
(358,938) (677,326) (702,014) (735,393) (811,978) (802,711)
. - - (126,470) (356,850) (581,668)
(899,991) (899,991) (580,557) - - -
(325,000) - - - - -
(561,335) (582,410) (602,531) (512,589) (526,980) (388,960)
$ 10120971 $ 9516320 $ 9047467 $ 8752333 $ 8140106 $ 7,625462
$ 10549032 $ 10046697 $ 9568283 $ 9112650 $ 8678715 $ 8265443
$ 428061 $ 530377 $ 520816 $ 360317 $ 538609 $ 639,981
4.06% 5.28% 5.44% 3.95% 6.21% 7.74%
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Ten-Year Schedule Of Percentage Of Annual Debt Service Expenditures
For General Bonded Debt To Total Expenditures - Fund Perspective
All Governmental Fund Types

(Amounts in millions)

Fiscal year ended Debt Total
June 30 service expenditures Ratio
2004 $ 1,605 $ 32,687 49
2003 1,467 31,915 4.6
2002 1,382 30,987 45
2001 1,408 29,302 4.8
2000 1,237 27,949 4.4
1999 1,212 25,772 4.7
1998 1,215 24,672 49
1997 1,278 22,953 5.6
1996 1,192 21,688 55
1995 1,234 21,051 59

Debt Service to Total Expenditures Ratio 1995 - 2004
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Component Units Revenue Bond Coverage
For The Last Ten Fiscal Years

(Amounts in thousands)

Fiscal year Debt service Coverage
ended June 30 Net revenues requirements ' Ratio
2004 $ 700,677 $ 679,457 1.03
2003 663,234 665,538 1.00
2002 716,951 789,318 0.91
2001 520,850 526,605 0.99
2000 600,812 510,876 1.18
1999 393,785 401,406 0.98
1998 372,672 344,884 1.08
1997 328,608 283,975 1.16
1996 288,599 275,068 1.05
1995 272,308 232,473 1.17

(1) Net revenues represent the regular recurring operating income (loss) plus operating grants,
transfers and depreciation of only those Authorities with revenue bonds outstanding.

(2) Debt service requirements represent total debt service payments made less debt service
paid on short-term borrowings of only those Authorities with revenue bonds outstanding.

Source: Office of the Comptroller

Component Units Revenue Bond Coverage 1995 - 2004
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Ten-Year Schedule Of Massachusetts And United States Resident Population

(Amounts In thousands)

Massachusetts
United % Resident % Massachusetts
Y ear States Change Population Change as%of U.S.
2004 290,810 1.0% 6,433 0.2% 2.2%
2003 287,974 1.0% 6,422 0.3% 2.2%
2002 285,094 1.0% 6,400 0.6% 2.2%
2001 282,178 3.5% 6,362 3.0% 2.3%
2000 272,691 0.9% 6,175 0.5% 2.3%
1999 270,248 0.9% 6,144 0.5% 2.3%
1998 267,784 1.0% 6,115 0.5% 2.3%
1997 265,229 0.9% 6,085 0.4% 2.3%
1996 262,803 1.0% 6,062 0.5% 2.3%
1995 260,327 1.0% 6,031 0.3% 2.3%

(1) Population estimates have been restated to most current United States Census Bureau Data. Population datais reported as of 7/1
of the previousyear. Source: - HTTP://www.fedstats.gov (US Census Bureau.). FYOL1 reflects census 2000 data.

Massachusetts and United States Estimated Year- to- Year Population Change
1995 - 2004
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Ten-Year Schedule Of Massachusetts And United States Resident Per Capita Net Income

United % % Massachusetts
Year States 1) Change Massachusetts (1) Change as % of U.S.
2004 $ 32,892 5.2% $ 40,924 4.5% 124.4%
2003 31,268 2.4% 39,146 1.0% 125.2%
2002 30,531 1.3% 38,739 -0.2% 126.9%
2001 30,130 2.7% 38,797 3.8% 128.8%
2000 29,342 3.8% 37,378 6.5% 127.4%
1999 28,278 3.5% 35,087 5.1% 124.1%
1998 27,322 5.6% 33,394 6.6% 122.2%
1997 25,874 5.0% 31,332 5.8% 121.1%
1996 24,651 4.6% 29,618 5.6% 120.1%
1995 23,562 4.3% 28,051 4.5% 119.1%

Source: - United States Department of Commerce, Bureau of Economic Analysis, 2004 of June 30, 2004. 2002 restated by
BEA. (1) Population estimates have been restated to most current United States Census Bureau Data. Population data is
reported as of 7/1 of the previous year. Source: - HTTP://www.fedstats.gov (US Census Bureau.)

Massachusetts vs. United States Year- to- Year Per Capita Net Income Change
1995 - 2004
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Nonagricultural Employment By Sector and Industry
In Massachusetts And The United States For 2004

(Amounts in thousands)

% of % of MA %
Typeof industry Massachusetts MA Total  United States  U.S. Total vs. U.S. %
Manufacturing - Durable and nondurable goods 324 10.2% 14,378 11.0% 93.3%
Non-manufacturing:
Construction 140 4.4% 6,911 5.3% 83.8%
Transportation, wholesale and retail trade,
warehousing and public utilities 566 17.8% 25,509 19.4% 91.8%
Education and health services 576 18.2% 16,930 12.9% 140.8%
Financial activities 222 7.0% 8,038 6.1% 114.3%
Information activities 88 2.8% 3,178 2.4% 114.6%
Leisure and hospitality services 293 9.2% 12,340 9.4% 98.3%
Professiona and business services 433 13.6% 16,468 12.5% 108.8%
Other services 118 3.7% 6,010 4.6% 81.5%
Federal, state and local government 412 13.0% 21,539 16.4% 79.2%
Total Non-manufacturing 2,849 89.8% 116,923 89.0% 100.8%
Total 3,173 100.0% 131,301 100.0%

Source: - Federal Reserve Bank of Boston - Bureau of Labor Satistics, August 2004 for June 2004.

Massachusetts Employment by Industry United States Employment by Industry
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Ten-Year Schedule Of Annual Average Civilian Labor Force,
Unemployment And Unemployment Rates
For Massachusetts And The United States

(Amounts in thousands)

M assachusetts United States
M assachusetts
Labor Unemployment Labor Unemployment Rate as %
Y ear Force Unemployment Rate % Force Unemployment Rate % of U.S. Rate
2004 3,409 179 5.3% 147,279 8,248 5.6% 94.0%
2003 3,447 193 5.6% 147,096 9,358 6.4% 88.0%
2002 3,488 186 5.3% 144,852 8,469 5.8% 91.1%
2001 3,389 121 3.6% 143,395 6,526 4.6% 78.4%
2000 3,313 87 2.6% 142,624 5,671 4.0% 66.4%
1999 3,286 105 3.2% 139,383 5,958 4.3% 75.0%
1998 3,271 109 3.3% 137,455 6,212 4.5% 73.7%
1997 3,268 132 4.0% 136,211 6,799 5.0% 81.1%
1996 3,167 136 4.3% 133,697 7,095 5.3% 80.7%
1995 3,160 172 5.5% 131,949 7,427 5.6% 97.0%

Source: - Fedéral' Bureau of Labior Satistics, September2004. Amounts and rates previous from 1998 ‘through'2002 have been
restated for all data due to new benchmarking by the Bureau of Labor Statistics during 2001 to 2003. The differential
between average labor force and nonagricultural employment is agricultural employment. Seasonally adjusted.

Massachusetts and United States Unemployment Rates
Seasonally Adjusted June 1995 - June 2004

7.0%

- 6.0%

5.0%

4.0%

0,
a3 i 36% 3.0%

2:6% 2.0%

1.0%

Seasonally Adjusted Unemployment Rate %

0.0%
1995 1996 1997 1998 1999 2000 2001 2002 2003 2004

B United States - Ma&%achusetts‘

Commonwealth of Massachusetts 157 Comprehensive Annual Financial Report



Largest Private Sector Massachusetts Employers

(Alphabetical Order)

Employer

Bay State Medical Center, Inc.

Beth Israel Deaconess Medical Center
Boston Medical Center Corporation
Boston University

Brigham and Women's Hospital, Inc.
DeMoulas Supermarkets, Inc.

EMC Corporation

FleetBoston Financial Corp. (1)
Friendly Ice Cream Corporation

General Hospital Corporation
Massachusetts | nstitute of Technology
New England Medical Center

President and Fellows of Harvard College
Raytheon Company

Shaw's Supermarkets, Inc.

Southcoast Hospitals Group

State Street Bank and Trust Company
The Children's Hospital Corporation
Tufts University

UMASS Memorial Medical Center, Inc.
Verizon New England, Inc.

Headquarters

Springfield
Boston
Boston
Boston
Boston

Tewksbury

Hopkinton
Boston
Wilbraham
Boston
Cambridge
Boston
Boston
Lexington
West Bridgewater
New Bedford
Boston
Boston
Medford
Worcester
Boston

Product or
Service

Hospital
Hospital
Hospital
University
Hospital
Supermarket

Computer Storage &
Peripherals

Banking

Restaurants

Hospital

University

Hospital

University
Electronics/ Defense
Supermarket
Hospital

Banking

Hospital

University

Hospital
Telecommunications

Sources: - Massachusetts Department of Employment and Training - March 2004 survey. In addition, Home Depot

USA, Inc., S& S Credit Company, Inc., The May Department Sores Company, United Parcel Service, Inc and
Wal-Mart Associates, Inc. are all large Massachusetts employers, but are headquartered outside of
Massachusetts. Verizon New England is a subsidiary of Verizon Communications, headquartered in New York.
(1) FleetBoston Financial has been merged with the Bank of America as of April 2004. Therefore, for

FY2005's listing, it will not appear.
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Standard and Poors 500 Companies Headquartered in Massachusetts

Stock Product or Worldwide Latest Audited Fortune 500 Rank

Company Symbol  Headquarters Service Employees Revenues ($millions) 2004 2003
Raytheon Company (New) RTN Lexington Aerospace & Defense 77,700 $ 18,109 107 105
FleetBoston Financial Corp. (1) FBF Boston Financials 47,500 14,362 140 115
TJIX Companies Inc. TIX Framingham  Apparel Retall 105,000 13,328 148 161
Staples Inc. SPLS Framingham  Specialty Stores 60,633 13,181 152 165
John Hancock Financial Services JHF Boston Diversified Financia Services 7,974 10,071 192 208
Gillette Co. G Boston Personal Products 29,400 9,252 215 218
EMC Corporation EMC Hopkinton Computer Storage & Peripherals 20,000 6,237 299 308
State Street Bank and Trust Company ~ STT Boston Diversified Financia Services 19,850 5,463 330 340
Reebok International RBK Canton Footwear 7,760 3,485 477 483
Boston Scientific BSX Natick Health Care Equipment 15,000 3,476 478 -
Thermo Electron TMO Waltham Electronic Equipment & Instruments 10,800 2,097 - -
Anaog Devices ADI Norwood Semiconductors 8,400 2,047 - -
PerkinElmer, Inc. PKI Wellesley Electronic Equipment & Instruments 12,100 1,541 - -
Teradyne, Inc. TER Boston Semiconductor Equipment 6,100 1,353 - -
Waters Corporation WAT Milford Electronic Equipment & Instruments 3,900 958 - -
Millipore Corp. MIL Bedford Electronic Equipment & Instruments 4,300 800 - -
Biogen IDEC Inc. BGEN  Cambridge Biotechnology 3,727 679 - -
Parametric Technology PMTC  Needham Application Software 3,500 657 - -

Sources. - Sandard and Poors (from Standar dandpoors.com) , the Boston Globe (May 18, 2004 section F) and Fortune Magazine (from fortune.com).
Massachusetts Mutual Life Insurance, Liberty Mutual Insurance Group, BJ's Wholesale Club and Allmerica Financial are part of the Fortune 500, but are not
part of the Sandard & Poors 500.

(1) FleetBoston Financial has been merged with the Bank of America as of April 2004. Therefore, for FY2005's listing, it will not appear.
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Full Time Equivalent Employees
By Function / Program
Last Nine Years

Functions/ Programs 2004 2003 2002 2001

General Government..........c..vveenenenn. 5,449 5,644 5,724 6,261
JUAICIAY ..o 7,099 7,198 7,393 8,159
Environmental and recreation............... 2,612 2,814 2,949 3,161
Hedlth and human services.................. 22,229 23,087 23,269 25,143
Transportation and construction............ 1,794 1,843 1,820 2,094
Education...........ccoviiiiiiiiiiiie 569 579 545 530
Public safety.........ccooeeveiii i 13,578 13,964 14,446 14,752
CONSUMET ... et eaes 2,300 2,322 2,382 2,468
Higher Education:

University of Massachusetts.............. 12,356 12,513 11,821 12,572

Statecolleges.........ooveeviiiiiieieenn. 3,914 3,957 3,812 4,026

Community colleges....................... 4,219 4,408 4,340 4,720
TotalS...ooviee e 76,120 78,328 78,501 83,886
PercentageChange ..............c.ooeeee -3% 0% -6% 1%

Source: Office of the State Comptroller. FY 2001 to FY 2004, University of Massachusetts reported
by the University. Measurement date is the closest pay period end to June 30.
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Change - 2004

2000 1999 1998 1997 1996 from 1996
6,286 6,034 5,853 5,758 5,442 0%
8,054 7,836 7,313 6,790 6,305 13%
3,147 3,100 3,001 2,986 2,961 -12%

25,215 24,899 24,817 24,818 25,057 -11%
2,171 2,223 2,283 2,279 2,350 -24%
516 491 471 442 488 17%
14,430 13,703 11,784 10,835 10,712 27%
2,504 2,506 2,504 2,583 2,663 -14%
12,010 12,467 13,996 13,687 13,308 7%
3,981 3,914 3,883 3,824 3,737 5%
4,580 4,470 4,268 4,102 4,005 5%
82,894 81,642 80,172 78,104 77,028 -1%

2% 2% 3% 1%
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Massachusetts Road Inventory
Calendar Year End, Lane Miles by Type
Last Eight Calendar Years

Calendar
Y ear Interstate  Arteriad  Collector Loca Tota % Change  Total Urban  Total Rurd
2003 3,186 13,513 10,950 42,654 70,295 0.00% 68.7% 31.3%
2002 3,186 13,513 10,950 42,654 70,295 0.21% 68.7% 31.3%
2001 3,186 13,478 10,946 42,539 70,149 0.28% 68.7% 31.3%
2000 3,184 13,498 10,936 42,339 69,956 0.18% 68.7% 31.3%
1999 3,182 13,509 10,935 42,207 69,833 0.20% 68.7% 31.3%
1998 3,173 13,536 10,935 42,049 69,694 0.75% 68.8% 31.2%
1997 3,173 13,515 10,929 41,560 69,178 1.02% 68.7% 31.3%
1996 3,172 13,495 10,941 40,874 68,481 - 68.7% 31.3%

Source: Massachusetts Highway Department, Bureau of Transportation Planning and Development
Annual Road Inventory Reports. Exclusive of shoulders. 2003 was not updated from 2002.
2004's annual survey is to expected to be released in January 2005. 1995 and beforeis
unavailable, but is not expected to be materially different from 1996 and forward.
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Massachusetts Real Property Owned and Leased

Last Ten Years

Annual Inventory, Acreage, Improvements and Square Footage

Survey Year Survey Year Survey Year Survey Year Survey Year
Functions/ Programs 2004 2003 2002 2001 2000

General Government:

Total Acreage................. 2,486 3,137 3,750 4,142 3,476

Number of Improvements... 306 263 352 469 395

Gross sguare footage. .. ... .. 8,315,791 8,428,905 10,124,543 12,346,526 8,802,821
Judiciary:

Total Acreage... . 114 113 113 113 109

Number of Improvements 68 68 68 62 57

Gross sguare footage. .. ... .. 4,884,206 4,952,821 4,887,321 4,582,299 4,082,355
Environmental and recreation:

Total Acreage... . 553,128 539,708 511,732 494,093 482,854

Number of Improvements 1,973 1,960 2,042 1,727 1,713

Gross sguare footage. .. ... .. 6,956,441 6,881,350 6,965,507 7,101,935 6,933,956
Economic development:

Total Acreage................. 2 2 2 2 1

Number of Improvements... 6 6 6 5 6

Gross square footage. ... .. 76,812 76,812 76,812 47,500 57,500
Health and Human Services:

Total Acreage... . 7,284 7,561 7,784 7,779 8,028

Number of Improvements 997 1,068 1,110 854 877

Gross sguare footage. .. ... .. 12,493,551 13,339,508 13,669,358 12,446,222 12,839,042
Transportation and construction:

Total Acreage... . 7,513 7,736 7,484 7,562 7,603

Number of Improvements 909 909 965 1,019 1,026

Gross sguare footage. .. ... .. 4,821,599 4,823,279 4,954,627 4,989,788 5,149,089
Education:

Total Acreage................. 234 233 - - -

Number of Improvements... a4 43 - - -

Gross square footage. ... .. 272,352 272,352 - - -
Public Safety:

Total Acreage................. 17,454 17,485 17,391 17,366 17,371

Number of Improvements... 1,037 1,069 1,113 584 598

Gross sguare footage. .. ... .. 13,131,414 13,563,676 13,630,934 7,876,300 11,165,654
Higher Education:

Total Acreage................. 7,163 7,169 7,353 6,929 6,920

Number of Improvements... 939 935 990 721 759

Gross sguare footage. .. ... .. 30,728,820 30,267,370 30,975,993 26,420,404 28,923,271
Totalsfor Commonwealth:

Total Acreage... - 595,378 583,144 555,609 537,985 526,363

Number of Improvements 6,279 6,321 6,646 5441 5431

Grosssquarefootage....... 81,680,986 82,606,073 85,285,095 75,810,974 77,953,688
Per centage Change for Commonwealth:

Total Acreage... . 2.1% 5.0% 3.3% 2.2% 2.1%

Number of Improvements -0.7% -4.9% 22.1% 0.2% 0.4%

Grosssquarefootage....... -1.1% -3.1% 12.5% -2.7% 5.6%

Source: Executive Office of Administration and Finance, Division of Capital Asset Management. 2002's large change
was due to the absorption of county properties.
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Survey Year Survey Year Survey Year Survey Year Survey Year
1999 1998 1997 1996 1995
3,289 3,860 3,874 3,151 3,178
387 459 458 359 476
7,998,555 10,295,460 10,226,361 8,169,955 7,857,465
76 69 40 40 40
57 38 35 25 27
4,178,621 2,579,591 2,366,581 1,483,048 1,504,695
472,313 455,770 449,005 423,514 419,888
1,723 1,728 1,719 1,709 1,804
6,937,756 6,932,602 6,905,230 6,805,183 6,532,054
1 1 1 1 10
6 6 6 6 7
57,500 57,500 57,500 57,500 649,500
8,017 7,995 8,286 9,067 8,991
877 872 872 966 1,046
12,839,042 12,780,974 12,785,089 13,202,838 14,321,909
7,630 7,531 7,503 8,629 8,660
1,026 1,026 1,024 1,041 913
5,149,089 5,148,489 5,148,489 6,579,598 6,202,309
17,171 17,143 17,305 17,337 17,306
579 655 640 614 634
7,811,970 8,108,448 7,807,787 7,753,546 7,715,947
6,871 6,855 6,805 6,805 6,805
754 754 747 748 788
28,881,383 28,881,383 28,592,524 28,485,083 29,243,245
515,368 499,226 492,820 468,545 464,877
5,409 5,538 5,501 5,468 5,695
73,853,916 74,784,447 73,889,561 72,536,751 74,027,124
3.2% 1.3% 5.2% 0.8% 4.0%
-2.3% 0.7% 0.6% -4.0% 7.8%
-1.2% 1.2% 1.9% -2.0% 17.4%
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Average Annual Medicaid Caseload
and Medicaid Expenditures - Fund Perspective - Last Ten Fiscal Years

(Caseload amounts in thousands, Expenditure amounts in Millions)

Fiscal year ended Average Annual Medicaid Average
June 30 Caseload expenditures Expenditures per Case
2004 1,108 $ 5,946 $ 5,368
2003 987 5,542 5,617
2002 1,005 5,261 5,236
2001 948 4,761 5,020
2000 931 4,381 4,703
1999 883 3,829 4,336
1998 770 3,638 4,728
1997 693 3,497 5,050
1996 685 3,241 4,728
1995 695 3,252 4,678

Source: Executive Office for Health and Human Services. 2004 average annual caseload is estimated.

Average Annual Caseload and Medicaid Expenditures 1995 - 2004
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Calculation of Transfers: Stabilization Fund

June 30, 2004
(Amounts in thousands)

This statement is prepared on the statutory basis of accounting pursuant to General Laws Chapter 29, Section 5c¢, as amended most recently by
Chapter 140 of the Acts of 2003, Sections 111 and 136. It presents information contained in the official books and accounting records
of the Commonwealth. Financia statements supporting this calculation are presented in the Financial Section of this report.

Part 1:  Undesignated fund balance/ (deficit) in the Operating Funds, unless specifically exempted by General Laws:

(€7 07 = I 3o PP $ 1,497,397
HIGNWAY FUNG ... . e et e et et e et e e et et e et e et e e eet et e raeean e e e eeneans (716,533)
WOrkforce Training FUNG .......c.vni st et et e e e e e e e e e v e e e e e e e et e e e reetan e neeeenannnas 10,511
Federal Medicaid Assistance Percentage ESCrOW FUNA ..........cooiuiuiii i e e e e 99,120
M@ssaChUSELES TOUMISIM FUNG ... ..ottt et e e et et et et et e ee e et e ean e 14,900
Children's and Seniors Health Care ASSIStanCe FUN ..........iiie it e e e (161,665)
Consolidated undesignated fund balance / (deficit) in the Operating FUNdS.............ooooi i e $ 743,730

Less: Amount available to carry forward to fiscal year 2005 equivalent to 0.5% of Total Tax Revenue per
SCHEAUIE B ... e e e et e 80,273

Net Consolidated Net Surplus/ (deficit) to be deposited into the Stabilization Fund
per Chapter 26 of the Actsof 2003, SECHION 164 .......cciuiuiie ettt aee e $ 663,457

Part 2. Calculation of Transfers to the Stabilization Fund, except for funds specifically exempted by Genera Laws:

From the GENEral FUND ... .. ettt et e et e e e et e e e e et e aeaee e een $ 538,926
From the Workforce Training FUNG ............ue it e e e e et e e e e e e e 10,511
From the Federal Medicaid Assistance Percentage ESCrow FUNd ..........covveviieiee e e e e 99,120
From the MassachusettS TOUFNSM FUNG ...t e e e e e e e e e e e e e e 14,900
Total transferstothe Stabilization FUN ....... ... e e e e 663,457

Part 3: Status of Consolidated Net Surplus after Stabilization Fund transfers - Undesignated Fund Balance / (deficit):

L€ 1= I o PP $ 958,471
Highway Fund (716,533)
Children's and Seniors Health Care ASSIStanCe FUN ..........i ittt e e ee e (161,665)
Consolidated Net Surplus after theannual transfer......... ..o e $ 80,273
Part 4:  Fiscal 2004 Stabilization Fund Activity:

Reserved for Stabilization - Balance as of JUNe 30, 2003 .........uuiuinit ittt e e e e eeenes $ 641,325
Consolidated Net Surplus pursuant to part 2, 8D0VE. .........oouiiiiiii it 663,457
Plus: Recoveries of Central Artery Project Costs pursuant to Chapter 4, Section 83 of the Acts of 2003....... 695
PIUS. TNEEIESE INCOME ... ...t e et et et e et e et et e e et r e e e e eeaee s 5,259
ST o) PP PETPRTPP PP 1,310,736

Less: Transfers and Appropriations from the Stabilization Fund during FY 2004:

Chapter 140 of the Actsof 2003, SeCtion 123 ..........c.iviiiiiiiiiiiie e $ (99,815)

Chapter 141 of the Acts of 2003, SECtiON 68 ............cvuivririiriiiinieeenen (33,633)

Chapter 141 of the Acts of 2003, SECtion 69 ..........ccvveiiiiiiieiiiiiiiee e (16,000)

Chapter 352 of the Acts of 2004 APPropriations ............covveveiiereeneeneenns (381,433)

Subtotal, Transfers and Appropriations from the Stabilization Fund.............. (530,881)

Add: Transfer of Temporary Holding Fund balance per General Laws

Chapter 62F, Section 6A, the lesser of its balance or the subtotal above ... .. 357,465

Net Transfers and Appropriations from the Stabilization Fund during FY 2004................covvvieieeiniinnnes (173,416)
Reserved for Stabilization - Balance asof June 30, 2004 ..........euieiiniiiee e $ 1,137,320
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Calculation Of Transfers: Tax Reduction Fund

June 30, 2004
(Amounts in thousands)

This statement is prepared pursuant to Chapters 29 of the Massachusetts General Laws, as amended. It is prepared on
the statutory basis of accounting and presents information contained in the official books and accounting records of the
Commonweslth. Supporting information is presented in individual schedules, as indicated, and in the Financial Section
of thisreport.

The computation is as follows:

Part 1: Comparison of Stabilization Fund, after current fiscal year transfers,
to 15% of Budgeted Revenues and Other Financial Resources:

Undesignated Fund Balance in the Stabilization FUNd............ccccevevieiencnence e $ 1,137,320
Allowable Stabilization Balance (per Schedule B).........cooieiiiiine e 3,697,771
Stabilization Fund Excess, if any, transferable to Tax Reduction Fund...........ccccceevevveiveieennnns $ -

Part 2: Status of Stabilization Fund after transfers:

Stabilization FUNA BAANCE..........cooueeeeeeeee ettt e et e et e s s bae e s ssnreeesanes $ 1,137,320
Transfer to Tax REAUCLION FUNC............voeiieii e e e -

Stabilization Fund Balance after transfer to Tax Reduction Fund............ccoevveeeeriieeececiee s $ 1,137,320
Part 3: Status of Tax Reduction Fund after transfers:

Tax ReduCtion FUNA BAGNCE...........ccoouiiiieiee ettt sttt st e s e sba e e s sane s senaeeean $ -
Transfers from StabiliZation FUN...........ooiuiiiiiii e, -

Tax Reduction FuNd BalanCe after tranSfErS.........ocvvvceieivie ettt s $ -
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MASSACHUSETTSGENERAL INFORMATION

Admitted to Union (6" State):
Population:

The State Seal

The State Seal, adopted by Governor John Hancock and the Council on
December 13, 1780 and made official by the General Court on June 4,
1885, is circular and bears a representation of the arms of the
Commonwealth encircled with the words “Sigillum Reipublicae

6,433,422

Capital: Boston
Nickname: Bay State
The State Flag

Massachusettensis’ (Seal of the Republic of Massachusetts). The arms,
according to legislative enactment, consists of “a shield having a blue
field or surface with an Indian thereon, dressed in a shirt and moccasins,
holding in his right hand a bow, and in his left hand an arrow, point
downward, all of gold; and in the upper corner of the field, above his
right arm, bent at the elbow, clothed and ruffled, with the hand grasping a

broadsword.”

The State Flower

The Mayflower

The State | nsect

TheLady Bug

Beverage: Cranberry Juice
Dessert:  Boston Cream Pie

Commonwealth of Massachusetts

The State Fish

The Cod, a soft-finned fish,
usually 10-20bs. A sculpture of a
cod hangs in the House of
Representatives as a tribute to this
useful aquatic creature.

The State Tree

The American EIm was adopted
as the official tree March 21, 1941
to commemorate the fact that
General George Washington took
command of the Continental Army
beneath one on Cambridge
Common in 1775.

Muffin: The Corn Muffin
Cookie: Chocolate Chip

169

The State Flag is white, bearing on both
sides arepresentation of the coat of arms. It
was adopted in itsfinal formin 1971; before
that, the obverse side depicted apinetree.

The StateBird

The Black Capped Chickadee

The State Dog

The Boston Terrier, the first purebred
dog developed in America (1869), is a
cross between an English bulldog and
an English terrier.

Horse: The Morgan Horse
Bean: Navy Bean
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