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The Norman Rockwell Museum is one of the few museums in the country to have grown,
literally, out ofpopular demand and celebrates its thirty-fifth anniversary in 2004. Located
on Stockbridge’s historic Main Street forits first 24 years, the Museum moved in 1993 to it:
present home, which was designed by the renowned architect Robert A. M. Stem 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.

Illustrations and text courtesy of the Norman Rockwell Museum, Stockbridge, MA
Laurie Norton Mojfatt, Director

Linda SzekelyPero, curator ofNorman Rockwell Collections
Special thanks to Ellen Swan Mazzer, Communications Coordinator

Cover Illustration: Outward Bound
Ladies Home Journal, October 1927

icensed by Norman Rockwell Licensing, Niles, IL
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Studio Interior

Rockwell found success early. He painted his first commission of fourChristmas 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 suchmagazines 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.

Comprehensive AnnualFinancial Report7otnmonwealth ofMassachusetts
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I am pleased to transmit the Commonwealth’s fiscal 2004 (FYO4)
Comprehensive Annual Financial Report (CAFR) prepared in
accordance with Generally Accepted Accounting Principles (GAAP),

Marlin J. Benison, Comptroller The report is the primary means of reporting the Commonwealth
financial activities. The objective of this report is to provide a clearer
picture of our government as a single, unified entity.

Ashbw
Boston, MA

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 FYO4 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 shouldnot be used for comparison across states.

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

ips for long-term debt and fixed assets are excluded inThe account
The fund perspective is designed to measure interthis presentatic
extent to which current resources (available withinperiod equit;

fully fund all current services provided by thethe next year)
government. Long - terra liabilities are excluded with the implicit
assumption that future tax revenues will fund these liabilities. This fund

results similar to the statutory basis financialperspective provid<
statements publish cl in Octob

fund perspective, tins CAFR presents a govemment-
This perspective combines all governmental and

; in a statement of net assets and a statement of

In addition to the
de perspectr

business activitie
rating all functions on a full accrual basis of accounting,
s, including road and bridge infrastructure, are added to
as are all long - term liabilities. Funds that are shown as
a the fund perspective are not portrayed in the

activities, p
All fixed asset;
the statements :
fiduciary undi ■r

raicnts, as the assets do not belong to the
Commonwealth.

rat-wide statements, the balance sheet has hIn the govemr

“net assets format.” This format classifies all assets
short and long-term and then subtracts liabilities from

anized n
and liability

netlets to arrive at

December 23, 2004

To the Citizens of the Commonwealth ofMassachusetts,
GovernorMitt Romney, Lieutenant GovernorKerry»Healey
and Honorable Members of the General Court

Commonwealth ofMassachusetts Comprehensive Annual Financial Report
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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 assessments 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 analyzedas follows

Governmental Funds - Statutory Basis, June 30,
Budgeted Fund Balance. $ 1,892.8
Non Budgeted Special Revenue Fund Balance 1,592.3

CapitalProjects Fund Balance, 364.8

Governmental Fund Balance - Statutory Basis, June 30, 2004 S 3,849.9
Plus: Expendable Trust and Similar Fund Statutory Balances that are

considered Governmental Funds for GAAP reporting purposes.
Owner Controlled Insurance Program Net Assets

Adjusted Statutory Governmental Fund Balance 4,380.0
Accruals, net ofallowancesand deferrals for increases /(decreases):

Taxes
Medicaid.

ables 268.2Master Settlement Agreement and other Receiv
Compensated absences.
Contract Assistance due toComponent Units.

Other accruals:

Uncompensated care liability
Claims, judgementsand other risks,
Workers' compensation and group insurance
Other accruals, net

Net increase to governmental fund balances 44.4

Governmental fund balance (fund perspective) S 4,424.4

Plus: Fixed assets including infrastructure 28,585.1
Less: Accumulateddepreciation (6,811.6)
Plus: Deferredrevenue, net of other eliminations 642.2
Less: Long term liabilities (33,181.6)

Total governmental net assets (entity wide perspective) $ (6,341.5)

Massachusetts ComprehensiveAnnual Financial ReportCommonwealth of

Governmental Funds - Statutory to GAAP- Fund Perspective and to
Governmental Net Assets

(Amounts In millions)

2004:
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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
Commonwealth’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 theCommonwealth.

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

>ffice

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 FYO4 additional
information is presented for College and University foundations in
accordance with the implementation of Government Accounting
Standards Board (GASB) Statement 39.

The Commonwealth’s independent auditors, Deloitte & Touche, LLP,
together with subcontractors Daniel Dennis &Company, Margaret Carr

an Pema-Damon, CPA with assistance by the Office of theCPA and Su;

(OSA) have performed an independent audit of theStale Auditc
Ith for the fiscal year ended June 30, 2004. OSA also playsCommon wea
role in the audit of the Schedule of Federal Financialsignificant

Assistance of the Commonwealth, as prescribed in the Federal Office of
Managementand Budget’s Circular A

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

PROFILE OF THE COMMONWEALTH

REPORTING ENTITY

INDEPENDENT AUDIT

Comnu on wealth of Massachusetts ComprehensiveAnnual Financial Report
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counsel. The independentauditor’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 reasonablerather than absolute assurance that
the financialstatements will be free from material misstatement.

I 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 hasbeen a significant effort but will
provide enduring benefits to the Commonwealth. I am proud tohave all
the individuals on my team that help tackle these and other difficult
issues of the future.

Commonwealth ofMassachusetts Comprehensive AnnualFinancialReport

Comptrollerof the Commonwealth

Respectfully submitted,
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Rockwell with Golden Rule

Throughout his sixty-five yearcareer. Norman Rockwell created images that addressed complex social issue
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 entertainwith my POST covers. But once in a "while Iget an
uncontrollable urge tosay something serious."

Norman Rockwell

ComprehensiveAnnual Financial Reportommon wealth ofMassachusettsC

1961, Photograph by Louie L
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Notes to The Basic Financial Statements
Required Supplementar} 1 Information Other Than

Management's Discussion andAnalysis
Other Supplementary Information

During his 10-year association, in the mid-sixties, with Look, Rockwell painted pictures illustrating some of
America's war on poverty, and the exploration ofepest concerns and interests, including civil right

space,

Rockwell moved to Stockbridge, MA, in 1953. In 19
legacy by placing his works in the custodianshipof t
later to become the Norman Rockwell Museum at Si
Museum’s permanent collections. In 1976, in failing

Rockwell established a trust to preserve his artistii
Did Corner House Stockbridge Historical Society,

idge. The trust now forms the core of th:kbi
Rockwell became concerned about the future of

idio. He arranged to have his studio and it: iddcd to the trust. In 1977, Rockwell received
>f Freedom, for his “vivid and affectionatenation's highest civilian honor, the Presidential M<

try.” He died at his home in Stockb dge on November 8, 1978, at theage of 84.>rtr;

Management's Discussion andAnalysis

Financial Section
Independent Auditors ’ Report

Basic Financial Statements

Studio Exterior

Conwwn wealth ofMassachusetts Comprehensive Annual Financial Report
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We conducted our audit in accordance withauditing standards generally accepted in the United
States ofAmerica. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free ofmaterial misstatement. An
audit includes examining, on a test 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 overall financial statement
presentation. We believe that our audit and the reports ofother auditors provide a reasonable
basis for our opinions.

In our opinion, based on our audit and the reports ofother auditors, the financial statements
referred to above present fairly, in all material respects, the respective financial 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 changes in financial position and cash
flows, where applicable, thereof for the year then ended in conformity with accounting principles
generally accepted in the United States ofAmerica.

As discussed in Note 1 to the financial statements, in fiscal year 2004 the Commonwealth
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 ofa 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 also discussed in Note 1 to the financial statements, the Commonwealth adopted the
provisions of GASB Technical Bulletin No. 2004-1, Tobacco Settlement Recognition and
Financial Reporting Entity Issues in fiscal 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 Major Funds and notes thereto,on pages 120 through 124, are not a
required part of the basic financial statements but aresupplementary information required by the
GASB. Such information is the responsibility ofmanagement. We and the other auditors have
applied certain limited procedures, which consisted principally of inquiriesofmanagement
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 financial statements that
collectively comprise the Commonwealth’s basic financial statements. The Combined Balance
Sheet - Non-Major Governmental Funds, the Combined Statement ofRevenues, Expenditures
and Changes in Fund Balance - Non-Major GovernmentalFunds, the Combining Balance Sheet
Non-Major Special Revenue Funds, theCombining Statement ofRevenues, Expenditures and
Changes in Net Assets - Non-Major Special Revenue Funds, the Combining Balance Sheet -
Non-Major Capital Projects Funds, and theCombining Statement ofRevenues, 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 a
required part of the basic financial statements. This supplementary information is the
responsibility of the Commonwealth’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 ouraudit and the reports ofother auditors, in our opinion, is fairly stated
in all material respects in relation to the basic financial statements taken as a whole.

The letter of transmittal and the information provided in the statistical section of this report are
presented for the purpose ofadditional analysis and are not a required part of the basic financi;
statements. Such additional information has not been subjected to the auditing procedures
applied by us and other auditors in the audit of the basic financial statements and, accordingly,
express no opinion on them.

al

v

December 23, 2004

'blU/ti'C t "touch- u.r
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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
(FYO4). We encourage readers to consider this information in
conjunction with theadditional 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
Commonwealth Government

� Net Assets - The liabilities of the Commonwealth exceeded its
assets at the end of FYO4 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
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 FYOS, 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 $l.B billion inFYO4. Net assets of governmental
activities increased by the majority of this $l.B 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
$4l 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
FYO4, the Commonwealth’s governmental funds reported a
combined ending fund balance of over $4.4 billion. 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
$7Ol million deficit in the highway fund remains due to the
timing of accruals. The unreserved general fund balance of
over $l.O billion offsets the highway funddeficit. Pursuant to
new accounting standards, $126 million hasbeen declared as a
receivable in the governmental funds related to anticipated
tobacco settlement proceeds inFYOS.

For FYO4, 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 thelocal aid fund. The previous definitionof 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 Sl.l
billion for stabilization, nearly $735 million in bond proceeds
reserved for capitalprojects, largely connected with theCentral
Artery / Tunnel (CA/T) project and over $761 millionreserved
for retirement of indebtedness. Over $159 million is reserved
for the CA/T ownercontrolled insuranceprogram for workers’
compensation and general liability. This reserve is net of
nearly $B3 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 fiscalbalance.

$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 FYO4. An additional $663.5
million was transferred to the fund from surplus. Beginning in
FYO6, an additional 0.5% ofcurrent year net taxrevenues 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.

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

The Commonwealth refunded over $2.8 billion in General
Obligation Bonds and Grant AnticipationNotes, continuing to
take advantage of some of the lowest interest rates in history.
An additional $4OB million wasraised 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 therefunded principal is paid in the future.

ComprehensiveAnnual FinancialReport
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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 FYO4 benefits paid.

The Commonwealth also took measures operationally to achiev
balance.BudgetedFull TimeEquivalent

Workforce
Including Budgeted Higher Education

June 2000 - June 2004
The budgeted full lime equivalent workforce including higher
education, dropped from 66,023 as of June 2003 to 62,041 as
of June 2004. The graphic to the left details the reductions
over the last five years.

**■ y
_

Starting in FYO4, the employee’s share of group health
insurance premiums increased from 15%to 20% of the cost of
the insurance for those who earn more than $35,000. All new
employees hired after June 30, 2003 contribute 25% of the cost
of the insurance, regardless of salary.

Tax decreases put in place earlier than FYO2 remain frozen.
The income tax rate remains at 5.3%. The graduated capital
gams tax portion has also been frozen at 5

This discussion and analysis is intended to serve as an introduction to
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 supplementaryinformation in the form ofbudgetary schedules,
whicharc preparedon the statutory basis ofaccounting, as well as other
supplementary information.

Government - wide Financial
Statements and how they relate to
other perspectives

The government - wide financial statements present the reader with a
broad overview' of the Commonwealth’s finances ina manner similar to
a private sector business. The statements include the Statement ofNet
Assets, which present the assets, liabilities and net assets for the
government as a w'hole. Also presented is the Statement ofActivities,
whichpresents the functional expenses, offsetting revenues and change
in net assets of the Commonwealth. Both of the statements hav'
separate sections for three different categories of the Commonwealth’s
operations. T hese activities are GovernmentalActivities, Business-Type
Activities and Discretely Presented Component Units. For FYO4,
additional information is presented for college and university
foundations in accordance with the implementation of Government
Accounting Standards Board (GASB) Statement 39.

The governmen wide financial statements can be found immediately
>cussion and analysis.difollowing thi:

Fund Financial Statements and
Component Unit Financial
Statements

Funds are gr ups of related accounts that are used to maintaincontrols that have been segregated for specific activities or
ie Commonwealth, like other governments, uses fund

'cr rcsourc
objectives. T

OVERVIEW OF THE FINANCIAL
STATEMENTS

Commonwealth of Massachusetts ComprehensiveAnnual Financial
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accounting to ensure and demonstrate compliance with finance related
legal requirements. Their financial statements focus on individual partsof 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 ofaccounting and
should be interpreted differently. The three categories of funds are
GovernmentalFunds, 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.

Notes to theFinancial Statements,
Required Supplementary Information
and Other Supplementary

The notes provide additional information that is essential to a full
understanding of the financial statements as of thedate 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.

Information

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
FYO3 and forward, requires a further reconciliation schedule of the
budgeted revenues and expenses to governmental fund perspective
revenuesand expenditures.

Other supplementary information is not mandatory, but is included to
present combining schedules of minorgovernmental 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 CAT will transfer to the
Massachusetts Turnpike Authority and to the Massachusetts Port
Authority (Massport) upon completion. Portions that have not been
transferred arc 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 FYO4, $10.3 Billion of the related assets to these liabilities
have entered into servicewith 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 hasreduced both

$ 295.591

ids issuedto fund dieMBT.
mral Artery / TunnelPayed tobe transferred

ilral Artery / TunnelProject to be transferred

5 15,466,
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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 forits share of the construction costs of schools
owned and operated by municipalities. In FYOS, 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 operatingsubsidy costs, otherwise known as
“forward funding,” of the Massachusetts Bay Transportation Authority
(MBTA) enacted in FYOO. 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 $l.O
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 FYO4, public safety.
Payments for local aid dropped in FYO4, 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 ofcurrent year receipts and current year major expenses such
as thepayment 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.

Commonwealth of Massachusetts Comprehensive AnnualFinancial Report
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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 FYO3 to
conform to the FYO4 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 FYO4. FYO3 results for these foundations is not available.

Net Assets as ofJune 30, 2004 and 2003
(in millions ofdollars)

Governmental Activities Business - Type Activities Total Primary Government
June 30. 2004 June 30. 2003 June 30. 2004 June 30, 2003 June 30. 2004 June30, 2003

Current and other non-capital assets. $ 8,976 $ 7,264 $ 2,543 $ 2,179 $ 11,519 S 9,443
Capital assets 21.774 20.883 1.691 1.590 23,464

Total Assets.

Long term liabilities.

Other Liabilities

Total Liabilities.

Netassets:
Invested in capital assets,
net ofrelated debt

Restricted..
Unresticted.

Total Net Assets (deficits) $ (6,341) S (8.105) S 2.481 S 2,341 S (3.860) S (5,764)

Comprehensive AnnualFinancialReport
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The Commonwealth’s net assets increased by over $l.B billion.
In Net Assets Revenues in general increased, led by tax revenue increases of $1.2

billion and operating grants and contributions increases of $ 1.0billion.Changes

Taxation ~ Charges for services also increased dramatically by over $l.B billion
1995-2004 due *° full year phase in of assessment increases from FYO3 and a $541

Revenue from
GAAP Basis

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

M including charges for services and grants and contributions, the bulk of
which is federal aid. Increases also occurred in restricted net assets
amounting to $1.4 billion largely due to an additional crossover

3 „ ~
refunding of debt and additional amounts set aside for stabilization.

51

1
This is coupled with decreased spending in the Unemploymi

■g.vap Tax Revenue Compensation Fund, but slight increases to Higher Education.
However, Medicaid spending
and Human Services largelv

; continued to increase as did other Health
connected to the continual skyrocketing

ogrammatic expenses remained largely
tighter budget controls.

dical costs. Other pn
:hanged or dropped due tounchanged or dropped dm

The Commonwealth’s re nues are presented in the table and graphics
that follow. Note that certain amounts were reclassed from FYO3 to
conform to the FYO4 presentation. The beginning balance of FYO4
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 foundationactivities underlying therestatement.

Changes in Net Assets during the Fiscal Years Ended June30, 2004 and 2003
(in millions ofdollars except percentages)

Commonwealth of Massachusetts Comprehensive Annual Financial Report
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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 $l.B billion
from other forms of taxation. The largest operating grants arc 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 theCommonwealth. Accordingto 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 summarizesgovernmental expenses of the Commonwealth.

Major Expenses - GovernmentalActivities
Fiscal Year Ending June30, 2004Revenue - GovernmentalActivities

Fiscal Year Ending June 30, 2004

\ strvit.es

Business - Type Activities Business - type activities are functions that equate to activities of a
.. .

- .. K . private enterprise. In the Commonwealth the institutions of higher
Inemployment Compensation tund r F

,
, . .. . ,

Net Assets educationare deemed to be business type activities because of their lack
Fiscal Year Ending June 30, 2004 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 $4l million. This primarily resulted from an $l5B million
decrease in the Commonwealth’s Unemployment Compensation Fund
net assets due to extended benefits for unemployed workers during the
year, despite a 58% increase in contributions.. Ibis 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 ui federal grants and reimbursements (by over 10%).

Comprehensive AnnualFinancial Report
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FINANCIAL ANALYSIS OF THE As noted earlier, the Commonwealth uses fund accounting to
COMMONWEALTH’S FUNDS demonstrate interperiod equityand the extent to which current resources

are financing the lull cost of services that citizens are receiving.

Governmental Funds Governmental funds account for the near term inflows, outflows and
.„ ._

.
balances of spendable resources of the Commonwealth s core functionsGovernmentalFund Balance
„„ A ■ n c . . , ,

Statute • vs GAAP and semces. Each major hind is presented m a separate column in the
(Amounts in 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.

lto S E 3 The Commonwealth develops its budgets on a statutory basis. A
Tp| d -' 1 |§ comprehensive process is conductedwith all departments to convert theIs |||| ||| i|| statutory basis reporting to generally accepted accounting principles.
p| pi||| jpg 'System generated reports from the state accounting system and data
Yuo fyoi fyo; fyo3 fyo*

warehousesare combined with reports from each of the Commonwealth
departments to record governmental fund perspective, departmental
accruals. There arc 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)

FYOO FYOI FYO2 FYO3 FYO4
Beginning fund balanc $2,673.3 $2,826.1 $4, 255.4 $2,467.9 $2,021.0
Restatement due to implementation of GASB 34
Revenues and other financing sources
Expenditures and other financing source

Excess / (deficiency)

Ending fund balanc

Commonwealth ofMassachusetts Comprehensive Annual Financial Report
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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:

GovernmentalFunds - Reserves ofFund Balances
(Amounts in millions)

Percentage

2004 2003 Change Change

$ 638.5 S 50.7 $ 587.8 II
641.3 496.0

C
C

>mmuingappropriate
1,137.3"onwuomveallh stabilization

Letiremcnt of indebtedness.R. 761.3 424
rapilal projects
Central artery

734. 936.2 (201C
C

Workers Compensation and
General liability insurance reset 159. (41.2)

trvedI 993.5 (144.7) 1.138.

T< >tal Fund Balances $ 4,424.4 $ 2,021.0 S 2,403.4

The percentage change in unreserved is not meaningful, as the FYO3
balance was negative. During FYO4 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 $l.O 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 FYO4 the general and highway funds were theprimary 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 $l.l 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 $l.O
billion is unreserved.

The fund balance of the general fund increased by nearly $1.2 billion
during FYO4.

Comprehensive Annual FinancialReport'husettsCommonwealth ofMassa<
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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.

Proprietary Funds

As discussed in the business - type activities above, the business type
activities decreased the Commonwealth’s net assets by over $4l
million.

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 summarizedas follows:

BUDGETARY HIGHLIGHTS

� An economic stimulus package budgeting more than $llO 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, $9l million tocure a structural Medicaid
deficit, $75 million for additional local aid and $l3l 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
FYO4. Transfers ofrevenues and expenditures, largely related to
stabilization activity and taxation transfers resulted in nearly $ 1.4
billion of additional financial uses, net.

Capital assets of the Commonwealth include land, buildings,
improvements, equipment, vehicles and infrastructure. The
Commonwealth’s investment in capital assets for its governmental and
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 ofcompletedportions of the project.

CAPITAL ASSET AND DEBT
ADMINISTRATION

Capital Assets

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 inaccumulated 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, FYO4 amounts for
business-type activities include amounts for foundations, but FYO3 does
not.

Changes in Capital Assets
(net ofdepreciation - amounts in thousands)

Business - typeGovernmental
Activities Activities Total

2003 2004 2003 2004 2003

I-and, including Central Artery
Historical treasures

$ 1,127,714 $ 674,362 $ 59,361 $ 58,478 $ 1,187,075 S 732,84(

703 672 703 672
1,023,815Construction in process

Construction in process
19,867 136,233 154,698 1,160,048 884,565

Central Artery/Tunnel Project
Buildings

1,244,463 10,650,559 - - 1,244,463 10,650,559
1,982,991 1,888,286 1,128,039 1,000,699 3,111,030 2,888,985

120,869 123,415 260,741 269,359 381,610 392,774
16,273,667 6,816,307 - - 16,273,667 6,816,307

105,590 106,540 105,590 106,540

$ 21,773,519 S 20,882,796 S 1,690,667 $ 1,590,446 S 23,464,186 S 22,473.242

Machinery and equipment
Infrastructure, including Central Artery
Library collections

Total..

The Commonwealth issues short-term and long-term debt. Debt that is
general obligation in nature is backed by the full faith and creditof the
Commonwealth and paid from governmental funds. Additionally,
short-term notes are issued and redeemed annually.

Debt Administration

The Commonwealth issued nearly $4.9 billion in debt this year. Of this
amount, $1.9 billion to fund ongoing projects and over 52.9 billionwas
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
ongoingprojects bond sales also included debt issuances of:

$20.0 millionfor the affordable housing trust fund capitalization.
Over $79.3 millionfor 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 millionfor 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 thenotes to the financial statements.
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Below is a table, which details the Commonwealth’s debt activity for the
fiscal year. FYO4 amounts include foundation debt for business-type
activities. FYO3 does not.

Changes In Long - Term Debt Obligations
(net of related premiums and discounts - amounts in lho\

Business - type
Activities

Governmental
Acli ities

2004

:neral obligation bonds $ 14,142,886 S 13,724.121 $ S - S 14,142,886 S 13,724,121
1,331,946Special obligation bonds 1,331,946 739,061

,049,095 673,398 1,049.095Revenue obligation bonds
340 1,499,anticipat

S 17,382.Total S 15,962.507 S 1,049,095 $ 673,398 $ 18.431.267 $ 16,635,905

ECONOMIC FAC TORS 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

sified, but its strongest component is its knowledge
>gy and service industries.

remains diver:
Monthly UnemploymentRate based technoh

July2003 - October 2004
Massachusett; ’ infrastructure provides strong support for this

sed economy. There are over 120 colleges and
:ated in Massachusetts, and the 2000 USCensus, updated
!002, estimated that 34.3% of the residents over age 25

knowledgc-bas
universities lot
in March of
have earned bachelor’s degrees, compared to an estimate of 26.7% for
the United States as a whole. Massachusetts ranks third in the nation in

,r• e(iucational attainment by age 25 within only 1.5% of the leader.

S 3 3 S Inflation has risen though in the past year. The Boston consumer price
4 w | I | | 5 c- index rose 2.9% from July 2003 to July 2004. The largest component

of this mcrease w'as due to fuel and utilities costs rising 6.0% during the
period.

2004, the unemployment rate in the Commonw'ealth
This figure is down from a high of 5.9% several months

As of October
stood at 4.6%.

highest rale since November of 1994. Thelast year, the
Commonwealth still below the national rate of 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, I Ashburton Place, 9,h Floor, Boston,
Massachusetts, 02108. You may also download this report at

’ports'reports, h
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"To us, illustration was an ennoblingprofession. That’spart of thereason I went into illustration. It was a profession with a
great tradition, a profession Icould be proud of.”

Widespread reappraisal of Rockwell’s legacyby 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 nations ideals ofkindness, tolerance, democracy, and freedom, as interpreted
through his spirit, wisdom-, and gentle humor.

ComprehensiveAnnual FinancialReportCommonwealth ofMassachusetts

Norman Rockwell

Rockwell with Portraits of Dwight D. Eisenhower and Adlai Stevenson
Photo attributed to Bill Scovill, November 3, 1956.
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freedom from want, freedom of speech, and freedom
ip. Norman Rockwell painted these Four Freedoms.

This illustration was the first
town meeting in Arlington, V

;eries. After attending
, Rockwell realized th;
started. As in so manyhad found the idea he needed to g< :t

Rockwell in; :lf. He is thep
furthest back on the left. In Freedt
depicts an ordinary man. standing

fSpeech , Rockwell•m

4 neighbc m
and speaking his mind. Ri ckwell's neighbor, Ji

the figure.Edgcrton, served as inspiration f

BASIC FINANCIAL STATEMENTS
Government-wide Financial Statements

Statement ofNet Assets
Statement ofActivities

Freedom ofSpeech

ommonwealth of Massachusetts Comprehensive Annual Financial Repo

Inspired by President Franklin D. Roosevelt’s January 6, 194
State of the Union address where spoke of th
fundamental freedoms ofall Americans: freedom from f
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Assets

Totalassets

Liabilities

June 30, 2004
(Amounts in thousands)

Primary Government
Business Government

Governmental Type
Activities Activiti

ComponentWide
TotalActivities Units

Current assets:
3.546,988 S 223,682 S 3,770,670 S 641,766

963,451 - 963,451
SCash and cash equivalents.

Cash with fiscal agent
Short-term investments

963,451
239,169 239,169 448.779

Receivables, net ofallowance for uncollectible:
Taxes 2,118.338 - 2,118.338

1,592,658 43.864 1,636,522 54,700
39,170 39.170 145,517

348,302 5 50,204 898,506 142,848
2,674 - 2.674 20,052

29,461 - 29.461
218,675

Federal grantsand reimbursementsreceivable.

Other receivables
Due from cities and town:
Due from component unit
Due fromprimary government.
Due fromaffiliates 5,333 5,333

56,267
22.76834.251 34.251Other current assets.

Total current assets. 8,601,872 1,135,673 9.737.545 1.751.372

Noncurrentassets;
1,053,799 1,169,798

497.861 1,224,839
374,568 679,231

497,861
10,860

32,154
16,003

Cash and cash equivalents - restricted.
Long-term investments

10,860 801,996Restricted investments.
Accounts receivable, n<
Loans receivable, net...

43,787
16,003 2,421,749

Due fromprimary government.

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

Capital assets, net of accumulated depreciation.
Other noncurrentassets
Other noncurrent assets - restricted.
Totalnoncurrentassets

Current liabilities:
424.090168,633 2,583,3832.414,750Accounts payable and other liabilities.

Accrued payroll 110,443 169,444
92,577 340,986248,409

300,344
724,597
241,123

Compensated absences .

Accrued interest payable 8,434 308,778
17,030 741,627Tax refunds and abatements payable.

Due to component units 241,123

Due toprimarygovernment
Due to federal government
Claims and judgments
Deferred revenue.
Deposits and unearnedrevenue.
Due to affiliates

Bonds, notes payable andother obligations.
Total current liabilities

ComprehensiveAnnualFinancialReportCommonwealth of Massachusetts

Statement of Net Assets
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Tt

June30, 2004
(Amounts in thousands)

Primary Government
Business Go\

Governmental Type Wide
IActivities

,94(dmpensated abser
.904Accrued interest payable.

8.5*8,578’ovemmcnl - gn

700Claims andjudgmer
Deferred revenue. 97,61614,243

96,834
14,243

38,715 58,119
16,501,900 1,005,474
10,967.508

18,761

Bonds, notes payable and other obligatk

365,000Artery / Tunnel Proj« 365.000

School construction grants andother contractassistancepayable.
Boston teacher's retirement system net pension obligation 95,480

267.690 63,111 330.801 234,236
32.071.548 1,204,775 33,276,323 10,944,689Total noncurrent liabilili

Total liabilities 37.091.410 1.751,920 38,843,330 12,047,258

2,032,958 1,132,637 3,165,595 5,586,091
Restricted ft

734.747 734.
468,734
761,285
76,313

Retirement ofindel

1,775.830 446,849 2,222,679 446,901
(11,722,584) 434,007 (11,288,577) 793,248

S (6,341,451) S 2,482,227 $ (3,859,224) S 6,836.391fetal net assets

tements are an integral part of th tded)

Commonwealth of Massachusetts Comprehensive Annual Financial Report

Statement of Net Assets
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44 HOUSE No. 500 [January

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.”

ComprehensiveAnnual FinancialReport

Freedom from Hunt



HOUSE No. 5002005| 45

iE

ihed
ig style and illustrates in close-up profile a group :n

men, lit by a soft, golden ligh

The monochromatic color scheme of this painting enabled Rockwell
differences between people of various racial and ethni

backgi

Commonwealth ofMassachusetts Comprehensive Annual Financial Report

GovernmentalFund
Financial Statements

Freedom to Worship

In Freedom to Worship , Rockwell departs from



Balance Sheet
Governmental Funds

June 30, 2004
Amounts in thousands
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ASSETS

Cash and short-term investments
Cash with fiscal agent
Restricted investments
Receivables, net of allowance for uncollec

Taxes
Due from federal government
Other receivables

Due from cities and towns
Due from other lunds
Due from component units

Total assets

LIABILITIES AND FUND BALANCE!

Liabilities:
Accounts payable
Accrued payroll
Compensated absences
Tax refunds and abatementspayable
Due to other funds
Due to component units
Due to federal government
Deferred revenue
Claims and judgments
Bonds, notes payable and certificates of
Other accrued liabilities
Total liabilities

Fund balances (deficits):
Reserved for continuing appropriations.
Reserved for Commonwealth stabilizati
Reserved for retirementof indebtedness
Reserved for capital projects
Reserved for central artery workers'
compensation and general liability
Unreserved
Fund balances (deficits)

Total liabilities and fund balances

The notes to the financial statements arc

Commonwealth ofMassachi
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)

June 30, 2004
(Amounts in thousands)

STotal fund balances - governmental funds 4,424,406

Amountsreported for governmental activities in the statement of net assets differentbecause:are

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

Land.
Construction in process.
Depreciable capital assets and infrastructure,

net of $ 6,564,302 ofaccumulated depreciation.
Central Artery / Tunnel Project construction in process....
Central Artery / Tunnel Project untransferred assets in use

net of $ 247,327 accumulated depreciation
Capital assets, net of accumulated depreciation.

Amountspresented in the statement of net assets, but not in fund
balances due to differences in revenue recognition under
different bases ofaccounting.

Elimination of due from /due to activitybetween state departments
within primary government and business type activities

Long - term liabilities, including bondspayable, are not due and
payable in the current period and therefore are not reported
in the funds. These liabilities include:

Pension underfunding Boston Teacher's Retirement System
net pension obligation

Bonded debt
Accrued interest on bonds and contract assistance payable
School construction grants payable
Contract assistance payable,
Amounts tobe transferred to component units and related

organizations inconjunction with the
Central Artery / Tunnel Project

Capital leases (including accrued interest).
Claimsand judgments
Employee benefits, including compensated absences,

health insurance benefits and other compensation claims.
Long - term liabilities (including current portions)

Total net assets - governmental activities

The notes to the financial statements are an integral part of thi

Commonwealth of Massachusetts ComprehensiveAnnual Financial Report

Reconciliation of Fund Balances
to the Statement of Net Assets



Statement ies, Expenditures and Changes
Governmental Funds

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

4-
X

Re>
T
A

F<
D
tv
T

Ex|

Revenues:
Taxes......
Assessments...
Federal grants;
Departmental..
Miscellaneous.
Total revenue
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For the fiscal year ended June 30, 2004
(Amounts in thousands)

Net change in fund balances - total governmental funds.

Amounts reported for governmentalactivities in the statement of activitiesare 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. This is the amount by which
capital outlays exceeded depreciation in the current period, includingincreases
to construction inprocess, but excluding reductionsand dispositions

Amounts presented in the statement ofactivities, but not in the change in fund
fund balances due to difference in revnue and expense recognition under
different bases ofaccounting

Elimination of due from / due toactivity between state departments within
government and business-type activities

The issuance of long - term debt (e.g. bonds, leases) provides current financial
resources to governmental funds, while the repayment ofprincipalof 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 ofactivities. This amount is the net effect of these differences in
the treatment of long - term debt and related items

Pension Underfunding Boston Teachers' Retirement SystemNet Obligation

Some expenses reported in thestatement of activities donot require the useof

current financial resources and therefore, are not reported as expenditures in
governmental funds. These expenses include accrued interest, lotteryprizes,
claims and benefits that are reported in the statement ofactivities, but not in funds.

Change in net assets of governmental activities.

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

ComprehensiveAnnual FinancialReportCommonwealth ofMassachusetts

Reconciliation ofStatement of Revenues, Expenditures and
Changes in Fund Balances of Governmental Funds

to the Statement of Activities
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"port

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
ou have done a superb job in bringing home to the plain, everyday
itizen the plain, everyday truths behind the Four Freedoms . . .

I congratulate you not alone on the execution but also for the spii
which impelled you to make this contribution to the

for a freer, happier world.

PROPRIETARYFUND
FINANCIAL STATEMENTS

Freedom from Fear

Commonwealth ofMassachusetts Comprehensive Annual Financial He

943 ©1943 SEPS
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Assets

Proprietary Funds
June 30, 2004

(Amounts in thousands)

Unemployment
Compensation University of Slate Community

Trust Fund Massachusetts Colleges Colleges Total

Current assets:
S 58,601 S 101,021 S 64,060 S 223,682

181,999 27,859 29,311 239,169
$Cash and cash equivalents.

Short-term investments . .

Receivables, net of allowance for uncollectibles;
43,864 -

- 43,864Federal grants and reimbursements receivable.
37,436 1,469 265 39,170

118,287 11,842 18,135 550,204.940401Other receivables
5,200 - 133 5,333

26,199 3,347 4,705 34.251
401,940 471,586 145,538 116,609 1,135,673

Due from affiliates
Other currentassets.

Total currentassets

Noncurrent assets:
661,104 13,970 4.157 679,231
401,170 49,482 47,209 497,861

Cash and cash equivalents - restricted.
Long-term investments

6,206 4,654Restricted investments. .
Accounts receivable, net
Loans receivable, net

31,707 380 67 32,154
14,374 1.629 16,00:

1,164,719 271,162 254,787 1,690,668Capital assets, net of accumulated depreciation.
Other noncurrentassets 24,861 3.757 3,034 31,652

122.449 - 9,492 8,104 140,045
122.449 2,283,561 368,823 323,641 3,098,474

524,389 2,755,147 514,361 440,250 4,234,147

Other noncurrentassets - restricted.
Total noncurrent assets

Total assets.

Liabilities

Current liabilities;
117,295 13,705 16,278 168,633
76,075 15,528 18,840 110,443
56,453 16,771 19,353 92,577

8,006 88 340 8,434
17,030

35,156 11,700 2,910 67,036
3,884 5,402 8,900 18,186
5,200 - 133 5.333
8,315 3,199 4,338 15,852

40,685 1,309 1,627 43,621
351,069 67,702 72,719 547,145

21,355Accounts payable and other liabilities.
Accrued payroll

Compensated absences...
Accrued interest payable.

,0301Tax refunds and abatements payable.
Deferred revenue 1

Student deposits and unearned revenues
Due to affiliates
Capital leases.
Bonds, notes payable and other obligations.

Total current liabilities 55.655

Noncurrent liabilities:
Compensated absences. 24,721 13,853 16,676

6,752 1,826 8,578
10,607 3,636 - • 4,243
36.426 8,835 12.858 58,119

923,669 47,797 34,008 1,005,474
48.426 10,393 4,292 63. [11_

r 1,043,849 91,266 69,660 12204.775
55,655 1,394,918 158,968 142.379 1.751,920_

Due to federal government - grants.
Deferred revenue
Capital leases.
Bonds, notes payable and other obligations.
Other noncurrent liabilities

Total noncurrent liabilities
Total liabilities
Net assets:

714,133 211,070 207,434 1,132,637
Invested in capital assets, net of related debt.
Restricted for;

468,734 -
- - 468,7*J

327.883 77,453 41,513 446,849
318,213 66.870 48.924 43A,QOT_

$ 468,734~ S 1,360.229 $ 355.393 $ 297,871 S 2.482.227_

Unemployment benefits
Other purposes

Unrestricted.

Total net assets

thi.f statement.irtto the financial statements are an integral pi

ComprehensiveAnnual FinancialReportCommonwealth of Massachusetts

Statement ofNet Assets
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ProprietaryFunds
Fiscal Year Ended June 30, 2004

(Amounts in thousands)

Unemployment
Compensation University of Stale Community

Trust Fund Massachusetts Colleges Colleges Total
Operating revenues:

S S S - $ 1.441.522S 1,441.Unemployment compensation contnbuttor

Net tuitionand fees 361,762 158,513 129,991 650,266
811,278 401,750 41.539 122,099 1,376,666Federal grants and reimbursements

Miscellaneous 40,281 460,906 64,227 35,266 600,680

2,293,081 1,224,418 264,279 287,356 4,069,134Totaloperating revenues

Operating expenses:
2,461 2,461,29393Unemployment compensauc

401,416 160,329 199,631
284,433 2,521 79 287,033

97,559 45,749 63,447 206,755
Rescan

Academic suppo
Student services. 47,586 70,051 188,599

29,424 6,105 31,018 66,547
212,623 3,781 5,765 222,169

Scholarships and fellowships
Public service

103,736 57,753 47,572Operation and maintenanceofplant
114,423 60,781 66,376 241,581
27,189 3,893 2,965 34,04

iport

Other operating expen:
Depreciation 101,488 18,588 20,402 140,478

47,826 15,852 187,805Auxiliary operations

2,461,293 1,567,380 454,912 523,158 5,006,743Totaloperating expenses

Operating loss (168,212) (342,962) (190,633) (235,802) (937,609)

Nonoperating revenues (expenses) and transfers:
17,384 26,493 122,594
(1,110) (2,021) (33,427):xpens

204,757 233,659 830,453

10,084 476,595 228,163 263,903 978.745
(158,128) 133,633 37,530 28,101 41,136
626,862 1.226,596 317,863 269,770 2.441.091

S 468,734 S 1,360,229 $ 355,393 $ 297,871 $ 2,482,227

Nonoperating revenues and transfers, net

Change in net assets

net assets - beginning (restated)

Total net assets - ending

Commonwealth of Massachusetts Comprehensive Annual Financial Report

Statement ofRevenues, Expenses and Changes in Net Assets



HOUSE —No. 500 [January54

,500,492)

(88,619)

Statementof Cash Flows - Combining
Proprietary Funds

June 30, 2004
(Amounts in thousands)

Unemployment
Compensation Universityof Community

Trust Fund Massachusetts State Colleges Collegt
Cash flows from operating activities:

Collection of unemployment contribul S 2,44' ,472 $ s - S S 2,44'
Tuition, residence, dining and other student fees.
Research grants and contracts

369,457 159,982 133,926 663,365
391,986 40,413 119.460 551,859
(417,243) (139,484) (137,320) (694,047)
(878,457) (239,426) (298,890) (1,416,773)
(34,804) (10,749) (25,029) (70,582)

Payments to suppliers
Payments to employees
Payments to students ,
Payments for unemployment benefit* (2,500,492)
Collection of loans to students and employees
Income from contract services

7,648 1,830
273,802 3,262

174
508 278,575

Maintenancecosts 504

Auxiliary enterprise charges
Other receipts

193,354 22,234 [29) 215,559
40,281 (174,540) 18,628

Net cash provided by (used by) operating activities. [12,739) (268,797) (143,310) (178,684) (603,530)

Cash flows from non-capital financing activities:
State appropriations 402,439 171,218 186,686

22,834 958 647Grants and contracts. 958 647 24,439
Student organizations agency transacl
Assignment ofperkins loans

1,338 (1) 79
2 (5,632) 2.575 (3,055)

Net cash provided by (used by) non-capital financing activities. 2 426,613 166,543 189,987 783,143

Cash flows from capital and related financing activities:
Capital appropriations 21,725 2,703 27,632 52,060

(1 19,776) (21,995) (33,856) (175,627)
454,307 1,565 30 455,902

(5,1 13) 4,561 (210) (762)
(27,633) - 122 (27,511)

Purchases of capital assets .

Proceeds from debt issuance
Other capital asset activity
Net purchases / sales of investments heldby bond trus
Principal paid on capital debtand leases (88,593) (5,010) (6,383) (99.986)

(28,541) (1,406) (2,191) (32,1381Interest paid on capital debtand leases.
(14,856) 171.938Net cash provided by (used by) capital financing activities. 206,376 (19,582;

Cash flows from investingactivities;
815,29 1 9,548 35.030 859,869Proceeds from sales and mammies ofinvestments.

Purchases of investments (81 1,059) (15,164) (39,817) (866.040)
10,084 9,607 7,162 8,018 34.871Investment earnings.

10,084 13,839 1,546 3,231 28,700Net cash provided by (used by) investingactivities.

(2,655) 378,031 5.197 J32« 380.151Net increase (decrease) in cash and cash equivalents.

2,655 341,674 109,794 68.539 522.662Cash and cash equivalents at the beginning of the fiscal year

S
==

719j705
b

S 114,991 S 68.217 S 902.913Cash and cash equivalents at theend of the fiscal year

Reconciliation of operating revenues net income (loss)
cash provided (used) by operating activities

12) $ (342,962) $ (190,633) S (235,802) S$ (168,Operatingloss.

Adjustments to reconcile operating income (loss) to net cash
provided by (used by) operating activities:

101,465 18,295Depreciationexpense.
43.696Fringe benefits paid by the Commonwealth.

Changes in assets and liabilities:
349 (231,42:(179,178) (49,472) (3.126) 349 (231,«/)

(39,199) 34.224 (9,339) (9.257) (23.571)
5,647 (1.109) 4,500 1.515 ,0’ 553

368.203 (10.943) 5.128 830_ 363- 218-

S (12,739) S (268,797) S (143,310) S (178,684) S (603,530)

Accounts receivable, prepaids and otherassets
Accounts payable, accrued liabilities and benefits
Student deposits and other unearned and deferred reveni
Other noncurrent assets -restricted and liabilities

Net cash provided by (used by) operating activities.

Non-cash investing, capital and financing activities:
-Colleges had $ 96,950,000 of non-cash activities in the form of completedThe University System had immaterial non-cash activities. The State a

capital projects from the Commonwealth at net book value and non-cas
d Commur

itions.set acqui

The notes to the financial statementsare an integral partof this statement.

Comprehensive AnnualFinancial ReportCommonwealth ofMassachusetts
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Boston Pops
Pho

This summer the images ofNorman 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

iented at Carnegie Hall in NewYork City.

C
inancial Reportommonwealth ofMassachusetts Comprehensive Annual /•

FIDUCIARYFUND
FINANCIAL STATEMENTS

Boston Pops Orchcst
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FiduciaryFunds
June 30, 2004

(Amounts in thousands)

External Private
Pension Investment Purpose Agency

Trust Funds Trust Funds Funds Funds Total

Cash and short-terminvestments

Assets held in trust for pension benefits:
Cash and short-term investments
Investments at fair value.

Assets heldin trust forpoolparticipants:

Cash and short-term investments
Annuity contracts
Assets held in trus

Receivables, net ofallowance for uncollectibles:

Other receivable;
Other assets

Total assets

Accounts payable..
Accrued payroll.
Due to citiesand tc
Due to federal government.
Prizes payable
Agency liabilitie
Total liabilities

Net assets;

Restricted for employees'pension benefit;

Restricted for external investment trust fund participants.
Restricted for nonexpendable trusts

Total netassets

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

Statement of Net Assets

ASSETS

LIABILITIES

Comprehensive AnnualFinancial Report
Commonwealthof Massachusetts
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C

Fiduciary Funds
Fiscal Year Ended June 30, 2004

(Amounts in thousands)

Pension
Trust

External Private
Investment Purpose
Trust Funds FundsFunds Trust Funds Funds Total

Contribution
Employer contributi' $ 68’ ,335 $ $ $ 687,335

882,741Employee contributions
Proceeds from sale ofunits.

882,741

8,908,347 8,908,347
Units issued - reinvestmentof distributions. l_ 13,081 13,081

1.570.076 8.921,428 10.491.504Total contribution*

Net investment incc
Net appreciation in fair value ,276,991

356,339
348,352
166,116

Dividends.
Real estate operating income, net.
Alternative investments
Othe

Total investment income.

Less: investment expense.

Net investment income

Total additions
Deductions:

Administrate
Retirement benefits andrefunds.
Cost of units redeemed
Distribution to unit holders

Total deductions
Net increase

Netassets - beginnir
Net assets - ending

26,888,096 3,307,017 5,834 30,200,947
=
J_3U2B; 47B

=

$ 3.487.872 8 5.834 S 34,722.184

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

Statement of Changes in Net Assets

Additions:

mm on wealth ofMassachusetts Comprehensive Annua! Financial Report
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Although Rockwell often focused on the ordinary episodes of life, which
he investedwith a sense of heightened significance, he oftenavoided
specifying places or times in his pictures, and he downplayed the
economic and class identity of his characters.

Of Miss Jones, Rockwell said, “1 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 encouragedme 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 ... I madea
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.”

ComprehensiveAnnualFinancial ReportCommonwealth ofMassachusetts

Happy Birthday Miss Jones

956 SEPS: Licensed by CurtisSaturday Evening Post cover, March 17, 1956
Publishing. Indianapolis, IN.
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After the Prom

mmented, “If you notice, not one of the characters in
a normal chin all weak as polliwog:

aled the chin on the man on the left behind his should*
I don’tknow why. How much more delightful the cover wouh
have been if I had painted the models as they really were

pretty young girl, a good-looking boy. I had intended ti
pleasant picture a young girl after her f

But then I was overcome by an irresistible impulse t

Comprehensive Annual Financial ReportC ommon wealth ofMassachuseft'

Discretely Presented
Component Unit

Financial Statements

Licensed b'

Rockwell called this illustration “his chinless” picture. H<
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Assets
Current as

Liabilities

Net Assets

Statement of Net Assets
Component Units

June 30, 2004
(Amounts in thousands)

Massachusetts
Massachusetts Water

Bay Massachusetts Pollution Nonmajor
Transportation Turnpike Abatement Component

Authority Authority Trust Units Total

Cash and cash equivalents,
Short-terminvestments....

$ 146,423 $ 2 1 252,615 $ 242,726 S 641 766
81,165 199,093 168,521 448,779

Receivables, net of allowance for uncollectibles:
Federal grants and reimbursement receivable.
Loans
Other receivables

19,243 - 15,243 20,214 54,700
128.222 17,295 145,51717,771 23,760 60,305 41,012 142,848

20,052 20,052
98,168 4,088 15,650 100,769 218,675
33,768 - - 22,499 56,2674.765 4,987 - 13,016 22,768

320,138 114,002 671.128 646,104 1.751,372

Due from cities and towns
Due from primary government
Inventory
Other currentassets

Total current assets.

Noncurrent assets:
Cash and cash equivalents - restricted,
Long - term investments

1,004,915 -
- 164,883 1,169,798

126,114 990,053 108,672 1,224,839
626,140 - 175,856 801,996

30,671 - 13,116 43,787
Restricted investments
Accounts receivables, net
Loans receivables, net
Due from primary government.

2,181,641 240,108 2,421,749
333,228 333,228

Capital assets, net of accumulated depreciation.
Other noncurrent assets

7,115,024 2,431,029 - 1,519,350 11,065,403
19,052 10,906 4,451 37,068 71,477

8,138,991 3,224,860 3,176,145 2,592,281 17,132,277
8,459,129 3,338,862 3,847,273 3,238,385 18,883,649

224,625 36,002 24,917 138,546 424,090
7,162 1,196 - 1,344 9,702
14,363 2,918 - 1.268 18,549

80,119 60,554 48,810 13,798 203,281
29,461 29,461
18,090 18,090

10,867 - - 729 11,596
106,735 39,935 99,260 141,870 387,800
443,871 140,605 172,987 345,106 1,102,569

Total noncurrent assets
Total assets

Current liabilities:
Accounts payable and other liabilities.
Accrued payroll

Compensated absences
Accrued interest payable....
Due to primary government.
Deferred revenue
Capital leases.
Bonds, notes payable and other obligations - current

Total current liabilities

Noncurrent liabilities:
Compensated absences...
Accrued interest payable
Deferred revenue
Capital leases

5,773 - 167 5,940
45,383 1,395 7,126 53.904

20,375 37,860 - 39,381 97,616
527,231 - - 1,530 528,761

4,260,083 2,370,382 2,210,839 1,182,928 10,024,232
14,002 66,207 1 22,785 31,242 234,236_

4,821,691 2,525,605 2,335,019 1,262,374 10,944,689
5,265,562 2,666,210 2,508,006 1,607,480 12,047,258

3,062,16 1 327,530 1,118,461 1,077,940 5,586.092

Bonds, notes payable and other obligations
Other noncurrent liabilities

Total noncurrent liabilities.
Total liabilities

Invested in capital assets, net of related debt.
Restricted for:

6,753 6,753
3,397 3,397

Debt service
Capital projects
Other purposes.

Unrestricted
31,651 87,592 - 327,658 446,901
99,755 257,530 220,806 215.157 793,248

S 3,193,567 S 672.652 S 1.339,267 S 1,630,905 S 6.836.391Total net asset)

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

Comprehensive Annual Financial ReportCommonwealth ofMassachusetts
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Component Units
Fiscal Year Ending June 30, 2004

(Amounts in thousands)

Massachusetts
Massachusetts Water

Bay Massachusetts Pollution Nonmajor
Transportation Turnpike Abatement Component

Authority Authority Trust Units Total
Operating revenues and expenses:

Charges for services $ 295.496 $ 262,158 $ 2,040 $ 187,765 $ 747,459
Other 49.440 25,228 - 74,726 149.394

Total operating revenues 344,936 287,386 2,040 262,491 896,853
Operating expenses:

Cost of services 478,758 134,936 30,816 255,219 899,729
Administration costs 418,401 18,061 3,466 87,182 527,110
Depreciation 240,241 73,632 - 49,177 363,050

Total operating expenses 1,137,400 226,629 34,282 391,578 1,789,889
Operating income (loss) (792,464) 60,757 (32,242) (129,087) (893,036)

Nonoperating revenues (expenses):
Operating grants 823,717 14.992 7.853 192,313 1,038,875
Interest income 7,208 21,902 152,956 18,827 200,893
Interest expense (177,103) (134,827) (131,917) (47,692) (491,539)
Other nonoperating revenue (expense) 11,917 (21,002) (9,085)

Nonoperating revenues (expenses), net 665,739 (97,933) 28,892 142,446 739,144
Income (loss) before contributions and

operating transfer (126,725) (37,176) (3,350) 13,359 (153,892)
Capital contributions 232,618 311,167 37,815 248,342 829,942
Net income (loss) for the year 105,893 273,991 34.465 261,701 676,050

Net assets ■beginning 3,087,674 398,661 1,304,802 1,369,204 6,160,341
Net assets ■ ending S 3,193,567 $ 672,652 S 1,339,267 S 1,630,905 S 6,836,391

Commonwealth ofMassachusetts Comprehensive Annual Financial Report

Statement of Revenues, Expenses and Changes in Net Assets
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f

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 ofa comic strip. This technique tells a story and invites a
comparison of people, times, and action. The late 1940 s and early 50s were a time ofpeace and
prosperity after the sacrificesof World War 11. 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 petl

ComprehensiveAnnualFinancial Reportommon wealth ofMassachusetts

Goingand Coming

Evening Post cover. August 30. 1947©1947 SEPS; Licensed by Curtis Publishing, Indianapolis. IN.
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Fiscal Year Ended June 30, 2004Notes to the Basic Financial Statements

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
sectionsof this Comprehensive Annual Financial Report are in thousands.

The Commonwealth is comprised of three branches: the Executive Branch, with
the Governor as thechief 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, butcounty government has
been abolished in seven of those counties in recent years.

Reporting EntityA.

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 ofDepartments 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 almost 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 changes in net
assets.

The Health Care Security Trust Account (HCST) is the long term
investment account of the Health Care Security Trust, a minor
governmental fund. The Health Care Security Trust was the ultimate

Commonwealth of Massachusetts Comprehensive Annual Financial Report

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
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Notes to the Basic Financial Statements Fiscal Year Ended June 30, 2004

recipient of tobacco settlement remittances to the Commonwealth from
fiscal year (FY) 99 through FYO2. 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 FYO4, 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 Massachusetts State Lottery Commission,a division 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
HighwayDepartment.

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:

o Berkshire Community College
o Bunker Hill Community College
o Bristol Community College
o Cape Cod Community College
o Greenfield Community College
o Holyoke CommunityCollege
o Massasoit Community College
o Massachusetts Bay Community College
o Middlesex Community College
o Mount Wachusett Community College

Comprehensive Annual FinancialReportMassachusettsofCommonwealth

The following entities are audited separately from the Commonwealth but
are not legally separate from the Commonwealth:

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 systems include:
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Fiscal Year Ended June 30, 2004Notes to the Basic Financial Statements

o Northern Essex Community College
o North Shore Community College
o Quinsigamond Community College
o Roxbury Community College
o Springfield Technical Community College

Thefollowing are State Colleges:

o Bridgewater State College
o Fitchburg State College
o Framingham State College
o Massachusetts College of Art
o Massachusetts Maritime Academy
o Massachusetts College ofLiberal Arts
o Salem State College

Westfield State College
o Worcester State College

Implementationof GASB Statement 39

In FYO4, 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. As a
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, tax-exempt, separately audited,
component units of the various colleges. These entities resources can only be
usedby or are for the benefit of the various colleges to 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 obtainedat their various offices.

Community College ComponentUnits:

o Berkshire Community College Foundation
o Bristol CommunityCollege 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, Im
The Roxbury Community College Foundation, Inc.
Springfield Technical Community College Foundation

Commonwealth of Massachusetts ComprehensiveAnnual Financial Report
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Notes to the Basic Financial Statements Fiscal Year Ended June 30. 2004

State College ComponentUnits:

o Bridgewater State College Component Units:
■ The Bridgewater State College Foundation
■ The Bridgewater Alumni Association ofBridgewater State

College
o Fitchburg State College Foundation, Inc.
o Framingham State College Foundation, Inc.
o Massachusetts College of ArtFoundation, Inc.
o Massachusetts Collegeof Liberal Arts Foundation, Inc.
o The Massachusetts Maritime Academy Foundation, Inc.
o Salem State CollegeComponent Units;

The Salem State College Foundation, Inc.
Salem StaleCollege Assistance Corporation

o Westfield State CollegeFoundation, Inc.
o Worcester State Foundation

None of these foundations are considered major component units of the
Commonwealth under the definitions put forth under GASB Statement 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 theMetropolitan 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

ComprehensiveAnnual Financial ReportCommonwealth ofMassachusetts

The Massachusetts International Trade Council, Inc. (MITC)
The Community Economic Development Assistance Corporation
(CEDAC)
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Fiscal Year Ended June 30. 2004Mnips to the Basic Financial Statements

The Massachusetts Housing Partnership (MHP)
Route 3 North TransportationImprovements Association (R3N)
The CommonwealthZoological Corporation
The Regional Transit Authorities (15 separate entities) including
o Berkshire Regional Transit Authority
o Brockton Area Transit Authority
o Cape Ann Transit Authority
o Cape Cod Regional Transit Authority
o Franklin Regional Transit Authority
o GreaterAttleboro / Taunton Regional Authority
o Greenfield-Montague Transportation Area
o Lowell Regional Transit Authority
o Martha’s Vineyard Transit Authority
o Merrimack Valley Regional Transit Authority
o Montachusett Regional Transit Authority
o Nantucket Regional Transit Authority
o Pioneer Valley Regional Transit Authority
o Southeastern Regional Transit Authority
o Worcester Regional Transit Authority

RelatedOrganizations

The following are “related organizations” under GASB Statement No. 14, "The
Financial Reporting Entity" as amended by Statement 39: Massachusetts Port
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 donot meet the criteria
for inclusion as component units of the Commonwealth and therefore are not
part of these financial statements.

Availability ofFinancial 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 AnalysisBureau, at (617) 973-2660.

B. Government- Wide
FinancialStatements

The Statement ofNet Assets and the Statement of Activities report information
on all non-fiduciary activities of the primary government (the Commonwealth),
and its component umts. 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 toexternal parties for goods or services.
Government - Wide FinancialStatements
The Statement of Net Assets presents all of the reporting entity’s non-fiduciary
assets and liabilities, with the difference reported as net assets. Net assets are
reported in three categories:

Invested in capital assets, net ofrelated 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.

Commonwealth of Massachusetts Comprehensive Annual Financial Report
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Notes to the Basic Financial Statements Fiscal Year Ended June 30, 2004

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 segmentare 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.

C. FundFinancial
Statements

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.

D. Measurement Focus
and Basis of

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

Accounting

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 theprovider 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
ongeneral 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 a legal requirement ora policy decision torecover costs. As
such, these funds account foroperations similarly to a for - 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 ofaccounting as the business-type activities in the government
- wide financialstatements.

The Commonwealthreports 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
thoserequired 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.

ProprietaryFund Types:

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

Fiduciary Fund Types:

Pension Trust Funds report resources thatare required to be held in trust for the
members and beneficiaries of the Commonwealth’s pensionplans.

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 specifiedby the donor. The majority of the individual accounts are for perpetualcemetery
care endowments on behalfof deceased individuals. The remaining trust fund inthe Massachusetts School Fund, established in 1834 a fund “for the aid and
encouragement of common schools.” 7he fund was originally capitalized from
the proceeds of the 1820’s sale of the public lands upon which the State of
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
funds:

types, the Commonwealth has established the following

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

Lottery Funds, governmental funds, account for the operations of the State and
Arts Lotteries, which primarily finance payments forlocal 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 FYOI 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

As allowed by GASB statement No. 20, Accounting andFinancial Reporting for
Proprietary Funds and Other Governmental Entities that UseProprietary Fund
Accounting, the Commonwealth’s proprietary funds follow all GASB
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 thatconflict with a GASB pronouncement.

Fiscal YearEnds

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.

ProgramRevenue

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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Notes to the Basic Financial Statements

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 withan original maturity of three months or less and
are stated at cost. Interest earned on pooled cash is allocated to the General
Fund, Expendable Trust Funds and, when so directed by law, to certain Special
Revenue and Capital Projects Funds.

Cash and Short-Term
Investments

E.

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
Funds invest in a variety of industrieslocated 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 FiduciaryFund 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 pensionplans.”

“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
behalfof 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 theFiduciary 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 fairvalue.
Annuity contracts represent guaranteed investment contracts and are carried at
present value.

F. Securities Lending
Program

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 theOperations 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 lendingagent(s) default. The lendingagents 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.

ReceivablesG. 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 FYO4 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 m FYOS, adjusted for
historical trends and included as part of a governmental fund and governmental
activities within the statement of net assets.

Due Front Cities and
Towns

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

I. Fixed Assets 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 dateof 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 $l. Singular pieces of
equipment, vehicles, computer equipment and software that equal or exceed
$50,000 ($l,OOO for the Universityof Massachusetts) are capitalized. Buildings
and infrastructure projects with a cost that equals or exceeds $lOO,OOO are
capitalized. The costs ofnormal maintenance and repairs that do not add to the
value ofassets or materially extendasset 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, regardless of date. Estimated useful lives are as follows;
CentralArtery /Tunnel Project Depreciation

In FYO4, 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
(in years)Type of Asset

Infrastructure - roads, bridges and tunnel
frastructurc - beaches, boardwalks, bikeways, etc.

Infrastructure - dams, water and sewer systt 50
Furniture

are not historical treasures
Equipment, office equipment and life safety equipmen
Computer har
Vehicle

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 theCommonwealth’s statement ofactivities.
Construction inPro

Construction in process includes all associated cumulative costs ofa constructed
fixed asset. Construction in process is relieved at the point at which an asset is
placed in service for its intended use. For the CA /T, construction inprocess is
relieved upon agreement between the Massachusetts Highway Department, theMTA and / or the Massachusetts Pott Authority, its engineers and respectiveboards. 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 segmentthereof to vehicular traffic or that such facilitycan safely be used for its intendedpurpose. As of June, 30 2004, approximately $1,736,873,000 of project costshas been transferred to the various authorities, including $10,252,000 of costs
transferred outside of the current agreements to the Massachusetts Port
Authorityand $10,697,000 to the Boston Redevelopment Authority.
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Fixed assets of the Component Units are capitalized upon purchase and
depreciated on a straight-line basis over theestimated useful lives of the assets.

J. Interfund/Intrafund
Transactions

As a general rule, the effect of interfund activity has been eliminated in the
government-wide statements. Exceptions to this rule are: I) 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.lnterfund 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 agencies in a
federallyapproved 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 appropriatesand pays thefringe benefit costs
of its employees and retirees through the General Fund. These fringe benefits
include the costs of employees’ group health 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.

K. Statewide Cost
Allocation Plan -

Fringe Benefit Cost
Recovery

School Construction
Grants and Contract
AssistancePayable

L. The Commonwealth, through legislation, is committed to reimburse certain
cities, towns andregional 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 FYOS totaling $395,700,000 and escalating in the future. The authority will
also have bonding authority of its own, to a maximum of $lO billion, to be
repaid from these dedicated sales tax revenues.

The Commonwealth recognizes contract assistance due to MCCA, R3N,
MWPAT and MassDevelopment as long-term liabilities on the statement of net
assets. These liabilities 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 I
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
Compensated
Absences

M.

current.

ComprehensiveAnnual FinancialReportCommonwealth ofMassachusetts



HOUSE No. 5002005| 77

Fiscal Year Ended June 30, 2004
Notes to the Basic Financial Statements

For the governmental fund statements, accumulated vacation and sick leave
expected to be liquidated with expendable available financial resources, defined
as tax revenues earnedbut 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 as the 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).

Long Term
Obligations

N.

Lottery Revenue and
Prizes

O. 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 principal-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.

P. Risk Financing 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 Commonwealthto $lOO,OOO per occurrence, in most circumstances. The
Group Insurance Commission administers health care and other insurance for
the Commonwealth’s employees and retirees.

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

NetAssets 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 crossocvcr refundings are
also restricted.
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“Restricted for central artery workers’ compensation and general liability” -

identfiesamounts held to pay future workers’ compensationand 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 eitherby creditors, grantors or laws and regulations ofother
governments. It also includes various restrictions put forth by the
Commonwealth through constitutional or enabling statutes. Included in this
restriction are reserves forstabilization 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

Reclassifications and
Restatement

R.

- 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 FYO4, the Commonwealth 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 includeactivity 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 FYO4, the Commonwealth implemented the following new accounting
standards issued by the GASB:

S. New Accounting
Standards

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 Commonwealthrecorded 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 FYOS, 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 Reverse Repurchase Agreements".

For FYO6, theCommonwealth will be implementing the following:

Statement No. 42 "Accounting and Financial Reporting for Impairment of
CapitalAssets and for Insurance Recoveries ”.

StatementNo. 44 "Economic Condition Reporting: The Statistical Section, an
amendment of NCGA Statement I”. 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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Motes to the Basic Financial Statements

State finance law requires that a balanced budget be approved by the Governor
and the Legislature. The Governorpresents an annualbudget 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
Governorand are subject to theline 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 spendmg 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 theappropriation 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
thebudgeted 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 whethersuch amounts are appropriated.
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The FYO4 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 ofany reductions. Alternatively, the
Governormay propose specific additional revenues to equal the deficiency. The
Governormay also propose to transfer funds from the Stabilization Fund tocure
such deficiency. This proposal must be delivered to the Legislature 15 days
before any reductions take effect.

The following table summarizes budgetary activity for FYO4 (amounts in
thousands):

Revenues Expenditures

General Appropriation Act, Chapter 26 of the Acts of 2003:
Direct appropriations
Estimated revenues, transfers, direct appropriations
retained revenue appropriations, interagency chargebacks
and appropriations carried forward from FY2003

S 20,811,293 S 20,685,549

1.192,7981,192,798

Total original budget

Supplemental Acts of 2003

Chapter 101.
Chapter 118
Chapter 140.
Chapter 141.

Supplemental Acts of 2004:
Chapter 40
Chapter 65
Chapter 304

Total before June 30, 2004

Supplemental Acts of 2004, passed after June 30, but forFYO4

Chapter 352

Total budgeted revenues and expenditures per legislative action

1,905,490511,643Plus: transfers of revenuesand expenditures (including rounding).

$ 22,515,735 S 24,455,686Budgeted revenues and expenditures as reported

The Commonwealth’s FYO4 Statutory Basis Financial Report (SBFR)
demonstrates budgetary compliance on a statutory basis. This report is

separately availableat http://www.mass.gov/osc/reports/reports.htm.
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3. deposits and 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 $178,958,000 were insured by the Federal
Deposit Insurance Corporation. Deposits of approximately $6,408,343,000
were uninsuredand 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 agreementssecured by any of these obligations. The Pension Trust Funds are permitted tomake 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 theCommonwealth’s name.

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

Category 3; Uninsured and unregistered, with securities held by the
counterparty, or by its trust department oragent but not in the Commonwealth':
name.
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Primary Government - Investments of the Government at June 30, 2004, were
as follows (amounts in thousands);

Investment CATEGORY 1 CATEGORY 2 CATEGORY 3 Total

Repurchase agreements.
Government obligations.
Commercial paper

$ - $

3,024,201
3,998,002

$ 158,758 $ 158,758
3,172,413

3,998,002 - - 3,998,002
16,965,785 1,410 11,397 16,978,592
5,081,206 6,081 12,657 5,099,944

19,328 3.707 2.222 25,257
S 29,088,522 $ 159,410 S 185.034 29,432,966

Equity securities.
Fixed income securities.
Other

Money market investments. 2,747,238
1,519,242
2,790,627
3,043,993

Mutual fund investments and annuity
Real estate
Assets held in trust....
Certificates of deposit 859,22!
Other, including carrying amount of 6,134,301

Total cash and investments. S 46,527,592

A. Financial Investments
with Off-Balance Sheet
Risk

Certain investments of the Commonwealth may involve a degree of risk not
accounted for on the respective financial statements. A description ofsuch “off-
balance sheetrisks” is as follows.

Foreign Currency Exchange Contracts

Within the Pension Trust Funds, PRIT enters into forward currencycontracts 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 thePension 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 loss
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 financial 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.

ComprehensiveAnnual Financial ReportCommonwealth ofMassachusetts



2005| HOUSE No. 500 83

Fiscal Year Ended June 30, 2004Notes to the Basic Financial Statements

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
is a risk 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 ofa contract and from unanticipated movements
in the value of a foreign currency relative to the U.S. dollar. The Pension Trust
Funds may also invest in financial futures contracts fornonhedging purposes.
Payments are made or received by the Pension Trust Funds each day, depending
on the daily fluctuations in the value of the underlying security, and are recorded
as unrealized gains or losses. When the contracts are closed, the Pension Trust
Funds recognize a gain or loss.

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 FYO2, the Commonwealth entered into a forward purchase agreement
with twoinvestment providers to receive investment earnings on grant draws for
the payment of the Commonwealth’s Grant Anticipation Notes (GANs)
principaland 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 onlybe terminated in the event ofa 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 Commonwealthand the providers at the terminationdate.

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. As of June 30, 2004, there were no material options outstanding.

Swap Agreements at PRIT and HST

During FYO4, 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. PRITholds 99.43% of the LLC while HST holds the remaining 0.57%. The swap
contracts are reported at fair value, which represents their estimated liquidationvalues (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 inunrealized appreciation on investments and foreign currency transactions, andthe income or expense related to settlements of interest under the contracts arcincluded in real estate income, net in PRIT and HST’s financial statements
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As of June 30, 2004, the LLC had the following swap contracts in effect
(amounts in thousands):

Fixed
Rate Notional Effective Maturity
Paid Amount Date Date Fair-Value

Counterparty

Fleet National Bank. 4.82% $ 50.000,000 07/23/02 07/01/12 S (1.254,090)
4.32% 50,000,000 08/05/02 08/01/06 (937,978)
3.95% 50,000,000 08/19/02 09/01/07 (947,773)
4 18% 50,000,000 12/02/02 12/03/12 1,202.068
3.68% 50,000,000 01/01/03 01/01/10 896,039
3.17% 50.000,000 01/30/03 02/01/08 578,970
3.82% 50,000,000 03/06/03 06/01/13 2.813,756
3.45% 50,000,000 05/13/03 06/01/11 2,626,932
3.54% 50,000,000 08/21/03 09/01/08 287,507
4.34% 50,000,000 09/22/03 12/01/13 1,138,128
4.11% 50,000,000 10/27/03 12/01/11 870.400
3.37% 50,000,000 11/24/03 03/01/09 1,013.917
4.32% 50,000,000 12/17/03 06/01/14 1,470,340
3.98% 50,000,000 04/23/04 06/01/10 374,807

Citibank, N. A. New York.
Bear Steams Bank PLC....
Fleet National Bank
Citibank, N. A. New York
Mellon Bank
MellonBank

Bear Steams Bank PLC....
Citibank, N.A. New York,
Fleet National Bank
Citibank. N. A. New York.
Bear Steams Bank PLC....
Fleet National Bank
Citibank, N. A. New York.
Bear Steams Bank PLC.... 5,01% 50,000,000 05/21/04 12/01/14 (1,223,693;

4.49% 50,000,000 06/21/04 12/01/10 (710,605!Mellon Bank.
$ 800,000,000 S 8,198,7;

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 fairvalues
result in only general approximations of value, and such valuesmay or may not
actually be realized. Fair value estimatesare closely correlated with changes in
market interest rates and thepassage 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 approach 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.

Discretely Presented
Component Unit

B. Investments of the discretely presented component units at June 30, 2004 are as
follows (amounts in thousands):

Investments
Category Category Categor

Investment
$ 444,380 $ 2,632 S 447,012Repurchase agreements $

U.S. Treasury obligations 17,269

66,284 - - 66,284

660,990 117,83 5 2,100 780,925
17,114 161,060 - 178,174

Commercial paper
Government obligations.
Equity securities.

47.782 97,531Fixed income securiti

$ 809.439 $ 820,806 S 4.732 1,634,977

Money market investments.
Mutual fund investments .998

Guaranteed investment contracts
Negotiable certificate of deposits.

1.064.715Other, including carrying amount of cash and cash equivalents.

$ 4.287,178Total cash and investments
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Component Unit Swap Agreement Investments

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 $lOO
million. The MTA received a premium payment in FYOO 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 expenseover 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 ofany 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 $lOO million. Conversely, the Authority may receive
payments under this agreement when 67% ofLIBOR exceeds theBMA. 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 thepurchase 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):

Per Amount Trade
odityType Gallon Gallons Date Dale Mood',

so.7'
$0.7:

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 “asset-side” swaption for a reserve investment. This
swaption was executed in FYOI and hasa notional amount of $49,123,000. The
MBTA received a lump - sum payment on the swaption of $1,265,000 inFYO2.
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
variable receivable rate at BMA. The counterparty has a Aa2 /Aa» credit rating
as of June 30, 2004. The agreement’s fair value as of June 30, 2004 was
($2,194,000).

In FYOI, the MTA entered into five interest rate swap options with ÜBS AG,
the Parent Companyof ÜBSPaine Webber (ÜBS). These swaptions grant ÜBS
the right to enter a swap with the MTA in which ÜBS would pay a floating 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 ÜBS 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 ÜBS would
match the payments expected to be made to fixed rate bondholders. ÜBS paid
$6.2 million on behalfof the MTA during FYOI 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 ofDecember 31, 2003 the Authority had recorded a long-termreceivable of
$16.4 million related to the swaption. A corresponding deferred credit totaling
$27.5 million was recorded during FYO4 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 this transaction should the counterparty default.

In FYO3, the MTA entered into five interest rate swap option agreements with
Lehman Brothers Special Financing Inc. (Lehman). These Swaptions grant
Lehman the right toenter 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. As a fixed -to - floating swap, the transaction was designed to “offset”
the FYOI ÜBS swaption and, as a result, has the effect ofmitigating certain risks
inherent in that transaction ifboth are executed. Lehman paid $6.4 million to
the MTA during FYO3 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
FYO3 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 ÜBS and
Lehman swaption agreements, the MTA set aside $12.5 million in cash and
investments in FYO2.

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

ÜBS Lehman
Amounts AmountsDue January 1,

$ 3,281 $ 5,849
3.281 5,849
3.281 5,849
3.281 5,849

2004
2005,
2006,
2007,

3,281 -

16,405 23,396
(3,281) (5,849)

2008

Less: Current Portion

S 13,124 $ 17,547
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Taxes, federal reimbursements, loans and other receivables are presented in the
statement of net assets as follows (amounts in thousands):

Federal
Taxes Grants and Other

Receivable Reimbursements Loans Receivables TotalPrimary Government

$ 1.435,044 $ 5,436,S 2,402,981 $ 1,598,341 SGovernmental receivables
43,864 61,497Business-typeactivity receivabU

(284.643) (5,683) (6,324) (1,279,415) (1,576.065;iwance for uncollectibli

1,636,522 55,173 930,660 4,740,693Receivables, net ofallowance for uncollec
Less: current portion:

,118,338) (1,592,658;nental activities
(43.864) (39.

S S S 16.003 $ 32,154 S 48.157

Federal
Other

Discretely Presented Component Units Recei ■able Reimbursements Loans Receivables

Massachusetts Bay Transportation Authorit
Massachusetts TurnpikeAuthority

S S 19,243 S'43 S $ 17,771 S 37,014

55.244 55.244
'43 2,309,863 60,305 2,385,411
>l4 269,947 56,550 ’ 346,711

ssachusetts Water Pollution Abatement Trust
major component units
allowance for uncollectible- (12,544) (3,235) (15

Receivables, netof allowance for uncollectible;
Less, current portion

2,567,266 186,
(54,700) (145,517) (142,848) (343,06;

.able; s S S 2.421,749 $ 43,787 S 2.465.531
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Activity between funds reflected as due to / from primary government in the
combined balance sheet and various 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):

to Otht
Central Artery Other Total

Governmental Funds
Transfers from Other

General..
Highway.
Lotteries.
Debt Service*.
Central Artery

Statewide Roads and Bridge
Other governmental funds

Total Governmental Funds.

University of Massachusetts,
State Colleges
Community Colleges.

Total Transfers..

•Transfers for debtservice are net ofamounts funded in escrows for crossover refunding debt.
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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

Statewide Governmental Govemme

Lotteries Roads and Bridges Funds FundsGeneral Highwayie to Other Funds:

$ - $ 691,992 S 100,882 $ 792,874S$General.
Highwa; 710,594710,594

378,298 1,134,870'56, 4:Dther governmental funds,

.992 479,180 2,638,3384'1,467,119Total Governmental Funds.

9,959,959ofMassachuse

S 1,477.078 $ £7 $ S 691.992 $ 479,180 $ 2,648.297Total Transfers.

CentralArtery/ TunnelProject

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. Oncecompleted, the assets of the project will
be transferred to these entities for operations and maintenance.

ommonwealth of Massachusetts Comprehensive Annual I'inancial Report
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The Commonwealth has recorded theCommonwealth’s constructioncost 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 twocorresponding 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 81 A, these amounts will be reduced for the value of the assets
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 FYO4 (amounts in
thousands);

$ 14,625,000Total Project budget as of June 30, 2004

Determination of Amounts Payable:

S 13,316,707Cumulative authorized project invoices as of June 30, 2004
Less: Amounts to be transferred to Massport as ofDecember 31,2003 (365,000)

(1,715,923)Less: Amounts transferred previous to December 31, 2003 to MTA and recognized as assets by MTA
Less: Amounts transferred to other entities (20,949)

11,214,835
(247.327)

Subtotal.
Less; Reduction of payable due to accumulated depreciation ofassets in use to be transferred.

$ 10,967,508Due to Component Units - Central Artery / Tunnel Project as of June 30, 2004 ..

Reconciliation of Central Artery / Tunnel Fixed Assets to Assets to Due toComponent Units -

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

Infrastructure - Central Artery / Tunnel Project.
Less; Accumulated depreciation of infrastructure assets in use to be transferred.

Net book value of Infrastructure - Central Artery / Tunnel Project.
Land - Central Artery / Tunnel Project

Net book value of Central Artery / Tunnel Project Assets in use to be transferred...
Construction in process - Central Artery / Tunnel Project

Subtotal
Less: Due to related organizations (Massport)

Due toComponent Units - Central Artery / Tunnel Project as of June 30, 2004

Comprehensive Annual FinancialReport
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6. FIXED ASSETS

Depreciation expense is 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 value 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 (amounts in thousands):

me 30, 2004
Ending

July

BeginningPrimary Government

Governmental Activities Balance Increases Decreases Balance

Capital assets not being depreciatec

S 674,362 $ 15.452 $ 4.382 S 685,432
LandCentral Artery / Tunnel Pi 442,282 - 442,2?

Construction in process - non - Central Artery / Tunnel Project 729,869 495,885 201,939 1,023,815
:tion in process -Central Artery /Tunnel Project 10,650,559 929,276 10,335,373 1,244,462

Total capital assets not being depreciated 12.054,790 1,882,895 10,541,694 3,395,991

ig depreciated:

,494,370 188.2 ,640 3,662,98
Machinery and equipm 54,298 40,629

Central Artery / Tunnel Project 10,838,489 75.745 10,914,234
9,893,091

Total capital asset )41 10,211 89,157

Bui 1,606,084

.463
Artery / T 184 54,146 4.286

247,327

639,

8.828.006 9.5'

$ ■882.796 S 11.455.122 S 10,564.399 S

Commonwealth of Massachusetts ComprehensiveAnnual FinancialReport
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Primary Government
Business - Type Activities

July 1.2003 June 30,2004
Beginning Endjng
Balanee Increases Decreases Balance

Capitalassets not being depreciated:
Land S 62.904 S 375 S 3,918 S 59,361
C roccss 154,962 92.009 110,738 136.23:ZPJ 2 - 70-

Total capital assets not being depreciated 218,567 92,386 114,656 196,297

Capital assets being depreciated:
Buildings
Machinery and equipment

2.301.599 194,081 1,312 2,494,368
662.979 71,470 153,100 581,349
124,310 8,817 124,486Library collections, not includinghistorical tre<

Total capital assets being depreciated 3,088.888 M.368 163,053 3,200.

ited depreciatior
Building; 1,293,946 97,635 25,252 1,366,
Machineryand Equipment 192.735 42,596 114,

Library collections, not including historical ti 17,770

Total accumulated depreciat 1.704.451 142,128 140,746 L7(

Total capital assets being dej 1.384.437 132.240

Business - type activity capital assets, net S 1,603,004 S 224,626 $ 136,963 S 1,690,

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

July 1,2003
Beginning Ending
Balance Increases Decreases BalanceDiscretely Presented Component Units

Capital assets not being depreciated
Land

istruclion inprocess

Total capital assets not being depreciated

ipitaiassets being depreciated:
Buildings
Machineryand equipmei
Infrastructure

Total capital assets being depreciated

Less, accumulated depreciation

Total capital assets being depreciated, net

Discretely Presented Component Unit capitalassets, net
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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.

The balance of revenue anticipation notes (RANs) outstanding may fluctuate
during a fiscal year, but must be reduced to zero at June 30. During FYO4, 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
endof June 2004.

A. GeneralFund

B. Capital Projects Funds 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 FYO3 and continuing through FYO4, the Commonwealth
periodically issued BANs through the commercial paper program. BANs were
rolled over and paid down at various times during the fiscal year. No more than
$650,100,000 of BANs were outstanding under the commercial paper program
at any time during FYO4. At June 30, 2004, BANs 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.

During FYO4, 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 facilitiesranges from0.125% to0.17%.

C. Line-of-Credit Facilities

Commonwealth ofMassachusetts Comprehensive Annual Financial Report
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The following schedule details short - term financing and credit agreement
activity for all funds for the fiscal year (amounts in thousands):

Beginning Ending
Balance Issued/ Redeemed/ Balance CreditLimit

July 1,2003 Drawn Repaid June 30, 2004 June 30,2004

General Fund:
Revenue anticipation notes.
Line-of-credit agreements. .

Subtotal - General Fund activity

'apital Projects Funds:
Bond anticipation notes

Subtotal - Capital Projects Funds activity.

Total short-term financing
and credit agreement activity.

The FYO3 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.

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 tobe paid out of the revenue
of the year in which the loan is made, or (c) bya two-thirds vote of the members
of each house of the Legislature present and voting thereon. The Constitution
further provides that borrowed money shall not be expended for any other
purpose than that for which it was borrowed or for the reduction or discharge of
the principal of the loan. In addition, the Commonwealth may give, loan or
pledge its credit 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 ofany individual, or of
any private association, or of any corporation, which is privately owned or
managed.

ComprehensiveAnnual Financial ReportCommonwealth ofMassachusetts
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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 ofa 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 is a summary of the Commonwealth’s debt outstandingby type of
debt (amounts in thousands):

General obligation bonds:
Fixed rate
Variable rate
Auction rate securities..
College opportunity bonds.
Countydebt assumed
Grant anticipation notes (inclusive ofcross-over refunding notes).

Special obligation bonds (inclusive ofcross-over refunding bonds):
Fixed rate
Variable rate

Subtotal - special obligation debt
Discount / (premium) and issuance cost

(ommontveallh of Massachusetts Comprehensive Annual Financial Report

General Obligation Debt:

Subtotal - general obligation debt

Special Obligation Debt:

Total outstanding debt.
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General Obligation Bonds are authorized and issued primarily to provide funds
for Commonwealth-ownedcapital 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 programsapproved by the Legislature. Theseare as follows:

GeneralObligation
Bonds

A.

College Opportunity Bonds

Some Commonwealth general obligation debt is issued in the form of College
Opportunity Bonds (COBs) as authorized by the Massachusetts GeneralLaws.
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
FYO4, during which approximately $10,585,000, (including accretion), of such
bonds were issued. Outstanding COBs have maturity dates ranging from 2005
through2023. COBs have an accreting interest component payable at maturity.
The annual accretion rate of each COBs maturity is a variable rate equal to the
annual change in theConsumer 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 thatof 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 remarketingand tender agents) to repurchase
the bonds (a “put”). The remarketing agent is authorized touse 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 paramount of the bonds.
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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 putbonds 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-bybond-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, whichrange from 0.13% to 0.22% of thepar amount of the bonds.

Other Variable Rate Bonds

As part of its refunding activities during FYO3, the Commonwealth issued
$97,455,000 of refunding bonds which pay a variable rate interest that depends
on changes in the Consumer Price Index (CPI). These bonds, which pay interest
every six months, are not subject to periodic remarketing, nor do bondholders
have the right to “put” such bondsback 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 fromFYIS to FYIB.

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 ofa failed 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%.

B. Spei dal Obligation Bonds The Commonwealth also issues special obligation revenue bonds as authorized
by Massachusetts General Laws. Such bonds may be secured byall or a portion
ofrevenues 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 todebt 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 I, 2004 and
others will mature in June 1, 2006 and 2008. The interest related to the
maturities is not

Auction Rate Securities
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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, m 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 Special
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 FYIS toFY34.

The Commonwealth also issued Federal Highway GANs 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 Commonwealthto
sell up to $1,500,000,000 in GANs. All Federal Highway Construction
reimbursements andreimbursements 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 GANs.

During FYO4, the Commonwealth sold $408,015,000 of GANs 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 GANs, 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 refundingnotes 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 years, resulting in an economic gain of $15.4

C. FederalHighway Grant
Anticipation Notes
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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 fmancial statements.

Objective of the Interest Rate Swap Agreements

In connection with theissuance 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 ona 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 refundingbonds.

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

Notional Fair Market Final
Associated Amounts Effective Fixed Rate Variable Values Termination Counterpart}
P°nd hsut tthpujand?) Date Paid (Rangel Rate Received (thousands) Date Credit Ratios

Obligation Bond
178 5 Actual BondRate S (12,949) August 1.2015 AA+/Aaa

Bond R;
ies 1998 A & B 299,712 9/17/1998 4 174% Actual Bond Ft AAA/Aaa

9,808 9/17/1998 4 174% Actual Bond R;iyv,«UB 9/17/1998 4 174% Actual Bond Rate (8,219) September 1.2016 AAA/Aaa
IB&C. 496,225 2/20/2001 4 150% Actual Bond Rate (31,836) January 1.2021 AAA/Aaa

,455 3/12/2003 4,500% Actual Bond Rale 1.521 March 1,2014 AA+/Aaa
Actual BondRate 222 March 1, 21

11,41'

'■dialled Tax Revenue Bonds (CP! Be
Stri's2oo4 28.863 6/29/2004 4 45% -5.25% Actual Bond Rale (1,301) January 1.20

■8.863 6/29/2004 4 45%-5.25% Actual Bond Rate (1,303) January 1.2018

D. Interest Rate Swap
Agreements

4

S 1,45 S
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Fair Market Value ofthe 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 twofactors: (1) lower interest rates in general; and (2) the shortening of the
remaining terms of the swap contracts due to the passage of lime and an upward
sloping yield curve for such instruments. As a result, the Commonwealth’s
swap agreements have an estimated fair market value ofnegative $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 orreceive 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 theInterest 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 mterest 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 ratmg 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 tobasis risk, as noted below.

Basis, Marketand 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 raring of the bonds or the enactment of tax-related 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 rolloverrisk
as a result of these agreements.

Termination Risk ofthe Interest Rate Swap 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 longerbe hedgedand
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the Commonwealth would no longer be paying a synthetic fixed rate with
respect to the bonds. In addition, ifat 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 counterparties at the swaps’
fairmarket 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 $l.O 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
of2% and a CPI rate of 3%):

Variable-Rate Bonds Interest Rate
Swaps, NetInterest Total

$ 32 ,623,645 $ 31,965,358 $ 64,589,003
32 ,623,645 31,965,358 64,589,003
32 ,623,645 31,965,358 64,589,003

2.340.000
3.870.000

32 .588,545 31,927,204 66,855,749
32 ,518,795 31,851,386 68,240,181

2010-2014
2015-2019,
2020-2024.

495,555,000 142,580,842 136,844,068 774,979,910
753,465,000 50,875,480 49,818,691 854,159,171
195,840,000 4,214,800 4,530,910 204,585,710

$ 1,451,070,000" $ 360,649,397~ 1 350,868,333 $ 2,162,587,730Total
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E. Outstanding Debt 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 Fiscal Year Authorizedand

$ 1,907,340 2006-2015 $

Capital Projects:
General 5,496,512 2005-2031 3,958,557

8,774,386 2005-2034 2,666,991
1,142,134 2005-2031 99,146

61,800 2005-2029 103,299
6,827.99315,474,832

$ 6,827,993$ 17,382,172

the Commonwealth’s debt outstanding at the end of FYO4
. to 8.0%.

Interest rates on
ranged from0.0%

Changes in long-term debt outstanding (includmg discount and issuance cost)

and bonds authorized - unissued for the yearended June 30, 2004 are as follows
(amounts in thousands):

Bonds Authorized and
Outstanding Unissued

Balance July 1, 2003.
General and special obligation bonds;

Principal, less discount and issuance costs

Net premiumand issuance costs
General obligation refunding bonds:

Principal on Refunding Bonds
Principal on RefundedBonds
Retired discount on Refunded Bonds.

Increase in bonds authorized
Decrease in bonds authorized.
Bonds retired

Balance June 30, 2004.

Highway..
Local Aid.
Other

Purpose Outstanding Maturities Unissued

GANs.

Total.
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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 colleges 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):

Fisc Govemmcnttl Activities Business - Type Activities

Ended il Obligation Revenue Obligati

Prui<ip4l Inieresl Principal Interi

S 880.272 S 843,653 S S

mdebl S 16.501.900 S 7.872.948 S 1,005,474 S 72:S 722.204

The Commonwealth issued bonds and notes through both competitive and
negotiated sales duringFYO4. 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.

F. Bonds Defeased Through
Refunding

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 FYO4. 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 escrowagent to provide for all future debt service payments of the

refunded bonds. As a result, the refunded bonds are considered lo be defeased,and the liabilities therefore are not reflected in the financial statements. As aresult of these refundings, the Commonwealth decreased current year debt
service payments and has taken advantage of lower interest rales, 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 arcdefeased.
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In prior years, the Commonwealth defeased certain general and special
obligation bonds by purchasing securities (from the proceeds ofrefunding bonds
or from surplus operating funds) and placing them in irrevocable trusts to
provide for all 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.

G. PriorDefeasance

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 forFYO4 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 Legislatiive 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 netproceeds. It excludes BANs and
discount and issuance costs, ifany, financed by these bonds. It also excludes
special obligation bonds, GANs, 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,

Less amounts excluded:
Premium / (discount)and issuance cost.

Special obligationprincipal
GANsprincipal.
County debt assumed....
MBTA forward funding
Central Artery / Tunnel.

OutstandingDirect Debt.
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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
assets (amounts in thousands):

Beginning Ending WithinInterest Maturity
Rales Through

Primary Govern!
Balance Increases Decreases Balance One YearlenialAc

term debt
.645.664 S 3.828.381 $ 3,346,650 $ 14.127,395 S
748,124 693,400 93,642 1.347,882

8 00% 2031 Sral obligation bonds
1.347.882 27,1obligationbonds 4,

iticipationnotes 0.

Jnamonized (pi
15,45obhganonbonds

ibligation bonds

,172 $

iBSJ 728.485 (881;p<

ince payable

S 30,031,263 S 5,642,391 $ 3,602,106 $ 32,071,548

Business- TypeAct mce Increases Decreases Bal

S 673,398 S 402.387 S 26,690 $ 1,049,095 S 4;

14:ompei

5 Jl2
321.326 83,458 97,054

'44 S

33.240 Usi£

$ S S 1,204,

I. Changes inLong - Term
Liabilities
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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 (amounts in thousands):

July 1,2003 June 30,2004 Due
Beginning Ending Within
Balance Increases Decreases Balance One YearDiscretely PresentedComponent Units

Major component units:
MBTA
MTA
MWPAT
Nonmajor componcn

2.00 - 7.00% 2005-2034 S 4,190.340 S 1,195,725 $ 881.560 S 4,504.505 S 107,870
3.90 - 5.65% 2005-2039 2,528.788 - 13.050 2,515,738 39,935
3.00 -6.375% 2005-2030 2,055.060 311,580 87,245 2.279,395 99.260
1.77 -9.00% 2005-2034 1,211,618 115,586 82.957 1.244.247 39.455

9,985,806 1,622,891 1.064,812 10,543.885 286,52(Totalbonds payable

24,681 15.986 16.178Compensated abs<

$ 10,010,487 s 1,638,877 $ 1.080,990 S 10.568.374 S 305,069TotalComponent Un

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);

Poll
Transporii

IrusEnded
Principal Interest Principal ItlWrolJune 30. Principal Interest ErilKica! MISIS!
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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 (amounts in thousands):

Principal InterestFiscal Year Ended June 30

$ 1,135 S 1762005
1.135 88
2,270 264

(1.135) (176)Less: Current Portion

$ 1,135 $ 88Long Term Portion.

The remaining outstanding principal balance of COPs that were defeased in
prior years is $9,075,000 at June30, 2004.

In prior years, the MBTA defeased in-substance several General Transportation
System Bonds byplacing 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 FYO4 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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Summary of Swap Transactions by Category - Synthetic Fixed Rate Swap
Transactions

From FYOO through FYO2, 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 FYO7. The transactions are
summarized as follows: (amounts in thousands):

Fixed Variable
Rate
Paid

Notional Effective Maturity
Amount Date Date

Receive Component
Rate UnitUnit Date Date

4.93' S 188,000 June, 2000 2005BMA MBTA
BMA MBTA 87,805 December, 2001 2022

25,005 February, 2004 2020
5,

CPl+79bps. MBTA4.13'

$ 300,810

Swap Payments and Associated Debt

As of June 30, 2004, debt service requirements on thevarious bond issuances of
the MBTA that have swap payments applied to them were calculated by
applying fixed rates ranging from4.13% to 5.2% and assuming variable rates of
1.02%, using BMA and 4.679% plus 79 basis points for the CPI - based bonds.
Debt service related to these swaps is as follows (amounts in thousands).

Interest
Variable - Rate Bonds Rate Swap,

Principal Interest Net
Fiscal Year

TotalEnding June 30.

$ 4,183 $ 9,485 $ 13,668$2005
2,585 3,456 6,0412006
2,265 2,250 4,5152007
2,265 2,250 4,5152008

2009 - 2,265 2,250 4,515
2010 - 2014 12,325 1 1,246 11,002 34,573
2015 -2019 37,870 9,565 5,768 53,203
2020-2022 62,615 2.058 2,530 67.203

ComprehensiveAnnual Financial ReportCommonwealthof Massachusetts
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Swaptionsfor ForwardRefundings

In addition, the MBTA has four swaptions generally exercisable from FYO6
through FYII on its variable rate general transportation system bonds. The
swaptions are summarized as follows(amounts in thousands):

Lump - Sum
Payment

Counterparty Fixed Variable Counterparty
Option Term Payable Receivable Credit Rating Fair

Exercise of Swap Swap as of Value atExecution Notional From Due date
Date Amount Counterparty of Payment Dates Swap Rate Rate June 30.2004 June 30.2004

FY

FYO4 to September
FY C728 FY2O 2006 - 2011 2026 5.037% BMA Aa2/ AA+

5 486,900 S $ (16

Credit Risk

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 this risk at the reporting date is the fair value of
the swaps. All fair values have been calculated using the Mark to Market or Par
Value 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 FYO6, the
counterparty is rated in the “A” category by both agencies. To further mitigate
credit risk, the MBfA’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 is exposed to basis risk if therelationship 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 rale was 1.08% while the
variable rates on the associated MBTA bonds ranged from 1.02% to 1.38%.

Commonwealth ofMassachusetts Comprehensive Annual Financial Report
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Notes to the Basic Financial Statements Fiscal Year Ended June 30. 2004

Termination Risk

The MBTA’s swap agreements do not contain any out of the ordinary events
that would expose them to significant terminationrisk. In keeping with market
standards, allparties 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. Ifat 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 ofeach swap.

RolloverRisk

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 hedge is put in place.

MarketAccess Risk and PotentialBasis Risk

In the case of the swaptions, other than the FYO2 swaption, if any option is
exercised and refundingbonds are not issued, the bonds expected tobe 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
FYO2 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.

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

AmountFund

Major governmental funds:
Highway $ 662,801

Other governmental funds:
Federal Grants 4,636

283,256
98,829
183,737

General Capital Projects
Capital Expenditure Reserve.

Highway Capital Projects

Comprehensive AnnualFinancial ReportCommonwealth ofMassachusetts

9. INDIVIDUAL FUND DEFICITS



No. 500HOUSE2005] 11l
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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 fiscal 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 substantially 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 standalone 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,
regional 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 all full-time
employees upon commencement of employment with any of the various
government agencies coveredby 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 pensionbenefits 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 is not 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
thenon-contributory plans.

10. RETIREMENT SYSTEMS
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Notes to the Basic Financial Statements Fiscal Year Ended June 30, 2004

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

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

SERS TRS BTRS
Retirees and beneficiaries

currently receiving benefits. 51,418 39,341 2,992
Terminated employees entitled to

benefits but not yetreceiving them. 2,966 N/A 169
Subtotal, 54,384 39,341 3,161
Current employees:
Vested*
Non-vested*.

Subtotal.
Total.

* 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 theseprovisions is
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 safetypositions, normal retirement is at age 55.

Funding Progress

During FYOI, 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 ofmaternity 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 monthsof
completion of ten years of service. In addition, the law creates a superannuation
retirement benefit program forall teachers hired on or after July 1, 2001. This
program has a contribution rate of 11 percent of regular compensation. To be

ComprehensiveAnnualFinancialReportealth ofMassachusettsCommoni
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Fiscal YearEnded June 30, 2004Notes to the Basic Financial Statements

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. If 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 ofaverage compensation
determined under the current formula increased by 2% of the average annual
compensation for each full year of service in excess of 24 years. The election to
participate is irrevocable.

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

Actuarial UAL as a %

Valuation as of Actuarial Value of Actuarial Accrued Unfunded Actuarial Funded Annual Covered of Covered
Plan Assets Liability Liability (UAL) Ratio % Payroll * PayrollJanuar

State Employees’ Retirement System

2004 S 15,931.000 $ 18.966,000 S 3,065,000 84,0 % $ 3,842,000 79.8
17,551.000 3,604,000 79.5 3,779,000 95.4
15,961,000 959,000 94.0 4,034,000 23.8
15,170,000 1,248,000 91.8 3,700,000 33

13,364,000 14,138,000 ,000 94.5 3,472,000 ■ 22.3
9,914,000 11,361,000 1,447,000 87.3 3,111,000 46.5

>996 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
IW3 5,071,000 8,738,000 3,667,000 58.0 2,919,000 125.6

Teachers' Retirement S'
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

18.170.000 3,779,000 79.2 4,072,000 92.8
16,420,00( 39,000 83.3 3,704,000 73.9

10.170,000 13,095,000 2,925,000 77.7 3,175,000
1996 7,553,000 10,252,0( 2,699,000 73.7 2,810,000 96.C

6,014,000 9,712,000 3,698,000 61.9 2,667,000 138,
1993 5,142,000 8,921,000 2,428,000 155.6
Boston Retirement System ( Boston Teachers)

2004 1,040.000 2,022,000 982, 51.4
2003 31998,000 47.9

984,000

502,000 4,000 191
1,381,000

285.
549,000 274.0
438 232.

43,00( 49.8

The covered payroll amounts approximate the employer pa; oil.
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Notes to the Basic Financial Statements Fiscal Year Ended June 30. 2004

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
Massachusettsand based on the plan provisions at that time. The following are
the most significant assumptions used in preparing the 2004 actuarial valuation:

Investment return 8.25% per year
Interest rate creditedto annuity savings 3.5%per yes

>t of living increases 3% per year
RP-2000 Health Annuitant tableprojected with scale AA
(gender distinct). This is applicable to both pre-retiremer
and post-retirement benefits. Adjustments made for

Mortality.

disabledmembers and certain othergroups.

Salary Increases. Based onanalysis ofpast experience - ranges from 4.7:
for groups 1 and
12% for group 4and 4.

ContributionsRequiredand 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 Chapter32 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 ofadministering the plan are funded out ofplan assets.

Member contributionsvary depending on the most recent date of membership:
Hire Date %of Compensation

ofregular compel
of regular compel

Prior to 1975.
1975 - 1983..

8% of regular compensate1984to6/30/1996..
7/1/1996 to present. 9% of regular compensation except forState Police which

is 12%of regular compensation
11%ofregular compensation (for teachers hired after

7/1/01 and those accepting provisions ofChapter 114 of
the Acts of2000)

/2001 to present.

An additional2%of regular compensationin exc<

530.000
1979to preset
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The Commonwealth’s contribution for the pension benefit portion of the
retirement allowance of SERS and TRS and required payments to cover BTRS
and COLAcontributions 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
actuarialcost method and that they be not less than:

Normal cost plus amortization of net pension obligation cost
Interest and amortization onany 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.

Commonwealthof Massachusetts Comprehensive Annual / inancial Report
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Notes to the Basic Financial Statements Fiscal Year Ended June 30, 2004

The following table presents the schedule of employer contributions(amounts in
thousands):

Annual
Actuarial Required Actual Net Pension % ofPension

Valuation as Contribution Interest on Amortization Contribution (Obligation) % ofARC Cost
of January I (ARC) NPO ofNPO Pension Cost Made Asset (NPO) Contributed Contributed

State Employees' Retirement System
2004 $ 349,557 S (109,346) $ (90,749) S 330,960 S 246,754 S 1,241,195 71 % 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)
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) 1.171 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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Change in Budgetary Fundingfor Pensions and Transfer ofAssets

The FYO4 GAA amended the General Laws to allow 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 FYO4
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 Centerand the Boston Common Garage.The legislation authorizing
the transfervalued the asset at $145 million. Subsequent to year-end, the FYOS
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 FYO4 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 FYOS 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 FYO4 and are expected to total a similar amount in FYOS.

Post-retirement Health Care andLife Insurance 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. Substantially all of the Commonwealth’s
employees may become eligible for these benefits if they reach retirement age
while working for the Commonwealth. Eligible retirees are required to
contribute a specified percentage of the health care benefit costs which is
comparable to contributions required from employees. The Commonwealth is
reimbursed for the cost ofbenefits to retirees of theeligible authorities and non-
state agencies. The Commonwealth recognizes its share of the costs of
providing these benefits when 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 FYO4 General Appropriation Act changed the employee contribution rates
for group health insurance, with the exception ofcurrent 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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Primary Government
In order to finance theacquisition of equipment, the Commonwealth has entered
into various lease/purchase agreements, including tax-exempt lease purchase
(TELP) agreements, which are accounted for as capital 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 lease 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 lease 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):

p. scai Hovemmental Activities PUSIIWSS - T vpe -ViviceS
y
*

Oovemmental Business-Type

End
“'

d ranilal Leases Operating Activities Capital Leases Opetating Aclitities
|„ iB Principal Inteial L=ISS M EtmW hiSISI LiMS M

s 19 185 S 2,950 S 153,888 S 176,023 S 15,852 S 3,158 S 14.472 S 33.482
“I ,5027 2.311 98.929 116.267 14.472 2.341 11,534 28.347
Z, 10 161 1.563 72.792 84.516 12.763 1.712 10,328 24.803
“

L396 43.7,0 54.186 11.952 1.168 9.7,8 22.918
I ,34 174 27,805 29.113 6.158 712 9,309 16,179

“0:20.4 3J13 MO 08.746 ,02569 , 2.348 7,9 ,7.535 >0.662

2015-20,9 48.982 4,9 426 1.274

2020-2024
« 982

2024-2028 -
' 45 ’982 ! !

2029 - 2033 - 1— 36,786 36,786 1,,

,,

' S 7 QOO 8 904 670602 737,406 73.971 9,870 74.250 158.091

““ZZZI S £250, .1-53.88,, (176.073, _6H»
-

iSffi)

Long - term lease obligations, 5 387(5 5 5754 S 516.7(4 5 56L383 LJlalii L_*2li i-i9^B 5
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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 paymentsas
of June 30, 2004 (amounts in thousands);

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 M FA 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 ina state-owned building.
The MTA leases property and air rights to others. The MTA earned
approximately $29,800,000 inrental income of which $18,100,000 was received
for restaurant, concessions and service station rentals.

Commonwealth ofMassachusetts Comprehensive Annual Financial Repoi
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The future minimum rental payments required under operating leases having
initial or remaining non-cancelable lease terms in excess of one year are as
follows (as ofDecember 31, 2003 for the MTA) (amounts in thousands):

Massachusetts
Bay Massachusetts

Transportation Turnpike Nonmajor
Authority Authority Component Units Total

$ 13,046 $ 869 S
13,312 437
13,681

1,245 S 15,160
1,300 15,049
1,054 14,735
989 14,641
998 14,459

1,259 45,127
1,213 1,213

13,652
13,461
43,8682010-2014

2015 - 2019
2020 - 2024
2025 - 2029

115 115
63 63

Total lease obligations 111,020 S 1306 S 8,236 S 120,562

A. Commitments to The Commonwealth is obligated to dedicate a sales tax amounting to 1% of
Discretely Presented applicable sales in the Commonwealth, directly to the MBTA to fund its

operations. The dedicated sales tax equals to thegreater 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 FYO4, the base revenue is approximately
$704,809,000.

Component Units
and OtherEntities

The Commonwealth continues to guarantee certain Massachusetts Bay
Transportation Authority (MBTA) debt outstanding at June 30, 2004, 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 Central
Artery/TunnelProject continues to anticipate federal participationand payments
from the Massachusetts Turnpike Authority (MTA) and the Massachusetts Port
Authority (MassPort).

ComprehensiveAnnual Financial Report'ommonwealth ofMassachusetts
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Fiscal Year Ended June 30, 2004Notes to the Basic Financial Statements

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 1618 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
FYO4 General Appropriation Act amended Chapter 1618. 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
obligationsof the Commonwealth.

The Massachusetts Development Finance Agency (MDFA) was authorized in
legislation 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 leasedby 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 ftiture
lease payments for space it rents. However, this obligation is not a general
obligation ora pledge of credit of the Commonwealth. Though MDFA’s bonds
are revenue obligations, with pledges of the public and private lease payments,
the Commonwealth’s lease payments are subject to annual appropriation.

Salton stall BuildingB,

C. 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 obligationof $8,549 billion from the federal government.

Central Artery/
TunnelProject

D. 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.

Pension Trust Funds

E. 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 the proposed construction site. Once this is
accomplished, the Massachusetts Convention Center Authority (MCCA) will
oversee construction of the new facility. The MCCA will operate thenew center
and the Springfield Civic Center, along with the Hynes Convention Center and
the Boston Common Garage on behalf of PRIT, if the facilities transfer is
completed.

Commitments of
Discretely Presented
Component Units
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Notes to the Basic Financial Statements Fiscal Year Ended June30, 2004

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

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 FYO4, the Boston Housing Authority (BHA) issued $lO million of housing
project bonds to finance a portion of the costs of constructionof 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 ofcontract 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.

F. Boston Housing
Authority West
Broadway Homes
Project

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 generally conditional upon
compliance with terms and conditions of the grant or reimbursement agreements
and with applicable federal regulations, including the expenditure of the
resources for eligible purposes. Substantially all federal financial 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.

ComprehensiveAnnual FinancialReportCommonwealth of Massachusetts
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C

Fiscal Year Ended June 30, 2004Notes to the Basic Financial Statements

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 forrefunds can be made by the owners
of the property.

Tobacco Settlement 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 $2OO billion
over the first 25 years, subject to various offsets, reductions, and adjustments.

A.

In FYO4, 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 juryrejected 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 Commonwealthunder the MSA through 2025, as well
as on the amounts the attorneys receive through the arbitration payments.

B. Unemployment During FYO4, the Commonwealthreceived 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 FYOS
to pay unemployment benefits.

Compensation Fund

C Workers ’ Workers’ Compensation is managed as part 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 $lOO,OOO per occurrence, in most circumstances.

Compensationand
Group Insurance
Liabilities
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Notes to the Basic Financial Statements Fiscal Year Ended June 30. 2004

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

Changes in the Commonwealth’s liability relating to workers’ compensation
claims inFYO4 were (amounts in millions):

Claim liability, beginnngof year,
Increase in liability estimate

S 275.7
77.8

Payments and decreases in liability estimate, 51.3

Claims liability, end of year, $ 302.2

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-insuredplans.

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
claims in FYO4 were (in million);

S 47.0Claim liability, beginnng of year,
Increase in liability estimate 778.0
Payments and decreases in liability estimate,

$ 37.4Claims liability, end of year

Owner Controlled Insurance Program (OCIP)
D. Central

The Commonwealth of Massachusetts has assumed responsibility for providing
worker’s compensation and general liability insurance for all eligible contractors
and subcontractors workingon 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.

Artery/Tunnel
Project
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Fiscal Year Ended June 30, 2004Notes to the Basic Financial Statements

The amounts in the Trust are restricted by its terms and cannot be used forother
purposes. The withdrawals, other than those to cover costs specified by the
Trust Agreement, require mutual consent. During FYO3 federally 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 FYO3. 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 liabilityclaims.

The OCIP’s assets are tobe 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 presentedon 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 forclaims reported and not reported as of June 30, 2004.

Central Artery /Tunnel Project Leaks

In September 2004, a leak 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, ifany for these repairs, would accrue to the Commonwealth.
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Fiscal Year Ended June 30, 2004Notes to the Basic Financial Statements

amounts were recognized as of June 30, 2004 (amounts inThe following
thousands):Judgments

B;Balt
)f

July 1.2003 Additions Reductions June 30,2004

S 84,696 S 13.539 $ 60.485 S 37,750
75,700 7,000 82,700

S 160.396 S 20.539 S 60.485 S 120,450

Short-term.
Long-term.

The MBTA reserves self-insurance liabilities as claims and judgements as of
June 30, 2004. Changes in the self-insurance reserves in fiscal2004 and 2003
were as follows (amounts in thousands):

F. Discretely
Presented
Component Units

Liability, beginning of year.
Current year claims

andchanges in estimates
Claims payments
Liability, end of year

E. Claims and

Comprehensive Annual FinancialReport
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rks created by the artist for any singh

Many ofRockwell s neighbors, and the arti If, appear as models in th
Huggins brother d Jay who were featured in a n
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Other than Management Discussion andAnalysis
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Schedule Of Revenues, Expenditures And Changes In Fund Balances - Statutory Basis - Budget and Actual
General Fund

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

Original
Budget

Final
Budget Actual over/( under)

REVENUES AND OTHER FINANCING SOURCES
Revenues:

S 13,386,600 $ 13,386,600 $ 14,558,577 $ 1.171,977Taxes.
Assessments.

Federal grants and reimbursemen
Departmental

4,592,700 4,592,700
1,871,500 1,871,500

4,349,022
1,200,833 (670,667)

118,085118,085Miscellaneous...
Total revenues.

Other financing sources:
Fringe benefit cost recovery,
lottery reimbursements
lotterydistributions
Tobacco settlement transfei
Operating transfers in
Stabilization transfer
Total other financing sources
lotal revenues and other financing sources

EXPENDITURES AND OTHER FINANCING USES
Expenditures:

Judiciary.
Inspector General

ind l ieutenant Govcmt
Secretaryof the Commonwealth.
Treasurer and Receiver General
Auditorof the Commonwealth
AttorneyGeneral
Ethics Commissit
District Attorney

Office of Campaign & Political Finance
Sheriffs Departments
DisabledPersons Protection Commission
Board ofLibrary Commissioners
Comptroller,
Administrationand fi
Environmental affair*
Communities and development.
Health and human services
Transportation and construction

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 699309 (685,507)

Highereducation
Public safety
Consumer affair
Direct local aid
Medicaid
Pension.
Debt service:

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 »S2.l2S_

Principal retirement.
Interestand fiscal charge:

Total expenditures

Other financing uses:
Excess pcrmissable tax rev
Uncompensated care pool
School building assistance

17.403357,403
245.000
150.000
146,593

245.000
150.000
146,593

Operatingtransfers oi
Stabilization transfer.

T 898.996 1. (538,926)

20.350,710 21.625.320 22.012.121 (386,80|1
Total other financing use*

Total expenditures and other financing uses
Excess (deficiency) of revenues and other financing

sources over expenditures and other financinguses
Fund balances (deficits)at beginningofyear

664.725 (609.885) 555.866 U65.

747.846 747.846 746.846 LL2221

S 1.412,571 S 137.961 S 1.302.712 S 1.164.751,
Fund balances (deficits) at end of year.

ote to required supplementaryinformation-Budgelary Reporting

Education
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Schedule Of Revenues, Expenditures And Changes In Fund Balances - Statutory Basis - Budget and Actual
Highway Fund

Fiscal Year Ended June30, 2004
(Amounts in thousands )

revenuesand other financingsources
Revenues;

Taxes.
Asses

Federal grants and reimbursem

Departmental
Miscellar
Total revenues

Other financing sources:

Federal
Totalother Financingsources
Total revenues andother Financingsources

EXPENDITURES AND OTHER FINANCING USES
Expenditures:

Receiver-Get

Shenffs Departments

dcvi

Total expend!)
Other Financing

benefi

Totalother financing

Totalexpenditures andother Financing uses
Excess (deFiciency)of revenues and other financing
sources over expenditures andother financing uses

deficits) at begin:

Fund balances (deficits) at end of year
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Explanation ofDifferences between Revenues, Expenditures and Other Financing Sources (Uses)
for Major Budgetary Funds on a Budgetary Basis and GAAP Basis (in thousands);

General Fund Highway Fund

Revenues:
S 20,341,648 S 998,203Actual 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:
Tax revenue 81,991 303

(33,718)Federal reimbursements and other receivables.
Reclassifications:

159

(84,043)
124,279

Higher education revenue is reclassified for GAAP reporting.
Reclassifications of revenue from administratively controlled funds to major funds for GAAP.

Total revenuesas reported on the Statement of Revenues, Expenditures
and Changes in Fund Balances - Governmental Funds $ 20,430,157 S 998,665

Expenditures;
Actual amounts (budgetary basis) "expenditures" from the budgetary comparison schedule

Adjustments for amounts budgeted foron a cash basis, rather than on the modified accrual basis:
Medicaid payments.
Compensated absences and other accrued liabilities.

Reclassifications:
Budgetary debt service arereclassifed to transfers out to a debt service fund for GAAP

purposes as the Commonwealth does not have a statutory debt service fund
Higher education revenue is reclassified for GAAP reporting.
Reclassifications of revenue from administratively controlled funds to major funds for GAAP.
Total expenditures as reported on the Statement of Revenues, Expenditures
and Changes in Fund Balances - Governmental Funds

Other Financing Sources:
Actual amounts (budgetary basis) "other financing sources'

from the budgetary comparison schedule
Adjustments:

Fund closure and consolidationamounts.
Inflows from component units and other miscellaneous financing sources.

Reclassifications:
Reclassificationsof other financing sources from

administrativelycontrolled funds to major funds for GAAP.

Total other financing sourcesas reported on the Statement of Revenues, Expenditures
and Changes in Fund Balances - Governmental Funds

Other Financing Uses:
Actual amounts (budgetary basis) "other financing uses"

from the budgetary comparison schedule
Adjustments and Reclassifications;

Fund closure and consolidation amounts.

Budgetary higher education amounts are reclassed to transfers under the modified accrual basis.
Reclassificationsof other financing uses from

administratively controlled funds to major funds for GAAP.
Budgetary debt service are reclassifed to transfers out to a debt service fund for GAAP

purposes as the Commonwealth does not have a statutorydebt service fund

Total other financing uses as reported on the Statement of Revenues, Expenditures
and Changes in Fund Balances - Governmental Funds $ 2,164,787 S 858,368

ComprehensiveAnnualFinancialReport
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Fiscal Year Ended June 30, 2004Notes to Required Supplementary Information

Note to Required Supplementary Information - Budgetary Reporting

Statutory Basis of Accounting

TheCommonwealth’s books and records and other official reports are maintained on the basis ofaccounting 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 theyare encumbered or
otherwise processed for payment. All encumbrances that do not relate to specific payables lapse at year-end.

Budgetary Approval

State finance lawrequires 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 maybe 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, towithhold allotments ofappropriated 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 mandatedby state finance law are not itemized in the appropriation processand are not separatelybudgeted.

Because revenue budgets are not updated subsequent to the original appropriation act, the comparison of the initialrevenue 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 separatelypublished budget documents. In conducting the budget process, the Commonwealth excludes those interfund
transactions that by their nature have no impacton thecombined fund balance of the budgeted funds.

Generally, expenditures may not exceed the level of spending authorized for an appropriation account. However, theCommonwealth is statutorily required to pay debt service, regardless of whether such amounts are appropriated. Inaddition, certain interfund assessments to allocate fringe benefits and other costs that are mandated by stale financelaw 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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C
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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
common, multiple self-portraits are

This year the original oil on canvas was loaned to the Must
mbourg Paris, France, to be include avcli

Moi! Autoporiraiis du XXeme siecle (Me! Self-portraits of the
Century) which was also hosted by the Galleria degli Uffizi in Florence
Ital irks the first time the venerable Italian museum has hosted

a contemporary art exhibition. The exhibition presented self-portraits fc
af the most renowned names in 20th

Matisse, and Degas, but the im promote the exhibit
Paris was the icon ofall things Am >rman Rock

Other Supplementary Information

Triple Self-Portrait
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Nonmajor GovernmentalFunds
June 30, 2004

(Amounts in thousands)

Other Other
Special Revenue Capital Projects Total

$ 1,464,539 $ $ 1,464,539
521,040
374,568

202,166 723,206
Restricted investments. 374,568
Receivables, net ofallowance for uncollectibles:

Taxes 70,046
836,654
221,486
43,918

70,046
Due from federal government.
Other receivables

1 836,655
222,449
479,180

963
435,262

S 3,532,251 $ 638.392 $ 4,170,643

Liabilities:
$ 645,928 $ 274,187 $ 920,115Accounts payable.

Accrued payroll... 3,245 1,386 4,631
19,856 8,229 28,085Compensated absences.

960 - 960Tax refunds and abatements payable.
Due to other funds 535,409 599,461 1,134,870

98,168 15,650 113,818Due to component units
Due to federal government.
Deferred revenue

47 47
3,120 3,120

31.100
75.100

31,100
75,100Bonds, notes payable and certificates ofparticipation.

Other accrued liabilities 125,148125,148

1,005,160 2,436,9941,431,834

292,428
521,040
82,165

292,428
521,040

Reserved forcontinuing appropriations..
Reserved forretirement of indebtedness.
Reserved forcapital projects
Reserved forcentral artery workers' compensation
and general liability
Unreserved.

Total liabilities and fund balances.

Combined Balance Sheet

Cash and short-term investments.
Cash with fiscal agent

Due from other funds.
Total assets

Claims and judgments.

Total liabilities.

Fund balances (deficits):

Fund balances (deficits).

ASSETS

LIABILITIES AND FUND BALANCES
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Nonmajor Governmental Funds
Fiscal Year Ended June 30, 2004

(Amounts in thousands)

Other Other
TotalSpecial Revenue Capital Proj

Revenues:
Taxes $ 905,575 S S 905,575

651,024
4,319,445

651,024Assessment;
4,322,8543,409

5,502
Federal grants and reimbursement
Departmental 943,038937,536

561,593Miscellaneous, 104,280 665,873

Total revenues 7,375,173 113,191 7,488,364

Other financing sources:
Proceeds of general obligation bonds.
Proceeds of refundingbonds

1,913,076 1,913,076
469,106

2,002,887
469,106

1,323,312Operating transfers 679,575

Total other financing sources. 1,792,418 2,592,651 4,385,069

Total revenues and other financing sources. 9,167,591 2,705,842 11,873,433
Expenditures:

Current:
Judiciar 4,083 4,083

Secretary of the Commonwealth
Treasurer and Receiver-General.
Auditor of the Commonwealth
Attorney General

8,618 8,618
861,447 15,650 877,097

275
12,041 12,041

District Attorney, 9,400 9,400
Sheriffs Department! 2,796 2,796
DisabledPersons Protection C
Board ofLibrary Commission
Administration and finance....
Environmental affairs

48 48
3,219 3,219

234,101 234,101
65.664

404,298
,331,149

59,921

65,664
404,298Communities and development.

Health and human services 2,331,149
Transportatio
Education

17,851 42,070
833,163 833,163

11,783
149,277

314,459
744,856

Higher education
Public safety.

11,783
149,277

Consumer aff;
Medicaid 314,459

744,856
Direct local aid,
Capital outlay:

6,272

ocal 15,634 15,634
Capital acquisition and construct!

Total expenditures
1,751,634 1,751,634

6,014,800 1,824,988 7,839,788
Other financinguses:

Operating transfers c 2,099,376 168,082 267.458
Transfers of appropriation:
Transfers of bond proceed;
Transfers out for debt serv

505
59,414 >9,4 14

96,219

Total other financing uses 2,196,100 243,894 2,439,994

Total expenditures and other financing uses 8,210,900 2,068,882 10,279,783
Excess (deficiency) of revenues and other financing

sources over expenditures and other financing uses 956,691 636,960 1,593,651
Fund balances(deficits) at be, 1,143,726

Fund balances (deficits) at end of year S 2,100,417 $ (366,768) $ 1,733,649

Commonwealth ofMassachusetts Comprehensive Annual Financial Report

Combined Statement Of Revenues, Expenditures And Changes In Fund Balances



HOUSE —No. 500 [January136

ASSETS

Liabilities:

Combining Balance Sheet
Nonmajor Special RevenueFunds

June 30, 2004
(Amounts in thousands)

Federal Universal Other Special
Grants Health Care Environmental Revenue Funds Total

Cash and short-term investn
Cash with fiscal agent
Restricted investments

S S 216,581 S 11,142 S 1,236.816 $ 1,464,539
521,040 521,040
374,568 374.568

Receivables, net ofallowance for uncollectibles:
Taxes 69,969 70,046
Due from federal government.
Other receivables

395,219 56245,529
70,647

395,344 836,654
150,839 221.486
43.918 43,918Due from other funds 43,918

Total assets S 395,219 $ 332,757 J 11,781 _$ 2.792,494 S 3,532,251

LIABILITIES AND FUND BALANCES

Accounts payable.
Accrued payroll. ..

19,856Compensated absences.
fax refunds andabatements payable.

Due toother funds 378,345 535,409
98,168 98,168Due to component

Deferred revenue , 3,120

Other accrued liabilities

723,670 1,431,834Total liabilities.

Fund balances (deficits):
Reserved for continuingappropriations

Reserved for retirement of indebtedness
Unreserved

(4,636) 25,049 11,180 2,068,824 2,100,417Fund balances (deficits).

$ 395,219 S 332,757 _$ 11,781 S 2,792,494 S 3,532,251Total liabilitiesand fund balances.

ComprehensiveAnnualFinancial Report
Commonwealth of Massachusetts

291,928 292,428
521,040 521,040

(4,636) 25,049 10,680 1,255,856 1,286,949
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Combining Statement Of Revenues, Expenditures And ChangesIn Fund Balances
Nonmajor Special Revenue Funds

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

Universal Other Special
Health Care Environmental Revenue Funds Total

Revenues; S 902 $ 904,673 S 905,
335,348 651,Taxes. 315.676As ,533,083 4,319.445445,792Federal grantsand reimbursements

Departmental 677,629 7,890 252,017 937,536
191,581

13,847 3,585,058 7,375,1732,335,590 1.440.678Total revenue

469.106 469,10<Proceeds ofrefunding
Operating transfers in. 171 916,230 E32.402.759

171 1,385,336 1,792,418402,759Total other financing sources
14,018 4,970,394 9,167,5912,339,742 1,843,437Total revenues andother financing sources.

3,043
7,973

856.270 861,447Treasurerand Re<

1,947 12,041

Dep;

Boardof L
Adr
Env

>34.101
65,6648,405

3,164

Educat 1,804
6,600

Publ
114,826
744,856Medi '44,

Total expendit .257.937 1,490,268 8,405 2,258,190 6.014.800

346

Totalother financing uses 346,838 1,098 1,767,651 2,196,100
Total expendituresand other financing us 2,338,450 1,837,106 9,503 4,025,841 8,210,900

Excess (deficiency) of revenues and other financing sourceover expenditures and other financing uses 1,292 6,331 4,515 944,553 956,691

Fund balances (deficits)at endof year S (4,636) S 25.049 S 11,180 S 2,068,824 S 2,100,417

Commonwealth ofMassachusetts Comprehensive Annual Financial Repo
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ASSETS

liabilities:

Combining Balance Sheet
Nonmajor Capital Projects Funds

June 30, 2004
(Amounts in thousands)

General Convention Capital Highway Other
Capital and Exhibition Expenditure Capital Capital

Projects Funds Center Reserve Projects Projects Funds Total

Cash with fiscal agent

Receivables, net of allowance for uncollectibles:
Due from federal government

Other receivables
Due from other funds.

Totalassets.

AND FUND BALANCES

Accounts payable.
Accrued payroll....
Compensatedabsences
Due toother funds
Due to component units
Due to federal govemmen
Claims and judgments.
Bonds, notes payable and certificate ofparlicip

Total liabilities.

Fund balances (deficits):
Reserved for capitalprojet
Reserved for central artery workers' compensation.
Unreserved

Fundbalances (deficits).

Total liabilities and fund balances.

Comprehensive Annual FinancialReportCommonwealth ofMassachusetts
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Ri

E:

Fi

Statement Of Revenues, Expenditures And Changes In Fund Balances
Nonmajor Capital Projects Funds
Fiscal Year Ended June 30, 2004

Amounts in thousands)

9,807 113,191100,9012.482ITotal revenues.

546,901606,864 693.400Proceeds ofgeneral obligation bonds.
6,172 673,403 679.

553,073 739,314 2,592,651606,864 693,400Totalother financingsources.
749.121 2,705,842606,865 695.882Total revenues and other financingsources. 653,974

.650Treasurer and Receiver-G
42,070 42,0Trans

Capital
15,634 15.634

704,245 1,751.634540.819 393.629acquisition and ct
556.469 112,941Total expenditt 393,629 761,949 1,824.988

3,926 168.082
59.41Tran; 59.414

16,398

tal other financingus 3,938 243,89466,441 173,515

Totalexpenditures and other financing ut 567,144 765,887 2,068,882622.910 112,941

xcess (deficiency)of revenues and other financing
expenditures and other financing uses. (16,045) 582,941 86,830 (16,766) 636.960

Fund balances (deficits) at beginning of year (282,861) (502.568) (98,829) (270,567) 151.097 (1,003.728;

iind balances (deficits) at end of year S (298,906) S 80J73 S (98.829) S (183.737) S 134,331 S (366,768)

Commonwealth of Massachusetts Comprehensive Annual Financial Report
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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 Total

Assets
Current

Cash and cash equivak
Short-term investments

35,099 $ 18,092 S 43,531 S 128,091 S 242,726
153,882 - - 14,639 168,521

S 17,913 $

Receivables, netofallowance for uncollectibles:
Federal grants and reimbursement receivable,
Loans

15,287 4,927 20,214
9,401 7.894 17,295

Other receivables
Due from cities and

803 7,587 14,520 6,910 11,192 41,012
20,052 20,052

Due from primary government.
Inventory

26,942 10,534 56,718
21,849 596

7.738 3,744

6,575 100.769
54 22.499

Other current assets
Total current assets.

1,118 106 310 13,016

46.776 246,090 129,009 50,547 173.682 646,104

Cash and cash equivalents - restricted.
Long - term investments

6,753 27,319 135 24,240 106,436 164,883
20,909 - 79,689 8,074 108,67279,689 8,074 108,672

Restricted investments.
Accounts receivables, r

66,394 109,462 175,856
3.549 - 3,375 6,192 13,116

76,330 -
- 163,778 240,108Loans receivables,

6,323Due from primary government. 326,905 333,228
833,320 209,320 231,428 13,165 232,117 1,519,350

21.197 3,994 - 11,547 37,068
Capital assets, net ofaccumulated depreciation.
Other noncurrentassets 11,547 37,068

Total noncurrent assets 846,726 358,624 235,557 186,863 964,511 2,592,281
893,502 604,714 364,566 237,410 1.138,193 3.238,385Total assets

Liabilities
Current liabilities:

24,583 20,455 16,540 38,948 138,54638,020Accounts payable and other liabilities.
Accrued payroll 983 - 361 1,344

573 - 695 1.268Compensated absences...
Accrued interest payable.
Due to primary govemmi

7,942 3,046 1,260

12,461 - - 17,000 - 29.461
6,701 - 924 - 10,465 18,090

642 - 87 729

7i 548 11,815 102,607 ; 19.900 141.870
72,672 39,444 127,444 33.540 72,006 345.106

Deferredrevenue
Capital leases
Bonds, notes payableand other obligations- current.

Total current liabilities

Noncurrent liabilities:
Compensated absences...
Accrued interest payable
Deferred revenue

167
8036,323

131 i.s:1,399Capital leases.
22,772 247,264 768 - 912,124 1,182.928
4,317 - -

- 26,925 31.242
33,412 250,986 3,012 2 974.964 1.262.374

106,084 290,430 130,456 33,540 1,046,970 1.607.480

Bonds, notes payable andother obligations.
Other noncurrent liabilities

Total noncurrent liabilities.
Total liabilities

Net Assets
,94C776,102Invested in capital assets, net of related debt.

Restricted for:
Debt service 6,753 -
„ . , - 3 397 3,397Capital projects ... j.

Other purposes - 71,049 4,739 185,012 66,858 3 7,6

Unrestricted 4,563 191,033 (UO3) IW7J
Tolal net assets S 787.418 S 314.284 8 234.110 8 703.879 S 91.223 S 1.630.W5

The notes to the financial statements are an integral partofthis statement.

ComprehensiveAnnual FinancialReportCommonwealth ofMassachusetts
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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 Total

Operatingrevenues and expenses:

S 19,079 S 27,805 S 77,567 $ 29.306 $ 34,008 S 187,765
l6O (681) 24,280 49.962 74.726

19.239 27,124 101,847 30,311 83,970 262,491

18,082 (1,811) 163,377 39,667 35,904 255,219
7,496 36,414 18,343 288 24,641 87.182
9,246 7,416 22,242 757 9,516 49.177

34.824 42,019 203,962 40,712 70,061 391,578
(15,585) (14.895) (102,115) (10,401) 13,909 (129,087)

Totaloperatingrevenues

Operating expenses:
Cost of services...

Total operating expenses
Operatingincome (loss)

Nonoperatingrevenues (expenses):
13.706 78,843 35,697 38.060 192.
3,721 222 4,609 10,037 18.

Operat
238 4,609 10,037 18.827

Interestexpci (6,884) (1,633)
-

(30,570) (47.
(6.8 1 3.474 (5,032) (12,633) (21,0

10.750 10.622 80.906 35,274 4.894 142.446Nonoperatingrevenues (expenses), net
Income(loss) before contributions

and operating transfer (4,835) (4.273) (21.209) 24,873 18.803 13,359
179.249 34,860 32.362 - \JJI 248.342
174.414 30,587 11.153 24,873 20,674 261,701Net Income (loss) for the year

613.004 283.697 222.957 178,997 70.549 1,369.204
S 787.418 $ 314,284 S 234,110 S 203,870 $ 91.223 S 1.630.905Net assets -ending

Commonwealthof Massachusetts Comprehensive Annual Financial Report
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From his first cover in 1916 tohis last in 1963, Norman Rockwellswork for The Saturday
EveningPost charmed and delighted audiences. Norman Rockwell thought ofhis 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 EveningPost covers during the 1940 s were inspired by
life on the American home front during World War II including the unforgettable Rosie the
Riveter. Among the other memorableimages of that era were illustrationsof the hapless but
lovable infantryman, Willie Gillis.

ComprehensiveAnnual FinancialReportvealth ofMassachusettsommoni

Willie Gillis: Food Package
Post cover, October 4, 1941 ©1941 SEPS: Licensed by Curtis Publishing. Indianapolis, FN.
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-1

c
Norman Rockwell

as not completed by him until the 19605. To bring the pictureThis very popular illustration, began by Rockwell in the 195
up to date, he added a 1960 s car toeach end of Main Street.

Schedule ofNet Assets by Component - Last Three Fiscal Years
Changes in Net Assets - Last Three fiscal Years
Fund Balances, Governmental Funds - Last Three Fiscal Years
Ten-YearSchedule ofRevenues and Other Financing Sources - All GovernmentalFund Typt
Ten-YearSchedule of Expenditures and Other Financing Uses by Secretariat - All GovernmentalFund Typef

Personal Income by Industry - Last Ten Calendar Years
Personal Income Tax Filers and Liability by Income Level
Ten-YearScheduleof Per Capita GeneralLong-Term Bonded Debt
Ten-Year Scheduleof Outstanding Direct Debt and StatutoryDebt Limit
Ten-Year Scheduleof Percentage ofAnnual Debt Sendee Expenditures for General Bonded Debt

To TotalExpenditures - All GovernmentalFund Types
Component UnitsRevenue Bond Coverage for the Last Ten Fiscal Years
Ten-Year Scheduleof Massachusetts and United States Resident Population
Ten-Year Scheduleof Massachusetts and United States Resident Per Capita Net Income
NonagriculturalEmployment By Sectorand Industry in Massachusetts and the United Stales
Ten-Year Schedule ofAnnualAverage CivilianLabor Force, Unemployment and Unemployment Rate
Twenty-Five Largest Private SectorMassachusetts Employers
Standard andPoors 500 Companies Headquarteredin Massachusetts
Full Time Equivalent Employees by Function / Program
Massachusetts Road Inventory>- Calendar Year End, Lane Miles by Type - Last Eight Calendar Years
Massachusetts Rea! Property Owned and Leased Annual Inventory', Acreage, Improvements and Square Footage
AverageAnnua!Medicaid Caseloadand Medicaid Expenditures
Massachusetts GeneralInformation

Statistical Section

Home for Christmas

Commonwealth of Massachusetts Comprehensive Annual Financial Repo
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become tiresome. It is we who become tii ■'hen we cease to be curious and app

Norman Rockwell Licensing, Niles, IL
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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.

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 FYO2 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 ofNet Assets by Component, last three fiscal years 139
Changes in Net Assets, last three fiscal years 140

Fund Perspective:

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

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

All Governmental Fund Types - Fund Perspective 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) 146
Personal Income Tax Filers and Liability by Income Level,

Tax Years 2002 and 1992* 148

1 Tax Year 2002 is the last “closed” tax year

Comprehensive Annual Financial ReportCommonwealth ofMassachusetts

StatisticalSection Narrative and Table of Contents
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Financial Trends
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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 ofPer Capita GeneralLong-Term Bonded Debt
Ten Year Schedule of Outstanding Direct Debt and StatutoryDebt Limit

149
150

Ten Year Schedule ofPercentage of Annual Debt Service Expenditures for General Bonded Debt to
Total Expenditures - Fund Perspective, All Governmental Fund Types

Component UnitRevenue Bond Coverage for the Last Ten Fiscal Years
152
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
Ten Year Schedule ofMassachusetts and United States Resident

154

Per Capita Net Income 155
Nonagricultural Employment By Sector and Industry in Massachusetts and

The United States for 2004 156
Ten Year Schedule of Annual Average CivilianLabor Force,

Unemployment and UnemploymentRates For Massachusetts and The United States
Largest Private Sector Employers

157
158

StandardandPoors 500 Compames Headquartered in Massachusetts 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 byFunction / Program,
Last Nine Years

Massachusetts Road Inventory, Calendar Year End, Lane Miles by Type,
Last Eight CalendarYears

CommonwealthOwned Real Property byExecutive Office, Last Ten Years 164Average annual Medicaid Caseload and Expenditures - Fund Perspective, Last Ten Fiscal Years 166

Other Information

Calculation of Transfers; Stabilization Fund...,
Calculation of Transfers: Tax Reduction Fund.

167
168Massachusetts General Informatioi 169

Commonwealth of Massachusetts Comprehensive AnnualFinancial Report
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The Problem We AllLive With appeared inLook magazine in 1964. This image ofa
young student’s courageoussteps upon entering a newly desegregated school capture:
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 forcivil 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 firstAfrican American child to enter a formerly all-white
school in New Orleans, Lousiana, was reunited with her former teacher at theopening
of the Norman Rockwell Museum exhibitionHometown Hero: Citizen of the World,
Rockwell in Stockbridge.

Comprehensive Annual FinancialReportCommonwealth of Massachusetts
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Schedule Of Net Assets by Component
Last Three Fiscal Years

(Amounts in thousands]

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)

Total governmental activities net assets S (6,341,45!) _$ (8,105,541) S (7,415,525)

Business - type activities
Invested in capital assets, net ofrelated debt
Restricted

$ 1,132,637 $ 1,073,152 $ 1,032,022
915,583 946,704 1,784,322

Unrestricted. 434.007 321.523 243,60!

Total business-type activities net assets S 2,482,227 j 2,341,379 s 3,059,949

Commonwealth net assets
-d in capital assets, net ofrelated debt $ 3,165,595 $ 4,974,159 $ 6,643,274

4,263,758 2,100,496 4,478,637Restricted.

(11,288,577) (12,838,817) (15.477.487)

Total Commonwealth net assets 5 (3,859,224) 5 (5,764,1621 s (4.355.5761

Commonwealth ofMassachusetts Comprehensive AnnualFinancial Report
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Governmentalactivities
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Changes in Net Assets
Last Three Fiscal Years

(Amounts in thousands)

2003

S 2,016,145 S 1.794,535 S 1,297,875
538,434 589,858 566,689

4,877,089 5,118,711 5,252,805
6,909,412 6.177,280 5,978,811

778.072 732,252 770,832
1,019,068 1,017,997 1,029,645

788,908 739,463 687,817
241,845 354,802 237,472
332,149 341,810 402,462
589,603 585.221 551,334

4,829,293 4,629,533 4,500,635
1,304,042 1,780,295 1,354,052
1,211,256 1,385,040 1,835,755
1,401,062 1,277,697 941,352

379,631 419,792 382,917
3,606,608 3,470,046 3,453,858

391,831 396,098 614,795
$ 31,214,448 _$ 30,810,430 S 29,859,108

S 2,461,293 S 2,589,107 S 2,183,100

Interest (unallocated).

Pens
Environmental and recreation..
Communities and development
Health and human services including elder affairs
Transportation and construction
Educati
Public sat
Consumer, Labor and Economic Development.

Depreciation (unallocated).

Total governmentalactivities.

Business - type Activities:
Unemployment compensation.

Higher Education;
1,597,676

456,022
Universityof Massachusetts.
State Colleges 425,154 418,593

Community Colleges
S 5.040.170 S 5,069,045 S 4,548.107Total business - typeactivities.

S 36,254,618 $ 35,879.475 S 34,407.214Total Commonwealth expenses.

Program Revenues (all types consolidated):
Governmental Activities:

S 7,739,588 S 6,652,039 $ 6.473.988
8,017.469 7,129,712 7,078,110

Charges for services.
Operatinggrants and contributions
Capital grants and contributions... 135

16,359,506 14,289,986 13,552.Total governmentalactivities.

Business - type Activities
Charges for services. 2,692,468 1,943,194

1,249,768 869,848Operatinggrants and contributions.
Capital grantsand contributions

Total business - type activities 3.192.962 1,824.3984,069.134

S 20,428.640 _S 17.482,948 S 15.376.834Total Commonwealth programrevenues.

General Revenues and Other Changes in Net Assets (all types ci

Governmental Activities;

>lidated):

$ 16,406,781 $ 15,161,687 S 14,688,596
1,042,704 1,179,686 (367,695)

Taxes (all types).
Investmentearnings and miscellaneous.
Transfers

191,157 13.302.29816,619,033Total governmentalactivities

Business - type Activities:
207.296 965.901
950.217 l.OIS.bO:

Investment earnings and miscellaneo

1.012.172 1.157.513 1.984.504Total business - typeactivities.

$ 17,631.205 _S 16.548.670 _S____ls ;286 i802_Total Commonwealth general revei

CHANGES IN NET ASSETS

$ 1,764,090 S (1.129,287) S (3,004,374)
41.136 (718.570) (739,705)

S 1.805.226 _S__J3J43^s7B)_

Governmental activities
Business - type activitle<
Total Commonwealth

ComprehensiveAnnual FinancialReportCommonwealth ofMassachusetts
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Medicaid.
3roup health insurance.

Direct local aid.

Governmental Activities:
General government
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Fund Balances, Governmental Funds
Last Three Fiscal Years

(Modified accrualbasis ofaccounting)

(Amounts in thousands)

2004

General Fund
$ 1,482,978 $ 690,727 S :4

1,014.46?

>375,3931,309,9172,497.44Total general fund,

All other governmental funds
1,947,897 1.474.983 1,726,590

(20,938)

Total all other governmental funds. 92,4601,926,959 711,101

$ 4,424,406 $ 2.021,018 S 2,467,853Total governmental fund balances.

Commonwealth ofMassachusetts Comprehensive Annual Financial Report
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Ten-Year Schedule OfRevenues And OtherFinancing Sources
All Governmental Fund Types - Fund Perspective

(Modified Accrual Basis of Accounting)

(Amounts in millions)

ComprehensiveAnnual Financial ReportCom mon wealth of Massachusetts
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Ten-Yoar Schedule Of Expenditures And Other Financing Uses By Secretariat
All Governmental Fund Types - Fund Perspective

(Modified Accrual Basis ofAccounting)

ComprehensiveAnnual Financial ReportCommonwealth ofMassachusetts
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Personal Income by Industry
Last Ten Calendar Years

(Amounts in millions)

2003 2002 20002001

$ 253,528 $ 249,889 S 249,243 S 240,209Total personal income.

Farm earnings 111 116
203,659 201,162 195,723Nonfarm earnings. 199,402

180,248 176,504 179,116 174,388Private earnings.
437 400Agricultural services, forestry, fishing.

Mining
410 960

360 141332 298
10,09711,779

25,519
18,346

11,463
26,675
19,685

Construe
31,272Manufacturing

Durable goods
Nondurable goods

21,622
6,989 9,6497,173

5,238
10,806
11,358

112,815

9,506Transportation and utiliti
Wholesale trade

5,140
10,350
11,660

111,346

13,411
15,308Retail trade.

Services 93,694

21,33522,04622,898
4,171

Government
Federal, civiliai
Military
State and local.

3,8944,023

597 562
17,46118,130 16,885

5.85°/5.6°/5.3%Highest Income Tax Rate.

Regional Economic Information System and the MassachmSources: U.S. Department of Commerce. Bureau ofEconomic Analy.
Department ofRe

ComprehensiveAnnualFinancial ReportCommonwealth of Massachusetts
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199419951996199719981999

J 216,221 S 203,987 S 189,885 $ 178,797 $ 168,623 $ 160,322

14816910'
125,51132,142140,371149,449

108,727114,783122,290130,778142,198154,549
58C643 600

75
5,6056,252 5,8106,889,839

22,707
15,336

23,325
15,715

24,027
16,202

26,378
17.749

25,26727,798
17,033

,629 34 1
•467,491

9,957 9,

4812,040 11,324

3.67,9 62,58074,

18,081 17,358 16,86020,472 18,67119,312
3,3803,547 3,463 3,438,545

543 >6314
13,313 12,81714,0434,5!

5.95* 5.95c
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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 ■'ear 2002
Personal

Number of

390,959 12% S 3,996,936 52%
267,206 8% 1,008,595 13%
459,053 14% 1,183,587 15%
827,075 25% 1,156,317 15%
686,444 21% 327,397 4%
677.781 20% 24.628 i%

$lOO,OOl and higher
$75,001 -$lOO,OOO
$50,001 - $75,000
$25,001 -$50,000
$lO,OOl -$25,000
$lO,OOO and lower

3,308,518 100% S 7,697.460 100%Total

Tax year 1992
Personal

Number of

120,827 4% S 1,573,635 31%
126,771 4% 578,044 11%

338,707 12% 1,045,710 21%
762,020 27% 1,316,342 26%
780,544 28% 526,648 10%
690.355 25% 27.206 J%

$lOO,OOl and higher
$75,001 -$lOO,OOO
$50,001 -$75,000
$25,001 -$50,000
$lO,OOl -$25,000
$lO,OOO and lower

2,819,224 100% $ 5,067,585 100%Total

Source: Massachusetts Department ofRevenue - data is from last closed tax

Comprehensive AnnualFinancial ReportCommonwealth of Massachusetts

Percentage Income Tax Percentage
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Percentage Income Tax Percentage
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Ten-Year Schedule Of Per Capita General Long-Term Bonded Debt

(Amounts in thousands)

Massachusetts Total I<
Fiscal year ended Resident term bonds and Per capita

June 30 Population (l> notes payable long-term debt

$ 17,382,172 $2004

15,962.506 2.494:

14,955,135 2.34

999.454

2,383,1'

44 11,808,461

10,271,294

9.628,466 1.6

ed States Census Bureau Data. Population data is reported
r S CensusBureau )//;

Per Capita Direct Commonwealth Debt 1995 - 2004
usandi

Commonwealth ofMassachusetts Comprehensive AnnualFinancial Report
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Ten-Year Schedule ofOutstanding Direct Debtand Statutory Debt Limit

(Amounts in thousands)

2004

Balanceas ol'Ju S 15,962,506 S 14,955,135 S 13,999,454

:iuded b;

J69)

Chapter sof the Acts of 1992 bonds principal.

■bt

Premium / (Discount) and
F bonds principal.

ANs) principmt antic ip;

MBTA forward fundingbonds principal. ,027) (680,

Special obligation bonds principal(I) (1,347,882) (748,124) (772,812]

Outstanding statutorily defined di

ily defined direct deb

Debt margin (Debt limit less direct di

Debt marginas a percentage of direct deb

(I) Inclusiveof Crossover RefundingAi

Outstanding Bonded Debt, Statutory Direct Debt and Statutory Debt Limit
1995-2004

Comprehensive Annual FinancialReportCommonwealth ofMassachusetts
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1996

$ 11,078,603 S 10,271.294 $ 10,065.578 S 9,628,466

44,

20.971 $ 9,516,320 S 9047.467 S 8.752,333 $ 8.140,106 S 7,625,462

>49,032 S 10,046,697 $ 9,568.283 S 9,112,650 S 8,678,715

S s$

5.44'

Commonwealth of Massachusetts Comprehensive Annual Financial Report
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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

Debt Service to Total Expenditures Ratio 1995 - 2004

20040011997 1998 1999

C omprehensiveAnnualFinancial Report
ommonwealth ofMassachusetts

(Amounts in millions)
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Component Units Revenue Bond Coverage
For The Last Ten Fiscal Years

(Amounts in thousands)

debi :b
with revenue bonds out?

fificc of tl

Component Units Revenue Bond Coverage 1995 - 2004

Commonwealth ofMassachusetts Comprehensive Annual Financial Report

the regular recurring operating income (loss) plus operati
on of only those Authorities with revenue bonds outstand
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Ten-Year Schedule Of Massachusetts And United States Resident Population

Commonwealth ofMassachusetts Comprehensive Annual Financial Report

(Amounts in thousands]

Massachusetts and United States Estimated Year- to- Year Population Change
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Ten-Year Schedule Of Massachusetts And United States Resident Per Capita Net Income

U Massach
-hangYe< Massachusetts (1) Change

$ 32,892 S 40,924 4.5' 124.4'

30.53

131 3.8- 28 8-

6.5'

35.

5.6 6

25.874 ,8'

4 4.5' 119.1

mt ofCommerce. Bureau ofEconomic Analysis. 2004 ofJune 30. 2004.
United States CensusBureau Data. Population da■

Buri

Massachusetts vs. United States Year- to- Year Per CapitaNet Income Change
1995 - 2004

Commonwealth ofMassachusetts Comprehensive AnnualFinancial Report
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Nonagricultural Employment By Sector and Industry
In Massachusetts And The United States For 2004

Type of industry

Manufacturing - Durable

Non-manufi

Con;

Transpt

Education and health

Financial activiti

In

Leisure and hospitality

Professional and

Other s<

Federal, state and local govemi

Total Non-manufacturing

Total

Federal Reserve Bank ofBoston - Bureau ofLabor Statistics. August 2004f0r Jun

Massachusetts Employment by Industry
June 2004

United States Employmentby Industry

idc-
instructionand transportation and construction and transportationand

Comprehensive AnnualFinancial Report
Commonwealth ofMassachusetts

(Amounts in thousands)
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Ten-Year Schedule Of Annual Average Civilian Labor Force,
UnemploymentAnd Unemployment Rates
For Massachusetts And The United States

[Amounts in thousands)

Massachusetts United States
Massachusert!

Lai Unemployment Labor tempi oyment Ra
Unemployment Rati Force Unemployment Rate % of U.S. RatiY

)4 3.4i 47,279 8,248

47, 35896 6.4C 88.

44, 8,46! 5.8‘

95 6,526 'B.4'

1 4.0 >6.4'

4,

.4; 6 4,

1 99

33,697 7,095

Bureau ofLabor Statistics, September 2004 Amounts and rates previous from 1998 through 2002 have h
T

~.eand nonaericulturalemployment is agricultural employment. Seasonally adjusted.

Massachusetts and United States Unemployment Rates
Seasonally Adjusted June 1995 - June 2004

Massach

Commonwealth ofMassachusetts Comprehensive AnnualFinancial Report
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Largest Private Sector Massachusetts Employers
(Alphabetical Order)

Product or
ServiceHeadquarters■mplover

HospitalSpringfieldBay State Medical Center, Int
HospitalBostonBeth Israel Deaconess Medical Center

Boston Medical Center Corporation
Boston University

Hospital
University

Boston

Boston

HospitalBostonBrigham and Women's Hospital. Inc
DeMoulas Supermarkets, Inc. Tewksbury Supermarket

Computer Storage &

PeripheralsHopkintonEMC Corporation
Boston BankingFleetßoston Financial Corp. (1)

Friendly Ice Cream Corporation
General Hospital Corporation
Massachusetts Institute of Technology
New' England Medical Center

Wilbraham Restaurants

Boston Hospital

Cambridge University

Boston Hospital

BostonPresident and Fellows of Harvard Colie,
Raytheon Company Lexington Electronics / Defense

West Bridgewater Supermarket

New Bedford Hospital
Shawls Supermarkets, Inc.
Southcoast Hospitals Group

Boston BankingState Street Bank and Trust Company

The Children's Hospital Corporation
Tufts University

Boston Hospital

Medford

Worcester HospitalUMASS Memorial Medical Center, Inc
VerizonNew England, Inc. Boston Telecommunicatioi

Massachusetts Department ofEmployment and Training - March 2004 survey. In addition. Ho

USA. Inc., S&S Credit Company. Inc., The May Department Stores Company, UnitedParcel Service. In.

Wal-Mart Associates, Inc. are all large Massachusetts employers, but are headquartered outsideof
Massachusetts. Verizon New England is it subsidiary of Verizon Communications, headquartered in Ne
York.
(1) Fleetßoston Financial has been merged with the Bank ofAmerica as of April 2004. Therefore, Jot
FY2OOS's listing, it will not appe

Comprehensive Annual Financial ReportCommonwealth ofMassachusetts
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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 (Smillions) 2004 2003

SLexington Aerospace & Dcfens
FBF 14,3(

X Framingham Apparel Retail
Framingham Specialty St >33 13,18

in Hancock FinancialServices JHF Boston Diversified Fin:
Boston Personal Produc

ration EMC Hopkinton Computer Storage & Peripherals
Bank and Trust Company STT Boston Diversified Financial Services 19,85( 4(

3.4i 48:
BSX Nadck Health Care Equipi 3.47(

d Electron TMO Waltham Electronic Equipment &It
Devices ADI Norwood Semiconductors

PerkmElmer, Inc. PKJ Wellesley Electronic Equipment & Ins
TER Be

ird Electronic Equipment & Instruments 3,9(
Electronic Equipment &

arametric Technology PMTC Needham Appl

Mutual Life Insurance.Libert, MutualInsurant, Croup. BJ's Wholesale Club and AUmerica Financial are pan oftheFortune SOO.but are n,

rd&

FY2oos's listing.

Commonwealth of Massachm Comprehensive Annual f inancial Hep,
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Full Time Equivalent Employees
By Function I Program

Last Nine Years

Functions / Programs

General Government.
Judiciary

Environmental and recreation...
Health and human services
Transportation and construction.
Education
Public safety
Consumer....
Higher Education:

12,513 11,821
3,957 3,812

12,356University of Massachusett:
State colleges 3,812 4,026,914

4,7;4,408 4,340Community college, 4,219

Totals 76,120 78,328 78,501 83.886
Percentage Change . -3% 0% -6% 1%

Source: Office of the State Comptroller. FY 2001 to FY 2004, University ofMassachusetts reported
by the University. Measurement date is the closest payperiod end to June 30.

ComprehensiveAnnualFinancial ReportCommonwealth ofMassachusetts

22,229 23,087 23,269 25,143

14,752
2,468

13,578
569

,300

579 545

13,964 14,446
2,322 2,382

1,794 1,843 1,820 2,094
530
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Change

2004 from
1999 1998 1997 1996 1996

6,286 6,034 5,853 5,758 5,442

13%8,054 7,836 7,313 6,790 6,305

■12%3,147 3,100 3,001 2,986 2,961
25,215 24,899 24,817 24,818 25,057 11%

2,283 2,279 2,350 -24'
516 491 471 442 488 17°/

14,430 13,703 11,784 10,835 10,712
2,504 2,506 2,504 2,583 2,663 14%

12,467 13,687 13,308
3,824 3,7373,9 3,883 3,737 5%

4,470 4,26 4.102 4,005

82,894 81,642 80,172 78,104 77,028 •1%
2% 3% 1%

Commonwealth ofMassachusetts Comprehensive Annual Financial Report
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Massachusetts Road Inventory
Calendar Year End, Lane Miles by Type

Last Eight Calendar Years

Year Interstate Arterial Collector Local Total % Change Total Urban Total Rural

3,186 13,513 10,950

3,186 13,513 10,950 42,654 70,295 0.21% 68.7% 31
3,186 13,478 10,946 42,539 70,149 0.28% 68.7% 31.3*

3,184 13,498 10,936

3,182 13,509 10,935

3,173 13,536 10,935

3,173 13,515 10,929

3,172 13,495 10,941

Source: Massachusetts Highway Department, Bureau ofTr msportation Planning and Development
Annual Road Inventory Reports. Exclusiveof shoulders. 2003 was not updatedfrom 2002.
2004's annual survey is to expected to be released in January 2005. 1995 and before is
unavailable, but is not expected tobe materially different from 1996 and forward.

Comprehensive Annual Financial ReportCommonwealth ofMassachusetts
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Massachusetts Real Property Owned and Leased
Annual Inventory, Acreage, Improvements and Square Footage

Last Ten Years

Survey Yei Survey Year Survey Year Survey Year Survey Year
20012003Functions / Programs 2004 2000

General Government:
Total Acreage
Number of Improvemei
Gross square footage..,

2,486 3,137 3,750 4,142 3,476

263 395306 469
8,315,791 8,802,8218,428,905 10,124,543 12,346,526

113114Total Acreage
6868 62Number of Improvements.

Gross square footage
68

4.884,206 4,887,321 4.582,2994,952,821 4.0*

Environmental and recreatu
Total Acreage 539,708 511,732 494,093 482,854553,128

1,960 2,042 1,727 I,1,973Number of Improvements.
Gross square footage 101,935 6,933,9566,881,350 6,965,5076.956,441

Economic development:
Total Acreage

6 6Numberof Improvements
Gross square footage 76,81276,81276,812

Health and Human Services;

Total Acreage 7,7847,284
1,068 1,110 854997Numberof Improvements

Gross square footage 13,339,508 13,669,358 12,446,222 12,839,04212,493,551

Transportation and constructior
Total Acreage 7,6037,513

909NumberofImprovements.
Gross square footage 4,989,7884,821,599

Educati
234Total Acreage.

44Number of Improvements.
Gross square footage

Public Safety:
Total Acreage. 17,36617,454

1,037Number of Improvements.
13,131,414ss square footage

Higher Education:
Total Acreage.. 6,9297,163

939Numberof Improvements.
Gross square footage 18,923.27126,420,40430,728,820

Totals for Commonwealth:
Total Acreage

526,363537.985595,378
5,4315,4416,279Number of Improvement}

Gross square footage
77.953,68875,810,97481,680,986

Percentage Change for Commonwealth:
Total Acreage 2.1%

0.4%
5.6%

2.2*
0.2*

3.3%2.1%
-0.7%
-1.1%

22.1%Number of Improvement}
Gross square footage -2.7*12.5%

of Capital Asset Management. 2002's Ic >ge change
Source: Executive Office ofAdministration and Finance. Di\

was due to the absorption ofcounty properties.

AnnualFinancialReportComprehensiveCommonwealth ofMassachusetts
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y v y'Y
)6

4: 4'
,4(,4f

4(

4‘

'I1 U
54

,4S

115.368
5,409

I* 492,85 468,545 4.8'
>8 II ,4(

A. 784,44' ,88* .124

1.

1 17.4'
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C

Average Annual Medicaid Caseload
and Medicaid Expenditures - Fund Perspective - Last Ten Fiscal Years

(Caseload amounts in thousands, Expenditure amounts in Millions)

MedicaidilAverage AnnulFiscal year ended Average

Expenditures per CaseCaseloadJune 30 expenditures

$ 5,946,1082004 $

4298' 5,61

5.

4,7619482001

819;

4,33<3,BS31999

3.1998

3.49731997

4.7.3,2416851996

4.669519!

tirce:Executive OfficeforHealth and HumanServices. 2004 average annual caseload

Average Annual Caseload and Medicaid Expenditures 1995-2004

1 $7,0

s6,o

HI 55.0

1,200

1,000

-S 800
54,0

600 | m m m
S3,

400

$l,O200

1995 1996 1997 1998 1999 2000 2001 2002 2003 2004

-55 Expenditures —+~~ Average Caseload

ComprehensiveAnnual financial Report
om m on wealth ofMassachitsetts
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Calculation of Transfers; Stabilization Fund
June 30. 2004

(Amounts in thousands)

his statement is prepared on the statutory basis ofaccounting pursuant to General Laws Chapter 29, Section sc, as amended most recently b)
hapler 140of the Acts of 2003, Sections 111 and 136. It presents information contained in the official books and accounting records
the Commonwealth. Financial 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 Lai

$ 1,497,397General Fund
HighwayFund
Workforce Training Fund
Federal Medicaid Assistance Percentage Escrow Fund
Massachusetts Tourism Fund 14,900

Children's and Seniors' Health Care Assistance Fund 161,665;

lidated undesignated fund balance / (deficit) in the Operati ig Funds. S 743,7;

Amountavailable tocany forward to fiscal year2005 equivalent to 0.5% of Total Tax Revenue per
Schedule B

Net Consolidated Net Surplus / (deficit) to be deposited into the Stabilization Fund
per Chapter 26 of the Acts of 2003, Section 164 $ 663,457

Part 2: Calculation of Transfers to the Stabilization Fund, except for funds specifically exempted by General Law:

From the General F $ 538,926
From the Workforce Training

ral MedicaidAs Escrow Fum
From the Massachusetts T
Total transfers to the Stabilization Fund 663,457

idated N< Undesignated Fund Balance/ (deficit):ization Fund transfi

General Fund
Highway Fum

$ 958,471
[716.533

Health Care Assistance F

Consolidated Net Surplus after the annual transfer. S 80,273

lization Fund

$ 641
Net Surplus pi

lus: Recoveries of Central Artery Project Costs pursuant to Chapter 4, Section 83 of the Acts of 2003.

ess: Transfers and Appropriations from the St
Chapter 140of the Acts of 2003,Section 123 ~

ibilization Fund during FY
S (99,815)

(33,633)Chapter 141of the Ac
Chapter 141of the Ac

'haptcr 352 of the Acts of 2004 Appropnal 381,433)

"ransfers and Appropriations from the Stabilization Fund.

hapter 62F, Section 6A, the lesser of its balance or the subtotal above . 357.465

id ApprcNet Transfers and Appropriations from the Stabilization Fund during FY 200<
Reserved for Stabilization - Balance as of June 30, 2004 S 1.137,320

Part 3:

Part 4: F

Commonwealth of Massachusetts Comprehensive Annual Financial Report
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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 theofficial books and accountingrecords of the
Commonwealth. Supporting information is presented in individual schedules, as indicated, and in theFinancial Section
of this report.

The computation is as follows:

Part 1: Comparison of StabilizationFund, after current fiscal year transfers,
to 15% ofBudgeted Revenues and Other Financial Resources:

Undesignated Fund Balance in the Stabilization Fund $ 1,137,320

Allowable Stabilization Balance (per Schedule B) 3,697,771

Stabilization Fund Excess, ifany, transferable to Tax Reduction Fund _S

Part 2: Status of Stabilization Fund after transfers:

Stabilization Fund Balance $ 1,137,320
Transfer to Tax Reduction Fund

Stabilization Fund Balance after transfer to Tax Reduction Fund $ 1,137,320

Part 3: Status ofTax Reduction Fund after transfers:

Tax Reduction Fund Balance S
Transfers from StabilizationFund

Tax Reduction Fund Balance after transfers S

Comprehensive Annual FinancialReportCommonwealth ofMassachusetts
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*rt

Capital: Boston
Nickname; Bay StateAdmitted to Union (6,h State); 1788

Population: 6,4336,433,422

The State Flag is white, bearing onboth
sides a representation of the coat ofarms. It
was adopted in its final formin 1971; before
that, theobverse side depicted a pine tree.

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
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 comer of the field, above his
right arm, bent at the elbow, clothed and ruffled, with thehand grasping a
broadsword.”

The State FishThe State Flower

7£aJ|r

The Cod, a soft-finned fish,
usually 10-20bs. A sculpture of a The Black Capped Chickadee
cod hangs in the House of
Representatives as a tribute to this
useful aquatic creature.

% m)
The American Elm was adopted I | 1I [
as the official tree March 21, 1941

The Lady Bug to commemorate the fact that
General George Washington took Ihe Boston Terrier, the first purebred
command of the Continental Army developed in America (1869), is a
beneath one on Cambridge cross between an English bulldog
Common in 1775. an EnSlish terrier

Beverage: Cranberry Jui Horse: The Morgan lh
Bean: Navy Bean

Muffin; The
Cookie: Ch

nm Muf
Dessert: Boston Cream Pie date Chip

The State Bird

MASSACHUSETTS GENERAL INFORMATION

The State FlagThe State Seal

The State Seal, adopted by Governor John Hancock and the Council on

The State DogThe State TreeThe State Insect

C

Commonwealth ofMassachusetts ComprehensiveAnnual Financial Repo
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Museum Interior

“Rockwell’s paintings reflected American society and influenced generations of illustrators,” says Museum
Director Laurie Norton Moffatt. “He chronicled life in the United States during most of the 20th century and
showed us America’s fundamental ideals of democracy, freedom, and human dignity. And he is fun! As the
Museum dedicated to Rockwell's legacy, we want to show how his work fits into thegreater scheme of modern
culture and illustration.”

ComprehensiveAnnual Financial ReportCommonwealth ofMassachusetts
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