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December27,2002

The HonorableMayor and
Membersof the City Council:

We arepleasedto submit to you theComprehensiveAnnual FinancialReport(CAFR)of the
City of Boston (City) for the fiscal year endedJune30, 2002. The accuracyof the financial
statementstogetherwith thecompletenessandfairnessof their presentationare theresponsibility
of the City’s management. The encloseddata is accuratein all material respectsand all
disclosuresnecessaryhavebeenincludedto fairly presentthefinancialposition of theCity. The
financialpositionandresultsof operationsof thevariousfundshavebeenpreparedin accordance
with generally acceptedaccountingprinciples (GAAP), as establishedby the Governmental
AccountingStandardsBoard (GASB). All requirementsof Statefinancelaw of the Common-
wealthofMassachusettsandtheCity Charterhavealsobeensatisfied.

This report is presentedin three sections: (1) the IntroductorySection includes genera]
informationaboutthe City and summarizesfinancialactivity for thefiscal year;(2) theFinancial
Section includesthe independentAuditors’ Report on the City’s Basic Financial Statements,
Management’sDiscussionand Analysis,theBasic FinancialStatementsand the Combiningand
Individual FundFinancial Statementsand Schedulesfor the various funds including required
supplementalinformation; and (3) the Statistical Section includes financial data, debt
computations,and a variety of demographic,economicand supplementalstatisticalinformation
concerningtheCity.

In addition to the Basic Financial Statementsof the City, this reportincludesinformation
pertainingto componentunits includedin the City’s reportingentity becauseof thesignificance
of their operationaland/orfinancial relationshipwith the City asrequiredby GASB Statement
No. 14. The State-BostonRetirement System (SBRS) has been presentedas a blended
componentunit becauseit provides servicesalmost exclusively to the primary government.
Discretelypresentedcomponentunits are reportedin a separatecolumn to emphasizethat they
arelegally separatefrom theCity but are includedbecausetheCity is financiallyaccountablefor
and is able to imposeits will on the organizations.The following componentunits havebeen
discretely presentedin the Basic Financial Statements:Boston Public Health Commission,
Boston RedevelopmentAuthority, theTrusteesof thePublicLibrary of theCity of Boston, and
theEconomicDevelopmentIndustrialCorporation.

ThomasM. Menino, Mayor
Sally 11 Clora, City Auditor



City of Boston, Massachusetts

EconomicConditions and Outlook

The City of Boston is the economichub of both the Commonwealthof Massachusettsand
theNew Englandregion. It is acenterfor professional,business,financial,highereducationand
medical servicesas well as transportation,communication,export, cultural and entertainment
activities. Boston is also the statecapital and the host to severalfederalagencyoffices. High
technology,tourism,researchand development,manufacturing,andwholesaledistributionsalso
contributeto theeconomyof theCity and its suburbs.TheCity’s economycontinuedto perform
favorablydespitetheeconomicslowdownstarting in mid-2001,which wascompoundedby the
eventsof September117 2001.

Eachye~rsince1996Bostonhasbeenupgradedby oneof its ratingagencies.Thefinancial
marketsexpressedtheir confidencein Boston’sfiscal healthwhenStandard& Poor’supgradedthe
City’s bondratingfrom AA- to AAA in February2002. FitchalsoupgradedtheCity’s bondrating,
assigningaratingof AAA in February2002, which wasup from AA-. Credit ratingsasofJune30,
2002 assignedby Moody’s, Standard& Poor’s and Fitch are Aa2, AA- and AA- respectively.
Factors contributing to the confidencein Boston are its dominant role in the New England
economy,the establishedtrackrecordof effectivefinancialmanagementandtheCity’s continued
conservativedebtmanagementandcapitalplanning. -
Overview of Local Economy

As aresultof the eventsof September11, Boston’snine-yeareconomicexpansioncameto
an endas aneconomicslowdowntookhold in 2001. Thenumberof jobs in theCity reachedan
all-time high in theyear2000,while partialdatafor 2001 reveala muchsmallerincreasethanin
1999 and 2000. Although unemploymentstartedto rise in early 2001, the City’s rateremains
betterthan the nation’s averageas of June2002. Boston’s diverseeconomyis madeup of
financial and businessservices, researchand development,health care and higher education,
tourismandretail trade. Boston’shousingmarketremainedstrongin 2001, althoughtheoffice,
hotel, andtourismsegmentssloweddown somewhat.

Employment

Thecalendaryear2001 annualunemploymentratefor theCity reached4.1 % comparedwith
Massachusetts’sunemploymentfigure of 3.7%.Thenation’srate is 4.8%. EventhoughBoston’s
2001 ratewas well abovethe2000rateof 2.9%,it remainsbetterthanthenationalrate.

CommercialOfficeMarket

As of December31, 2001, Spaulding& Slyc, a local realestatebroker,reportedthevacancy
rateat 5.2% and an availability rateof 11.7%whenspacefor sublettingwasincluded. Clearly,
the office marketwasaffectedby the economicslowdown in 2001. However,Boston still had
the fifth lowestoffice vacancyrateof the top twenty marketsaccordingto CB RichardEllis, an
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Office Vacancyindex. GB RichardEllis is the world’s largestcommercialreal estateservices
company.Theaveragerent is downfrom $55 to $40 persquarefoot this year.

Threeoffice projects,totaling 1.2 million squarefeetof space,were completedin 2000.
Additionally, threeprojects,amountingto 2.0 million squarefeetof space,openedin 2001. As
of December2001, five major downtown office projects,with 3.1 million squarefeet of new
office space,were under constructionfor completion during the 2002 to 2004 time period.
Beyond2004,severalmoreprojectsare in theplanningstages.

Hotel Market

Boston’s hotel market, which had beenone of the nation’s strongest,suffered from the
economic slowdown beginning in mid-2001 and the effects of SeptemberIl on travel and
tourism. Belowis acomparisonof themostrecentdatafrom 1999 through2001:

After a 3,1% increasefrom 1999to 2000,theratein 2001 declinedby 8.5%.

Perdiemroomratesalso tooka fall afterthe economicslowdownin 2001,finishing at

$180.

OccupancyRate
1999-2001

* 78.2%
80.0/a ,.~ ~ ~

I t: I ±~

2000 2001

Year

1999

Room Rates
1999 - 2001

______ $197
2 $200 1 - ~$T9V’~ —~-~-- ___ ________

~ L j~T~•____ :‘ _______

o $180-.-—----~. - ..—I
~ $1704-—-’ , Li± ~_iI ~

1999 2000 2001

Year

III



City of Boston, Massachusetts

Hotel room constructionhas added2,569 rooms from July 1997 to March 2002. An
additional 779 rooms will be added with the completion of four new hotels currently under
construction. Sixteen additional hotel projects haveeither receivedapprovalor havefiled for
approvalwith theBoston RedevelopmentAuthority (furtherreferredto in this documentasBRA).
If built, thereis potentialfor another5,072rooms.

Housing Market

Throughoutthe City there were 7,996 residential sales during the first ten monthsof
calendaryear 2001, a drop of 10.4% from 2000. Medianprices for an existing single-family
homeescalatedfrom thefourth quarterin 2000to the fourth quarterin 2001 by 21.8%.Pricesfor
a single-family home during the fourth quarter of 2001 averaged$229,000. Prices for a
condominiumaveraged$252,250at year-ending2001.

RetailMarket

Retail marketsremainstrong.There arenow 21 neighborhoodbusinessdistricts selectedfor
the Main StreetsProgram,which is a public-privateinitiative of the City, establishedin 1995 to
revitalize neighborhoodcommercial districts through locally establishedorganizations: As of
December2001, it hasgenerated386 newandexpandedbusinesses,created2,761 newjobs, and
providedfor 227 storefrontimprovements. ThroughDecember2001, the Main StreetsProgram
generated$638,000in public sectorinvestment.This camein the form of physicalimprovement
grants,which in turn leveragedan additional $2.0million in privateinvestment.

Additionally, three major retail developmentsare now operational. These include the
200,000squarefeetof retail andtheaterspaceat MillenniumPlaceonLower WashingtonStreet,
two buildingsin DudleySquare(PalladiumHall andFairfieldBuilding) renovatedto includefirst
floor retail space, and a 74,000 square foot retail complex in the Grove HaIl section of
Dorchester,where the secondand final phasewas completedand becameoperational in
Novemberof 2001.

ActiveConstructionProjects

Fiscal 2001 building permit revenueswere reportedat $27.2 million for the year. This
representsan increaseof $9.3 million from building permit revenuesof $17.9 million reportedin
fiscal 2000. For fiscal 2002,$19.1 million in permitswasreceived. Although this is a significant
decreasefrom fiscal 2001, whererecordrevenuewasgeneratedfrom building permits,thereis. still
a6% increaseover 2000revenue.

Through theyear2004, theBoston metropolitanareacontinuesto be thesite of severalmajor
public sectorprojectsincluding thedepressionof the CentralArtery andtheconstructionof a four-
lanewnne] underBostonHarbor. Duringthe peakconstructionyearsfrom 1998 through2001, it is
estimatedthat transportationprojects have employed approximately5,000 on-site workersand
10,000auxiliary workers.
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A long-rangecapital programof approximately$3.0 billion has been developedby the
MassachusettsPort Authority for improvementsto its facilities, mostof which are locatedin the
City. Logan internationalAirport is undergoingamajormodernization,improvedwalkways,new
roadwaysignage,and major terminal renovationsare amongthe plannedchanges.A 3,150 ear-
parkinggarageand a 600-room hotel are completeandoperational.Constructioncontinueson a
double-deckedroadwaysystemattheairport.

The MassachusettsWater ResourcesAuthority (further referred to in this documentas
MWRA) is planning to spendan estimated$1.50 billion for the next ten years on water and
wastewatersystemimprovements.The largestexpenditureswill be for the Walnut Hill Water
TreatmentPlant to improvewaterstoragefacilities and reductionsin combinedseweroverflows.
Small areasof theseimprovementsarelocatedin Bostonproper,butareexpectedto providemajor
improvementsin theinfrastructurethat servestheCity.

The City and the MassachusettsConvention CenterAuthority (further referred to in this
documentas MCCA) are in the processof constructingthe Boston Convention and Exhibition
Center(further referredto in this documentasBCEC) on a60-acresiteon SummerStreetin the
SouthBoston SeaportDistrict. The 1.6 million square-footfacility, expectedto openfor operations
in fiscal year2004,will includeapproximately516,000squarefeetof contiguousexhibition space
on one level, 160,000squarefeetof meetingspaceand a 41,000 square-footballroom on other
levels,as well as banquetand lecmre halls. TheBRA has beenresponsiblefor siteacquisition,
demolition, sitepreparation,and environmentalremediation,and theBRA will conveythesite to
theMCCA for anominalconsideration.

In lieu of therecentsaleof theBostonRed Soxbaseballfranchise,thepreviousowner’splans
for a new ballpark are now defunct. This pavesthe way for the currentowners to developa
proposalfor renovationof the existing FenwayPark or a new park. Such developmentswould
requireapprovalby theStateandCity.

Tourism

The GreaterBoston Conventionand Visitors Bureau(further referredto in this documentas
CVJ3) estimated that 12.6 million domestic and international visitors visited the Boston
metropolitanareain 2001,downby 6.0% from the 13.5 million visitors in 2000. Visitor datafor
2002 is expectedto showa declinedue to theeconomicslowdownon travel andthe compounding
effectof September11. Thelatestdataon theeffectsof theeconomicimpactof tourism from the
CVB showsthat, for thefive county regionof greaterBoston,anestimated$7.50billion was spent
on hotel accommodations,meals,entertainment,shopping,transportationandotherservicesduring
2001.

Boston is an attractivedestinationfor conventionsand meetings. In 2001, Boston was
estimatedto have hosted2.8 million conventionand meetingvisitors, including 15 citywide
conventions,ranging in size from 3,000 to 27,000 attendees. Therewere also 64 college
commencementsin a six-weekperiodin May andJune.
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Future EconomicOutlook

Boston’s economicoutlook is for the slowdown which beganin mid 2001 to continue.
Investmentby theprivate sectorfor active constructionprojectswas $3.10billion in fiscal year
2001. In 2002 total constructionsdollarswere at $2.24 billion, or a $900 million decreasein
constructionfrom fiscal 2001. This resultedin permit revenueof $19.! million for fiscal 2002.

City revenuesourcesand thoseof the Commonwealthof Massachusettsfund the current
constructionof theBCEC. The City is responsiblefor $157.8million of thetotal $700.0million
investment. Once completed,this site will generate3,000 permanentjobs and increaseretail
salesactivity.

Despite the slowereconomy,private and public investmentsin the City’s buildings and
infrastructurestill serveas a generatorofjobs, additionalfederal funds andcontinuedeconomic
growth.

Major Initiatives

ThomasM. Menino, Mayor of the City of Boston,was re-electedin November200! to a
third four-yearterm,which expires in January2006. His commitmentto promoting initiatives
continuesin theareasofpublic education,public safety,housingand neighborhooddevelopment,
and economicdevelopmentwithin theCity.

Public Education

Efforts continueto reformour schools. Bostonis thefirst majorurbanpublic schooldistrict
to haveeveryschoolconnectedto theInternet.The student-to-computerratio is 6:1. Computers
and technologyhavebecomemoreaccessibleto youth, as a resultof anew technologyinitiative
called Kids Compute2001. Additionally, $250.0million from various funding sourcesis being
investedin technology,schoolyardsandschools.

Boston is the only school district in the countrysingledout with a renewalgrantfrom the
AnnenbergFoundation. TheFoundationhasawardedBoston a secondgrantof $10.0 million for
innovativeprogramsin individual schools. The Foundationis a ten-yeareffort to meetliteracy
requirementsto betterpreparestudentsfor graduationand continuingeducation. Unlike thefirst
$10.0 million grant, the secondgrant awardedin 2001, which runs through 2006, has no
matchingrequirements.Thegrant is actuallyawardedto theBoston Plan for Excellence,a local
schoolfoundation. TheBoston Planfor Excellenceadministersthegrantin conjunctionwith the
City’s schooldistrict.

TheBostonPublicSchools(furtherreferredto in this documentasBPS)has a long-running
•traditionof workingwith numerousindependentorganizationsto helpbringadditional resources,
expertise,and guidanceto the youth of Boston andBPS students.For theTechnologyInitiative,
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over 100 businesseshave contributedin the form of direct partnershipswith the schoolsand
otherformsof system-wideassistance.ReadBostonwaslaunchedfive yearsago. It is a literacy
campaignthat continuesto tutor children in readingevery week with the assistanceof 1,500
volunteers.

Public Safely

During thenine yearsthat theMayor hasbeen in office, 750 new police officers havebeen
put on the streetsand 250 drug denshave beentransformedinto safe neighborhoodhomes.
During this time, therewere increasesin staffing to supportthe state-of-the-artcrime lab at
police headquarters.More treatmentcenterswere createdto supportand counselpeoplefor
substanceabuseand mental illness. Additionally, the administrationlauncheda campaign
programalertingyoungadultsaboutdomesticviolence. All of thesechangeshaveresultedin the
lowestcrime level in 30 years.

TheMayorappointedtheO’TooleCommissionto makerecommendationsfor theoperations
andorganizationwithin theFire Department.TheFire Department’sbudgetincorporatedseveral
of the recommendationsmade in the O’Toole Commissionreport. Theseefforts include a
reduction in thenumberof firefighters injuredon duty, improvementsin schedulingstaff, and a
concentratedeffort to reverse the pattern of escalatingovertime costs. In addition, the
departmentwill enhanceits emergencymanagementand preparednessprogram initiatives by
creatinga SpecialOperationsCommandto more efficiently operate, train, equip and staff its
emergencyservices.

HousingandNeighborhoodDevelopment

Overthelastdecade,Bostonhasworkedwith local collegesanduniversitiesto create
10,000dormitory bedsto helpeasethehousingcrisis in theneighborhoods.Thereis
approximately$600.0million in pendingStateLegislationthat couldbe usedto build housing
for Massachusetts’familiesandthereis a$13.0million commitmentby theCity for further
appropriationfor the“LeadingtheWay” Program

TheCity cannotsolveits housingcrisis without acommitmentfrom thefederalgovernment.
TheHOME InvestmentPartnershipProgramis an entitlementgrantfrom BUD to supportthe
developmentof affordablehousing. Boston expended$8.8 million in this programin FY01 and
$8.0million in FY02. Eligible activities includenewconstructionorrehabilitationofhousing,
tenant-basedrentalassistancefor up to two years,andassistanceto first-time homebuyers.All
HOME funds areusedto benefitlow andmoderate-incomehouseholds.Fifteenpercentof
HOME fundsaresetasidefor projectssponsoredby CommunityHousingDevelopment
Organizationsand5%aresetasidefor their operatingcosts.

BUD alsoawardedaShelterPIusCaregrantto the City of Boston in theamountof $5.3
million in November2001. TheDepartmentof NeighborhoodDevelopmentadministersthe
ShelterPlusCaregrantthat providesrental assistanceforhomelesspeoplewith disabilities,
primarily thosewith seriousmentalillness,chronicproblemswith alcoholandlordrugs.
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EconomicDevelopment

Public and private investmentsin entertainmentand infrastructureare providing additional
revenueandfuturegrowthfor theCity andits residents.

The Office of EnvironmentalServices, in conjunctionwith Savethe Harbor/Savethe Bay,
pians to build theSouth Bay HarborTrail. On April 22, 2001, Mayor Menino, announceda$2.0
million stategrant to Public Works Economic Development for infrastructureimprovements,
includingpedestrianandbicycle amenities,to theCrosstownCenterdevelopmentwhich will abut
theproposedSouthBayHarborTrail at MelneaCassBoulevardandMassachusettsAvenue.

Ten percentof the City’s populationresidesin the areadesignatedasthe Empowerment
Zone (further referred to in this document as EZ). The population of this areahas an
unemploymentrateof 16.1%, and43%of adultsover theageof 25 havelessthanahigh school
diploma (Thesefigures are as of the 1990 Census). Goals of the EZ include: job creation,
businessdevelopment,homeownershipopportunities,affordablehousingcreation,transitsystem
improvements,computertechnologytraining,andjob trainingandeducationalefforts.

Section 108 LoanProjectfundsareavailableto eligible cities from BUD on an application
basis. The EconomicDevelopmentInitiative Program(furtherreferredto in this documentas
EDfl is a special BUD program that makes grants available to cities to spur economic
opportunity. EDT grantsmust be usedin conjunctionwith Section 108 Loan funds. The City
securesthesefunds, which can only be usedfor economicdevelopmentprojects. The City
receiveda multi-year grant of $22.0 million to be usedin conjunctionwith $22.0 million in
Section108 Loanfundsfor usewithin theEZ.

Other

The Mayorhascreatedthe Mayor’sEnergyAdvisory CommitteebringingCity departments
togetherto think strategicallyabout energymanagement.The committeeand working groups
composedofkey playersin City departmentswork in conjunctionwith industryenergyexperts.
The Committee,establishedin FY02, has created a partnershipamong industry officials,
academics,and local governmentofficials. Issuesrangefrom ensuringa high level of service,
obtainingaffordableandcompetitivepricing,andmonitoringconsumption,reducingdemandand
meetingenergyconservationcommitmentsto evaluateemergency/publicsafetyconsiderations.

Current Projects

GovernmentEffectiveness

A numberof innovativestepsto improvetraditionalfunctionsof City governmenthavebeen
undertakenby the Administration. Departmentsand Cabinets are constantly challengedto
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rethink existing programs, improve service delivery and pursue new opportunities and
partnerships.

The Police and Fire Departmentsare continuing efforts to implementpositive change.
Managementcontinues to negotiate with collective bargaining units to work to improve
contractuallanguagethat will allow opportunity for increasedproductivity and the ability to
cfeateefficiencies.

The Boston Administrative Information Systems (BAIS) are citywide integrated
applicationsthat provide the City with timely and accuratereportingof financial and human
resourceinformation. These systemspositionCity managersto be responsiveto controlling
staffing and budgetsthroughout the fiscal year. The BAIS Support Program provides the
maintenanceand supportof theCity’s financialand humanresourcemanagementsystems. The
BATS applicationsare thefoundationfor theCity’s administrativeandfinancialfunctions.

During fiscal 2001, AssetManagementapplicationswere developed,ensuringcompliance
with GASB 34 requirementseffective for fiscal 2002 reporting. Workflow was developedto
improve a paperintensiveprocurementprocessand addressdocumentationof receiptof goods
and services. In February 2002, an upgradeto Version 8 to the City’s Human Resource
Management(fiRMS) was completedand implemented. Also, work to upgradethe BATS
FinancialSystemhasbegunwith acompletiondateset for fiscal year2003.

The Office of the Chief OperatingOfficer and the MIS Departmenthave launcheda
collaborativeeffort with City departmentsto efficiently providecellular phonecommunication
servicesthat will resultin thereductionof thenumberof cellularphonesandmatchthenecessary
cellularphonefunctionality to meetthedepartments’needs. This programis projectedto reduce
cellularphonecommunicationcostsby 40%.

Public Education

TheMath SupportPlan,which beganin fiscal year2001, will initiate a broadermath effort
acrossall grades. The Kids Compute 2001 Initiative, combined with computertechnology
upgrades, is designed to enhance computer literacy across Boston’s student population.
Additionally, the Write Boston program, with an effort to further improve Massachusetts
ComprehensiveAssessmentSystemscoresof Boston’sstudents,is gearedto writing skills and
proficiencyin all grades.

Currentfocus is also on thepurchaseof newinstructionalmaterialsin history, socialstudies
and world languages.Ongoing supportfor high schoolsto meetaccreditationstandardsand a
reinventionof the SchoolDepartment’shumanresourcesfunctionto increasecapacityto recruit
andhire thehighest-qualityteachersin futureyearswas completedduring fiscal year2001.

This fall beganthe fifth and final yearof the“Focuson Children” reform plan. Its primary
goal is to improve teachingand learning in the classroomto enableall studentsto attain high
standardsof achievement.Also, in an effort to preparestudentsfor continuingeducationandthe
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workforce,the SummerJobsProgramplacesmore than 11,000 teenagersin jobs that helpbuild
valuablelife-long skills.

This administration’s “No Child Left Behind” policy, establishedduring the cyclical
reauthorizationof the Elementaryand SecondaryEducation Act, promisesresourcesgeared
towardimproving thequality of educationfor everychild. “No Child Left Behind”fundscome
with substantial new programmaticrequirements. Its major conceptsare better targetingof
parents,flexibility for statesand districts, accountability,and scientifically-basedinstructional
strategiesandacademiccontent.

BPS is the beneficiaryof a consortiumof highereducationinstitutions. According to the
BostonHigherEducationPartnership,28 collegesanduniversitieshaveformeda consortiumthat
providesthelargestamountof funding and servicesto a singleurbanschooldistrict in theentire
country. This steadily increasingassistancecomes in the form of scholarships,pro bono
assistance,andexternalgrants.

Public Safety

Traffic safety is the focus of the NeighborhoodPolicing strategiesof the Boston Police
Department,the traffic calming initiatives of the TransportationDepartmentand the “Walk This
Way” pedestriansafetyprogramcoordinatedby thePublicHealthCommission.in fiscal 2002,the
City earmarked$300,000to install newschoolzonetraffic signalsat crosswalksandintersections
aroundschools.

ThePolice Department’sgrantfunding atboth thefederal andstatelevel hasfocusedmostly
upon adding police officers and community policing. “Same Cop Same Neighborhood” is a
policing programbasedon thebelief that policeofficers andprivatecitizensworking togethercan
help addresscommunityproblemsrelatedto crime. Having the sameofficer patrolling the same
neighborhoodeveryday, resultsin theofficerknowing the communityandits residentsbetter. The
program,supportedwith a grantawardedby theMassachusettsExecutiveOffice of Public Safety,
hasatotal of $3.7million in bothFY01 andFY02.

Committing to makingpublic safetyatop priority, theBostonPublicCrime StoppersProgram
was established. It highlights unsolvedcrimesof violencein the local media, appealingto the
public for information. A toll free tip line is set up and answeredby police officers and trained
personnelwho forwardthe informationto the appropriateinvestigators. If information resultsin
thearrestandindictmentof an offender,theinformantwill be eligible for an awardofup to $1,000.

Additionally, the Boston Police Department,in coordination with the District Attorney’s
Office and other law enforcementagencies,will put new squadson the streetsin theCity’s most
crime-impactedneighborhoodsto focusexclusivelyon unsolvedshootingincidentsand unlawful
gun use.
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Housing

“Leading the Way”, a comprehensivestrategyto increaseand protectBoston’s housing
supply, lays the groundwork for the City to accomplishits goal to createmore affordable
housing. The City hascommitted$33.0 million in resourcesfrom the saleof surplusproperty.
The first $13.0 million toward that commitmentwasappropriatedduring fiscal year 2001. The
next $13.0 million is to be appropriatedafter the saleof 154 Berkeley Street(the old Police
Headquartersbuilding) hasbeenfinalized. “Leading theWay” is a three-yearhousingstrategy.
It will create7,500 new units of housing,preserving5,342 affordablerental units and making
1,000City-ownedlots availablefor development.This will cut thenumberof abandonedhomes
acrosstheCity in half

As of FY02, Bostonhassecuredfourelderly housingprojectsunderSection202 — a federal
subsidyprogramfor elderly housing. Also during fiscal 2002, Bostonhasinvested$4.0million
attheLong islandShelterfor thehomeless.

Mayor Menino signedan inclusionarydevelopmentpolicy, which establishedthe Housing
Linkage Program,that requireslargeresidentialdevelopmentsset aside 10% of the units for
peoplewith moderateand low incomes. With the supportof the City Council, Boston will be
better positioned to work on solutions with builders, nonprofit groups, and other levels of
government.

The CommunityDevelopmentBlock Grant(furtherreferredto in this documentasCDBG)
is a sizableannualentitlementgrantfrom HUD to theCity of Boston designedto funda variety
of neighborhooddevelopmentactivities. The City expendedapproximately$26.8 million in
CDBG funding in FY01 andspendingwasat $30.9 million in FY02. In additionto CDBG, other
federalLyfundedgrantsthat areadministeredby HUD totaled$14.8million in funding for FY02.

OtherProjects

The Silver Line is a major subway-enhancementproject. TheMassachusettsBay Transit
Authority (furtherreferredto in this documentas MBTA) is constructinga newline to operateas
partof its coredowntowntransit system. This SilverLine will combinebusrapidtransit services
alongWashingtonStreet(in Downtown,Chinatown,theSouth End,andRoxbury)andtheSouth
Boston Piers Transitway(on the SouthBoston waterfront)into a singleline. Eventually,Silver
Line servicewill continue through subway tunnelsto the new convention centerand Logan
Airport. The first leg of the Silver Line is not scheduledto openuntil early in the summerof
fiscal 2003, with theopeningof tennew stations.South Station,CourthouseStation, and World
TradeCenterStation arescheduledto open later in fiscal 2003. Thecurrentfive-year spending
programfor this Silver Line Projectis $307.1million, 40% of thesystemsexpansioneffort. The
majority of this effort is devotedto theSouthBostonPiersTransitway.

In fiscal year 2002, Boston createda partnershipwith Fleet Bank. FleetBank is working
with theCity to createa SI million revolvingloanprogramsolow-incomefamilies can purchase
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home computers.This effort shows the bridge Boston is building to help families and young
peoplelearntheskills theyneedto improvetheir lives.

Future Projects

CapitalPlan

The City’s 2003-2007Capital Plan proposesnew long-terminvestmentsover the next 5-7
years, as well as severalstudiesto lay the groundwork for futuregrowth. In total, over $1.39
billion ofCity andnon-City sourcesof fundshavebeenproposedto be spenton CapitalProjects.
Theseexpenditureswill be usedfor improvementsto schools,public safety,libraries,parksand
recreation, roads and bridges, community centers, technology upgrades,public health and
environmentalinitiatives. In view of the proven economicand social benefitsof consistent,
long-rangecapital planning, the City remainscommitted to moving forward with its capital
program.

The PoliceDepartment’sCapital Plan includesauthorizedfunding for theconstructionof a
new neighborhoodstation in the South End and renovationsto the WestRoxbury station. The
Fire Departmentwill be purchasinganewfire radiosystemandhasundergonefire stationrepairs
in 2002. In light of the tragic eventsof September11, 2001, GovernorTom Ridge of
Pennsylvania,Directorof HomelandSecurity,cameto Boston to announcetheFirst Responder
Initiative that givescitiesandtownsdirect accessto $3.50 billion in federalfunds. TheCity will
put thosefundsto workby increasinglocalpolice, fire, and public healthservices.

Promptedby the eventsof September11, theFire Departmentwill reviseits trainingplans,
obtain and issueadditionalequipmentandimproveincidentcommandsystemsto respondto any
new threatsto the City. As a result a SpecialOperationsCommandhasbeencreatedto more
efficiently operate,train, equip, and staff HazMat,Rescue,ConfinedSpace,Scubaand Marine
services.

The BPS Capital Plan includesthe constructionof 3 new schools;masonryrepairsat 20
schools; roof replacementsat 5 schools;constructionand installation of modularclassrooms
facilities at 2 schools;the designof full electrical and technologywiring upgradesat 29 schools
and the constructionand renovationof 15 schoolyardsandthe designof another8 schoolyards.
These items are highlights of school projects and are accompaniedby a wide assortmentof
maintenanceprojectsfor schools including window replacement,roof maintenance,boilers and
HVAC systems. Included in theseschool renovationsare a new gymnasium,cafeteria, and
expandedlibrary at Burke High School and upgradedsciencelaboratoriesat Brighton High
School.

Thanksto amajor grantfrom the Bill and Melinda GatesFoundation,the City will havea
new high school, which will be called TechBoston Academy. This will be a new technology
high school that will preparestudentsfor careersas engineers,programmers,and technicians.
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This new high schoolwill drawstudentsfrom acrossthe City to a centrally locatedbuilding in
theRoxburysectionof Boston.

In FY03, the Public Works Departmentwill savenearly $300,000due to a new energy-
efficient heating and cooling system at its Central MaintenanceFacility. These capital
investmentswill createoperatingbudgetsavingsthat would otherwisebe unavailablefor other
City services,Also, during thenext fiscal year,PublicWorkswill expandits StreetLighting Unit
asit takesoverstreetlightsformerlyownedby NSTAR.

Capital investment continuesto support the City’s commitment to efficient, effective
municipal managementby building a physical infrastructure that is strong and adaptive.
Substantialinvestmenthas been made in capital improvements,technologicaladvances,and
equipmentfor maintenanceprogramsto improvesafetyconditions,decreaseoperatingcostsand
providebetterservicedelivery.

EconomicDevelopmentActivities

TheBRA hasreleasedtheSeaportPublic Realmthat describesthedevelopmentof theover
1,000-acreSouth Bostonwaterfrontarea. TheBCEC is thekeystoneof theseaportdevelopment
and is expectedto attract thousandsof new visitors and millions of new dollars into
Massachusettseachyear. It will serveasacatalystfor thedevelopmentof new hotelsin thearea

•The South Boston Waterfrontwill be a destinationfor workers, residentsand visitors. Areas
havebeenidentifiedfor culturalfacilities, parks,andgatewaysto BostonHarborandtheIslands.

A varietyof studiesare plannedto enhanceeconomicdevelopmentactivities. Includedare
water transportationfor the Aquarium/CentralWharf; Boston 2000, exploring• land use and
developmentfor new areascreatedby the Central Artery/Third Harbor Tunnel Project; and
Boston400, acomprehensivemasterplanningprocessto determineinfrastructureinvestmentand
economicdevelopmentfor this centUry.

With 51% of the City’s real estatebeing off the tax rolls, controlled by tax—exempt
institutions, there will be a new era of partnershipswith the City’s colleges,universities,and
nonprofits. Boston will work with theseinstitutionsto createscholarshipsor help unemployed
workerslearnnewskills to getabetterjob. Preliminarydiscussionswith HarvardUniversityand
its President,Dr. LawrenceSummers,havebeeninitiatedto expandits medical schoolcomplex
to Crosstownin Roxbury. This would not only strengthenthe neighborhood,but also create
morejobs.

ServiceAccomplishments

Onein four Bostonianswasborn in anothercountry. Collectively, morethan 100 languages
are spokenby Bostonians. Lack of English proficiency is a common barrier for many new
immigrants. This past year, “English for New Bostonians”, a public-privatepartnership,was
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introduced. in fiscal year 2002, this program, with the help of businessesand community
organizations,providedan additional400seatsin Englishclassesacrossthecity.

“Focuson Children”, beganin 1997 asa five-yeareducationreformplanto improvestudent
achievement.It servesas a guide to help bring aboutwhole school change.Some of the goals
include changingthe BPS structureto focuson serving the communityand improving teaching
andlearningthroughtheTransitionProgramandthe Math SupportPlan,to enableall studentsto
achievehigh standardsof performance.Pilot schoolscan serveasuseful examplesof cutting-
edgeeducationpractices.Theyprovidea“laboratory” whereinnovativeandexcitingeducational
ideascanbe developedand sharedwith the entire district. The BostonArts Academyandthe
Young Achie ers Pilot School openedin fiscal 2002. in fiscal 2002, therewere a projected
2,500studentseducatedin Boston’spilot schools.

As of September2001, atotal of 69 schools- morethan two thirds of theCity of Boston’s
elementaryandmiddle schoolsoperatedafter-schoolprograms.After-schoolprogramshad$19.0
million leveragedin fiscal 2002 from public and private sourcesin partnershipwith public and
privateagenciesto expandthenumberof childrenservedin qualityprograms.

Renovationswere undertakento enhanceand expandthe parks within the City. Boston’s
usablepark systemexpandedby 25% to include land over the new Central Artery, the Harbor
Islands,andnumerousneighborhoodpocketplans. Millennium Park,a 100-acrepark locatedin
the WestRoxbury sectionof the City, wascreated. Millennium Parkis larger than theBoston
CommonandthePublicGardencombined.

The Public Works Departmentcontinued the “Pave the Way” program. The program
provided for the resurfacingof over 100 miles of roads and reconstructedover 40 miles of
sidewalksthroughthe2002fiscal year.

Boston has made advancementsin technology. During the past fiscal year, it was
recognizedas one of the top technologicalcities for Internet use. Bostonwas one of the big
moversin an annualsurveyof America’smostInternet-savvycities. TheCity jumped12 places
to numberfour in this year’s survey,published in the May edition of Yahoo! Internet Life
magazine. In addition to basic statistics,the formula usedfor measuringand ranking cities
includes:the extentto which businessesare online in the City; sophisticationof the usersin that
city; evaluationof contentavailablein thearea,and a moresubjectivestandingof how well local
governmentusestheInternet.

The City is proudof its contributionsto improving thequality of life andeducationaswell
as the strengthof the Boston economy. While the City is proud of its accomplishments,it
recognizesthe needfor continualchangeto meettheneedsofBostoncitizensand its economy.
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Accounting Systemand Budgetary Control

The accountsof the City axeorganizedon the fundbasis. Eachfund is consideredto be a
separateaccounting entity. The operationsof each fund are accountedfor by providing a
separateset of self-balancingaccounts,which compriseeach fund’s assets,liabilities, fund
balance,revenuesand expenses. An integratedcomputerizedfinancial accountingsystem is
maintainedby the Auditing Departmentto record transactionswithin theseaccounts This
systemis an encumbranceaccountingsystem,which monitors the City’s purchaseordersfor
goods,servicesand othercontractualcommitments. The City budgetsand maintainsits books
and records on a statutory basis of accounting prescribed by the Commonwealth of
Massachusetts.This basisof accountingdiffers from accountingprinciplesgenerallyacceptedin
theUnitedStatesof America.

TheCity’s managementis responsiblefor establishingand maintaininginternalaccounting
controlsdesignedto providereasonable,butnot absolute,assurancethat theassetsoftheCity are
safeguardedfrom loss, theft or misuse. In addition, the internal control structurereasonably
assuresthat adequateaccountingdataare compiled to allow for the preparationof financial
statements in conformity with generally acceptedaccounting principles. The concept of
reasonableassurancerecognizesthat: (1) the cost of a control should not exceedthe benefits
likely to be derived;and(2) theevaluationof costsandbenefitsrequiresestimatesandjudgments
by management.The City Auditor is responsiblefor evaluatingthe adequacyand effectiveness
of the control structure,and the Auditing Departmentconductsa periodic evaluationof the
controlstructure’seffectiveness.

As a part of its intemai control structure,the City maintainsbudgetarycontrols. The
objectiveof thesecontrolsis to ensurecompliancewith the legally mandatedbudgetadoptedby
the City Council. Activities of the GeneralFundare includedin the annualbudget.The budget
within theSpecial RevenueFund is establishedbasedon specific grantrequirementsor specific
legislation,but is not subjectto City Council approval.The Capita! budgetreflects long-term
needs financedprimarily through the issuanceof bonds. This multiyearplan is subjectto
approvalby theCity Council. Specificbudgetsareestablishedfor eachcapitalprojectprior to its
inception.

The function and activity within the individual fund establishesthe level of budgetary
control.Budgetarycontrol in this contextdefinesthe level at which expenditurescannotlegally
exceedtheappropriatedamount.In thecaseof theGeneralFund,this control is at thedepartment
level. In thecaseof the SpecialRevenueand Capital ProjectsFund, thecontrol is at thegrantor
project levels respectively. All of thesebudgetarycontrols residewithin the City’s financial
systemandaremonitoredby theOffice of BudgetManagementand the Auditing Departmentto
ensurecompliance.

The Auditing Departmentinitiates a fiscal year closing processthat limits and controls
departmentalappropriationreservesthrough encumbrancesand closely monitorsthe amount of
prior year reservescarried forward. The process allows for the year-end closing and
accompanyingfinancialstatementsto be completedin an efficientand timelymanner.
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TheFederalSingleAudit Act requirestheCity to havean annualindependentaudit conducted
on thefederal financial assistanceit hasreceived. This audit is conductedsimultaneouslywith the
City’s annualfinancialstatementaudit.

A significantportion of the SingleAudit work is devotedto evaluatingthe City’s internal
cäntrol structure.Theevaluationincludestestsof asignificantnumberof individual federalgrant
transactionsthat occurredduring the fiscal year. The SingleAudit work also requiresthat the
auditorsdeterminewhetherthe organizationhascompliedwith laws and regulationsthat may
havea materialeffect on eachof its major federal financial assistanceprograms. All of the
City’s majorfederalprogramsareevaluatedfor theadequacyof internalcontrolsandcompliance
with laws andregulations.

The City’s Single Audit report for the year endingJune30, 2002 includedno instancesof
material weaknessesin the internal control structure,,nor were any significant violations of the
applicablelawsandregulationsreported. The report is publicly issuedundera separatecover. In
addition to the annualaudit of the federal financial assistanceprograms,the City also identifies
specific grants received from the State for compliance and internal control review by the
independentauditors.

GovernmentalActivities

The City of Boston, incorporatedasa town in 1630and asa City in 1822, now existsunder
Chapter486 of theActs of 1909 and Chapter452 of the Acts of 1948 of the Commonwealthof
Massachusetts,which, asamended,constitutetheCity’s Charter. TheMayor is electedto a four-
yearterm andservesaschiefexecutiveofficerof theCity. TheMayor hasgeneralsupervisionof
andcontrolover theCity’s boards,commissions,officersanddepartments.The legislativebody of
the City is the City Council, which consistsof thirteenelectedmembersservingtwo-yearterms.
TheMayorandCity Council serveastheCountyCommissionersofSuffolk County.

Thefollowing sectionsincludeselectedfinancialdatareportedon aGAAP basis. Presented
are the operationsof the GeneralFund, Special RevenueFund, Capital ProjectsFund, Other
GovernmentalFunds and Internal ServiceFund as well as FiduciaryFunds administeredby the
City.
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GeneralFund

Thegeneralfund is themainoperatingfundofthe City accountingfor therevenuereceivedof
over $1.80billion. The majorsourcesof fundingarepresentedbelow:

General Fund Revenues
FiscalYear2002
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Revenues: 2002 % 2001 %
PropertyTaxes $ 990,648 55.0% 874,868 51.7%
ExdseTaxes 111,114 6.2% 72,645 4.3%
Payments in Lieu of Taxes 36,332 2.0% 72,720 4.3%
Fines 60,601 3.4% 57,840 3.4%
Investment Income 14,596 0.8% 26,289 1.6%
Licenses and Permits 33,325 1.8% 36,795 2.2%
Departmentand Other Revenue 62,200 3.5% 58,306 3.4%
Commonwealth 492,299 27.3% 493,278 29.1%

Inc (Decr’j % Chan9e
115,980 13.3%

38,469 53.0%
-36,388 -50.0%

2,761 4.8%
-11,693 -44.5%

-3,470 -9.4%
3,894 6.7%
-97Q_ -0.2%

108,574 6.4%$ 1,801,315100.0% $ 1,692,741 lOOrJ%$
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Revenues

Modestrevenuegrowthcontinuedin fiscal year2002. Therewereshortfallsin fourrevenue
sources.ThePaymentsin Lieuof Taxesdecreasedprimarily dueto theinability ofthe
MassachusettsPortAuthority to makea full paymenton its agreementdueto thelossesincurred
during andafterSeptember2001.It is expectedthat this shortfall will bemadeup at a laterdate.
The decreasein InvestmentIncomeis the resultof a weakermarketperformanceandlow interest
ratesyieldingpoorreturnson otherwisefavorablecashbalances.TheLicensesandPermits
decreaseis dueto theunsustainablerecordrevenuegeneratedtheprior yearfrom building permits
for commercial(i.e.,office towers,hotels,etc.)andresidentialconstructionprojectsundertaken
throughouttheCity. CommonwealthDistributionsfell slightly by only 0.2%from fiscalyear2001.
Themostsignificantrevenueincreasewasin ExciseTaxes.Revenuesrecognizedfrom Room
OccupancyExciseTaxesaretransferredfrom theConventionCenterFundto theGeneralFundat
yearendaftersatisfyingfundingrequirementsfor debtservice.DepartmentandOtherrevenuealso
increaseddueto an artificially low basein collectionsin fiscal year2001,strongreimbursementof
municipalMedicaidclaims,andreceiptof one-timerevenuesfrom prior years. PropertyTaxes
haveincreased13.3%,while Finesrose4.8%. Changesfrom 2001 to 2002arepresentedin the
previousgraph. Componentswithin thegraphin the“other” categoryincludePaymentsin Lieuof
Taxes,InvestmentIncome,LicensesandPermits,DepartmentandOtherRevenue.

Expenditures

Overallfiscal year2002expendituresincreasedfrom thepreviousyear. Spendingfor Public
Safetyincreased$32A million (8.7%) dueto theexecutionof collective bargainingagreementsfor
thecurrentyear. Theincreasein PublicWorks for collectivebargainingwasoff setby adecrease
of $6.2 million in snow removal costs, the resultof a mild winter. The overall effect being a
decreaseof $2.6 million (4.5%) for PublicWorks. Property& Developmentincreased$7.4 million
(18.1%)dueto collectivebargainingandBoston’scontinuingeffort to supportadditional affordable
housingprograms.Schoolsincreased$16.3 million (2.7%) due to the TransitionProgram,Math
SupportPlan, “Focus on Children” policy, school resourceallocations,and collective bargaining.
OtherEmployeeBenefitsexpendituresroseby $17.2million (19.0%),dueto higherparticipationin
Medicareandthe increasedcostof health insurance.RetirementCostsdecreasedby $2.9 million
(3.5%) as a resultof an increasein the reimbursementrate for Teachers’ Retirement.Human
Services($1.0million), Parks and Recreation($0.7 million) and Capital Outlays ($1.3 million)
increasedslightly, while County($1.5million), JudgmentsandClaims ($2.7 million) andLibrary
($1.7 million) decreased.Changesfrom 2001 to 2002arepresentedin thenextchartandtable
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ComparativeGeneral Fund Expenditures

GAAP Basis

Expenditures: 2002 % 2001 % Inc IDeer) % Change

Gen Govt $ 77,019 4.4%$ 67,913 4.1%$ 9,106 -13.4%
Pubi Safety 405844 23.4% 373,362 22.4% 32,462 8.7%
Publ Works 74,651 4.3% 77,241 4.6% (2,590) -3.4%
Prop & Dev 48,774 2.8% 41,300 2.5% 7,474 18.1%
Schools 627,653 36.2% 611,358 36.7% 16,285 2.7%
Public Health Programs 64,537 3.7% 62,476 3.8% 2,061 3.3%
Retirement 82,034 4.7% 84,970 5.1% (2,936) -3.5%
OtherEmp~oyeeBen 107,701 6.2% 90,501 5.4% 17,200 19.0%
State& 01st. Assess 67,769 3.9% 66,788 4.0% 981 1.5%
Debt Service 115,366 6.7% 123,977 7.4% (8611) -6.9%
Other 63,797 3.7% 66,469 4.0% (2,672) -4.0%

$ 1,735,145 100.0%$ 1,666,365 100.0%$ 68,780 4.1%

Theundesignatedfundbalanceof theCity of $345.8million was reportedatJune30, 2002as
comparedto $182.0million in 2001.

SpecialRevenueFund

The SpecialRevenueFund is usedmainly to accountfor the activities of the City that are
fundedby theFederalandStategovernments.

Fundsreceivedfrom theFederaland Stategovernmentsduring 2002 increased19.5%. The
increaseresultedfrom the City applyingfor and obtainingnewgrantsto help supporteducation,
after-schoolprogramsarid public safetyinitiatives.

Spendingin the SpecialRevenueFundshas also increased,as additional Federaland State
funds havebecomeavailable.

Capital ProjectsFund

Capitalprojectsfund is usedmainly to accountfor constructionactivities oftheCity. These
activities areprimarily fundedfrom bondproceedsorotherexternalfunding sources.Revenuesfor
the Capital ProjectsFunddecreasedsignificantly by $52.8 million to $22.3 million in fiscal year
2002, mainly dueto a decreasein subsidiesfrom theCommonwealthof Massachusetts.Onemain
project for the State subsidywas for the ConventionCenter. Expendituresdecreasedby $45.8
million to $139.6million for the periodendingJune30, 2002. This can be attributableto an
increasein spendingfor schoolprojects,a decreasein outlaysfor theconventioncenterspending,
andoverall conservativespending.
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In 2002, majorportionsof capital spendingfocusedon the constructionof two new middle
schools,onenew K-8 school,and ongoingschoolbuilding renovationsand technologyupgrades.
In addition,theParksandRecreationDepartmentandPublicWorksDepartmentcontinuedon their
programsofrefurbishingparks,playgrounds,andpublic ways.

internal ServiceFund

The Internal Service Fund accounts for the City’s Health insurance Trust Fund. Blue
Cross/BlueShield(BCJBS) actsasa third partyagentfor theCity’s employees,retireesandtheir
dependentsfor paymentof expensesincurredundervarioushealthindemnificationplansutilized
by theCity. CostsincurredundertheBC/BS piansareshared,with 25%paidby employeesand
retireesand 75% paid by the City. Operatingrevenuesfor the Internal ServiceFund in 2002
were $71.9 million and expenses totaled $64.8 million. The fund balance at June 30, 2002 was

$308,000,ascomparedto a fundbalancedeficit of $7.4 million atJune30, 2001.

DebtAdministration

At year-endthe City had $829.5 million in GeneralObligationsbonds outstanding— an
increaseof 3.5%overlastyear.

In February2002,the City receivedtheproceedsof a $100.0million GeneralObligationBond
Issueand a $62.0million Bond Anticipation Note for schoolprojects. In Mayof 2002,theCity of
Boston retired two Convention Center Bond Anticipation Notes that totaled $157.8 million.
Additionally, theCity receivedtheproceedsof a$116.9million SpecialObligation Bond Issuein
April of 2002, This revenuebond will permanentlyfinancecostsincurredin connectionwith the
developmentoftheBostonConventionandExhibitionCenter.

CashManagement

The City’s Collector-Treasurerestablishesinvestment policies of the City. Portions of
MassachusettsGeneralLaws Chapter29 and 41 govern thesepolicies. Generally, the City’s
investmentpolicy centerson receiving a competitiveyield for its investible cash while ensuring
safety. Thebalancesheld in theCity’s GeneralFundfor investmentareultimately usedto meet
liability obligations and, therefore, are not available for what would be consideredlong-term
investing. The durationof time during which funds are available for investmentdoesvary;
therefore,theCity mustcarefully selectthe investmenttypemostsuitablefor thegiven time frame
to optimize income while maintaining safety and sufficient liquidity requirements. The City
requires that repurchase agreements, certificates of deposits and sweep vehicles will be

collateralized

Additionally, the Collector-Treasurerworking in tandem with the trustee(s)of the various
trusts fundshasdevelopeda detailedInvestmentGuidelinesandPolicy Statementfor an individual
or CommonFund. GeneralLaws of MassachusettsChapter203 (Uniform CommonTrust Act)
providesthattheCity ofBoston mayestablishcommontrust funds. Thepooling ofindividual trust
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funds intoa CommonTrust allows for greaterdiversificationof investmentin assetclasses,as well
asreducedmanagementcost.

RiskManagement

TheCity is self-insuredin mostareasof risk includinggeneralliability, propertyandcasualty
workers’compensation,certainemployeehealthcarecosts,andunemploymentcompensation.The
City’s CorporationCounseldefendsthe City in any lawsuitsthat arisefrom the normalcourseof
operations.Exceptfor certainhealthcarecosts,judgmentsandclaims arechargedto theGeneral
Fund.

The City~shealth insuranceprogrampurchasesinsurancecoveragefor theCity’s employees
and retirees through a numberof healthmaintenanceorganizations(HMOs). Blue Cross and
Blue Shield of Massachusetts(BCJBS) acts as a third party agentfor the City’s self-insured
indemnityhealthcareplans. Costsincurredfor theoperationof theBCIBS plansareaccounted
for in an InternalServiceFund. Coststo theCity for theliMOs areaccountedfor in theGeneral
Fund.

TheRisk ManagementProgramworks to limit unnecessaryassetlossesdue,for example,to
worker illness and injury, third party liability claims and propertylossesdue to fire andnatural
events. Particular progresshas been made in assetand loss quantification and tracking,
identificationand analysisof key areasfor improvement,and specificimprovementsin reducing
relatedcosts.

The City’s catastrophicproperty insurancepolicy covers all City property assetsup to
$400.0million. This insurancepolicy limits the City’s propertylossexposureto $10.0million
perincident. TheCity’s establishedrisk retentionreservepaysfor thepremiumof this policy.

Fiduciary Operations

The City participates in a contributory retirement system, the State-Boston Retirement
System(SERS). The City is the largestmemberof SBRS, a cost sharingmultiple employer
public employeesystemoperatedunderChapter32 of the MassachusettsGeneralLaws (MGL)
asamendedby Chapter306 of theActs of 1996. The SBRSprovidesretirement,disability and
deathbenefits to plan membersand beneficiaries. Eachparticipatingemployer’sshareof the
total annualcontributionis determinedon thebasisofactivepayroll.

The City is committedto funding basedupon a scheduleapprovedby the SBRS and the
Stateactuary,which includespayingthecurrentyear’sestimatedpresentvalueof benefitsearned

during the year(normalcost) andan annualcontributiontoward reducingthe unfundedliability
to zero by the year2020. The scheduleis subjectto updateand approvalat least every three
yearsby the PublicEmployeeRetirementAdministrationCommission(PERAC),a Stateagency
establishedto overseeall 104 local Massachusettspublic retirement systems. The annual
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appropriation,basedon the approvedfundingschedule,is a legal obligation of theCity that must
be includedaspartof the tax ratecertificationby theCommonwealthof Massachusetts.

Costof living adjustmentsareconsideredby the SURSBoardon an annualbasis. As part
of the annualreview process,the Boardconsidersthefiscal conditionsof the City and whether
the grantingof the COLA would substantiallyimpair theCity’s fundingschedule.Costof living
adjustmentsareset eachyearat theCPL oran amountup to but not greaterthan,3% on thefirst
$12,000of a retiree’sannualpayment.TheBoardapproveda3%COLA for 2002.

The City also operatestheBostonRetirementSystem(IBRS). BRS is the predecessorto
SBRS andis closedto newmembersand is fundedon apay-as-you-gobasis. The operationsof
BRSarenot material to theCity asawhole.

Other Information

IndependentAudit

The Commonwealthof Massachusetts,throughChapter190 of the Acts of 1982, requires
that the City undergoan annualaudit performedby a firm of independentpublic accountants.
The City hasselectedthefirm of KPMG LLP to perform theJune30, 2002 audit. This audit is
conductedin accordancewith auditing standardsgenerally acceptedin the United Statesof
Americaand GovernmentAuditing Standards,issuedby the ComptrollerGeneralof theUnited
States.The audit providesan independentreview to help assurea fair presentationof theCity’s
financialpositionandresultsof operations.

TheCity alsoundergoesan annualaudit of its Federalgrant funds as requiredby the Single
Audit Act. KPMG LLP issues separatereports on the City’s internal control systemsand
compliancewith applicablelaws andregulationsthatmeetthe requirementsoftheSingleAudit Act
andOffice ofManagementandBudgetCircularA-133.

Awards

The GovernmentFinanceOfficers Association of the United Statesand Canada(GFOA)
awardeda Certificateof Achievementfor Excellencein FinancialReportingto theCity of Boston
for its comprehensiveannualfinancialreport(CAFR) for the fiscal yearendedJune30, 2001. This
was the seventhconsecutiveyearthat the City of Boston hasreceivedthis prestigiousaward. In
order to be awardeda Certificateof Achievement,,a governmentalunit must publish an easily
readable and efficiently organized comprehensive annual financial report. This report must satisfy

both generallyacceptedaccountingprinciplesandapplicablelegal requirements.

A Certificate of Achievementis valid for a period of only one year. We believe that our
currentreportcontinuesto meetthe Certificateof Achievementprogramrequirements,andwe are
submittingit to theGFOA to determineits eligibility for anothercertificate.

XXII



City of Boston, Massachusetts

In addition, the City of Boston also receivedthe GFOA’s Award for DistinguishedBudget
Presentationfor its Annual Budgetdocumentfor thefiscal yearbeginningJuly 1, 2002. TheCity of
Boston’s budgetdocumentwas judged to be proficient in severalcategoriesincluding policy
documentationand financialplanning.
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