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The Springfield Armory, the first armory in the nation commissioned by General George Washington in 1777.
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The City of Springfield

Department of Administration and Finance
36 Court Street, Room 312
Springfield, MA 01103

LEE C. EFDMANN
CHIEF ADMINISTRATIVE
AND FINANCIAL OFFICER
(413) 886-5288

Letter of Transmittal
December 27, 2012
To the Honorable Mayor, Members of the City Council and Citizens of the City of Springfield, Massachusetts:

At the close of each fiscal year, Massachusetts General Law (MGL) requires the City of Springfield to publish a
complete set of financial statements in conformity with accounting principles generally accepted in the United
States of America (GAAP), and that are audited in accordance with generally accepted auditing standards by a
firm of licensed certified public accountants. Pursuant to that requirement, we hereby issue the Comprehensive
Annual Financial Report (CAFR) of the City of Springfield, Massachusetts, for the fiscal year ending June 30,
2012.

This report consists of management’s representations concerning the finances of the City. Consequently,
management assumes full responsibility for the completeness and reliability of all of the information presented in
this report. To provide a reasonable basis for making these representations, management of the City has
established a comprehensive internal control framework that is designed both to protect the government’s assets
from loss, theft, or misuse and to compile sufficient reliable information for the preparation of the City’s financial
statements in conformity with GAAP. Because the cost of internal controls should not outweigh their benefits, the
City’s comprehensive framework of internal controls has been designed to provide reasonable rather than
absolute assurance that the financial statements for the fiscal year ended June 30, 2012, are fairly presented in
conformity with GAAP.

The City of Springfield’s financial statements have been audited by Powers & Sullivan, LLC, a firm of licensed
certified public accountants. The goal of the independent audit was to provide reasonable assurance that the
financial statements of the City for the fiscal year ended June 30, 2012, are free of material misstatement. The
independent audit involved examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements; assessing the accounting principles used and significant estimates made by management;
and evaluating the overall financial statement presentation. Powers & Sullivan concluded, based upon the audit,
that there was a reasonable basis for rendering an unqualified opinion that the City’s financial statements for the
fiscal year ended June 30, 2012 are fairly presented in conformity with GAAP. An “unqualified opinion” means
that the Auditors have no significant reservation regarding information provided in the financial statements. The
independent auditor’s report is presented as the first component of the financial section of this report.

The independent audit of the financial statements of the City was part of a broader, federally mandated “Single
Audit” designed to meet the special needs of federal grantor agencies. The standards governing Single Audit
engagements require the independent auditor to report not only on the fair presentation of the financial
statements, but also on the audited government’s internal controls and compliance with legal requirements, with
special emphasis on internal controls and legal requirements involving the administration of federal awards.
These reports are available in the City of Springfield’s separately issued Single Audit Report.
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GAAP requires that management provide a narrative introduction, overview, and analysis to accompany the basic
financial statements in the form of Management’s Discussion and Analysis (MD&A). This letter of transmittal is
designed to complement that analysis and should be read in conjunction with it. The City's MD&A can be found
immediately following the report of the independent auditors.

Profile of the City

The City of Springfield is located in western Massachusetts along the east bank of the Connecticut River.
Strategically Located, Springfield lies 90 miles west of Boston, 85 miles east of Albany, New York, 25 miles north
of Hartford, Connecticut, 150 miles northeast of New York City, and 301 miles south of Montreal, Quebec,
Canada. The City occupies a land area of approximately 33 square miles. The City is served by Bradley
International Airport which is within 20 miles of downtown Springfield

Settled in 1636, Springfield is the cultural, commercial, and healthcare center of western Massachusetts.
Springfield was incorporated as a town in 1641 and as city in 1852. In 2010, the City had a population of 153,060
making it the third largest city in The Commonwealth of Massachusetts. In 2009, Greater Springfield's population
was estimated at 698,903. The City is governed by its Massachusetts Plan "A" charter, where voters elect a
"strong" Mayor with broad powers to supervise City departments and to appoint their managers. A thirteen-
member City Council, elected at large, serves as a Representative legislature.

The Springfield Metropolitan Area is one of the two metropolitan areas in Massachusetts — the other is Greater
Boston. Historically the first Springfield in the New World, it is the largest city in Western New England, and the
urban, economic, and cultural capital of Massachusetts' Connecticut River Valley, (colloquially known as the
Pioneer Valley). It is the third largest city in Massachusetts and fourth largest in New England (after Boston,
Worcester and Providence). Springfield has several nicknames — The City of Firsts, because of its many
innovations, The City of Homes, due to its attractive Victorian residential architecture.

The City of Springfield has played an important role throughout American history — founded on New England's
most fertile soil, next to one of America's most significant rivers, Springfield is located midway between the major
North American ports of New York City, Boston, Albany, and Montreal. In 1777, Springfield's prime location led
George Washington and Henry Knox to found the fledgling United States' National Armory at Springfield, which
produced the first American musket in 1794, and later the famous Springdfield rifle. From 1777 until its
controversial closing during the Vietnam War, the Springfield Armory attracted skilled laborers to Springfield,
making it the United States' longtime epicenter for precision manufacturing. Springfielders produced many of
America's most significant innovations, including the first American-English dictionary (1805, Merriam Webster);
the first use of interchangeable parts and the assembly line in manufacturing, (1819, Thomas Blanchard;) the first
American horseless car, (1825, Thomas Blanchard;) the discovery and patent of vulcanized rubber, (1844,
Charles Goodyear;) the first American, gasoline-powered car, (1893, Duryea Brothers); the first successful
motorcycle company, (1901, "Indian"); America's first commercial radio station, (1921, WBZA from the Hotel
Kimball); and most famously basketball, (1891, Dr. James Naismith).

Profile of Government

The City of Springdfield is governed by its Massachusetts Plan "A" charter, where voters elect a "strong" Mayor
with broad powers to supervise City departments and to appoint their managers. A thirteen-member City Council
serves as a representative legislature. With the enactment of Chapter 169 of the Acts of 2004 and the
appointment of the Springfield Finance Control Board (SFCB), the authority of the City’s executive officers and the
City Council over financial matters was largely pre-empted by that of the SFCB between 2004 and 2009. The
SFCB was dissolved effective June 30, 2009, and authority over financial matters returned to local control.

The Mayor is elected for four years in November with the latest term starting in January 2012. The Mayor is the
administrative head of the City and chairman ex-officio of the School Committee, the Board of Library Trustees,
and the Board of Trust Fund Commissioners. The Mayor acts with the City Council and School Committee to
carry out city business. The Mayor appoints his or her office staff, the City Solicitor, and the Assistant City
Solicitor without City Council confirmation. The appointments of most City department heads, and members of
the various boards and commissions, however, require City Council confirmation. The Mayor has the right to veto
any order, resolution, or ordinance passed by the Council. However, a veto may be overturned by a two-thirds
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vote of all councilors. As the general administrator of all City departments, the Mayor is consulted by department
heads pertaining to the City’s welfare.

On January 9, 2009, the Commonwealth enacted Chapter 468 of the Acts of 2008. This legislation included the
creation of the Chief Administrative and Financial Officer (CAFO) position and a Department of Administration and
Finance, which is responsible for the overall budgetary and financial administration of the city. This department is
under the control of the CAFO, who reports to the Mayor. The CAFO is appointed to a term no longer than three
years. The CAFO is responsible for administering and supervising the City’s financial services, which includes
developing department’s budgets, monitoring expenditures and implementing and maintaining uniform financial
systems and control for all departments. The CAFO is also required to submit a four year financial plan and a five
year capital plan to the Mayor and the city council.

The City Council is primarily the legislative branch of the City government. As the legislative body, the Council
confirms appointments made by the Mayor and appropriates all monies necessary to City operation. It can
approve, disapprove, or reduce the amount of appropriations, but not add to the appropriation. The Council
receives orders of recommendation by the Mayor and petitions from the public, and acts on them after committee
study. The City Council also has the power to enact the Ordinances and other regulations. A majority of the City
Council constitutes a quorum, and the affirmative vote of a majority of all the members of the Council is necessary
for the adoption of any motion resolution, or ordinance. In some instances, adoption by a two-thirds vote of the
members is required by statute.

The level of budgetary control is established by City Council and defines the level at which expenditures may not
exceed appropriations. The level is typically personnel services, expenditures, and capital at the individual
department level. The City Comptroller’s office is responsible for ensuring the budgetary controls are maintained
before authorizing payment.

The City provides general governmental services for the territory within its boundaries including police and fire
protection, disposal of garbage and rubbish, public education in grades K-12, including vocational technical
education at the high school level, street maintenance, parks and recreation facilities. The fire department
operates eight stations. Springfield also provides a library system with a main library and nine branches. Water
and sewer facilities are provided to Springfield residents and five surrounding communities by the Springfield
Water and Sewer Commission.

Local Economy

Springfield is the regional employment center for Western Massachusetts, with a diverse and balanced mix of
financial, manufacturing, commercial and service trade industries. The financial sector is characterized by a
strong presence of insurance and regional banking operations that have continued to expand led by
Massachusetts Mutual Insurance Company, Bank of America, and TD Bank. Springfield also serves as the largest
manufacturing employer in the region producing a wide range of precision-manufactured parts, medical devices,
chemicals, paper and metal products. The technology industry continues to experience sustained growth and
through Springfield Technical Community College’s nationally recognized expertise in technology education,
Springfield is poised for future advances in information technology. Tourism continues to be an important
component of the City’s economic health due to the opening of the Mass Mutual Convention Center, Naismith
Memorial Basketball Hall of Fame, Dr. Seuss Memorial Park and the success of the Six Flags Amusement Park in
nearby Agawam. Marketing has been implemented as a facet of economic development to promote positive
awareness of the City as a residential, commercial and recreational destination.

Technology

Springfield Technical Community College Technology Park provides 465,000 square feet of lease space for
telecommunication technology—based and light manufacturing companies. Currently the Technology Park is home
to 23 tenant companies employing over 1,200 employees. Liberty Mutual, a fortune 100 company, established a
Customer Response Center at the site. Complementing the city’s existing technological infrastructure, the
Commonwealth announced in 2010 the redevelopment of the former Tech High School into the state’s new $76
million data center. The center will house virtually all of the state's electronic records. The local facility is expected
to generate about 70 full-time jobs. Construction will take two years and will employ another 200 people.
Additionally, in 2009 the Massachusetts Broadband Institute (MBI), a division of Massachusetts Technology
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Collaborative began a $71.6 million project connecting 120 communities in western and north-central
Massachusetts with more than 1,300 miles of fiber optic network.

Manufacturing
Approximately 15% of the City is zoned for industrial uses; employment in the sector has increased primarily
among small and start-up companies, and remains an important sector of Springfield’s economy providing jobs
and income for the City. Major manufacturers in Springfield include:
* Smith and Wesson 1,300 employees
Solutia Chemical 750 employees
Farmland Foods 282 employees
Nu Visions 219 employees
TiteFlex 100 employees
e Clarity Imaging 130 employees

In 2010, City officials and the Commonwealth completed incentive proposals for Smith & Wesson Corporation and
TiteFlex. TiteFlex agreed to remain in the City, invest $3.4 million into their property, retain 100 manufacturing
positions and demolish underutilized facilities on their property to create more available industrial space. The City
proposed a multi-year Tax Increment Finance agreement that will save the company approximately $300,000 in
local property taxes. The company has since completed the work, invested $4.1 million, retained all jobs and
added an additional 20 positions.

In December, Smith & Wesson Corporation and the city announced the company’s decision to relocate their long
barrel rifle business from Rochester, New Hampshire to Springfield resulting in the creation of 225 new jobs in
Springfield. The company also committed to investing an additional $63 million dollars into facility improvements
and new technology over the next five years. The Commonwealth approved $6 million in tax credits and the City
was poised to approve a 5-year STA agreement resulting in $600,000 in savings to the company. Smith &
Wesson has enjoyed continued growth over the last five years and is actively engaged with Springfield’s Putnam
Vocational Technical High School and Springfield Technical Community College to create training programs for
new machinists. Smith & Wesson donated $250,000 for equipment needs in the new Putnam High School that
formally opened in August, 2012.

Recognizing the demand for new industrial land, in 2003 the City created the Springfield Smith & Wesson
Industrial Park on 85 acres, next to the Smith & Wesson headquarters. The new park has the potential to produce
650,000 square feet of industrial, commercial and general office space and generate as many as 1,000 jobs.
Grants in the amount of $2.48 million from the Federal Economic Development Administration (EDA) and a Public
Works Economic Development grant (PWED) was used to design and build the infrastructure in the park. The first
investor was Performance Food Group (PFG) — a Fortune 500 company - purchased 35 acres and opened a
210K square foot facility in 2007. F.W. Webb has agreed to purchase 15 acres of the property for $1,000,000
from the Springfield Redevelopment Authority to build a 70,000 square foot facility with showroom.

The Chicopee River Business Park, shared by Springfield and Chicopee, is ready for development and continues
to be marketed by both cities and the Western Massachusetts Economic Development Corporation. The first
tenant was Prima North America, an industrial laser company. Since its opening in 2003, the company expanded
its building to 86,000 square feet.

Housing Development

A number of major single family development projects and rental housing rehabilitation and construction projects
are currently underway or were recently completed in the City, aggregating 219 homes with work completed
valued at an average of about $134,500 each. It was estimated at the time the permits were issued that
approximately $40 million of private investment would be directed toward the construction and/or rehabilitation of
1,107 residential structures. A new downtown market rate housing complex is under construction with the
redevelopment of 195 State Street, the former Springfield School Department Headquarters. The historic property
will undergo an estimated $3 million worth of renovations in being transformed to 33 market rate housing units by
developer CSM North.
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Higher Education

Higher education is available in Springfield at American International College, Springfield College, Western New
England University and School of Law and Springfield Technical Community College. In addition, the main
campuses of the University of Massachusetts (UMass-Amherst), Amherst College, Hampshire College, Mount
Holyoke College, Smith College, Bay Path College, Elms College and Westfield State University are located in
nearby communities. In 2010 UMass-Amherst established a presence in the City’s downtown with the Urban
Design Center. Enrollment at Springfield’s institutions of higher education is approximately 19,000 full and part-
time students. During the past several years, all three Colleges and the University have upgraded and expanded
their facilities to accommodate student needs and remain competitive. In addition, a number of construction
projects are underway or in the planning stages at these institutions.

Healthcare and Social Assistance

Baystate Health Systems is one of the largest employers in Western Massachusetts with approximately 9,115
employees in the region, of which an estimated 8,772 work in Springfield. In recent years, Baystate Health
Systems was named one of the “Top 100 Most Highly Integrated Healthcare Networks” in the U.S. by Verispan for
the eighth consecutive year and one of “America’s Best Hospitals” by U.S. News and World Report. In 2007,
Baystate Health Systems announced a $259 million expansion of the Baystate Medical Center in Springfield. The
project will expand the largest medical facility in Western Massachusetts with a new eight story, 600,000 square
foot building. The expansion will provide 200 construction jobs plus permanent employment for 50 doctors and
500 staff members. The new wing opened in December 2012.

Leisure and Hospitality

Springfield has in excess of 300 leisure and hospitality firms employing in excess of 5,000 persons. The opening
of the Naismith Basketball Hall of Fame in September 2002 marked a milestone for Springfield’s tourism
economy. Located inside the Hall of Fame complex, it contains 100,000 square feet of exhibition space. In
addition, occupants of the complex include Subway, Samuel’'s Tavern, Reebok, Plan B Burger, Cold Stone
Creamery, and Max’s Tavern. In March 2008, the City completed the demolition of the former York Street Jail in
anticipation of the potential redevelopment of a 3.3 acre parcel at the southern end of the site. The River’s
Landing Project, completed in the spring of 2008 is a $14 million sports, fitness and entertainment destination in
the former Naismith Memorial Basketball Hall of Fame along the City’s waterfront. This 70,000 square foot
entertainment and fithess center contains a LA Fitness facility, Mama Iguana’s restaurant, and a Trillium Sports
Medicine and Day Spa. A July 2001 economic analysis of downtown Springfield prepared by the Cecil Group, Inc.
of Boston found that Springfield had a strong market for additional hotel development and tourism/entertainment
related services. Since the report was completed, Springfield has continued to strengthen this sector of its
economy with the opening of the new Basketball Hall of Fame, a Visitor Information Center, the Dr. Seuss
Memorial Park, a Hilton Garden Inn, and a 3.5 mile bikeway/walkway that stretches the length of the Connecticut
River in Springfield. Each of these projects complement the expanded Six Flags Amusement Park located across
the river in Agawam, which attracts over one million visitors each year.

In addition, the Legislation enacted in 2011 is hoped to have a direct economic benefit to the City in the coming
years. Currently, two major casino companies have submitted proposals for casino development in either the
City’s North End or South End of the downtown. Both proposals seek to invest over $800 million in development
along with bringing hundreds of jobs at all skill levels to the area. The City has hired a consultant to help evaluate
the proposals and to develop a host agreement for the City. A casino must be voted on by either the impacted
neighborhood or City-wide which has yet to be determined.

Government Projects

The State has and continues to be a strong partner and advocate in the disaster recovery efforts of the City as it
continues to recover from the June 2011 tornado and October 2011 snow storm. The tornado, estimated to cost
the City a total of $89 million in damages, impacted two schools and the local armory, which was being used as a
community center, along with various emergency protective measures such as police, fire and code enforcement
support. The Elias Brookings Elementary School was a three story, 85-year old school directly in the path of the
tornado. Based on the need to update the building to current codes and standards, and the fact that enrollment
was higher than the current school could accommodate, the decision was made to build a new school for the
neighborhood, as opposed to repairing the damaged building. The MSBA approved the $27 million project and
will provide 80% reimbursement to the City.
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In addition to the Brookings project, the Mary Dryden Elementary School lost an entire wing of the building as a
result of the tornado. The MSBA approved the rebuilding of the wing at a cost of approximately $15 million, and
will provide 80% reimbursement to the City.
In the meantime, both Schools are utilizing portable classrooms for the students during the current school year
through the completion of the two projects.

In addition to School projects, the City recently authorized funding for the redevelopment of Union Station. The
project, estimated to cost over $78 million will be completed in two phases which will restore the terminal and
central concourse along with demolishing the baggage claim to provide space for the bus terminal and parking.
The project will integrate intercity rail service, PVTA bus service and Peter Pan bus service into one area.

Financial Overview

Within 170 days after the annual organization of the city government (which is ordinarily in early January), the
Mayor is required to submit a budget of proposed expenditures for the fiscal year beginning on July 1. The city
council may make appropriations for the recommended purposes and may reduce or reject any item. Without a
recommendation of the Mayor, the council may not make any appropriation for a purpose not included in the
proposed budget, except by a two-thirds vote in case of a failure of the Mayor to recommend an appropriation for
such a purpose within 7 days after a request from the city council. The council may not increase any item without
the recommendation of the Mayor (except as provided by legislation, subject to local acceptance, under which the
school budget or regional school district assessment can be increased upon recommendation of the school
committee or regional district school committee and by two-thirds vote of the council, provided that such increase
does not cause the total annual budget to exceed property tax limitations). If the council fails to act on any item of
the proposed budget within 45 days, that item takes effect. If the Mayor does not make a timely budget
submission, provision is made for preparation of a budget by the council. Provision is also made for
supplementary appropriations upon recommendation of the Mayor.

As a result of an initiative law adopted in November 1980, school committees are no longer autonomous with
respect to school expenditures for current purposes. The school budget is limited to the total amount appropriated
by the city council, but the school committee retains full power to allocate the funds appropriated. City department
heads are generally required to submit their budget requests to the Mayor in January. This does not apply to the
school department, which must submit its requests in time for the Mayor to include them in his submission to the
council. State and county assessments, abatements in excess of overlays, principal and interest not otherwise
provided for, and final judgments are included in the tax levy whether or not included in the budget. Revenues are
not required to be set forth in the budget but estimated non-tax revenues are taken into account by the assessors
in fixing the tax levy.

History of Prior Financial Problems (1989-2004)

Since 1989 the City has experienced varying periods of financial stress. Contributing factors included the regional
economic downturn, increases in employee health care costs, cutbacks in state aid and deficits associated with
the operation of a municipal hospital. The City undertook a series of steps between 1989 and 1995 to address
these issues, but a structural imbalance remained into FY96. In response, the City sold its municipal hospital in
1996 to end the structural deficits this enterprise was creating for the City. The State Legislature acted in 1989 to
assist the City in overcoming its financial difficulties. Chapter 656 of the Acts of 1989 established a Department of
Finance under the direction of a Chief Financial Of