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Two Financial Center
60 South Street
Boston, MA 02111

Independent Auditors’ Report

The Honorable Mayor and City Council
City of Boston, Massachusetts:

We have audited the accompanying financial statements 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 City of Boston (the City), Massachusetts, as of and for the year ended
June 30, 2011, which collectively comprise the City’s basic financial statements as listed in the table of
contents. These financial statements are the responsibility of the City’s management. Our responsibility is
to express opinions on these financial statements based on our audit. We did not audit the financial
statements of certain entities, which represent 1.4% and 0.4% of the assets and revenues of the
governmental activities, respectively, 4.6% and 18.6% of the assets and revenues of the aggregate
remaining fund information, respectively, and 23.6% and 16.4% of the assets and revenues of the
discretely presented component units, respectively. Those financial statements were audited by other
auditors whose reports have been furnished to us, and our opinions, insofar as they relate to the amounts
included for these entities, are based on the reports of the other auditors. The prior year Statement of
Revenues and Expenditures Budgetary Basis General Fund — Budget and Actual partial comparative
information has been derived from the City’s 2010 financial statements and, in our report dated
November 19, 2010, we expressed an unqualified opinion on the Statement of Revenues and Expenditures
Budgetary Basis General Fund — Budget and Actual.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States. Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. The financial statements of the permanent funds, private-purpose trust funds and OPEB trust
fund were not audited in accordance with Government Auditing Standards. An audit includes
consideration of internal control over financial reporting as a basis for designing audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of
the City’s internal control over financial reporting. Accordingly, we express no such opinion. An audit also
includes 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, as
well as evaluating the overall financial statement presentation. We believe that our audit and the reports of
other auditors provide a reasonable basis for our opinions.

In our opinion, based on our audit and the reports of other auditors, the financial statements referred to
above present fairly, in 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 City of Boston, Massachusetts, as of June 30,
2011, and the respective changes in financial position and, where applicable, cash flows thereof and the
respective budgetary comparison for the general fund for the year then ended in conformity with
U.S. generally accepted accounting principles.

KPMG LLP is a Delaware limited liability partnership,
the U.S. member firm of KPMG International Cooperative
(“KPMG International”), a Swiss entity.
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In accordance with Government Auditing Standards, we have also issued our report dated December 21,
2011 on our consideration of the City’s internal control over financial reporting and on our tests of its
compliance with certain provisions of laws, regulations, contracts, and grant agreements and other matters.
The purpose of that report is to describe the scope of our testing of internal control over financial reporting
and compliance and the results of that testing, and not to provide an opinion on the internal control over
financial reporting or on compliance. That report is an integral part of an audit performed in accordance
with Government Auditing Standards and should be considered in assessing the results of our audit.

As described in note 2(n) of the financial statements, the City adopted the provisions of Governmental
Accounting Standards Board Statement No. 54, Fund Balance Reporting and Governmental Fund Type
Definitions, as of July 1, 2010.

Management’s Discussion and Analysis on pages A-3 through A-14 and the schedules of funding progress
and employer contributions on page A-64 are not required parts of the basic financial statements, but are
supplementary information required by U.S. generally accepted accounting principles. We have applied
certain limited procedures which consisted principally of inquiries of management regarding the methods
of measurement and presentation of the required supplementary information. However, we did not audit
the information and express no opinion on it.

KPMe LLP

Boston, Massachusetts
December 21, 2011
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MANAGEMENT’S DISCUSSION AND ANALYSIS
(Unaudited)

The City of Boston (the City) provides this Management’s Discussion and Analysis to present additional information to
the readers of the City’s basic financial statements. This narrative overview and analysis of the financial activities of the
City is for the fiscal year ended June 30, 2011. Readers are encouraged to consider this information in conjunction with
the additional information that is furnished in the City’s Comprehensive Annual Financial Report (CAFR).

OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysis is intended to serve as an introduction to the City’s financial statements. The City’s basic
financial statements include three components: 1) Government-wide Financial Statements, 2) Fund Financial
Statements, and 3) Notes to the Financial Statements. This report also contains required supplementary information
regarding historical pension information and other postemployment benefit (OPEB) plan information. The components
of the financial statements are described in the following sections.

Basic Financial Statements

The basic financial statements include two types of financial statements that present different views of the City — the
Government-wide Financial Statements and the Fund Financial Statements. The Notes to the Basic Financial Statements
supplement the financial statement information and clarify line-items that are part of the financial statements.

Government-wide Financial Statements

The Government-wide Financial Statements provide a broad view of the City’s operations in a manner similar to a private
sector business. The statements provide both short-term and long-term information about the City’s financial position,
which assists in assessing the City’s economic condition at the end of the fiscal year. These are prepared using the
economic resources measurement focus and the accrual basis of accounting. This basically means they follow methods
that are similar to those used by most businesses. They take into account all revenues and expenses connected with the
fiscal year even if cash involved has not been received or paid. The Government-wide Financial Statements include two
statements:

o The Statement of Net Assets presents all of the government’s assets and liabilities, with the difference between
the two reported as net assets. Over time, increases or decreases in the City’s net assets may serve as a useful indicator
of whether the financial position of the City is improving or deteriorating.

o The Statement of Activities presents information showing how the government’s net assets changed during the
most recent fiscal year. All changes in net assets are reported as soon as the underlying event giving rise to the change
occurs, regardless of the timing of related cash flows. Thus, revenues and expenses are reported in this statement for
some items that will not result in cash flows until future fiscal periods (such as uncollected taxes and earned but unused
vacation leave). This statement also presents a comparison between direct expenses and program revenues for each
function of the City.

Both the above financial statements have separate sections for the three different types of city programs or activities.
These three types of activities are:
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. Governmental Activities — The activities in this section are mostly supported by taxes and intergovernmental
revenues (federal and state grants). Most services normally associated with city government fall into this category,
including general government, human services, public safety, public works, property and development, parks and
recreation, library, schools, public health programs, state and district assessments, and debt service.

. Business-type Activities — These functions normally are intended to recover all or a significant portion of their
costs through user fees and charges to external users of goods and services. These business-type activities of the City
include the activities related to the City’s Convention Center Bond Fund and Hospital Bond Fund.

J Discretely Presented Component Units — These are legally separate entities for which the City has financial
accountability but function independent of the City. For the most part, these entities operate similar to private sector
businesses and the business-type activities described above. The City’s four discretely presented component units are
the Boston Public Health Commission, the Boston Redevelopment Authority, the Economic Development Industrial
Corporation, and the Trustees of the Boston Public Library.

Complete financial statements of the individual component units can be obtained from their respective administrative
offices. Additional information about the City’s component units is presented in the Notes to the Financial Statements.

The Government-wide Financial Statements can be found immediately following this discussion and analysis.

Fund Financial Statements

A fund is a grouping of related accounts that is used to maintain control over resources that have been segregated for
specific activities or objectives. The City, like other local governments, uses fund accounting to ensure and demonstrate
compliance with finance-related legal requirements.

The Fund Financial Statements focus on individual parts of the City government, reporting the City’s operations in more
detail than the Government-wide Financial Statements. All of the funds of the City can be divided into three categories.
It is important to note that these fund categories use different accounting approaches and should be interpreted
differently. The three categories of funds are:

Governmental Funds — Most of the basic services provided by the City are financed through governmental funds.
Governmental funds are used to account for essentially the same functions reported as governmental activities in the
Government-wide Financial Statements. However, unlike the Government-wide Financial Statements, the Governmental
Fund Financial Statements focus on near term inflows and outflows of spendable resources. They also focus on the
balances of spendable resources available at the end of the fiscal year. Such information may be useful in evaluating the
government’s near term financing requirements. This approach is known as using the flow of current financial resources
measurement focus and the modified accrual basis of accounting. Under this approach, revenues are recorded when
cash is received or when susceptible to accrual. Expenditures are recorded when liabilities are incurred and due. These
statements provide a detailed short term view of the City’s finances to assist in determining whether there will be
adequate financial resources available to meet the current needs of the City.

Because the focus of governmental funds is narrower than that of the Government-wide Financial Statements, it is
useful to compare the information presented for governmental funds with similar information presented for
governmental activities in the Government-wide Financial Statements. By doing so, readers may better understand the



Management’s Discussion & Analysis ¢ A-5

long term impact of the government’s near term financing decisions. Both the governmental fund balance sheet and the
governmental fund statement of revenues, expenditures, and changes in fund balances provide a reconciliation to
facilitate this comparison between governmental funds and the governmental activities. These reconciliations are
presented on the page immediately following each governmental fund financial statement.

The City presents four columns in the governmental fund balance sheet and in the governmental fund statement of
revenues, expenditures, and changes in fund balances. The City’s three major governmental funds are the General Fund,
the Special Revenue Fund, and the Capital Projects Fund. All non-major governmental funds are combined in the “Other
Governmental Funds” column on these statements. The Governmental Fund Financial Statements can be found
immediately following the Government-wide Financial Statements.

Of the City’s governmental funds, the General Fund is the only fund for which a budget is legally adopted. The Statement
of Revenues and Expenditures — Budgetary Basis is presented after the governmental fund financial statements. This
statement provides a comparison of the original and final budget and the actual expenditures for the current and prior
year.

In accordance with state law and regulations, the City’s legally adopted General Fund budget is prepared on a
“budgetary” basis instead of U.S. generally accepted accounting principles (GAAP). Among the key differences between
these two sets of accounting principles are that “budgetary” records property tax as it is levied, while GAAP records it as
it becomes susceptible to accrual, “budgetary” records certain activities and transactions in the General Fund that GAAP
records in separate funds, and “budgetary” records any amount raised that covers a prior year deficit as an expenditure
and any available funds raised from prior year surpluses as a revenue, while GAAP ignores these impacts from prior
years. The difference in accounting principles inevitably leads to varying results in excess or deficiency of revenues over
expenditures. Additional information and a reconciliation of “budgetary” to GAAP statements is provided in note 4 to
the financial statements.

Proprietary Funds — These funds are used to show activities that operate more like those of commercial enterprises.
Like the Government-wide Financial Statements, Proprietary Fund Financial Statements use the economic resources
measurement focus and accrual basis of accounting. No reconciliation is needed between the Government-wide
Financial Statements for business-type activities and the Proprietary Fund Financial Statements. There are two types of
proprietary funds — enterprise funds and internal service funds. Enterprise funds charge fees for services provided to
outside customers including local governments. Enterprise Funds provide the same type of information as the Business-
type activities of the Government-wide Financial Statements within governmental activities, only in more detail. The
internal service fund provides health insurance services predominantly to other funds, departments or agencies of the
City. Therefore, its activities are included in the Government-wide financial statements within governmental activities.
The Proprietary Funds Financial Statements can be found immediately following the Governmental Fund Financial
Statements.

Fiduciary Funds— These funds are used to account for resources held for the benefit of parties outside the City
government. Fiduciary funds are not reflected in the Government-wide Financial Statements because the resources of
these funds are not available to support the City’s own programs. The accounting used for fiduciary funds is much like
that used for proprietary funds. They use the economic resources measurement focus and accrual basis of accounting.
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The City’s fiduciary funds are the Employee Retirement Fund (the State-Boston Retirement System), which accounts for
the transactions, assets, liabilities, and net assets of the City employees’ pension plan; the Other Postemployment
Benefits (OPEB) Liability Trust Fund, which is an irrevocable trust established for the accumulation of assets to reduce
the unfunded actuarial liability associated with the City’s obligation for other postemployment benefits; and the Private
Purpose Trust Funds, which includes money held and administered by the City on behalf of third parties.

The Fiduciary Funds Financial Statements can be found immediately following the Proprietary Fund Financial
Statements.

Notes to the Financial Statements

The notes provide additional information that is essential to a full understanding of the data provided in the
Government-wide and the Fund Financial Statements. The Notes to the Financial Statements can be found immediately
following the Fiduciary Funds Financial Statements.

Required Supplementary Information

The basic financial statements are followed by a section of required supplementary information, which includes a
schedule of funding progress and a schedule of employer contributions for the State-Boston Retirement System and the
City’s OPEB Trust Fund.

CURRENT YEAR FINANCIAL IMPACTS

¢ Infiscal year 2011, the City made an additional one-time payment totaling $82.0 million to the Employee Retirement
Fund. The decision to make the payment in FY11 was one of two pension decisions made with FY12 and beyond in
mind. The City’s legal requirement to update its pension schedule resulted in a new schedule that recognized the
large asset losses that occurred in 2008. The additional payment in FY11, along with extending the schedule two
years, helped lower the amounts required to fund the pension liability in FY12 and the years to follow. The
additional payment was incorporated into the City’s annual appropriation bill from the State-Boston Retirement
System.

e The City of Boston’s OPEB obligation significantly impacts the government-wide financial results. Each year, the City
is required to recognize an additional portion of its unfunded actuarial accrued liability, which will continue to add to
the deficit in unrestricted net assets. In FY11, a payment of $35.0 million was made to the OPEB Trust Fund along
with the transfer of assets totaling $50.1 million from the stabilization fund to the OPEB Trust Fund. This
appropriation is a fraction of the FY11 $262.9 million annual required contribution (ARC) to fund the City’s total
liability for retiree health benefits. The City anticipates appropriating an additional $35.0 million toward reducing
this liability in FY12.

e In March 2011, the City sold $38.3 million of Convention Center Advance Refunding Bonds. These bonds, combined
with the appropriation of $45.0 million from the City’s Room Occupancy Excise Funds and $10.2 million in other
available funds refunded all of the City’s $93.5 million outstanding 2002 Convention Center Bonds. The decision to
refund the Convention Center Bonds will reduce the City’s debt service costs in the future, providing a total savings
of $5.0 million for the life of the bond. The refunding of the Convention Center Bonds eliminates the Convention
Center enterprise fund. In 2011, the City has reported the final activity of the fund.
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e In FY2011, the City was ordered by the Commonwealth of Massachusetts Division of Labor Relations to allocate a
damage payment totaling $16.5 million for members of the Boston Police Patrolmen’s Association (BPPA) who were
employed from October 1994 to September 2003. The unfair labor practice filed with the Division of Labor Relations
was for overtime wrongly assigned to employees outside of the BPPA.

GOVERNMENT-WIDE FINANCIAL ANALYSIS
This analysis is based on the Statement of Net Assets and the Statement of Activities found directly after Management’s
Discussion and Analysis.

Government-wide Highlights

Net Assets — Primary Government — The total assets of the City exceeded its liabilities at fiscal year ended June 30, 2011
by $465.7 million (presented as net assets). At year end, the City had a deficit in governmental activities unrestricted net
assets in the amount of $110.5 million. This represents the City’s election to fund certain long-term liabilities as they
come due, rather than as they are incurred.

Changes in Net Assets — Primary Government — The City’s total net assets decreased by $89.5 million in fiscal year 2011.
Net assets of governmental activities decreased by $141.5 million, while net assets of the business-type activities
increased by $52.0 million.

Net Assets

As noted earlier, net assets may serve over time as a useful indicator of a government’s financial position. The City’s
combined net assets (governmental and business type activities) totaled $465.7 million at the end of 2011, compared to
$555.1 million at the end of the previous year.

The components of net assets comprise the following: the investment in capital assets such as land, buildings,
equipment, and infrastructure (road, bridges, and other immovable assets), less any related debt used to acquire that
asset that is still outstanding — this amount is $402.6 million indicating that the net book value of the City’s capital assets
exceeds the amount of capital debt outstanding. The City uses these capital assets to provide services to citizens;
consequentially, these assets are not available for future spending. Although the City’s investment in its capital assets is
reported net of related debt, it should 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.

A portion of the City’s governmental activities net assets, $158.7 million or 35.2%, represents restricted net assets, or
resources that are subject to external restrictions on how they may be used. Internally imposed designations of
resources are not presented as restricted net assets. The remaining balance of net assets represents the deficit in
unrestricted net assets. The deficit in unrestricted net assets increased $41.4 million from 2010.

At the end of the current fiscal year, the City is reporting a positive net asset balance for the government as a whole. The
positive balance in business-type activities is a result of the defeasance of Convention Center Bonds in part with general
obligation bonds reported in governmental activities.
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Net Assets (Deficit) - Primary Government

ASSETS:
CUITENT @SSEES...eeiiiiiieiiie sttt
Capital assets
Other @SSELS....civeuirieieiirireeteee ettt

Total assets.

LIABILITIES:
Noncurrent liabilities.........cooeverierineneeeeeeeee
Current labilities........covevveerrineerireeeereesere e

Total liabilities

NET ASSETS:
Invested in capital assets,
net of related debt.........coecvveverinenincnece
RESTIHCEEM ..ot
Unrestricted

Total net assets (deficit)

(In thousands)

Governmental Activities

Business-type Activities

Total Primary Government

2011 2010 2011 2010 2011 2010

$ 1,348075 S 1,423,188 $ 31,807 66,457 $ 1,379,882 $ 1,489,645
1,364,414 1,348,199 - - 1,364,414 1,348,199
119,766 129,424 59,094 74,581 178,860 204,005
2,832,255 2,900,811 90,901 141,038 2,923,156 3,041,849
1,795,736 1,685,794 66,818 164,652 1,862,554 1,850,446
585,664 622,705 9,251 13,554 594,915 636,259
2,381,400 2,308,499 76,069 178,206 2,457,469 2,486,705
402,646 427,097 - - 402,646 427,097
156,989 234,339 14,832 14,901 171,821 249,240
(108,780) (69,124) - (52,069) (108,780) (121,193)

$ 450,855 $ 592,312 $ 14,832 (37,168) $ 465,687 $ 555,144




Changes in Net Assets (Deficit) - Primary Government

Revenues:
Program revenues:
Charges for services.
Operating grants and contributions
Capital grants and contributions...
General revenues:
Taxes

Grants and contributions not restricted.........c.cceovueuriennne
INVEStMENT INCOME....oieiiiiriiiciei e

Miscellaneous..........cveeuveeuenne

Total rever

Program expenses:
General government.
HUMan Services..........oveeeveeeunene
Public safety......coeverinnenieirieieens
PUBIIC WOTKS.....coeevceciieieree e
Property and development...
Parks and recreation

Public health programs..
Interest on long-term debt....
Convention center...
Hospital.

Total program expense

Excess (deficiency) before transfers...........cocvvvenurvcnnricnnnnnne
TIANSTIS...cuuieiiriirciie ettt s

Change in net assets
Net assets (deficit) — beginning of year..........coeeerevcsirennnns

Net assets (deficit) — end of year.

(In thousands)

Governmental Activities Business-type Activities

Management’s Discussion & Analysis ¢ A-9

Total Primary Government

2011 2010 2011 2010 2011 2010
$ 144375 S 157,049 $ - S - 144375 S 157,049
501,441 547,812 1,172 5,567 502,613 553,379
33,338 12,555 - - 33,338 12,555
1,713,354 1,658,726 58,508 43,887 1,771,862 1,702,613
187,322 171,174 - - 187,322 171,174
21,724 17,221 3,561 3,567 25,285 20,788
23,195 21,901 - - 23,195 21,901
2,624,749 2,586,438 63,241 53,021 2,687,990 2,639,459
80,968 106,435 - - 80,968 106,435
49,974 52,310 - - 49,974 52,310
875,111 930,779 - - 875,111 930,779
133,830 131,883 - - 133,830 131,883
117,871 118,456 - - 117,871 118,456
31,956 31,204 - - 31,956 31,204
47,320 50,050 - - 47,320 50,050
1,317,108 1,314,601 - - 1,317,108 1,314,601
70,619 71,453 - - 70,619 71,453
40,329 39,832 - - 40,329 39,832
- - 9,025 13,751 9,025 13,751
- - 3,336 3,635 3,336 3,635
2,765,086 2,847,003 12,361 17,386 2,777,447 2,864,389
(140,337) (260,565) 50,880 35,635 (89,457) (224,930)
(1,120) 30,000 1,120 (30,000) - -
(141,457) (230,565) 52,000 5,635 (89,457) (224,930)
592,312 822,877 (37,168) (42,803) 555,144 780,074
$ 450,855  $ 592,312 $ 14,832 $ (37,168) 465,687 $ 555,144
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Revenues - Governmental Activities
Fiscal Year 2011

B Taxes and Payments in lieu of
Taxes

B Program Revenues

m Other

$1,400,000
$1,200,000
$1,000,000
$800,000
$600,000
$400,000
$200,000

S0

Expenses - Governmental Activities FY11
(in thousands)

$1,317,108

$875,111

$321,166

$133,830 $117,871

Schools

Public safety Public works

Property & Other
Development
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Governmental Activities

The City’s governmental activities net assets decreased by $141.5 million over the prior fiscal year. The following net
changes occurred during the course of operations in fiscal year 2011: In the assets accounts, cash and investments
decreased by $35.8 million, receivables increased by $107.4 million, and capital assets increased by $16.2 million. In the
liability accounts, there were decreases in warrants and accounts payable of $30.7 million, unearned revenue of $5.4
million, and accrued liabilities of $9.6 million. Additionally, an increase of $40.9 million was recorded relative to the
City’s other postemployment obligation in 2011.

During fiscal year 2011, the City’s revenues increased by 1.5%. The City’s largest sources of revenues were property
taxes, excise taxes, and payment in lieu of taxes of $1.71 billion (65.3% of total revenue) and $679.1 million of program
revenues (25.8% of total revenue). Taxes increased by $54.6 million from the previous year. Program revenues
decreased by $38.2 million for fiscal year 2011. This is largely due to decreases in MSBA reimbursements.

The City’s expenses cover a range of services. The largest expenses were for schools ($1.31 billion), public safety (5875.1
million), public works ($133.8 million), property and development ($117.8 million), general government ($81.0 million),
public health programs ($70.6 million), and human services ($50.0 million). The City was aggressive in containing costs in
2011 as a result of decreases in state funding, cutting expenses by $81.9 million.

In 2011, governmental activities expenses exceeded program revenues (i.e., user charges, operating grants, and capital
grants) by $2.08 billion. This shortfall was covered primarily through taxes ($1.71 billion) and unrestricted grants and
contributions ($187.3 million).

Comparative data on these revenues and expenses is itemized in the reporting of the Changes in Net Assets (Deficit) —
Primary Government earlier in this Management Discussion and Analysis.

Business type Activities

Net assets from business-type activities increased $52.0 million during fiscal year 2011. This change in net assets
resulted primarily from the defeasance of Convention Center Bonds in part with general obligation bonds reported in
governmental activities.

FINANCIAL ANALYSIS OF THE CITY’S FUND STATEMENTS
This analysis is based on the Governmental and Proprietary Fund Financial Statements. As noted earlier, the City uses
fund accounting to ensure and demonstrate compliance with finance related legal requirements.

Fund Highlights

Governmental Funds — Fund Balances — As of the close of fiscal year 2011, the City’s governmental funds reported a
combined ending fund balance of $934.2 million, a decrease of $29.0 million from the prior year. Of this total amount,
$511.0 million represents the unassigned fund balance. This amount is comparable to the prior year’s “unreserved and
undesignated” fund balance of $606.0 million. The decrease in fund balance is largely due to the one-time additional
payment to the Employee Retirement Fund.
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Governmental Funds

The focus of the City’s governmental funds is to provide information on near term inflows, outflows, and balances of
spendable resources. Such information is useful in assessing the City’s financial requirements. In particular, unassigned
fund balance may serve as a useful measure of a government’s financial position at the end of the fiscal year.

General Fund — Fund Balance — The General Fund is the chief operating fund of the City. The City’s General Fund — Fund
Balance Policy states in part to maintain a GAAP unassigned fund balance in the General Fund that is 10%, or higher, of
GAAP General Fund operating expenditures for the fiscal year. The GAAP unassigned fund balance at the end of fiscal
year 2011 was $511.0 million, which represents approximately 20.8% of GAAP General Fund operating expenditures.

However, because the City is required to follow the statutory basis of accounting rather than GAAP for determining the
amount of unassigned fund balance that can be appropriated, it is the statutory (not the GAAP) fund balance that is used
to calculate “free cash.” Free cash is the amount of statutory fund balance in the General Fund, as certified by the
Commonwealth of Massachusetts’ Department of Revenue, which is available for appropriation and is generated when
actual revenues, on a cash basis, exceed budgeted amounts and encumbrances are less than appropriations, or both.

The City has established the General Fund-Fund Balance Policy to ensure that the City maintains adequate levels of fund
balance to mitigate current and future risks (i.e., revenue shortfalls and unanticipated expenditures). The policy in full
states that the City shall maintain a GAAP unassigned fund balance in the General Fund that is 10% or higher than the
current fiscal year’s GAAP General Fund operating expenditures; and that the City shall only consider the certification of
free cash (as defined by the Commonwealth of Massachusetts’ Department of Revenue) in years where the
appropriation of free cash shall not cause the fiscal year’s GAAP unassigned fund balance to go below 10% of the fiscal
year’s GAAP General Fund expenditures while maintaining a budgetary undesignated fund balance between 5% and 10%
of budgetary operating expenditures.

The City shall only consider the appropriation of certified free cash to offset: (1) certain fixed costs such as pension
contributions and related postemployment health benefits and/or (2) to fund extraordinary and nonrecurring events as
determined and certified by the City Auditor.

Special Revenue Fund - Fund Balance — The Special Revenue Fund accounts for the proceeds of specific revenue
sources that are restricted or committed to expenditures for predefined purposes. The fiscal year 2011 Special Revenue
Fund balance is reported at $172.3 million, an $864 thousand decrease from fiscal year 2010. This decrease is due to a
decrease in state aid.

Capital Projects Fund — Fund Balance — The Capital Projects Fund accounts for financial resources to be used for the
acquisition or construction of major capital facilities, other than those financed by proprietary funds and trust funds. The
fiscal year 2011 Capital Projects Fund balance is $68.4 million, a $23.1 million increase from fiscal year 2010. The
increase in fund balance is attributable to the excess balance of unspent bond proceeds from the issuance of general
obligation bonds to fund capital projects.

Other Governmental Funds — Fund Balance — Other Governmental Funds account for assets held by the City in
permanent trust funds. The fiscal year 2011 Other Governmental Funds fund balance is $40.6 million, a $3.0 million
increase from fiscal year 2010. The increase in fund balance is largely due to investment returns during fiscal year 2011.
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Enterprise Funds
The City’s enterprise funds provide the same type of information found in the Government-wide Financial Statements
for business-type activities. This information is presented on the same basis of accounting, but in more detail.

The City’s enterprise funds net surplus for fiscal year 2011 was $14.8 million. The net surplus in the enterprise funds is a
result of the defeasance of the Convention Center Bonds in part with general obligation bonds reported in governmental
activities.
