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Introduction

“If we wish a change to be as radical as possible, we have to apply the remedy
in small doses, but unremittingly, for long periods.” - Friedrich Nietzsche

It can be frustrating to look at the host of challenges to Philadelphia’s fiscal health and
view them as insurmountable. Service reductions, a non-competitive tax structure, an
underfunded infrastructure, large amounts of long term debt, and multi-billion dollar
pension liabilities can make the reformer’s efforts seem insignificant or impossible.
The fiscal crisis in 1991 that led to the creation of PICA resulted in transformations large
and small which continue to benefit the City today. After years of little progress, recent
efforts are sowing the seeds for similar types of changes which will help for years to
come. Some changes, such as streamlining at the Department of Licenses and
Inspections, are incremental improvements which only impact in small ways. However,
as these small improvements build on each other, the overall landscape of government
service improves.
At times the concentration of small improvements can have a dramatic impact. The
improved management at the Prisons and new levels of coordination among the members
of the City’s criminal justice system are having just such an impact. A large number of
smaller improvements have enabled the City to not only halt the increases in the City’s
prison census, but bring them down to levels not reached in five years. The savings
resulting from these efforts is in the tens of millions of dollars, and has eased the fiscal
challenges faced by the City.
Not that the occasional large scale change should be ignored. The efforts in the past year
to change the property assessment process in the City were monumental. The work is far
from over, but the elimination of the Board of Revision of Taxes and the plan to achieve
a professional assessment function are a large step forward for the City. That kind of
change can take years to initiate and complete, but can be buttressed by the ongoing
smaller changes throughout the government.
Many opportunities for improvements exist throughout the City, both large and small.
Many are as simple as better management and oversight, others will require systemic
change. Constant efforts to improve, no matter how incremental, will make the fiscal
challenges manageable and surmountable.
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I.

EXECUTIVE SUMMARY AND STAFF RECOMMENDATION

The FY11-15 Five-Year Financial Plan (Plan) presents the City’s ongoing attempts to
struggle through the recession and nascent recovery. As in last year’s Plan, the City
utilizes a combination of new revenue initiatives and spending cuts to achieve a schedule
of balanced budgets throughout the five years of the Plan. However, the Plan’s projected
fund balances are extremely narrow. When coupled with the uncertainties surrounding
labor contracts, the state budget, and the economic recovery, these balances raise
questions about the City’s ability to maintain fiscal stability over the next five years.
The City made cuts in its projected spending levels, reducing its FY11 spending
projection by over $67 million (1.7%) from last year’s Plan projection. While some of
the reduction is a result of service cuts, a portion of the spending reductions result from
management improvements including reducing the prison census. The City also offset
some of its projected revenue losses by increasing the real estate tax, helping to balance
the budget, but further exacerbating the uncompetitive tax structure in Philadelphia.
As recommended in several previous PICA reports and Issue Papers, the Administration
has continued trying to address some of the long-term fiscal challenges faced by the City,
though the success of key initiatives will not be known until the completion of all the
unresolved labor contracts.
Under the PICA Act, the Board is charged with determining whether: “the financial plan
projects balanced budgets, based upon reasonable assumptions…for each year of the
Plan.” The Plan the Board is now considering meets that test.

Report Summary
The report focuses primarily on six areas:
1. Substantial risks included in the Plan: These are items for which a strong
possibility exists that the City will not meet its projections, or the potential
impacts are unquantifiable, but the risk of the City’s missing those projections is
not so large that it is unreasonable for the City to include them in the Plan.
2. Additional risks included in the Plan: These are qualitatively less substantial
risks contained in the Plan where the City may not meet its projections, or the
potential negative impact is small enough so as not to upset the Plan’s positive
Fund Balances.
3. Tax revenue and expenditure projections included in the Plan: The tax
collection projections are a key determinant of the level of expenditures that can
be included in the Plan and an analysis of expenditure trends demonstrates how
the City has responded to the fiscal challenge.
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4. The long-term financial risks that face the City: The City faces an array of
issues that must be addressed to secure the City’s long-term fiscal health; some
issues could impact the City’s ability to achieve balanced budgets over the next
five years.
5. Administrative reforms and productivity initiatives of the City: The Plan
includes a series of reforms and initiatives aimed at improving overall
administration and efficiency throughout the City.

Substantial Risks Included in the Plan
Intergovernmental Grants: A substantial risk to the Plan relates to the potential for
reduced grant funding to the City from state and federal government. For several reasons,
the City may receive diminished levels of funding from the state and federal government
in aggregate, and for particular programs, in FY11 and future fiscal years. This
diminished level of funding could create pressure for City officials to replace lost grant
funds with City tax-supported funds. This in turn, will add to the fiscal constraints facing
the General Fund. The uncertainty surrounding this funding underscores the risks
inherent in the increasing reliance of the City on state and federal funding.
Narrow Fund Balances: For the third consecutive year, the proposed Plan includes
relatively narrow fund balances, ranging from $31 million to $70.5 million. These equate
to an average surplus of 1.2% of expected revenues. The Government Finance Officers
Association (GFOA) recommends that municipalities should plan for a fund balance that
ranges from five to fifteen percent of revenues in order to properly hedge against shortterm and long-term fiscal risks. For the last two years, unexpected fiscal challenges have
resulted in negative end-of-year fund balances, due in part to the lack of sufficient
emergency resources.
Labor Contracts and the Municipal Work Force: Three of the four municipal
employee union contracts with the City remain in the negotiation/arbitration process, as
employees have been without contracts for more than a year. By far, the City’s largest
General Fund cost is for personnel. For FY10, projections show that of every dollar City
government spends, about 60 cents goes to labor costs. The Plan assumes that new
contracts will include no raises for the life of the Plan, and will result in annual savings of
$25 million from benefit and work rule changes. Additionally, these changes would
positively impact some of the City’s long-term fiscal challenges on pensions and health
benefits. Any contracts which increase General Fund costs beyond the City’s ability
to pay, or fail to realize the savings assumed in the Plan, will require a revision to
the Plan. This revision must demonstrate that there are sufficient funds to cover
these costs or unrealized savings.
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Additional risks in the Plan
Property Tax Assessment System: During the past year, City Council enacted and the
Mayor signed an ordinance that replaces the Board of Revision of Taxes (BRT) with two
new agencies responsible for determining assessments of all real property in the city and
hearing appeals of assessments. This change in assessment governance should lead to
significant improvements in administration and the quality of property assessment. Still,
real estate tax revenue remains a risk area for the current Plan. There is still a great deal
of progress that remains to be made to reform Philadelphia’s property assessment
process.
Uncertain National Economy - Macroeconomic Trends: The impact of the global
recession on the growth of the City’s economy and tax bases over the FY11-FY15 period
continues to be a major risk to the Plan. During the last two years the city’s economy has
proved fairly resilient as compared to other municipalities, owing in part to the high
concentration of the city’s economy in sectors that have seen relatively less severe
impacts from the recession: health care, education, and government. Economic indicators
over the past year have begun to stabilize, but much of the City’s tax revenue base
remains at risk. Throughout FY10, quarterly collections of the four major City taxes that
are collected on a continuous monthly basis – the Wage, Realty Transfer, Sales, and
Parking taxes – have indicated a stabilizing tax base as the fiscal year progressed.
Gaming Revenues and Costs: The Plan assumes that the City will begin receiving fees
from casinos in FY11, with a total of $84.6 million assumed over the life of the Plan, but
the longer the delay in the start of construction of the City’s second anticipated casino,
the less likely it is that those revenues will be received in accordance with Plan estimates.
One of the planned casinos remains mired in uncertainty. For the first time, the Plan does
assume that the opening of those casinos will result in some additional costs to the City’s
General Fund, though indirect benefits are not accounted for in the Plan.
Philadelphia Gas Works (PGW): While PGW continues to present a risk for the City, it
has shown significant improvement in its finances. The leadership of PGW has improved
management and operations, though structural challenges and an over-sized workforce
continue to challenge the utility while the outstanding $1 billion in debt dominates the
balance sheet. PGW has shown sufficient improvements to its bottom line which the
Plan projects will allow it to repay the City $18 million related to loan restructuring
savings and interest owed to the City, and has resulted in a bond ratings upgrade. There
remains a possibility that future fiscal crises at PGW will require additional City
subsidies.
Tax Revenue and Expenditure Projections
As mentioned above, most City revenues have seen some stabilization over the past year.
Although the Plan assumes that revenues will remain fairly flat for another 12-18 months,
continued slow growth or deterioration could cause shortfalls in the Plan. Key
differences between the Mayor’s proposed Plan in March and the Plan submitted to PICA
-7-
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in July include a reduction in anticipated revenues over the Plan period of almost $600
million and a reduction in projected obligations of over $420 million.
City tax revenues are projected to show limited growth over the plan as the City
continues to emerge from the recession. City tax revenues will continue to be monitored
closely to determine if any additional weakness emerges. An analysis of expenditure
trends by Department demonstrates where the City has made changes to respond to the
recession, as well as where it is realigning spending priorities.

Long Term Financial Risks
Among the long-term financial risks facing the City, this Plan does strive to make
progress in some areas. The City has taken an aggressive stance in its need to rebalance
the contribution and benefit levels in the Pension Fund, and has received declaration by
the State as a “Distressed Fund.” The City continues to struggle with balancing its
budget while attempting to deal with the City’s uncompetitive tax structure, a system
further strained by the increase in the City Real Estate Tax in FY11. Capital investment
remains low relative to the City’s needs, though the City continues to find ways to
increase its capital investment over recent levels without exacerbating the high levels of
long-term debt. There are no plans to establish a Rainy Day Fund, though it is
challenging to establish such a fund when it is already “raining”.
Administrative Reforms and Productivity Initiatives of the City
The Administration has continued to introduce and expand numerous reforms and
initiatives, including investment in information technology strategies for the entire
government, workforce management, performance budgeting and department specific
reform plans. Department reform teams continue to show varied measures of success as
they move into implementation.

City Controller’s Opinion
As in past years, and per the PICA enabling legislation, PICA Staff requested of the City
Controller an opinion or certification prepared in accordance with generally accepted
auditing standards, with respect to the reasonableness of the assumptions and estimates in
the City’s proposed FY11-FY15 Five-Year Plan. The City Controller’s opinion did find
that the assumptions used in the Plan provided a reasonable basis for the City’s forecasted
statement. However, the report also noted key sensitive assumptions, notably that the
Plan assumes Congressional action that extends an increase in federal funding for
Medical Assistance; certain wage and benefit savings that are dependent on labor
negotiations and arbitration hearings; and, estimates of savings from the transition to selfinsured medical benefits. In the cover letter to the report, the City Controller urged PICA
to use caution when using the forecast due to the unpredictability of the assumptions in
the Plan. A complete copy of the City Controller’s transmittal letter and report can be
found in Appendix A of this Staff Report.
-8-
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STAFF RECOMMENDATION
Like many Plans, the Five-Year Plan for FY11-FY15 contains a number of substantial
risks. Uncertainty surrounding federal grants to the state which could lead to a loss of
funding for the City, as well as the lack of completed labor contracts, are serious fiscal
challenges for the City. The greater challenge is continuing to balance these risks against
very narrow fund balances.
The past two years have demonstrated the problems with reliance on too small a reserve.
The City has demonstrated the ability to respond to these challenges, but not without two
consecutive years of negative end-of-year fund balances. Should these or other
unexpected problems arise, the City will have little room to maneuver, especially as the
number of potential new revenue resources is limited.
The City could realize some additional reserves if it is able to maintain the lower prison
census, which would have substantial savings for the General Fund. The commitment
and results demonstrated to date on this issue leads to the conclusion that the City will be
able to maintain (and possibly exceed) the gains in this area, helping to mitigate the
narrow City reserves.
Ultimately, the Plan does present five-years of balanced budgets and a first year positive
cash flow, using reasonable assumptions, as required by the PICA Statute. PICA Staff
recommends that the Board of the Pennsylvania Intergovernmental Cooperation
Authority approve the revised Five-Year Financial Plan for FY11-FY15 as submitted to
the Authority on July 14, 2010.
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II. SUBSTANTIAL RISKS TO THE PLAN
A.

INTERGOVERNMENTAL GRANTS

A substantial risk to the Plan relates to the potential for reduced grant funding to the City
from state and federal government. For several reasons, the City may receive diminished
levels of funding from the state and federal government in aggregate, and for particular
programs, in FY11 and future fiscal years. This diminished level of funding could create
pressure for City officials to replace lost grant funds with City tax-supported funds. This,
in turn, will add to the fiscal constraints facing the General Fund.
At the state level, the FY11 budget enacted in early July is based upon the assumption
that the higher federal share of Medical Assistance expenditures enacted as part of the
American Recovery and Reinvestment Act (ARRA) will be extended by Congress.
Failure to extend this program would create a financial shortfall of $850 million within
the state’s Medical Assistance program in FY11. The first attempts to pass this funding
failed.
On August 4, 2010, the U. S. Senate passed an initial version of a bill which includes
extension of this funding, though at a lower level than anticipated. Under this bill, the
State would receive approximately $595 million of the anticipated $850 million. The
measure passed the Senate and is subject to approval by the House of Representatives
when they return to session.
The state will likely have to make significant revisions to the FY11 budget if Congress
does not extend the program of enhanced Federal funding of Medical Assistance, or
ultimately funds it at a lower level than anticipated. The State is just beginning the
process of determining how they would make up for the funding shortfall; the ultimate
impact on funding for the City is also unknown. These revisions will likely include
substantial cuts in expenditures, putting various types of State funding received by the
City at risk for reductions, including funding for an assortment of social services.
Cuts to State reimbursements for programs operated by the Department of Human
Services (DHS) would create the greatest problem for the City because many DHS
programs are state-mandated. The City would likely respond to significant cuts in DHS
reimbursement by reducing non-mandated prevention-oriented programs. These
reductions could threaten the progress the department is currently making at redesigning
its services to promote greater child safety and permanency, and reducing lengths of stay
in placement. Reductions in other areas, such as programs for the homeless, housing or
health would also have negative impacts on the City’s social service programs. Because
many of these services are not mandated, the City would have more flexibility to respond
to reductions in State funding in these areas. But there would be the potential that
reductions in these programs could negatively impact not only citizens but also the
budget in the long run, as the City is forced to address crime and disorder problems that
are intensified by an inadequate social safety net.
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In terms of federal funding, there is risk related to the eventual loss of funding the City
has received for various programs under ARRA. Through March 31, 2010, the City and
related agencies had been awarded $216 million in ARRA funds for various projects.
These awards include funds for housing and community development, workforce
development, police patrol officers, energy efficiency, programs to combat obesity,
homelessness prevention, and airport capital investments.1 While most ARRA funding
received by the City has been used to support programs that are not typically supported
by the General Fund, some has supported core General Fund programs, including
programs in the First Judicial District and Police Department budget. As ARRA funding
is phased out, there could be a need for additional General Fund resources to replace the
lost federal support. There is, however, no provision in the final FY11-FY15 Plan to
increase funding to replace lost ARRA dollars.
Table 2.1 indicates the degree to which the City has depended on State and federal grant
funding to maintain service levels since FY08. The table presents operating expenditures
for City services supported by the General Fund and special revenue funds. General Fund
obligations, net of transfers to other funds, are projected to decline by $134.9 million
from FY08 to FY11, while obligations of special revenue funds are projected to increase
$40.7 million over the same period. These trends suggest that the increase in State and
federal funding to the City under ARRA and other funding sources has mitigated the
impact of declining General Fund resources since FY08. If this trend does not continue
beyond FY11, the City could be faced with hard choices about how to continue to
maintain services in the context of declining overall State and federal assistance.

1

Letter from Stephen J. Agostini, Budget Director, to Mayor Michael A. Nutter, dated April 30, 2010.
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Table 2.1. General and Special Revenue Fund Obligations, FY08-FY11
(Estimated) ($ in Millions)
FY08FY08
FY09
FY10
FY11
FY11
Actual Actual
Est.
Est. Change
3,895.0 3,890.0 3,699.1 3,760.1 (134.9)

Fund
General Fund
Special Revenue Funds
Grants Revenue
836.1
851.1
792.2
852.0
Community Development
72.1
72.8
107.9
97.1
Housing Trust
19.8
18.2
17.4
12.0
Acute Care Hospital Assessment
--1.2
5.7
Hotel Room Rental Tax
43.1
38.0
41.0
41.7
Car Rental Tax
5.0
5.0
5.0
5.0
County Liquid Fuels Tax
4.8
4.3
4.9
4.9
Special Gasoline Tax
20.7
23.4
23.8
23.8
Total
1,001.6 1,012.8
993.5 1,042.3
All Funds Total
4,896.6 4,902.7 4,692.6 4,802.4

15.8
25.0
(7.8)
5.7
(1.4)
-0.2
3.2
40.7
(94.2)

Source: Supplemental Report of Revenues and Obligations, Office of the Director of Finance, City
of Philadelphia; Mayor’s Operating Budget in Brief for Fiscal Year 2011, City of Philadelphia.
Notes:
1. Figures exclude payments to other funds.
2. Acute Care Hospital Assessment Fund figures exclude the portion of assessment
funds returned to the State.

B.

NARROW FUND BALANCES

For the third consecutive year, the proposed Plan includes relatively narrow fund
balances, ranging from $31 million to $70.5 million. While these figures represent a
substantial amount of money, when compared to projected obligations, they equate to an
average surplus of 1.2% of expected revenues. That scenario is the equivalent of a family
with a household income of $50,000 setting aside $600 to cover unexpected emergencies
for a year.
The Government Finance Officers Association (GFOA) recommends that municipalities
should plan for a fund balance that ranges from five to fifteen percent of revenues in
order to properly hedge against short-term fiscal risks. Philadelphia would need to
budget for a fund balance of $193 million in order to achieve the minimum fund balance
recommended by the GFOA. It should be noted that the original proposed Plan
submitted by the Mayor on March 4, 2010, achieved the five percent budgeted level by
FY13 and maintained it through the remainder of the Plan years.
A low fund balance is even more critical in light of the failure of the City to establish a
Rainy Day Fund over the last decade (this issue is discussed in Section V of this report).
- 13 -
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In November 2000, PICA produced a report on the need to develop such a fund while the
City was experiencing large surpluses.2 Since that time, numerous efforts to create such a
fund failed. While municipalities and states across the country were able to respond to the
2008-2009 recession with help from their emergency funds, Philadelphia was forced to
make service cuts and increase taxes without the availability of a rainy day fund to
mitigate the severity of these measures. A Rainy Day Fund would not have been a
panacea for the fiscal challenges faced by the City over the last two years. However, it
would have been a valuable tool to ease the transition as the City identified the revenue
and expenditure changes necessary to bring the Plan into balance.
The last two years have demonstrated the dangers of relying on such a narrow reserve.
FY10 will mark the second consecutive year that the City will end with a negative fund
balance. Even though the City made hundreds of millions of dollars in expenditure cuts
and revenue increases over the FY09-FY10 period, the City was unable to end either year
with a positive fund balance.3
Equally problematic is that while the City has demonstrated a strong ability to react to
fiscal challenges identified early in the fiscal year, making revenue and obligation
adjustments in November of each of the past two years, the City has not been able to
identify a comprehensive solution to closing the budget gap prior to the year’s end when
that gap has been identified later in the year. In February of FY09 and FY10, the City’s
Quarterly City Managers Report to PICA identified a projected negative fund balance for
the current year, and in each case the City chose to defer taking comprehensive actions to
balance the budget until the following fiscal year. In FY10 the City did make some
adjustments, such as freezing all class 300 and 400 spending late in the year, an approach
which saved over $6 million. These adjustments, however, were too small to eliminate
the FY10 budget gap.
In light of the ongoing instability of the economy, the lack of an emergency fund, and
two consecutive years of negative fund balances, the narrow fund balances in the Plan
present one of the most significant risks to the short-term fiscal health of the City.

C.

LABOR CONTRACTS AND THE MUNICIPAL WORK FORCE

Three of the four municipal union employee contracts with the City remain in the
negotiation/arbitration process, as employees have been without contracts for more than a
year. The Plan assumes that new contracts will include no raises for the life of the Plan,
and that the City will realize annual savings of $25 million primarily from benefit
changes. Additionally, these changes would positively impact some of the City’s longterm fiscal challenges on pensions and health benefits. Any contracts which increase
2

“Philadelphia’s Fiscal Challenge: Finding a Way to Save” can be found on the PICA website at:
www.picapa.org.
3
The FY09 fund balance of negative $137 million was artificially low as it includes a delayed payment
from the state for DHS reimbursements of $45 million. If those funds had been received on time, the FY09
ending balance would have been negative $92 million.
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General Fund costs beyond the City’s ability to pay, or fail to realize the savings
assumed in the Plan, will require a revision to the Plan. This revision must
demonstrate that there are sufficient funds to cover these costs or unrealized
savings.
By far, the City’s largest General Fund cost is for personnel. For FY10, projections show
that of every dollar City government spends, about 60 cents goes to labor costs. Changes
in labor costs can, as a result, have a major impact on the City’s finances. Often during
budget debates, the focus is on the “choice” between increasing revenues or reducing
services. In truth there is another answer – reducing the cost of delivering the service.
For the City of Philadelphia, reducing labor costs, whether wage or benefit costs,
represents a major opportunity to reduce the cost of service delivery.
All four labor contracts expired on June 30, 2009. While the City has already reached a
contract settlement with the Police union through the arbitration process, the remaining
unions remain in negotiations (with the unions representing non-uniformed employees),
and the arbitration process (with the union representing firefighters). The fire arbitration
appears headed to a final decision shortly, but little progress has been reported in
completing negotiations with the unions representing non-uniformed employees. The
Plan has significant assumptions about the end result of this process, including no raises
over the life of the Plan, and work rule changes and structural changes in benefits which
will save the City $25 million per year of the Plan for a total Plan savings of $125
million. Actual results from FY10 on reduced benefit costs provide the City with a good
opportunity for achieving that result. Work rule changes alone could lead to significant
savings, particularly in the City’s overtime costs. Benefit changes would have the most
significant positive impact on the City’s short-term costs while also ameliorating two of
the City’s most pressing long-term fiscal challenges.
Pension Benefits
PICA has long cited the growing unfunded liability of the Pension Fund as the greatest
long-term fiscal challenge facing the City.4 The fundamental flaw in the current pension
system is that contribution levels do not equal benefit levels. City contribution levels
have been low ever since FY2003 when the decision was made to reduce the contribution
level from a City determined actuarially derived funding formula to the State’s mandated
actuarially derived Minimum Municipal Obligation (MMO) payment. The City has
never taken a “pension holiday” or otherwise reduced its contribution level below its
minimum State-mandated payment to fund the Pension Fund. At the same time, despite
a generous benefit level, non-uniformed City employees contribute less than 2 percent of
salary to the Pension Fund, as compared to a national average of over 5 percent, and State
employees who contribute 6.5 percent.

4

A more comprehensive discussion on the problems facing the Pension Fund and recommendations for
changes can be found in the PICA Issues Paper: “An Ounce of Prevention: Managing the Ballooning
Liability of Philadelphia’s Pension Fund” available on the PICA website at www.picapa.org.
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This structural imbalance has left the Pension Fund overly reliant on strong investment
returns and their inherent risks. Due in large part to last year’s market performance, the
funding level dropped from 55 percent funded at the end of FY08, to an estimated 45
percent funded at the end of FY10. It is unrealistic to believe that outside earnings can
make up that unfunded portion while the structural imbalance remains.
As this structural problem has been allowed to fester, the impact on the short-term
finances of the City has increased dramatically. In 1981, when the liability was first
identified, the initial cost to the General Fund was $64 million; by 2001 the cost was
$194 million, and in 2009 was $461 million. Even with the deferment of $150 million in
pension payments, the 2009 pension payment was over $350 million. The size of the
problem has been increasing as a series of short-term fixes were implemented (Pension
Obligation Bonds in FY99, and reducing the annual payment to the MMO in 2003) but
no fixes were made to the long-term structural problems of the pension system until this
past year.
The current Administration has taken several steps to address the long-term structural
problems with the Pension Fund. In its opening proposals of labor negotiations, and in
public comments, it has called for realigning contributions and benefit levels, and
consideration of a “hybrid pension plan” which would include a defined benefit option
with lower benefit levels then the current plan, and a defined contribution option, with a
partial City match. The Police arbitration award in December 2009 made the first
attempt at structural changes, including a hybrid pension option with both a definedbenefit and a defined-contribution plan (the first of its kind in the nation for uniformed
employees), and an increase in member contribution levels.
While these proposed changes to the system are crucial for the City’s long-term fiscal
health, they would not result in dramatic short-term savings. The City’s decision last
year to lengthen the pension amortization period of the Pension Fund and defer a portion
of the required payments only make sense as part of a comprehensive strategy to fix this
problem. The short-term fixes provide short-term relief to the General Fund while the
long-term structural changes can take effect. However, it should be noted that failure to
make changes in the existing Pension Fund benefits, or employee contribution rates, or
expected rate of return5 is tantamount to half of a solution. If changes are not made
during the current employee contract negotiations, then the City has failed to properly
mitigate the risks in the Pension Plan.
Health Benefits
Over the past several years, health benefit costs have risen dramatically. The labor
contracts agreed to in FY09 were the first in a decade to lower the health care costs for
the City. In FY02, City health care costs totaled $187.5 million; by FY08, they were

5

Over the past several years, the City has taken two opportunities to reduce the assumed earnings rate,
once from 9% to 8.75%, and then last year it was reduced to 8.25%.
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$421 million, or more than 11 percent of the total City budget. From FY02 to FY08 these
costs rose an astounding 140%.6

Dramatic Health and Medical Cost Increases
From 02-08 Have Been Halted
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The FY09 contracts, for the first time in ten years, reduced health costs by 11 percent and
recognized that more could and should be done to control health costs. A Joint LaborManagement Healthcare Evaluation Committee was formed with representatives for all
employees to explore various opportunities for efficiencies and savings while preserving
a competitive level of benefits. The Police arbitration award in December 2009 made
substantial changes to the health/medical plans, including an increase in member co-pays
and a switch to self-insurance. While it is too early to tell the full extent of the savings
from these changes, they should allow the City to both realize savings and pay the actual
costs of health services, as opposed to an arbitrary amount per member. However, it is
unclear what if any changes will be implemented in the three remaining contracts
currently being negotiated or arbitrated. The Plan assumes no increase in health care
costs over the five years, and it is unclear how those levels will be achieved pending the
outcome of the contracts.
Nonetheless, changes to date have had a significant impact. The FY10 budgeted amount
for health/medical costs was nearly $369 million. Changes in the Police arbitration
award and changes instituted by the City for its exempt and non-represented employees
have already resulted in savings, with the City now expected to have ended FY10 with
health/medical costs of about $351 million, or a savings of about $18 million dollars.
This level of savings represents a significant portion of the projected $25 million in
annual savings projected in the Plan, and suggests the Plan’s savings goal is attainable.

6

The FY08 health care increase was impacted somewhat by one-time payments associated with
renegotiated labor contracts. However, the increase from FY02 to FY07 alone was over 70 percent.
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Work Rule Changes
For many years, City managers have highlighted the need for increased management
flexibility in administering their workforce. The current labor contracts include many
examples of inflexible requirements which prevent the City from functioning in a cost
effective manner. Many of the rules surrounding overtime usage, including the ability to
earn overtime when not working a full week, and the ability to make use of flexible
schedules, lead to significant costs for the City.
Many of the desired changes in work rules have been proposed by the City in labor
negotiations and if implemented could result in better management of City resources and
significant savings. The Police arbitration award did increase some management controls
over summer vacations, shift rules, and court related notifications, but it also relaxed the
City’s residency requirements. The fiscal impact of these changes is not yet quantifiable.
Any contracts that increase General Fund costs above the amounts included in the
Plan will require a revision to the Plan that demonstrates sufficient revenues to
cover the increased costs.

- 18 -

PICA Staff Report on FY11-FY15 Five Year Plan

Pennsylvania Intergovernmental
Cooperation Authority

STAFF REPORT
ON
FY2011-FY2015
FIVE-YEAR FINANCIAL PLAN

——————————————————
SECTION III:
ADDITIONAL RISKS TO THE PLAN
——————————————————

- 19 -

PICA Staff Report on FY11-FY15 Five Year Plan

III. ADDITIONAL RISKS TO THE PLAN
In addition to the items listed above, there are a number of additional areas of risk for the
Plan.
•
•
•
•
A.

Property Tax Assessment System
Uncertain National Economy
Casino-Related Revenues and Costs
Philadelphia Gas Works (PGW)
PROPERTY TAX ASSESSMENT SYSTEM

PICA Staff noted in its report on the FY10-FY14 Five-Year Financial Plan that there was
substantial risk associated with the City’s projection of real estate tax revenues, given the
serious problems that existed in the administration of real property assessments. Since
PICA approved the FY10-FY14 Plan in September, the City has made significant
progress toward changes in the governance of the real estate assessment function. During
the past year, City Council enacted and the Mayor signed an ordinance that replaces the
Board of Revision of Taxes (BRT) with two new agencies responsible for determining
assessments of all real property in the city and hearing appeals of assessments. This
change in assessment governance should lead to significant improvements in
administration and the quality of property assessment.
Still, real estate tax revenue remains a risk area for the current Plan. There is a great deal
of progress that remains to be made to reform Philadelphia’s property assessment
process. The new property assessment agencies will officially take control of the
assessment function from the Board of Revision of Taxes on October 1, 2010. There are
significant problems with the City’s property characteristics data that will need to be
remedied to develop reliable statistical models that can be used as the basis of a new mass
appraisal system. Once the City is convinced that its property characteristics data are
sound, new statistical models will need to be developed to generate assessed values for
the over 500,000 properties in the city. The Plan suggests that these steps will likely take
two years to complete. In the meantime, the City will continue to rely on the existing
assessments, which research suggests do not meet industry standards for equity or
accuracy. The potential that property taxpayers could file suit against the current property
tax system remains.
A separate risk is the impact of the move to an “actual value” assessment system, which
the Plan anticipates will transpire beginning in FY13. The Plan projects that such a
conversion will be revenue neutral. The higher assessed values in FY13 are projected to
be implemented along with a lowering of the City and School District tax rates sufficient
to ensure that overall tax revenues in FY13 are comparable to the prior year. There are
risks associated with this transition. First, the level of assessment appeals could be
substantially higher under the new assessment system, due to the increases in assessments
and property tax liabilities that some taxpayers are likely to face. It may be difficult for
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policy-makers to accurately project the impact of the new assessments on appeals, and
property tax revenue. Second, the new assessment system could have an adverse effect on
collection rates. Because of the inequities of the current system, many taxpayers currently
face effective tax rates that are well below the City median. These taxpayers are likely to
be faced with substantial increases in annual tax payments under the new system. It may
be that there will be a temporary decrease in collection rates under the new system, as a
result.
Another unknown is how elected officials will respond to the new assessment system.
The new system should result in property assessments that rise and fall with the real
estate market. Policy-makers will be required to adjust tax rates so that revenues are
consistent with budgetary needs and policy goals. It may be politically difficult to
increase tax rates during periods when property values are falling. The current system has
generally insulated elected officials from the necessity of raising tax rates. The 9.9
percent increase in the combined City and School District real estate tax rate in the FY11
budget was the first combined City and School District tax rate increase since 1990.
Elected officials did not have to raise the overall real estate tax rate for twenty years
because under the current assessment system, aggregate assessments increased year after
year in small increments based on ad hoc adjustments made by the Board of Revision of
Taxes. The new system will place responsibility for increased tax burdens squarely on the
shoulders of elected officials. This in turn could make it more difficult to realize needed
gains in revenue during periods when property values are falling.
While the short-term risk to the City’s fiscal health is significant, the potential long-term
benefits are dramatic. The ongoing reforms to property assessment are necessary and
very important from an economic and tax policy standpoint. A functioning real estate
assessment system will restore citizen confidence in that system and give the City the
ability to continue its progress toward a more competitive overall tax structure that relies
more heavily on the real estate tax. Numerous studies have documented the need for
Philadelphia to adopt a tax structure more in line with competitor cities, with a more
substantial proportion of its tax revenue deriving from the real property tax, and a smaller
portion from taxes on individual earned income and business net income and gross
receipts. By shifting to taxes on property, rather than personal and business income,
studies suggest, Philadelphia could reduce the economic cost of its tax structure. In other
words, it could finance necessary government services while minimizing the disincentive
created by taxes for residents and businesses to locate in the city.

B.

UNCERTAIN NATIONAL ECONOMY: MACROECONOMIC TRENDS

The impact of the global recession on the growth of the City’s economy and tax bases
over the FY11-FY15 period continues to be a major risk to the Plan. During the last two
years the city’s economy has proved fairly resilient as compared to other municipalities,
owing in part to the high concentration of the city’s economy in sectors that have seen
relatively less severe impacts from the recession: health care, education, and government.
Economic indicators over the past year have begun to stabilize, but much of the City’s tax
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revenue base remains at risk. Throughout FY10, quarterly collections of the four major
City taxes that are collected on a continuous monthly basis – the Wage, Realty Transfer,
Sales, and Parking taxes – have indicated a stabilizing tax base as the fiscal year
progressed.
The wage tax base – revenues divided by the tax rate – grew at an annual rate of 1.0
percent and 2.0 percent, respectively, in the third and fourth quarters of FY10. This rate
of growth is an improvement from the nominal declines in the tax base in calendar 2009,
but these rates will have to be sustained through FY12 and increase in FY13-FY15 to
meet the Plan projections. The Real Estate Tax is subject to the uncertainties described
earlier in this Section. The BPT revenues, net of amnesty collections, declined 7.2
percent in FY10, and the Plan assumes a gradual recovery in this tax base.
The Real Estate Transfer Tax base has performed well through the end of FY10,
increasing 3.1 percent in FY10 after years of declines. The Plan assumes growth of 5.5
percent in FY11 and 2.5 percent annually thereafter. There is some concern about
whether this projection will be met given that the FY10 results could have been
artificially increased by the federal first-time homebuyer tax credit. National trends in
home sales indicate that the housing market is returning to low activity levels with the
expiration of the tax credit.
The Sales Tax base dropped by more than 8 percent in the first two quarters of FY10 and
by more than 13 percent in the third quarter. The pace of decline was reduced to 3.6
percent in the final quarter of FY10, indicating a movement toward stability in retail sales
in the city. Nonetheless, the Plan assumes stability in the Sales Tax base in FY11 and
modest growth in the succeeding years. This projected recovery might not occur as
rapidly as the Plan anticipates, particularly given the potential for the 2 percent City Sales
Tax rate, first implemented in FY10, to discourage retail sales in the city.
Trends in city-based payroll employment have been progressively weaker since the
second quarter of 2008. But as shown in Figure 3.1, the decline in employment in
Philadelphia has been less drastic than in the nation as a whole. This is apparently due in
part to the composition of the city’s economy, which is more highly concentrated in
health services and education than the nation. These sectors have declined less rapidly
than others in the current recession. While private sector employment losses at the
national level have turned into modest growth in recent months, overall employment has
continued to decline due to losses in the government sector.7 How Philadelphia’s
employment and earnings base will perform relative to the nation during the ensuing
recovery is also unknown.

7

Motoko Rich, “U. S. Lost 131,000 Jobs as Governments Cut Back,” New York Times, August 7, 2010, p.
A1.
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Figure 3.1: Quarterly Payroll Employment Growth Rates:
City, Region and Nation, 2005‐2010
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There are potential bright spots. National health care reform could improve the financial
stability of city hospitals by reducing the level of uncompensated care they must provide
to uninsured persons. The increasing emphasis on environmental sustainability may make
urban areas such as Philadelphia more attractive in the long run because of the
availability of public transit.
The pace of economic recovery will also affect the status of the City’s Pension Fund.
The degree to which the stock market recovers will influence the health of the fund and
the City’s obligations to contribute under the current funding system. Even if a major
restructuring in the City’s pension program and funding obligations occurs during the
FY11-FY15 period (discussed elsewhere in this report), the investment performance of
the Pension Fund will remain an important determinant of the City’s financial obligations
to the Fund and the City’s overall financial balance.

C.

GAMING REVENUES AND COSTS

The Plan assumes that the City will begin receiving fees from casinos in FY11, with a
total of $84.6 million assumed over the life of the Plan, but the longer that the start of
construction of the second Philadelphia casino is delayed, the less likely it is that those
revenues will be received in accordance with Plan estimates. The city’s second planned
casino remains mired in uncertainty. For the first time, the Plan does assume that the
opening of those casinos will result in some additional costs to the City’s General Fund,
though indirect benefits are not accounted for in the Plan.
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Gross slots revenues made available for tax reductions across Pennsylvania last year
totaled over $770 million. State gaming funds to be remitted to the City will total $86.2
million in FY11 which will result in a very slight reduction in the City’s wage tax rate.
The opening of casinos in Philadelphia will likely increase the pool of funds available for
additional Wage Tax reductions.
Host Fees
The ongoing battles over construction of the two casinos in Philadelphia have forced the
City to once again push back its expected receipt of hosting fees. The estimate of $23.6
million annually in hosting fees is reasonable based on the success of the casinos already
functioning throughout the Commonwealth. The Plan assumes that the City will begin
getting host fees from the Sugarhouse casino in FY11, which is consistent with the
current schedule. However, questions remain about financing issues for the Foxwoods
casino, with host revenues expected to begin in FY13. Should initial construction be
further delayed, or the license revoked, the City will have to further delay the expected
revenues, or remove them from the Plan altogether.
Costs of Additional Law Enforcement
Police Department officials estimate it would cost nearly $18 million in start-up costs for
a new officer unit to patrol around the casinos. After the first year officials estimate that
the annual cost to run the unit would be $12.8 million. The City had reached tentative
agreements with the casino operators regarding payments to offset these costs; however,
the details of these commitments have not been made available. It is unknown if they
will be sufficient to offset the Police costs, or other direct costs the City will incur.
PICA Staff noted last year that the Plan does not isolate secondary costs associated with
the opening of casinos in Philadelphia. This Plan has added additional expenditures for
the casinos of about $3 million in the first two years of the Plan toward the Police start-up
costs associated with the opening of the casinos. At the same time, the City does not
isolate secondary revenues from job creation and additional business activity resulting
from the casinos, figures which are also difficult to quantify. If and when the casinos are
in fact operational in Philadelphia, it will be incumbent on the City to try and quantify
any resulting secondary revenues and costs.

D.

PHILADELPHIA GAS WORKS (PGW)

While PGW continues to present a risk for the City, it has shown significant
improvement in its finances. The leadership of PGW has improved management and
operations, though structural challenges and an over-sized workforce continue to
challenge the utility while the outstanding $1 billion in debt dominates the balance sheet.
PGW has shown sufficient improvements to its bottom line which the Plan projects will
allow it to repay the City $18 million related to loan restructuring savings and interest
owed to the City, and has resulted in a bond ratings upgrade. There remains a possibility
that future fiscal crises at PGW will require additional City subsidies.
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PGW’s Fiscal Condition
PGW continued to maintain stability in its operational finances, with a relatively small
positive cash flow. Collection rates were at a level consistent with those of other public
and private utilities despite the economic downturn, and have achieved levels as high as
98 percent. While the utility now has a narrow positive annual operating balance, the
nearly $1.2 billion debt load and other fiscal constraints make it unlikely it will be able to
gain true fiscal stability during the Plan period. In FY09, PGW was able to internally
generate funds of nearly $10 million for capital expenditures, easing the need for
additional borrowing. Effectively, PGW is making incremental financial improvements
while serious plans for its future can be determined.
On August 3, 2010, Standard & Poors increased PGW’s bond ratings from BBB- to
BBB+. This upgrade is significant in that it is further acknowledgement that PGW’s
fiscal situation is improving, and will result in significant interest savings for PGW as it
accesses the capital market.
PGW’s Plan for Continued Recovery
As in the last several years, PGW has established a series of initiatives aimed at gaining
fiscal security. Unlike the recent past, these initiatives have some likelihood of success.
The utility is likely to recognize some savings from restructuring and has cut its capital
budget providing short-term relief, though raising the possibility of higher cost capital
needs in the future. The key to PGW’s Improvement Plan relies on additional rate relief
from the state Public Utility Commission (PUC).
Last year, the PUC granted PGW $60 million in rate relief on a temporary basis. Part of
PGW’s financial plan assumes that rate relief will be made permanent. PGW had also
sought an additional $42.5 million base rate increase to fund its post-employment benefit
obligation. On July 28th, the PUC granted an increase equivalent to $16 million, or less
than half of the original request. It remains to be seen how the utility will be able to
balance new post-employment benefit cost reporting requirements with the lower than
anticipated increase. The PUC decision also prevents PGW from seeking any additional
increases for the next two years.
Structural Changes Needed at PGW
A 2008 analysis by the Economy League of Greater Philadelphia highlighted how many
of the previously identified structural issues at the utility remain despite the progress
made by the current management team in recent years.8 PGW remains hampered by an
expensive and oversized workforce relative to other utilities. From a governance
standpoint, the utility is beholden to too many officials making it difficult to set coherent
policies for change. PGW is treated by too many as a social service agency, with
discounts for low-income and senior clients which shift the burden to the remaining
customers, leading to rates that are among the highest in the nation. While opportunities
exist for dramatic change in these areas, including the expected 40 percent of PGW’s

8

The Philadelphia Gas Works: Challenges and Solutions (Philadelphia: Economy League of Greater
Philadelphia, October 2008), available at economyleague.org.
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labor force reaching retirement age in the next two years, it is unclear what PGW’s plans
are to make progress in these key areas.
This past spring, the City released a Request-for-Proposals to examine the opportunities
for changing the governance structure of PGW, including selling the utility to a private
concern. The results of that effort should be known before the end of 2010 and could
help determine the future course of PGW.
Long-term Risk: The City’s Exposure to PGW’s Debt
PGW has restructured its capital program to meet pressing needs despite having over $1
billion in outstanding debt. While no longer an immediate threat, the large outstanding
debt figure, combined with increasing capital demands could render PGW unable to meet
its debt obligations, forcing the City to either further subsidize the utility or allow it to
default on its obligations. Either scenario would have implications for the fiscal stability
of the City.
According to the City, there has been no official legal opinion on whether the City is
contractually liable to repay PGW’s debt should PGW be unable to meet those
obligations. However, considering that PGW serves nearly all of Philadelphia’s
commercial and residential gas users, the City would be forced to deal with challenges to
PGW’s fiscal health.
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IV. REVENUE AND EXPENDITURE PROJECTIONS IN THE PLAN
This section focuses on two major discussions:
• Changes in the Plan from the proposed Plan in March to the Plan submitted to
PICA in July.
• General Fund revenue and obligation projections contained in the final Plan.
A.

Changes in the Plan: Overview

This section discusses the changes in the FY11-FY15 Plan that have occurred since
March. Three versions of the Plan were produced by the Administration. The Mayor’s
initially proposed Plan was presented to City Council on March 4, 2010. On May 20,
Council enacted a FY11 budget that had significant differences from the Plan proposed
by the Mayor. On July 14, the Administration submitted to PICA two versions of the
Plan, one that incorporates revisions necessitated by the Council-approved FY11 budget,
and another that incorporates additional revisions made by the Administration. The latter
version is the Administration’s official proposed Five-Year Financial Plan subject to
PICA’s approval. Differences among the three versions of the Plan produced since March
are described below. These three versions are described below as the “original proposed”
Plan, the “Council-revised” plan, and the “final” Plan.
Table 4.1 presents the major changes in the revenues, obligations, and projected fund
balances for the three versions of the Plan. Between the original Plan and the Councilrevised Plan, General Fund revenues declined by $351.8 million over the FY10-FY15
period. Projected FY10-FY15 revenues declined an additional $231.5 million between
the Council-revised Plan and the final Plan. Obligations declined significantly as well.
Overall projected FY10-FY15 obligations declined $196.3 million from the original
proposed Plan to the Council-revised Plan, and an additional $226.5 million from the
Council-revised to the final Plan.
From the Administration’s initially proposed Plan to the Council-revised Plan, revenues
declined by $155.5 million more than projected obligations, resulting in substantially
lower annual operating surpluses and projected year-end fund balances in each year of
the Plan. The original proposed Plan projected a FY11 fund balance of $64.7 million,
with a significantly larger fund balance of $191.5 million projected for FY15. The
Council-revised Plan, however, showed a considerably smaller fund balance of $42.7
million in FY11, and a still lower projected balance of $36.0 million in FY15.
The fund balances in the final Plan are well below the balances projected in the original
proposed Plan, and slightly below those in the Council-revised version. The final Plan
projects a FY11 fund balance of $34.0 million, and a FY15 balance of $31.0 million,
lower than any other year in the Plan. The final Plan projected fund balances are
significantly below the level recommended by the Government Finance Officers
Association (GFOA). The GFOA standard is that governments should maintain a general
fund balance ranging from 5 to 15 percent of annual operating revenues. The final plan,
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because of its very low projected balances, leaves very little reserve to cover unexpected
increases in costs or declines in revenues. This situation is particularly troubling given the
large number of risks that the Plan faces, as described in Section II.
Table 4.1. Changes in Projected Revenues, Expenditures, and Fund Balance between Three
Versions of the Five-Year Financial Plan, FY11-FY15 ($ in Millions)
FY10FY15
Total

FY10
Est.

FY11
Est.

FY12
Est.

FY13
Est.

FY14
Est.

FY15
Est.

3,783.9
3,709.1
24.5
99.3
(137.2)
(37.9)

3,949.2
3,871.2
24.5
102.6
(37.9)
64.7

4,096.5
4,021.2
24.5
99.7
64.7
164.4

4,193.9
4,185.8
24.5
32.7
164.4
197.1

4,193.0
4,207.8
24.5
9.7
197.1
206.8

4,098.9
4,138.6
24.5
(15.2)
206.8
191.5

24,315.3
24,133.6
147.0
328.7

3,783.9 3,909.1 3,996.3
3,709.1 3,853.1 3,976.7
24.5
24.5
24.5
99.3
80.5
44.2
(137.2)
(37.9)
42.7
(37.9)
42.7
86.8
Change from Original Proposed to Council Revised Plan
Revenues
-(40.1) (100.1)
Obligations
-(18.1)
(44.6)
Prior Year Adjustments
---Operating Surplus/(Deficit)
-(22.0)
(55.6)
Prior Year Fund Balance
--(22.0)
Year End Fund Balance
-(22.0)
(77.6)
Final Plan
Revenues
3,788.6 3,849.2 3,943.8
Obligations
3,727.6 3,788.1 3,931.7
Prior Year Adjustments
24.5
24.5
24.5
Operating Surplus/(Deficit)
85.5
85.6
36.6
Prior Year Fund Balance
(137.2)
(51.7)
34.0
Year End Fund Balance
(51.7)
34.0
70.5

4,088.7
4,141.2
24.5
(28.0)
86.8
58.8

4,140.2
4,163.2
24.5
1.5
58.8
60.3

4,045.3
4,094.0
24.5
(24.3)
60.3
36.0

23,963.6
23,937.3
147.0
173.3

(105.2)
(44.6)
-(60.7)
(77.6)
(138.3)

(52.7)
(44.6)
-(8.2)
(138.3)
(146.4)

(53.6)
(44.6)
-(9.0)
(146.4)
(155.5)

(351.8)
(196.3)
-(155.5)

4,050.3
4,096.2
24.5
(21.4)
70.5
49.1

4,102.6
4,118.2
24.5
8.9
49.1
58.0

3,997.6
4,049.0
24.5
(26.9)
58.0
31.0

23,732.0
23,710.8
147.0
168.2

(38.4)
(45.0)
-6.6
(16.3)
(9.7)

(37.7)
(45.0)
-7.3
(9.7)
(2.4)

(47.7)
(45.0)
-(2.7)
(2.4)
(5.0)

(231.5)
(226.5)
-(5.0)

Original Proposed Plan
Revenues
Obligations
Prior Year Adjustments
Operating Surplus/(Deficit)
Prior Year Fund Balance
Year End Fund Balance
Council-Revised Plan
Revenues
Obligations
Prior Year Adjustments
Operating Surplus/(Deficit)
Prior Year Fund Balance
Year End Fund Balance

Change from Council Revised to Final Plan
Revenues
4.7
(59.9)
Obligations
18.5
(65.0)
Prior Year Adjustments
--Operating Surplus/(Deficit)
(13.8)
5.1
Prior Year Fund Balance
-(13.8)
Year End Fund Balance
(13.8)
(8.7)

(52.6)
(45.0)
-(7.6)
(8.7)
(16.3)
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B.

Changes in the Plan from Proposed to Final: Revenues

As shown in Table 4.2, the reduction in FY10-FY15 revenues of $351.8 million between
the originally proposed Plan and the Council revised Plan reflected a net increase of
$144.2 million in tax revenue, a decrease of $476.9 million in locally-generated non-tax
revenue, and a decrease of $19.1 million in revenue from other governments. Within the
tax category, real estate tax revenue is projected to increase by $431.7 million over the
FY10-FY15 period, due to a 9.9 percent increase in the combined City and School
District tax rate beginning in the 2011 tax year. Wage and earnings tax revenue
projections increased $107.4 million and business privilege tax projections increase $11.3
million due to a scaling back of the tax rate reductions proposed in the original Plan,
which also resulted in a small $1.4 million increase in projected net profits tax revenue.
Projected sales tax revenue declined $80 million due to the elimination of the assumed
additional revenue based on the Governor’s proposal to expand the base of the sales tax
on a statewide basis. The proposal would have increase City sales tax revenues by $20
million per year, because the City sales tax covers the same base as the State sales tax.
City Council did not approve the Administration’s proposal to institute a new tax on
sugar-sweetened beverages, so revenues associated with that tax and the Healthy
Philadelphia Initiative were eliminated from the Plan, resulting in a reduction of $347.5
million. Miscellaneous tax revenue projections increased by $20 million over the FY10FY15 period, reflecting the enactment of a new tax on smokeless tobacco products.
Within the locally-generated non-tax category, projected revenues from commercial
property trash collection fees increased $51.6 million. City Council did not approve the
Administration’s proposal to institute a fee for residential refuse collection which would
have generated $538.5 million over the life of the Plan, so these revenues were not
included in the Council-revised Plan. The revenue projections increased $10.0 million
due to increased projected revenues from Department of Licenses and Inspections street
use permits. Projected revenue from the PICA City Account is $19.1 million lower in the
Council-revised Plan.
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Table 4.2. Changes in Projected Revenues, Original to Council-Revised Version, FY11-FY15 FiveYear Financial Plan ($ in Millions)

Revenue Source
Taxes
Real Estate
Wage and Earnings
Business Privilege
Net Profits
Sales
Healthy Philadelphia Initiative
Miscellaneous
Total
Locally-Generated Non-Tax Revenues
Streets - Commercial Property
Streets - Clean Philly Fee
L&I – Street Use
Total
Revenue from Other Governments
PICA City Account
Total Revenue Changes

FY10
Est.

FY11
Est.

FY12
Est.

FY13
Est.

FY14
Est.

FY15
Est.

FY10FY15
Total

---------

89.9
----(38.6)
4.0
55.3

88.5
---(20.0)
(77.2)
4.0
(4.8)

83.4
---(20.0)
(77.2)
4.0
(9.9)

84.4
55.8
3.9
0.7
(20.0)
(77.2)
4.0
51.6

85.5
51.6
7.4
0.7
(20.0)
(77.2)
4.0
51.9

431.7
107.4
11.3
1.4
(80.0)
(347.5)
20.0
144.2

-----

10.3
(107.7)
2.0
(95.4)

10.3
(107.7)
2.0
(95.4)

10.3
(107.7)
2.0
(95.4)

10.3
(107.7)
2.0
(95.4)

10.3
(107.7)
2.0
(95.4)

51.6
(538.5)
10.0
(476.9)

--

--

--

--

(8.9)

(10.1)

(19.1)

--

(40.1)

(100.1)

(105.2)

(52.7)

(53.6)

(351.8)

In the final Plan submitted to PICA on July 14, the Administration made additional
changes to revenue estimates from the Council-revised Plan. These changes were based
on actual tax collection experience and other information that necessitated revisions to
the City’s revenue estimates. As shown in Table 4.3, these changes overall resulted in a
decline of $232.5 million in projected FY10-FY15 General Fund revenues.
In the final Plan, projected real estate taxes are $30.7 million lower over the FY10-FY15
period due to lower collection estimates in the FY10 base year. Wage and earnings tax
projections increased $46.0 million due to FY10 collection levels that were somewhat
stronger than anticipated. Business privilege tax revenues are projected $59.2 million
lower over the life of the Plan, reflecting weaker than expected collections in FY10,
which reduces the expectation for FY11 and the remaining years of the Plan. Net profits
tax revenue is projected $4.7 million lower. There is a small increase in projected sales
tax revenue of $3.0 million over the life of the Plan, due to a changed FY10 estimate, and
some changes in the assumptions about revenues in FY15, when the City’s authority
under State Act 44 to levy a 2 percent tax will expire and the City sales tax rate will be
reduced to 1 percent. Real property transfer tax revenue declines $19.0 million over the
Plan period, reflecting a lower FY10 projection.
Miscellaneous tax revenue declines by $15 million over the life of the Plan, reflecting a
revised estimate of the impact of the new smokeless tobacco tax. The final Plan also
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includes an additional $27 million in revenue in FY10, reflecting revenue received from
the tax amnesty program.
Projected FY12 revenue from casino host fees declines $9.8 million in the final Plan due
to delays with the Foxwoods casino project. The final Plan includes a substantial
reduction in DHS revenue, including a $72.7 million reduction in federal Title IV-E
revenue and a $109.4 million reduction in State Act 148 revenue. These reductions are
based on the latest information from the State Department of Public Welfare concerning
the level of certified revenues for FY11 under the State needs-based plan and budget
process. PICA City Account revenue is reduced by $20.4 million in the final Plan due to
a 2010 refinancing of outstanding PICA debt which increased PICA debt service from
prior projected levels.
Table 4.3. Changes in Projected Revenues, Council-Approved to Final Version, FY11-FY15 FiveYear Financial Plan ($ in Millions)

FY10
Est.

Revenue Source
Taxes
Real Estate
(14.5)
Wage and Earnings
5.6
Business Privilege
(18.4)
Net Profits
(0.7)
Sales
5.5
Real Property Transfer
(4.0)
Miscellaneous
-Amnesty Collections
27.0
Total
0.4
Locally-Generated Non-Tax Revenues
Revenue – Gaming Fees
-Revenue from Other Governments
DHS – Federal Title IV-B
2.7
DHS – Federal Title IV-E
(2.7)
DHS – State Act 148
(13.5)
DHS – State Overmatch (FY08)
13.5
Finance – State Wage Tax Relief
-PICA City Account
0.8
Total
0.8
Revenue from Other Funds
Grants Revenue – Productivity
1.0
BOther
k Funds
2.5
Total
3.5
Total Revenue Changes
4.7

FY11
Est.

FY12
Est.

FY13
Est.

FY14
Est.

FY15
Est.

FY10FY15
Total

(6.2)
6.9
(18.5)
(0.8)
(0.1)
(4.0)
(3.0)
-(25.6)

(5.2)
7.2
(5.5)
(0.7)
2.1
(3.5)
(3.0)
-(8.6)

(1.6)
7.5
(5.6)
(0.9)
2.1
(3.0)
(3.0)
-(4.4)

(1.6)
7.6
(5.6)
(0.8)
2.1
(2.5)
(3.0)
-(3.9)

(1.6)
11.3
(5.5)
(0.9)
(8.8)
(2.0)
(3.0)
-(10.5)

(30.7)
46.0
(59.2)
(4.7)
3.0
(19.0)
(15.0)
27.0
(52.6)

--

(9.8)

--

--

--

(9.8)

2.7
(14.0)
(19.2)
-(1.0)
(3.8)
(35.3)

2.7
(14.0)
(19.2)
--(3.7)
(34.1)

2.7
(14.0)
(19.2)
--(3.5)
(34.0)

2.7
(14.0)
(19.2)
--(3.4)
(33.8)

2.7
(14.0)
(19.2)
--(6.8)
(37.2)

16.4
(72.7)
(109.4)
13.5
(1.0)
(20.4)
(173.7)

---(61.0)

---(52.6)

---(38.4)

---(37.7)

---(47.7)

1.0
2.5
3.5
(232.5)
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C.

Changes in the Plan from Proposed to Final: Obligations

As was the case with revenues, obligation projections changed between the original Plan
and the Council-revised Plan, and again between the Council-revised version and the
final Plan. Table 4.4 presents the changes between the original proposed Plan and the
Council-revised Plan, and Table 4.5 presents the changes between the Council-revised
and the final Plan.
Overall FY11-FY15 projected obligations declined $196.3 million between the original
and the Council-revised Plan. Department of Public Health obligations were reduced by
$20 million annually over the FY12-FY15 period due to the elimination of costs for
programs that were to be financed through revenues from the tax on sugar-sweetened
beverages that was not included in the Council-revised Plan. Obligations for the Prisons
System were reduced by $5.5 million annually over the FY11-FY15 period due to a
lower than anticipated inmate census.
Streets Department obligations were reduced by $7.1 million annually from FY12
through FY15 as a result of lower than expected trash disposal costs. Plan obligations
were also reduced by $20 million by eliminating a $4.0 million annual reserve for
contingencies. The following other departments also saw reductions in projected
obligations over the life of the Plan: City Council ($5.0 million), employee benefits ($2.5
million), Managing Director’s Office ($11.7 million), the Police Department ($15.0
million), and the Office of Fleet Management ($3.5 million). Obligations for all other
cost centers declined $6.3 million over the FY11-FY15 period.

Table 4.4. Changes in Projected Obligations, Original to Council-Revised Version, FY11-FY15 FiveYear Financial Plan ($ in Millions)
FY10FY10
FY11 FY12 FY13 FY14 FY15
Agency/Cost Center
FY15
Est.
Est.
Est.
Est.
Est.
Est.
Total
City Council
-(1.0)
(1.0)
(1.0)
(1.0)
(1.0)
(5.0)
Reserve for Contingencies
-(4.0)
(4.0)
(4.0)
(4.0)
(4.0)
(20.0)
Fleet Management
-(3.5)
----(3.5)
Employee Benefits
-(0.5)
(0.5)
(0.5)
(0.5)
(0.5)
(2.5)
Managing Director’s Office
--(2.9)
(2.9)
(2.9)
(2.9)
(11.7)
Police
-(3.0)
(3.0)
(3.0)
(3.0)
(3.0)
(15.0)
Prisons
-(5.5)
(5.5)
(5.5)
(5.5)
(5.5)
(27.5)
Public Health
--- (20.0) (20.0) (20.0) (20.0)
(80.0)
Streets
-(1.5)
(7.1)
(7.1)
(7.1)
(7.1)
(29.8)
All Other Cost Centers
-(4.1)
(0.6)
(0.6)
(0.6)
(0.6)
(6.3)
(44.6)
Total General Fund
-(19.6) (44.6) (44.6) (44.6)
(197.8)
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Additional obligation changes, primarily reductions, occurred between the Councilrevised Plan and the final Plan. These changes are detailed in Table 4.5. Obligations in
only three cost centers of the General Fund increased from the Council-revised to the
final Plan: employee benefits ($13.0 million), Department of Public Property ($13.5
million), and the Streets Department (16.5 million). As can be seen from Table 4.5, the
cost reductions between the Council-revised and the final Plan were substantial and
widespread across the agencies of City government.

Table 4.5. Changes in Projected Obligations, Council-Revised to Final Version,
FY11-FY15 Five-Year Financial Plan ($ in Millions)
FY10
Est.

FY11
Est.

FY12
Est.

FY13
Est.

FY14
Est.

FY15
Est.

Community College Subsidy
Fire
Fleet Management
Employee Benefits
Human Services
Indemnities
Managing Director’s Office
Division of Technology
Office of Arts and Culture
Office of Supportive Housing
Housing and Community Devt.
Parks and Recreation
PGW Rental Reimbursement
Police
Prisons
Public Health
Public Property
Streets
All Other Cost Centers

---13.0
------------2.5
3.0
--

(1.1)
(3.8)
(1.9)
-(12.0)
(1.4)
(1.7)
(3.8)
(1.4)
(2.0)
(1.0)
(5.0)
(18.0)
(10.8)
(1.0)
(0.2)
2.2
1.5
(7.5)

(1.1)
(3.8)
(1.9)
-(12.0)
(1.4)
(1.2)
(3.8)
(1.4)
(2.0)
(1.0)
(5.0)
-(10.8)
(1.0)
(0.2)
2.2
3.0
(7.4)

(1.1)
(3.8)
(1.9)
-(12.0)
(1.4)
(1.2)
(3.8)
(1.4)
(2.0)
(1.0)
(5.0)
-(10.8)
(1.0)
(0.2)
2.2
3.0
(7.4)

(1.1)
(3.8)
(1.9)
-(12.0)
(1.4)
(1.2)
(3.8)
(1.4)
(2.0)
(1.0)
(5.0)
-(10.8)
(1.0)
(0.2)
2.2
3.0
(7.4)

Total General Fund

18.5

(65.0)

(45.0)

(45.0)

(45.0)

(1.1)
(3.8)
(1.9)
-(12.0)
(1.4)
(1.2)
(3.8)
(1.4)
(2.0)
(1.0)
(5.0)
-(10.8)
(1.0)
(0.2)
2.2
3.0
(7.4)
(45.0)

Agency/Cost Center
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FY10FY15
Total
(5.3)
(18.9)
(9.5)
13.0
(60.0)
(6.9)
(6.5)
(19.2)
(6.8)
(10.0)
(4.9)
(25.2)
(18.0)
(53.8)
(5.0)
(1.2)
13.5
16.5
(37.2)
(226.5)
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D. Revenues: FY11-FY15 Assumptions
The FY11-FY15 final Plan revenue estimates are based upon an FY11 estimate, and
estimated annual growth rates for the ensuing years, FY12-FY15. In the discussion
below, revenues are analyzed in terms of the assumptions underlying the FY11 base level
of revenues, and the growth rates projected for FY12-15.
As a way to provide perspective on the impact of the 2008-2009 recession on City
revenues, Table 4.6 presents tax revenues by major tax category for the FY08-FY11
period. Revenues declined substantially from FY08 to FY11 in nominal terms for the
wage, earnings, net profits, business privilege, and real property transfer taxes. Revenues
from the real estate, sales, amusement, parking and miscellaneous taxes increased, but
these increases were primarily due to tax rate increases: The sales tax rate doubled from 1
percent to 2 percent effective in October of 2009, while the parking tax rate increased by
one-third from 15 percent to 20 percent effective in July 2008, and the real estate tax rate
will increase 9.9 percent from 8.264 percent in 2010 to 9.082 percent in 2011. The City
has been able to maintain some stability of its tax revenue over the FY08-FY11 period
only because it has relied on tax rate increases to offset declining tax bases.

Table 4.6. Tax Revenue, Major General Fund Taxes, FY08-FY11 (Estimated) ($ in Millions)
FY08-FY11
FY08Average
FY08
FY09
FY10
FY11
Tax
FY11
Annual
Actual Actual
Est.
Est.
Change
Growth
Rate
Real Estate
402.8
400.1
398.9
491.4
88.6
6.8%
Wage and Earnings
1,184.8 1,117.0 1,122.6 1,131.6
(53.2)
-1.5%
Business Privilege
398.8
386.0
358.2
350.7
(48.1)
-4.2%
Net Profits
12.5
12.2
13.7
11.9
(0.6)
-1.6%
Sales
137.3
128.2
205.3
241.8
104.5
20.8%
Amusement
18.0
21.4
20.9
21.1
3.1
5.5%
Real Property Transfer
184.0
115.1
114.7
121.2
(62.8)
-13.0%
Parking
55.5
70.4
70.7
72.5
17.0
9.3%
Miscellaneous
2.8
2.4
3.1
4.1
1.3
13.4%
Amnesty Collections
--27.0
---0.7%
Total
2,396.5 2,252.8 2,335.1 2,446.3
49.8
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The impact of the recession on the tax bases for the City’s major taxes is suggested by
Figure 4.1, which presents annual growth rates for the FY07-FY10 period for tax bases of
four of the City’s largest tax revenue sources.9 The growth trend has gradually
deteriorated for the wage and sales taxes. The real estate transfer tax base declined
substantially through FY09 before stabilizing in FY10. The base of the real estate tax
primarily reflects City assessment policies rather than economic factors. Accordingly,
although most data suggest declining Philadelphia real estate values since FY07, the
City’s real estate assessed value has been generally stable over the past four years.

Figure 4.1. Annual Tax Base Growth,
Major General Fund Taxes,
FY07-FY10 (Estimated)
10.0%
5.0%
0.0%
-5.0%
-10.0%
-15.0%
-20.0%
-25.0%
-30.0%
-35.0%
-40.0%
Real Estate

Wage, Earnings,
and Net Profits
FY07

FY08

Realty Transfer

FY09

Sales

FY10

The Plan generally projects that the city’s tax bases will stabilize in FY11. The wage tax
base is projected to increase by 1.9 percent in FY11, which is consistent with trends in
the last quarter of FY10. Real estate assessments are projected to remain constant in
FY11. The Plan assumes a continuation of the trend toward stabilization of the sales tax
base, as evidenced in data for the fourth quarter of FY10. The Plan also projects a modest
increase in the base of the real estate transfer tax. The business privilege tax base is
projected to increase 0.15 percent in FY11. Overall revenues from the business privilege
tax, however, are projected to decline by $7.5 million in FY11 due to a decline in
delinquent collections.
Table 4.7 presents the Plan’s projected growth rates for tax revenue over the FY12-FY15
period. These growth rates are unadjusted for projected changes in tax rates.

9

Tax base is calculated by dividing revenues for each tax by its associated tax rate. Figures are adjusted for
mid year changes in tax rates.
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Table 4.7. Tax Revenue Percentage Growth Rates, Major General
Fund Taxes, FY12-FY15 (Estimated)
Tax
Real Estate
Wage and Earnings
Business Privilege
Net Profits
Sales
Amusement
Real Property Transfer
Parking
Miscellaneous
Total

FY12
Est.
-1.4
2.0
5.5
0.4
1.2
2.5
3.0
2.5
1.9
1.8

FY13
Est.
-0.8
4.0
1.4
0.4
1.3
2.5
3.0
2.5
1.9
2.3

FY14
Est.
1.5
1.0
0.4
-0.4
1.3
2.5
2.9
2.5
1.9
1.2

FY15
Est.
2.1
0.8
-1.5
1.2
-49.3
2.5
2.9
2.5
1.9
-4.0

The Plan projects modest growth rates in most years, a reflection of its assumptions for
overall economic growth in the wake of the recession. Growth rates are at 3.0 percent or
below for each tax in each year, with some exceptions. Wage and earnings taxes are
projected to grow at 4.0 percent in FY13, and business privilege taxes at 5.5 percent in
FY12, based on an assumption that these taxes will recover at a more rapid pace in those
years. The Plan projects lower growth rates for the wage and earnings taxes in FY14 and
FY15, due to the impact of projected modest tax rate declines in those years. Sales tax
revenue is projected to decline 49.3 percent in FY15 due to the expiration of the City’s
authority to levy a 2 percent sales tax in FY15.

E. Obligations: FY11-FY15 Assumptions
The Plan obligation projections are based on assumptions about the growth of spending
from the FY11 base level over the FY12-FY15 period. Generally, the Plan assumes no
growth in obligations in its final four years. Table 4.8 presents the percentage change in
projected annual obligations for those cost categories where some change is projected in
the Plan after FY11.
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Table 4.8. Percentage Change in Projected Obligations, FY12-FY15
FY12 FY13
Agency/Cost Center
Est.
Est.
Debt Service
5.4
6.5
District Attorney
0.3
-Division of Technology
--Education
0.1
0.1
Employee Benefits Other than Health and Pensions
7.1
6.7
Employee Pensions
17.1
22.2
Fire
0.2
0.3
Fleet Management
9.1
1.9
Health
-(1.0)
Indemnities
(18.5)
-Office of the Director of Finance
-(1.5)
Parks and Recreation
1.1
2.2
Police
3.3
-Prisons
2.4
2.4
Public Property
0.8
7.1
Streets
1.1
1.1
SEPTA Subsidy
2.4
2.6
All Other Cost Centers
(4.5)
(0.7)

FY14
Est.
3.7
---3.2
(0.5)
0.3
3.6
----(0.1)
2.5
1.6
1.1
2.6
--

FY15
Est.
2.4
-(13.2)
-1.8
(11.8)
0.3
------2.5
1.6
1.1
2.6
--

Significant obligation growth is projected for debt service and employee pensions, two
areas of non-discretionary spending. The debt service projection is based on known
obligations for outstanding debt, and projected obligations for anticipated future debt
issuances. The pension obligation projection reflects current actuarial projections,
repayment of the FY10 and FY11 pension payment amounts deferred under State Act 44
and associated interest costs, and debt service on Pension Obligation Bonds.
Employee benefits other than pensions and health care are projected to grow at
significant rates over the life of the Plan, reflecting anticipated increases in the cost of
employee disability programs and FICA tax payments. Obligations in the Office of Fleet
Management are projected to grow in FY12-FY14 reflecting the City’s shift from vehicle
purchasing to leasing in FY10, which should result in higher costs in FY11 and later
years. Indemnities costs are projected to decline in FY12, due to an expectation that these
costs will return to a level consistent with long-term trends. Indemnities costs are
projected to be unusually high in FY11 due to a court-ordered settlement related to
paramedic overtime costs. Police Department costs are anticipated to increase 3.3 percent
in FY12, due to the wage increase required under the 2009 Fraternal Order of Police
arbitration award.
Department of Public Property obligations are projected to increase annually due to
projected increases in utility costs. Streets Department obligations are projected to
increase at 1.1 percent per year, reflecting increases in the anticipated cost of waste
disposal contracts. To the extent that the City is successful in increasing recycling, costs
associated with trash disposal could be reduced from the level projected in the Plan. The
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amount of the City’s annual subsidy to the Southeastern Pennsylvania Transportation
Authority (SEPTA) is projected to increase at 2.4 to 2.6 percent per year, reflecting the
City’s obligation to contribute to SEPTA’s operating budget and debt service costs.
Costs for the Philadelphia Prisons System are expected to increase by 2.5 percent
annually. This projection assumes no change in the prison census. The cost increases
projected are due to anticipated increases in the per-inmate cost associated with contracts
for food and health care. To the extent that criminal justice system initiatives continue to
reduce the prison census, increases in the per-inmate cost of these services will be offset
by cost reductions made possible by a lower census. If this were to occur, actual
obligations could be lower than projected in the Plan.

F. Obligations: FY08 vs. FY11
The balance of the FY11-FY15 Plan depends on substantial reductions in obligations that
occur across a range of agencies and cost centers in the initial year of the plan, and
modest or no assumed growth in spending levels in most cost centers in the succeeding
four years. The Plan projects overall General Fund obligations to increase by $60.5
million or 1.6 percent from FY10 to FY11. However, this growth is entirely due to
growth in three categories: employee pensions ($129.9 million or 37.1 percent), debt
service ($9.5 million or 4.7 percent), and Division of Technology ($9.0 million or 21.6
percent). Excluding these categories, overall General Fund obligations would decline by
$87.9 million or 2.8 percent from FY10 to FY11.
The reduction in spending across various agencies and cost centers projected for FY11
continues a trend of substantial reductions that has occurred over the past three fiscal
years. The full impact of the recession on the level of City spending can be seen by
comparing obligation levels across City agencies in FY08 and FY11. This comparison is
shown in Figure 4.2.

- 39 -

PICA Staff Report on FY11-FY15 Five Year Plan

Figure 4.2. Percent Change in General Fund Obligations, FY08 Actual to FY11 Estimate,
by Agency and Cost Center
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Notes to Figure 4.2:
1.

2.
3.
4.
5.
6.
7.
8.

Figures are adjusted to reflect the transfer of the Capital Program Office to Public
Property, Finance, Personnel and Division of Technology, and the transfer of
telecommunications costs from Public Property to Division of Technology, and transfers
of information technology costs from various agencies to Division of Technology.
Mayor includes Mayor’s Office of Transportation.
Commerce includes City Representative, Office of Arts, Culture, and the Creative
Economy, Economic Stimulus, and Civic Center.
Row Offices includes Clerk of Quarter Sessions, Register of Wills, Sheriff, and City
Commissioners.
Housing includes Office of Supportive Housing and Office of Housing and Community
Development.
Health includes Department of Public Health and Department of Behavioral Health and
Mental Retardation Services.
Education includes contributions to School District of Philadelphia and Community
College of Philadelphia.
“All other cost centers” includes hero awards, scholarships, refunds, witness fees, Camp
William Penn, Atwater Kent Museum, Mural Arts Program, Art Museum, Office of
Labor Relations, Commission on Human Relations, Historical Commission, City
Treasurer, Civil Service Commission, Board of Ethics, Zoning Code Commission,
Youth Commission, Office of Inspector General, Tax Reform Commission, and
Mayor’s Office of Community Services.

Nineteen out of thirty-eight cost categories shown in the figure have seen reductions of
10 percent or more in nominal terms over the three year period. Of these categories,
seven have been reduced by 20 percent or more. Nine categories have see reductions of
10 percent or less. They include Police, Fire, Revenue, Public Property, legal services,
employee benefits other than health and pensions, Human Services, Board of Revision of
Taxes, and District Attorney. Six categories have increased by less than 10 percent. They
include: Health, City Council, Managing Director’s Office, education subsidies, Prisons,
and SEPTA subsidy. Four categories have seen increases of more than 10 percent:
employee pensions, Office of Human Resources, debt service, and Division of
Technology.
These trends reflect the extent to which certain costs are not discretionary: employee
pensions, debt service, and prisons costs have all increased substantially. Among those
spending areas that are within the Administration’s immediate control, generally smaller
cost reductions have been experienced by agencies that provide services directly to
citizens rather than services to other agencies of the government. In addition, services for
low-income populations and public safety have also generally seen lower spending
reductions over the FY08-FY11 period. The substantial increase in the Division of
Technology obligations reflects the consolidation of responsibility for IT functions within
the agency beginning in FY11, as well as increased spending for information technology
programs that should increase government efficiency and reduce costs over the long term.
The increase in personnel costs from FY08 to FY11 reflects the consolidation of certain
personnel functions within the Office of Human Resources beginning in FY11.
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V. LONG-TERM FINANCIAL ISSUES FACING THE CITY
Over the past several years, PICA has identified the key long-term financial issues which
could have the greatest impact on the fiscal health of the City. In large measure, the goal
was to make sure that current City leaders were fully aware of the issues looming on the
horizon – the earlier these problems were addressed, the lighter the impact on current
government. Unfortunately, many of these issues were not addressed in any form, and
some were made worse over the past several years. Some, like the unfunded Pension
Fund liability have already begun to impact current budgets; other issues remain in the
not too distant horizon. Below we update the status of each of these issues, and the
proposals, if any, to address them.
A.

UNFUNDED PENSION LIABILITY

The problems in the Pension Fund are discussed in detail in Section II of this report. At
the beginning of FY2009, the Pension Fund was only 55 percent funded; at the end of
FY10 that figure will be at less than 50 percent. The City has proposed a two-pronged
approach to dealing with the pension problems – one short-term, one long-term. While
the short-term fixes (reamortization and payment deferrals) eased pressure on the General
Fund, they will ultimately be meaningless without implementation of the long-term fixes
proposed by the City.
The City’s long-term proposals include increasing the level of employee contributions
and implementing a new pension plan. The new plan would be a hybrid with a defined
benefit option with a lower level of benefits than the current plan, and an optional defined
contribution plan which will function like a 401(k) including a City match of a portion of
each employee’s contributions. Failure to achieve changes which align contribution
levels with benefit levels will leave the Pension Fund in worse condition than before, as
the liability will have been exacerbated by the short-term fixes.

B.

THE CITY’S TAX STRUCTURE

Numerous studies have documented the negative economic impact of the City’s high tax
levels and its over-reliance on wage and business taxes relative to the real estate tax.
Public finance theory suggests that local governments should not attempt to rely too
heavily on taxation of personal and business income. Property taxation is a preferred
local tax revenue source, for various reasons. First, property taxes have a minimal impact
on the local economy due to the immobility of the tax base. Second, property taxes most
resemble benefit taxes, where the taxpayer’s liability and the benefit of public services
are aligned. Hence, they are arguably an efficient source of local revenue.10
In October 2009, the Mayor’s Task Force on Tax Policy and Economic Competitiveness
in Philadelphia released Thinking Beyond Today: A Path to Prosperity. This report made
10

David Brunori, Local Tax Policy: A Federalist Perspective, Second Edition (Washington, DC: The
Urban Institute Press, 2007).
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recommendations on tax policy and administration, city spending, and economic
development policy, based on the work of a commission that included representatives of
business, labor, and universities. The recommendations of this report were similar to the
2003 recommendations of the Philadelphia Tax Reform Commission.11 Both panels
recommended substantial reductions in the wage tax rates, and an elimination of the gross
receipts portion of the BPT, with attendant revenue losses to be at least partially made up
through increases in real estate tax revenues resulting from a higher effective tax rate.
Both groups also suggested that some of the higher real estate tax revenues could be
expected from growth in city property values caused by reduced wage and business taxes.
The 2009 Task Force report recommended that tax cuts for the wage and business
privilege tax resume in 2012. It recommended that by 2025, the resident wage tax rate
decline to 2.7 percent, the non-resident rate wage tax, to 2.4 percent, the net income
portion of the BPT, to 6.0 percent, and the gross receipts portion of the BPT be
eliminated. These reductions are slightly larger than those recommended by the 2003 Tax
Reform Commission, although they take place over a longer period. The Task Force
report further recommended restructuring the net income portion of the BPT by adopting
single-sales factor apportionment and market-based sourcing as methods for apportioning
income to Philadelphia. These changes should reduce the negative impact of the BPT on
the city economy and City and School District tax bases.
The FY11-FY15 Plan does not adopt these recommendations in full. Cuts in the wage
and business privilege tax resume in 2014, not 2012 as recommended by the task force.
The City has also issued regulations that adopt market-based sourcing for the BPT for
computer services firms, and single sales factor apportionment for research and
development firms. The task force has recommended that these changes be instituted for
all firms. Thus, for the two key recommendations of the task force, the City chose a more
cautious response.
The level of tax cuts contained in the final Plan is significantly below that of the original
proposed Plan. The Mayor’s originally proposed FY11-15 Plan projected reinstating the
program of ongoing City-funded cuts to the wage, earnings, and net profits taxes, and the
gross receipts portion of the business privilege tax (BPT), beginning in FY14. These cuts
would have supplemented annual reductions in the wage, earnings, and net profits tax
rates funded through State gaming proceeds received by the City. The first proposed Plan
would have reduced the resident wage tax rate to 3.60 percent in FY14 and 3.575 percent
in FY15, and the non-resident wage tax rate to 3.25 percent in FY14 and 3.225 in FY15.
The gross receipts portion of the BPT would have been reduced to 1.325 mills in FY14
and 1.125 mills in FY 15, and the net income portion of the BPT to 6.35 percent in FY15.
The final Plan has scaled back these projected tax cuts. Under the final Plan, the resident
portion of the wage tax will decline to 3.7289 percent in FY14, and 3.6862 percent in
FY15, while the non-resident portion will decline to 3.3258 percent in FY14 and 3.2898
11

See Thinking Beyond Today: A Path to Prosperity, Mayor’s Task Force on Tax Policy and Economic
Competitiveness in Philadelphia, October 2009; and Final Report, Philadelphia Tax Reform Commission,
three volumes, November 15, 2003.
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percent in FY15. The gross receipts portion of the BPT will decline to 1.37 mills in FY14
and 1.225 mills in FY15. The net income portion of the BPT will decline to 6.425 percent
in FY14 and 6.375 percent in FY15. This scaling back of the originally proposed tax cuts,
as well as additional adjustments based on actual collections, will result in an estimated
$49.8 million in additional tax revenue in FY14 and $52.7 million in FY15.
Clearly, the 2009 tax force’s recommendations were ambitious. They would have a
substantial impact on City revenues in the near term. Unfortunately, the City’s current
financial position prevents it from taking the kind of aggressive approach to tax reduction
that was suggested by both the 2003 Tax Reform Commission and the 2009 Task Force.
Nonetheless, uncompetitively high tax levels remain a long-term problem for the
economy and the City’s financial stability. Addressing this problem should be a priority
for future Five-Year Plans as economic conditions allow.
There is probably no clearer indication of a strong business climate in the city than a
credible, public schedule of planned reductions in wage and business taxes. As the
national economy recovers from the recession over the next five years, and as the City’s
financial position improves, Philadelphia needs to position itself to reap the advantages of
a growing national economy. Reestablishing a program of ongoing reductions to the
wage and business taxes, and other measures to reduce the economic impact of the tax
structure, should remain a priority for the City in future years as resources permit.
C.

INFRASTRUCTURE

After years of under-investing in the City’s infrastructure, the Nutter Administration has
pledged to invest $116.3 million in FY11 of City-supported capital funding. In 2001 the
City Planning Commission found that the City needed to invest $185 million annually to
keep its infrastructure in good condition. From FY03 to FY08 the City invested less than
half of that amount each year; an average of $53 million per year of new loans was
invested in the city’s infrastructure. FY09 marked the first significant increase in
infrastructure investment in a decade, and the FY11-FY15 Plan increases the level of
investment slightly over the FY10 level.

Budget as a % of Need

Increased Capital Investment in the City's Infrastructure
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Because of the historical lack of investment, in early 2007, PICA funded a Facility
Assessment Project. This project assessed the physical condition of each of the facilities
in the Prisons System, City Hall and the Police, Fire and Health Departments. The
project was completed in October of 2007 and it provided the City with a working tool to
prioritize and allocate adequate capital funding. The City also received an ongoing
maintenance schedule for the facilities covered by the project as well as an IT system to
track the condition of its infrastructure.
Over the past few years, PICA has recommended that the City institute pay-as-you go
funding for certain capital projects. Starting in FY09 the city attempted to tackle the
ever-growing backlog of streets resurfacing by utilizing $10 million per year of this type
of funding. The funds were generated by a twenty percent increase in the Parking Tax.
Request for PICA Funds
In July 2008, PICA approved the City’s request to utilize $27.5 million in existing PICA
capital funds for improvements to Police and Fire facilities and projects at the Free
Library. The City has begun to utilize those funds. Much of the requested funding for
departmental facilities is as a result of the PICA Assessment Project that was completed
in the fall of 2007.

D.

RAINY DAY FUND

The establishment of a budget stabilization fund, also known as a rainy day fund, remains
an important goal for the City. A rainy day fund would have enabled the City to cover
some portion of the budget shortfalls which resulted from the dramatic economic
downturn. Also important, rating agencies use the existence and structure of a rainy day
fund in deciding cities’ bond ratings. By establishing a fund, the City would be able to
reduce its borrowing costs, creating cost savings in the long run. According to a paper
published in 2004 in the National Tax Journal, government entities can expect a ten basis
point reduction in bond yields after the creation of a reserve fund.
The narrow fund balances maintained by the City, which are discussed in Section II of
this report, further highlight the need for the City to establish and maintain a wellstructured rainy day fund. While such a fund would not have prevented the City from the
need to take actions to increase revenues and decrease spending in this recession, it
would have provided another tool to help smooth the impacts of those changes. The
severe economic distress has made establishing a fund nearly impossible – it is already
“raining.” Once Philadelphia emerges from fiscal crisis, PICA Staff will continue to
press the City to establish a Rainy Day Fund.
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E. DEBT AND LONG-TERM OBLIGATIONS
The Plan projects total debt service and lease debt payments will increase from $201.6
million in FY10 to $251.5 million in FY15, an average annual increase of 4.5 percent,
well above the 2.2 percent annual increase for total General Fund obligations. Combined
debt and lease debt obligations under the Plan projections will increase from 5.4 percent
of General Fund obligations in FY10 to 6.1 percent in FY15. The substantial increase in
debt service reflects higher scheduled payments on outstanding debt and an assumption
that the City will issue new General Obligation debt in 2010, 2012, and 2014.
The level of fixed costs relating to debt service and long-term obligations in the General
Fund budget continues to impose a significant constraint on the City’s financial
flexibility. Debt service includes debt service on City general obligation (GO) and
pension obligation bonds, and required payments for lease-backed debt issued by Cityrelated entities. Long-term obligations reflect payments for the unfunded liability of the
Pension Fund, and payments to the Pennsylvania Convention Center Authority (PCCA)
to support its debt service obligations. These payments directly impact the General Fund,
and all of them are outside the City’s immediate control.12
There are two primary problems associated with debt and long-term obligations. The first
is that if these costs exceed a certain percentage of total General Fund costs, they can
substantially lower financial flexibility. While the rationale for debt financing of capital
assets is that the benefits of these assets accrue over long periods, nonetheless, debt
service costs represent a cost paid by current taxpayers for facilities and projects that
were authorized in the past. When these payments form too large a percentage of the
budget, they can unduly constrain the City’s ability to finance ongoing expenses for
current services.
The City has utilized debt financing to pay for a number of major capital projects in
recent years. This financing has supported two stadiums, neighborhood revitalization, and
cultural facility and commercial corridor improvements. The debt service associated with
the bonds issued for these projects was not evenly spread over the life of the bonds. In
some cases, annual payments were more heavily weighted to periods beyond the life of
the then current Five-Year Plan. The result has been a substantial increase in overall
general obligation and lease debt cost for the General Fund. These costs have increased
from $172.2 million in FY08 to a projected $211.0 million in FY11, a 22.5 percent
increase during a period in which overall General Fund obligations are projected to
decline 3.4 percent. Moreover, debt service is projected to increase further to $251.5
million in FY15.

12

The City also has long-term obligations associated with health and certain other benefits for retirees.
These costs are paid on a pay as you go basis. The unfunded actuarial accrued liability associated with
these benefits was $1.2 billion as of July 1, 2008. See Comprehensive Annual Financial Report, FY09, City
of Philadelphia, pp. 107-108.
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The City Treasurer’s Office took an important step toward addressing this issue by
issuing an updated debt policy in December 2009. This policy includes various
benchmarks for debt issuance procedures and policies, and for the city’s debt portfolio.
The policy sets as a goal that City tax-supported debt service plus long-term obligations
not exceed 15 percent of total General Fund and debt service fund expenditures. The
current ratio is slightly higher, at 16.8 percent in FY09.13 If the City is successful in
meeting this goal, debt service will no longer consume an increasing part of the General
Fund budget, and the City will have increased flexibility to meet other priorities.
Another problem associated with the City’s long-term obligations relates to the ability of
the City to financing ongoing infrastructure needs. Numerous assessments of the
conditions of City facilities have suggested that the City needs to make substantial
investments in its capital facilities to bring them up to an adequate level of safety and
functionality. For years, the level of capital investment in the City’s infrastructure has
been inadequate. The FY11-FY15 Plan does propose a significant increase in the level of
capital investment. The Plan states that the City will allocate $116.3 million in Citysupported capital funding in FY11, of which $102.6 million will be financed through new
General Obligation bonds. The proposed FY11 allocation of City funds is a substantial
increase from prior years, when City-financed capital spending was generally below $100
million annually. While this is a movement in the right direction, substantial additional
resources will be needed over the long term.
However, these additional resources should be allocated only on the basis of a
comprehensive assessment of infrastructure needs, and the City’s service priorities. The
City needs to develop a set of criteria for determining what level of facility infrastructure
it will maintain, taking into account the needs of city residents, the strategic objectives of
the City government and its various agencies, and its financial means to pay for ongoing
maintenance and new investment.
Another major component of the City’s long-term obligations is the unfunded pension
liability. The payment to amortize the unfunded portion of the Pension Fund accrued
liability is projected at $384 million in FY11, and will increase to $482 million in
FY15.14 The growth of these costs represents a major long-term financial problem for the
City. Without significant restructuring of the City’s pension program, these costs will
continue to grow as a percentage of the budget, thus preventing the City from continuing
to provide adequate current service levels at an affordable tax cost. Reform of the pension
system is of the greatest importance for the City’s viability as a competitive city over the
long-term.

13

Debt Management Policy, Office of the City Treasurer, City of Philadelphia, December 2009, p. 4.
This amount does not include the payment of the amount of the City’s pension obligations that were
deferred in FY10 and FY11.

14

- 48 -

PICA Staff Report on FY11-FY15 Five Year Plan

Pennsylvania Intergovernmental
Cooperation Authority

STAFF REPORT
ON
FY2011-FY2015
FIVE-YEAR FINANCIAL PLAN

——————————————————
SECTION VI:
ADMINISTRATIVE REFORMS AND
PRODUCTIVITY INITIATIVES OF THE CITY
——————————————————

- 49 -

PICA Staff Report on FY11-FY15 Five Year Plan

VI. ADMINISTRATIVE REFORMS AND PRODUCTIVITY INITIATIVES OF
THE CITY
A.

INFORMATION TECHNOLOGY INVESTMENT

The City is planning to take the next step in its information technology (IT)
improvements begun a year ago. Beginning in FY11, the Division of Technology (DoT)
will spend $25 million of new capital funding to upgrade and stabilize the City’s
technology infrastructure, and acquire the software necessary for department functions.
This investment is the first year of a planned six year, $120 million IT infrastructure
overhaul. While it is expected that some new efficiencies and savings will be realized by
this investment, no specific savings are identified in the Plan.
While DoT has been redesigning and centralizing its IT infrastructure and updating
applications, it also identified serious weaknesses in the City’s IT infrastructure. In order
to enable many of the IT initiatives within departments and across government, the City’s
network needs to be stabilized and enhanced. The City will invest $120 million over six
years to enable the City to provide citizen services in a way consistent with 21st century
expectations.
The IT initiatives have the potential to significantly increase the productivity of City
employees and reduce the costs of service delivery. DoT is developing a multi-year
information technology strategy that seeks to reduce technology spending while creating
a better IT platform that will enable process improvements across City government.
Direct cost savings are expected to result from increased use of in-house personnel and
reductions in professional services contracts. Centralization of technology operations
under DoT is also expected to reduce spending by eliminating the duplication of
personnel and hardware across departments. It is difficult to identify the scope of those
potential savings until the planned projects are further developed.
Perhaps even more significant than the direct cost savings associated with DoT’s
initiatives is their potential to enable process and productivity improvement throughout
City government. Improvements in technology resources should increase the capacity of
internal service departments to function more efficiently. Greater coordination among
criminal justice agencies or human service agencies should also be facilitated by the
adoption of compatible systems. Increased utilization of electronic documents should
increase the transparency of government by making more information available to the
public over the Internet.
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B.

WORKFORCE TRENDS

The number of filled full-time positions in the General Fund continued to fall through the
end of the third quarter of FY10, the most recent quarter for which data are available. As
shown in the figure below, from the end of FY05 through the end of the third quarter of
FY10, position levels declined significantly in the Department of Public Property (29.8
percent), the Department of Licenses and Inspections (18.4 percent), the First Judicial
District (12.6 percent), Parks and Recreation (10.7 percent), the Free Library (10.5
percent), the Streets Department (8.6 percent), and the Office of Fleet Management (5.8
percent). Among major agencies, only the Department of Human Services saw an
increase in personnel levels from the end of FY05 through the third quarter of FY10.
Overall filled General Fund positions decreased by 1,066 or 4.6 percent over this period.

Some of these personnel reductions have resulted from service reductions, but most
reflect more efficient service provision. For instance, Streets Department personnel have
declined in part through increases in recycling and reductions in waste disposal.
Reductions in personnel at the Philadelphia Prisons System have been made possible in
part through a lower prison census over the past year. Reductions in Fleet Management
reflect reductions in the City fleet.
It is likely that additional personnel reductions will occur over the FY11-FY15 period as
a result of further efforts to increase government efficiency, and other reforms that will
reduce the demand for some services. If DHS continues to reduce the number of children
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in placement, and the duration of placements, it may be able to begin reducing personnel.
If the City’s criminal justice system reforms continue to drive down the prison
population, additional personnel reductions may be possible at the Prisons System. The
major investments in information technology included in the FY11-FY16 Capital
Program, and the significant increase in the operating budget for the Division of
Technology, should also result in personnel savings over the Plan period.
The Plan does not explicitly assume reductions in personnel levels. In fact, filled General
Fund positions are projected to increase slightly from 22,518 at the end of FY10 to
22,892 at the end of FY15. Position declines are nonetheless possible, and most likely
will be necessary if arbitration awards or negotiated contracts with the major municipal
unions require salary increases over the life of the Plan. Because of the Plan’s assumption
of zero salary growth for all major unions other than that already awarded to the Fraternal
Order of Police for FY11 and FY12, any additional salary increases will have to be
funded through savings in employee benefits, personnel reductions or other efficiencies.
Personnel reductions can occur without negatively impacting the public if the City
continues to be successful at its efforts to reform the operation of its criminal justice and
social service systems.
One shortcoming of this Plan is that it makes no assumptions about the likely personnel
reductions that will occur over the Plan period. It is important to use the Plan to set goals,
with respect to costs, services, and taxes. This Plan falls somewhat short in this regard
because it does not recognize the potential for savings that exist as a result of the various
initiatives of the City. Future Plans should incorporate reasonable estimates of the impact
of management initiatives on personnel levels and costs. Such a change would allow the
Plan to be a clearer statement of policy priorities, an instrument for clarifying financial
and management goals, and a mechanism for holding City agencies and the City as a
whole accountable for progress toward those goals.

C.

REFORM TEAMS

One of the most substantial efforts in years to examine the processes of City government
and make recommendations for ways to increase efficiency and effectiveness is a series
of “reform teams” that were organized by the Managing Director’s Office (MDO) and the
Mayor’s Private Sector Outreach Board. These teams were created in 2009 and charged
with addressing specific problems. They included representation from throughout City
government and were advised by private and non-profit sector volunteers. Over the
course of 2009 and the first half of 2010, the teams developed recommendations which
were published in a Final Report in June 2010.15 These recommendations are summarized
below.16
15

Philadelphia’s Reform Teams Final Report, City of Philadelphia, Office of the Managing Director, June
2010.
16
The activities associated with the Mayor’s Office of Education and the Mayor’s Office of Sustainability
were included in the Final Report of the reform teams, although these initiatives were initially organized
outside the reform team process.
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Police Department. The Philadelphia Police Department (PPD) reform team addressed
the short-term need, driven by the City’s financial crisis, to achieve budgetary savings
without affecting service delivery. This problem was addressed through reductions in
overtime and fleet costs. The team recommended greater adherence to established
overtime policies and procedures, and the creation of a new overtime management unit.
Since January 2009, according to the reform team report, departmental overtime
expenditures have been reduced by $12 million. In response to the efforts of the reform
team, the PPD fleet was reduced by 190, resulting in annual savings of $1.4 million.
The Police Department reform team also addressed long-term strategic initiatives to
reduce crime and disorder in the city. To this end, the team organized a strategic planning
effort known as “PPD 2020.” This effort resulted in a new departmental vision and
mission statement, testing of initiatives to improve departmental performance and
collaboration with external entities, a new policing model based on geographic
accountability units known as police service areas, and a pilot project to address crime
through the coordinated efforts of City agencies. Under this “public service area”
concept, which is now being tested in the 26th police district, a team with representatives
from multiple City agencies is charged with reducing crime and disorder in specific areas
through coordination of public services focused on neighborhood problems that
contribute to crime.
Prisons and Criminal Justice. This reform team worked in conjunction with the Criminal
Justice Advisory Board (CJAB) to develop initiatives designed to achieve cost savings
through improved criminal justice system policies and management practices. CJAB is
composed of representatives of various criminal justice agencies in the city, and charged
with improving coordination within the criminal justice system. CJAB and the prisons
and criminal justice reform have developed a number of initiatives to better manage the
criminal justice system. Some of these initiatives are described below. From a budget
standpoint, the most significant result of these efforts has been a significant reduction in
the prison population over the past year.
The accelerated violation of probation program (AVOPP) has allowed for more rapid
disposition of cases involving parole violations through changes in the method of
assigning and scheduling judicial hearings. The efficiency of processing cases has also
been enhanced by the advanced review and consolidation (ARC) program, under which
individuals who are held in the prison for more than one reason can have the various
criminal matters consolidated and addressed in a single hearing before one judge, rather
than in multiple hearings. Another initiative that has reduced court processing times has
been the 2009 implementation of the Police Integrated Information Network (PIIN)
system, which has sped the discovery process by which the District Attorney’s Office
shares information with defense attorneys.
Other initiatives have utilized provisions of State prison reform laws enacted in 2008 to
transfer inmates from the Philadelphia prison system to State correctional facilities.
Among other provisions, these laws reduced the discretion of judges to require
individuals to serve sentences in county jails, and eliminated the need for some State
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inmates required to appear in court in Philadelphia to be transferred to the Philadelphia
prisons. In July 2009, Philadelphia established a mental health court which creates
alternatives to incarceration for mentally ill individuals who have committed less serious
offenses. This court not only provides more appropriate supervision and treatment for
these individuals but also is likely to reduce recidivism and generate fiscal savings. Other
initiatives have included expanded use of electronic monitoring and day reporting as
alternatives to incarceration, expansion of video links between the courts and City and
State prisons to reduce the need for prisoner transportation and accelerate case
processing, and electronic transfer of court paperwork to the prisons.
Fire Department. The Fire reform team focused on two management initiatives:
Emergency Medical Services (EMS) call prioritization and community-oriented fire
safety. A major priority of the team is to implement a new EMS priority dispatch system
that would divert non-emergency calls to an alternative response system, allowing for
better use of scarce EMS resources and more rapid responses to higher priority situations.
The team expects to issue a Request for Proposals this summer for an outside vendor to
improve the call prioritization process. The reform team has also sought to improve the
impact of the Department’s fire safety and prevention programs for underserved
populations in the city. To this end, the Department has sought to increase the number of
fire safety representatives, citizen volunteers who help with the implementation of fire
prevention programs in neighborhoods.
Human Services. The Department of Human Services (DHS) has been engaged in a
variety of reform efforts since the 2007 publication of Protecting Philadelphia’s
Children: The Call to Action, a report of the Philadelphia Child Welfare Review Panel.
This panel was an independent body appointed by Mayor John F. Street in the wake of a
series of child fatalities that evidenced serious problems in the management and operation
of DHS. The implementation of the recommendations contained in the Review Panel
report has been overseen by a Community Oversight Board (COB) which has published
periodic reports on the status of reform at DHS.17 The reforms at DHS since 2007 have
been significant, including changes in programs, practices, organization, and
accountability processes.
One initiative was the adoption in April 2008 of hotline guided decision making, an effort
to improve screening of reports of child abuse or neglect, and make appropriate referrals
either to a continuum of in-home service types or out-of-home placement. DHS also has
sought to reduce length of stay in placement and expedite the process of returning
children to permanent caretaking, preferably with the child’s parents or birth family. This
goal has been pursued through a family group decision making strategy. DHS and Family
Court have adopted new procedures for risk assessment of delinquent youths to reduce
unnecessary placements.

17

The most recent report is Report on Progress from the City of Philadelphia Community Oversight Board
for the Department of Human Services, February 2010. The report is available at
www.dhsoversightboard.com.
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Since 2008, the various reform efforts of the Department have resulted in reductions in
admissions to out-of-home placement, increases in the number of children adopted or
placed in permanent legal custodianship, reductions in the overall number of dependent
children in placement, and reductions in out-of-state placement for both dependent and
delinquent cases. As a result of these measures, DHS will likely achieve significant
placement cost savings.
Education. The Mayor’s Office of Education has been engaged since 2008 in facilitating
collaboration between City agencies, the School District of Philadelphia, and Family
Court on initiatives to increase educational attainment and success. The City’s goal is to
increase Philadelphia’s high school graduation rate to 80 percent within five to seven
years, and double the college completion rate from 18 percent to 36 percent within five to
ten years. To promote these goals, the Office of Education has developed initiatives to
improve school safety, reduce truancy, support educational progress for dependent and
delinquent youth, connect dropouts with services to promote reenrollment in high school
or a GED program, and create alternative pathways to graduation for students with
particular needs. In November 2008, the City created the Council for College and Career
Success, to guide public and private sector collaboration to promote education and work
readiness. The Council has established eight performance measures with specific annual
targets through 2014.18
Development Process. The recommendations of the development process reform team
were contained in Philadelphia’s Development Permit Review Process:
Recommendations for Reform, published in January 2010. The report describes the role of
City agencies in regulating construction, renovation, and other development activities. It
makes recommendations designed to make the process of obtaining necessary approvals
more transparent to the public, more rapid, and more coordinated across agencies. The
report is useful not only for its potential to improve the process of regulating
development, but also for providing a comprehensive guide to City permit requirements
which should help households and firms comply with City codes.
The report made a variety of recommendations. They included: imposing industry
standard review deadlines; consolidating submission guidance documents; clarifying
information on the permitting process and regulations; reducing local modifications to
International Codes and condensing these modifications to a single document; allowing
electronic plan submission; consolidating building, mechanical, and electrical permits;
integrating external databases with the Department of Licenses and Inspections database
to improve coordination with other agencies; and formalizing the process for interdepartmental communication about projects. To date, some progress has been made
toward implementing these recommendations.
Streets and Services. This reform team recommended a number of initiatives to address
specific problems. They included: replacing outdoor litter baskets with solar-powered
compacting containers which require less frequent collections; implementing a citywide
recycling program that provides incentives for residents and neighborhoods to increase
18

Starting Fast: The First Annual Progress Report to Mayor Nutter from the Philadelphia Council for
College and Career Success (December 2009).
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recycling rates and reduce collections of non-recyclable items; redesigning residential
waste collection routes to integrate condominium/cooperative collection into the regular
residential collection routes; and reducing costs for the City’s street light maintenance
and inspections contract, in part due to the implementation of the 3-1-1 call center, which
allows citizens to report street light outages or other problems to 3-1-1 rather than
dedicated maintenance personnel.
Human Resources. This team found that the City’s current methods of human resources
(HR) administration are inefficient and could be significantly improved through the
adoption of technology, more centralized organization of transactional HR functions, and
greater employee self-service of routine changes and information requests. The team
found that the City’s current time and attendance record keeping is labor intensive,
subject to abuse, and does not generate the information needed to enforce personnel
policies and control costs. It recommended automation of the City’s time and attendance
record keeping processes, on a pilot basis initially, and then moving to City-wide
implementation in FY12 and FY13 if the pilot is successful. The team also concluded that
the City could realize cost savings by centralizing within the Office of Human Resources
various administrative HR functions that are now performed on a decentralized basis
within City agencies. A pilot “shared services” model for human resources was
recommended that would centralize administrative HR functions for a group of agencies
in FY11.
The human resources team also noted that the City generally fails to engage in consistent,
meaningful employee performance evaluation. It recommended that automated
performance evaluation be a function of the new City-wide Enterprise Resource Planning
(ERP) system that the Division of Technology plans to acquire. The team also
recommended that human resources, payroll, and pension information systems that are
currently separated be integrated as part of the new ERP system. It is expected that this
integration will eliminate duplicate data entry tasks, increase data accuracy, and provide
the foundation for more efficient HR processes across the City. Finally, the team
recommended greater use of employee self-service for routine functions such as
maintaining accurate personal information, requesting direct deposit or tax withholding
changes, benefits enrollment, and requesting information about policies and procedures.
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APPENDIX A
Statutory Background, Plan Review Methodology and Summary of Events
Overview
The General Assembly created PICA in June of 1991 by its approval of The Pennsylvania
Intergovernmental Cooperation Authority Act for Cities of the First Class (Act of June 5, 1991,
P.L. 9, No. 6). As in previous PICA Staff reports concerning the City's prior five-year financial
plans, rather than re-state in the body of this Staff Report the principal provisions of the PICA Act
and the Intergovernmental Cooperation Agreement, PICA Staff has included such information in
this Appendix.
A brief summary of events to date including comments as to PICA’s future focus, a summary of
PICA Staff’s Plan review methodology and a compilation of required future City reporting to
PICA is also included herein.
Statutory Basis -- The PICA Act
The mission of the Authority, as stated in the PICA Act (Section 102), is as follows:
Policy.--It is hereby declared to be a public policy of the Commonwealth to exercise its
retained sovereign powers with regard to taxation, debt issuance and matters of Statewide
concern in a manner calculated to foster the fiscal integrity of cities of the first class to
assure that these cities provide for the health, safety and welfare of their citizens; pay
principal and interest owed on their debt obligations when due; meet financial obligations
to their employees, vendors and suppliers; and provide for proper financial planning
procedures and budgeting practices. The inability of a city of the first class to provide
essential services to its citizens as a result of a fiscal emergency is hereby determined to
affect adversely the health, safety and welfare not only of the citizens of that municipality
but also of other citizens in this Commonwealth.
Legislative Intent
(1) It is the intent of the General Assembly to:
(i) provide cities of the first class with the legal tools with which such cities can eliminate
budget deficits that render them unable to perform essential municipal services;
(ii) create an authority that will enable cities of the first class to access capital markets for
deficit elimination and seasonal borrowings to avoid default on existing obligations and
chronic cash shortages that will disrupt the delivery of municipal services;
(iii) foster sound financial planning and budgetary practices that will address the
underlying problems which result in such deficits for cities of the first class, which city
shall be charged with the responsibility to exercise efficient and accountable fiscal
practices, such as:

- 58 -

PICA Staff Report on FY11-FY15 Five Year Plan

(A) increased managerial accountability;
(B) consolidation or elimination of inefficient city programs;
(C) recertification of tax-exempt properties;
(D) increased collection of existing tax revenues;
(E) privatization of appropriate city services;
(F) sale of city assets as appropriate;
(G) improvement of procurement practices including competitive
bidding procedures;
(H) review of compensation and benefits of city employees; and
(iv) exercise its powers consistent with the rights of citizens to home rule and self
government.
(2) The General Assembly further declares that this legislation is intended to
remedy the fiscal emergency confronting cities of the first class through the
implementation of sovereign powers of the Commonwealth with respect to
taxation, indebtedness and matters of Statewide concern. To safeguard the rights
of the citizens to the electoral process and home rule, the General Assembly
intends to exercise its power in an appropriate manner with the elected officers of
cities of the first class.
(3) The General Assembly further declares that this legislation is intended to
authorize the imposition of a tax or taxes to provide a source of funding for an
intergovernmental cooperation authority to enable it to assist cities of the first
class and to incur debt of such authority for such purposes; however, the General
Assembly intends that such debt shall not be a debt or liability of the
Commonwealth or a city of the first class nor shall debt of the authority payable
from and secured by such source of funding create a charge directly or indirectly
against revenues of the Commonwealth or city of the first class.
The PICA Act establishes requirements for the content of a five year financial plan, and Sections
209 (b)-(d) of the statute and the Cooperation Agreement provide:
(b) Elements of plan. -- The financial plan shall include:
(1) Projected revenues and expenditures of the principal operating fund or funds
of the city for five fiscal years consisting of the current fiscal year and the next
four fiscal years.
(2) Plan components that will:
(i) eliminate any projected deficit for the current fiscal year and for
subsequent years;
(ii) restore to special fund accounts money from those accounts used for
purposes other than those specifically authorized;
(iii) balance the current fiscal year budget and subsequent budgets in the
financial plan through sound budgetary practices, including, but not limited
to, reductions in expenditures, improvements in productivity, increases in
revenues, or a combination of these steps;
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(iv) provide procedures to avoid a fiscal emergency condition in the future; and
(v) enhance the ability of the city to regain access to the short-term and
long-term credit markets.
(c) Standards for formulation of plan:
(1)
All projections of revenues and expenditures in a financial plan shall be
based on reasonable and appropriate assumptions and methods of estimation, all
such assumptions and methods to be consistently applied.
(2)
All revenue and appropriation estimates shall be on a modified accrual
basis in accordance with generally accepted standards. Revenue estimates shall
recognize revenues in the accounting period in which they become both
measurable and available. Estimates of city-generated revenues shall be based
on current or proposed tax rates, historical collection patterns, and generally
recognized econometric models. Estimates of revenues to be received from the
state government shall be based on historical patterns, currently available levels,
or on levels proposed in a budget by the governor. Estimates of revenues to be
received from the federal government shall be based on historical patterns,
currently available levels, or on levels proposed in a budget by the president or
in a congressional budget resolution. Non-tax revenues shall be based on
current or proposed rates, charges or fees, historical patterns and generally
recognized econometric models. Appropriation estimates shall include, at a
minimum, all obligations incurred during the fiscal years and estimated to be
payable during the fiscal year or in the 24-month period following the close of
the current fiscal year, and all obligations of prior fiscal years not covered by
encumbered funds from prior fiscal years. Any deviations from these standards
of estimating revenues and appropriations proposed to be used by a city shall be
specifically disclosed and shall be approved by a qualified majority of the board.
(3)
All cash flow projections shall be based upon reasonable and
appropriate assumptions as to sources and uses of cash, including, but not
limited to, reasonable and appropriate assumptions as to the timing of receipt
and expenditure thereof and shall provide for operations of the assisted city to
be conducted within the resources so projected. All estimates shall take due
account of the past and anticipated collection, expenditure and service demand
experience of the assisted city and of current and projected economic
conditions.
(d) Form of plan. -- Each financial plan shall, consistent with the requirements of
an assisted city's home rule charter or optional plan of government:
(1)

be in such form and shall contain:
(i) for each of the first two fiscal years covered by the financial plan such
information as shall reflect an assisted city's total expenditures by fund and by
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lump sum amount for each board, commission, department or office of an
assisted city; and
(ii) for the remaining three fiscal years of the financial plan such information as
shall reflect an assisted city's total expenditures by fund and by lump sum
amount for major object classification;
(2)
include projections of all revenues and expenditures for five fiscal years,
including, but not limited to, projected capital expenditures and short-term and longterm debt incurrence and cash flow forecasts by fund for the first year of the financial
plan;
(3)
include a schedule of projected capital commitments of the assisted city and
proposed sources of funding for such commitments; and
(4)
be accompanied by a statement describing, in reasonable detail, the significant
assumptions and methods of estimation used in arriving at the projections contained in
such plan.
The Cooperation Agreement (at Section 4.04(a)-(h)), and similar provisions of the PICA Act also
require the following as supporting data for the Plan:
(a) a schedule of debt service payments due or projected to become due in respect of all
indebtedness of the City and all indebtedness of others supported in any manner by the
City (by guaranty, lease, service agreement, or otherwise) during each fiscal year of the
City until the final scheduled maturity of such indebtedness, such schedule to set forth
such debt service payments separately according to the general categories of direct
general obligation debt, direct revenue debt, lease obligations, service agreement
obligations and guaranty obligations.
(b) a schedule of payments for legally mandated services included in the Financial Plan
and due or projected to be due during the fiscal years of the City covered by the
Financial Plan;
(c) a statement describing, in reasonable detail, the significant assumptions and methods
of estimation used in arriving at the projections contained in the Financial Plan;
(d) the Mayor's proposed operating budget and capital budget for each of the Covered
Funds for the next (or in the case of the initial Financial Plan, the current) fiscal year of
the City, which budgets shall be consistent with the first year of the Financial Plan and
which budgets shall be prepared in accordance with the Home Rule Charter;
(e) a statement by the Mayor that the budgets described in section 4.04(d) hereof:
(i)

are consistent with the Financial Plan;

(ii) contain funding adequate for debt service payments, legally
mandated services and lease payments securing bonds of other
government agencies or of any other entities; and
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(iii) are based on reasonable and appropriate assumptions and methods of
estimation.
(f) a cash flow forecast for the City's consolidated cash account for the first fiscal year
of the City covered by the Financial Plan;
(g) an opinion or certification of the City Controller, prepared in accordance with
generally accepted auditing standards, with respect to the reasonableness of the
assumptions and estimates in the Financial Plan; and
(h) a schedule setting forth the number of authorized employee positions (filled and
unfilled) for the first year covered by such Financial Plan for each board, commission,
department or office of the City, and an estimate of this information for the later years
covered by the Financial Plan. The schedule required under this paragraph (h) shall be
accompanied by a report setting forth the City's estimates of wage and benefit levels for
various groups of employees, such information to be presented in a manner which will
allow the Authority to understand and effectively review the portions of the Financial
Plan which reflect the results of the City's labor agreements with its employees, and an
analysis of the financial effect on the City and its employees of changes in compensation
and benefits, in collective bargaining agreements, and in other terms and conditions of
employment, which changes may be appropriate in light of the City's current and
forecast financial condition. The parties agree to cooperate such that the form of the
report required under this paragraph (h), and the subjects covered, are reasonably
satisfactory to the Authority.

City Reporting and Variances
The PICA Act (Section 209) and the Cooperation Agreement (Section 409(b)) require
submission of quarterly reports by the City on its compliance with the Plan within 45 days of the
end of a fiscal quarter. If a quarterly report indicates that the City is unable to project a balanced
Plan and budget for its current fiscal year, the Authority may by the vote of four of its five
appointed members declare the occurrence of a "variance", which is defined in Section 4.10 of
the Cooperation Agreement as follows:
(i) a net adverse change in the fund balance of a Covered Fund of more than one percent
of the revenues budgeted for such Covered Fund for that fiscal year is reasonably
projected to occur, such projection to be calculated from the beginning of the fiscal year
for the entire fiscal year, or (ii) the actual net cash flows of the City for a Covered Fund
are reasonably projected to be less than ninety-five percent (95 percent) of the net cash
flows of the City for such Covered Fund for that fiscal year originally forecast at the
time of adoption of the budget, such projection to be calculated from the beginning of
the fiscal year for the entire fiscal year.
As defined in Section 1.01 of the Cooperation Agreement, the City's "Covered Funds" are the
General Fund, General Capital Fund, Grants Revenue Fund and any other principal operating
funds of the City which become part of the City's Consolidated Cash Account.
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The statute mandates the submission of monthly reports to PICA by the City after determination
by the Authority of the occurrence of a variance.
As provided in Section 210(e) of the PICA Act, there are legal consequences flowing from a
determination by the Authority that a variance exists, and in addition to the City's additional
reporting responsibilities, it also is required to develop revisions to the Plan necessary to cure the
variance. The remedies which PICA has available to it to deal with a continuing uncorrected
variance are to direct the withholding of both specific Commonwealth funds due the City, and
that portion of the 1.5 percent tax levied on the wages and income of residents of the City in
excess of the amounts necessary to pay debt correction of the variance.

Plan Review Methodology
Staff Report - The Plan was submitted to PICA by the Mayor on July 14, 2010 and the PICA Act
provides a 30 day period for review. Authority Staff has consulted with the City, both on the
departmental level and otherwise, since the Plan was initially submitted to City Council by the
Mayor on March 4, 2010 and has referred to material presented to City Council and the
Controller’s Office, as well as information included in reports submitted by the City to PICA
and other data developed by PICA Staff. This report includes reference to materials received by
the Authority through August 4, 2010.
Under Section 5.07 of the Cooperation Agreement, PICA agreed not to disclose information
provided to it in confidence by the City with respect to negotiation of collective bargaining
agreements and ongoing arbitration proceedings, and the Authority has consistently followed
that requirement.
Relationship to Future Plan Revisions - The City is obligated under the both the Cooperation
Agreement and the PICA Act to submit a revised Plan in the event it enters into a collective
bargaining agreement, or receives a labor arbitration award, at variance with that which was
assumed in the Plan. The Cooperation Agreement anticipates that the Plan must be revised to
deal with such matters within 45 days after declaration of a “variance” by PICA.
Apart from labor-related revisions, revisions mandated by conditions of Plan approval, or those
required by declaration by PICA of a variance in the Plan in the future, the Plan is subject to
mandatory revision on March 22, 2011 (100 days prior to the end of FY2011). At that time, the
City is required to add its Fiscal Year 2016 to the Plan and make any other alterations necessary
to reflect changed circumstances. Under the PICA Act, the City may determine to revise the
Plan at any time and submit the revision to the Authority for its review.

Accounting Concerns
The PICA Act requires that a modified accrual accounting system be used in preparation and
administration of the Plan, in accordance with generally accepted accounting standards.
Specifically, the Cooperation Agreement (at Sections 4.02(a) and (b)) provides:
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Estimates of revenues shall recognize revenues in the accounting period in which they
become both measurable and available….
Appropriation estimates shall include, at a minimum, all obligations incurred during the
fiscal year and estimated to be payable during the fiscal year or in the twenty-four (24) month
period following the close of the current fiscal year….
The Plan as submitted meets the requirements of the PICA Act and Cooperation Agreement.

Summary of Events to Date/Future Focus
PICA’s creation was an action taken by the Commonwealth of Pennsylvania in direct reaction to
Philadelphia’s financial crisis. Accordingly, PICA’s primary focus during its initial years of
existence has been to assist the City to avoid insolvency; to provide the funds directly required
for that purpose and for essential capital programs; and to oversee the City’s efforts to lay a
sound foundation for its return to fiscal stability. The negotiation of the Cooperation Agreement
to set out the basic terms of the City-PICA relationship, the PICA sponsored effort resulting in
the establishing of the format and content of the Five-Year Financial Plan process, and the
issuance of bonds to provide funds to assist the City to stabilize its finances were all major
accomplishments. Successful defense against challenges to the constitutionality of the PICA Act
was another vital PICA process component. PICA’s annual assessment of Plan progress,
successful challenges to overgenerous prior Plan revenue estimates and suspect methodologies,
evaluations of City reporting, and analysis of City practices and programs have assisted in the
ongoing City improvement as envisioned by the PICA Act.
PICA also provides continuing oversight as to the encumbrance by the City of PICA provided
capital funds for capital projects deemed required to rectify emergency conditions or necessary
for Plan operational success.
PICA has provided in excess of $1,200 million in funding to assist the City, allocated to the
following purposes:
Amount
(thousands)

Purpose
Deficit Elimination/Indemnities Funding
Productivity Bank
Capital Projects
Retirement of Certain High
Interest City Debt

$

269,000
20,000
526,800

TOTAL

$1,200,100

384,300

PICA’s authority to issue new money debt has expired. PICA anticipates that its future activities
with respect to the City will focus more closely on oversight on the City’s efforts to maintain
financial balance, further institutionalize management reforms (both those initiated to date and
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those still to be made) and to implement ongoing operations changes in accordance with the City
Strategic Plan.
The City had taken full advantage of the tools PICA made available to it. It is anticipated that
the PICA/City relationship will continue to be a catalyst for further City operational
improvements.

Future City Reporting to PICA
Absent the occurrence of a variance, receipt of an arbitration award which is at variance with the
Plan or a determination by the City that further revisions to the Plan are necessary, the City will
not submit a revised Plan to the Authority until March 2011. During future months, the
Authority will receive quarterly reports on the City's performance under the Plan, together with
other data.
The reporting system established in the Cooperation Agreement and the PICA Act anticipates a
regular flow of data to PICA, and the reporting system which has been established by agreement
between the City and PICA under the provisions of the PICA Act is divided into several groups,
which are described below:
Quarterly Plan Reports The Authority receives reports from the City on a quarterly
basis (45 days after the end of each fiscal quarter) concerning the status of compliance
with the Plan and associated achievement of initiatives. The remaining quarterly
reporting deadline for FY2010 is August 16, 2010. Quarterly reporting deadlines for
FY2011 are November 15, 2010, February 15, 2011, May 16, 2011 and August 15,
2011. The Cooperation Agreement also requires that the City provide reports to PICA
concerning Supplemental Funds (i.e., the Water and Aviation Funds) on a quarterly
basis.
Grants Revenue Fund Contingency Account Report. The Cooperation Agreement
provides that a report on the Grants Revenue Fund Contingency Account be prepared
and submitted, by department, not later than 20 days after the close of each fiscal
quarter. For FY2011, the reporting dates are October 20, 2010, January 20, 2011, April
20, 2011 and July 20, 2011. The report details the receipt of Federal and
Commonwealth funds by the City, as well as the eligibility for fund withholding by the
Commonwealth at PICA's direction in the event the City cannot balance the Plan after
an extended period of intensive reporting and PICA review of proposed corrective
efforts.
Prospective Debt Service Requirements Reports The Cooperation Agreement requires
submission of a report detailing prospective debt service payments by the City, as well
as lease payments, 60 days prior to the beginning of a fiscal quarter. The dates for
submission of such reports for FY2011 are August 2, 2010, October 31, 2010, January
31, 2011 and May 1, 2011.
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APPENDIX B
Schedule of Findings, Office of the City Controller
In accordance with Section 4.04(g) of the Intergovernmental Cooperation Agreement
between PICA and the City, the City Controller’s Office submitted to PICA its report
upon the Forecasted Statements of General Fund Revenues, Obligations and Changes in
Fund Balance for the Fiscal Years Ending June 30, 2011 through June 30, 2015, included
in the Plan. That report included the Controller’s Office opinion that the underlying
assumptions provide a reasonable basis for City management’s forecast. PICA Staff is
grateful for the assistance provided by the Controller’s Staff in evaluating this Plan.
The Independent Auditor’s Report of the Controller’s Office resulting from its work with
respect to the Plan, formally reported to PICA on August 5, 2010, is reproduced in this
Appendix as well as the transmittal letter from the City Controller highlighting concerns
and risks. Certain findings have been previously discussed in this report from a PICA
Staff perspective. PICA Staff believes the reader will gain added value from a review of
the Office of the Controller’s perspective on such matters.
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