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I ntro

The following report is an internal-FryasFieYeas Rannt o
(FYP), including analyses on: proposed changes in expenditures and revenues, budgetary trends for the City
Philadelphia, budgetary trends for the School District of Philadelphia (8B4 otoncern in respect to
projections, and an update on thedbeconomy. As you will see, the majority of proposed revenue and
expenditure increases ar eprojected$f0d nillidueficitti prelectade e d t o
through FY23. This report does not offer any recommendations for funding, batirétempts to inform

Council on the latest budgetary trends, budget proposals, and potential impacts to certain constituents based
preliminary information received from the Administratiamt he Ci t y &¥%19RFY23dYPo thedatest

City and SchobDistrict Quarterly Managers Reports, and ottiata received from the City athool

District.!

Five Year Projections of City Finances

As higHighted in ourMid-Year Reportthe General Fund@ance is anticipated &nd the fiscal yearigher

than originally projected. Based on the current projections ifYiethe Cityd s Gener al Bund |
expected to end FY18 with $183.6 millioit above the Aopted figure of $75.5 million, but slightly below the
projection of $203.3 million included in the myear Quarterly City Manager Report

FY19-23 Five Year Plan: Projected Year-End
Fund Balances (000s)
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1 http://phicouncil.com/budget2019
]
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http://phlcouncil.com/wp-content/uploads/2018/02/FY18-Mid-Year-Financial-Update-.pdf
http://phlcouncil.com/budget2019

As shown above ifrigure 1, the Fund Balance is projected to fall to a low of $37.8 million in FY2Zor
referencein FY22,t h e Ci foyadFand Blanad equaling-8% of expenditures woulapproximately
equal between $304ahd$405.9 million, based on the Y P @assumed growth in expenditures.

FY19-23 Reserve Payments: Labor Negotiations and Federal Funding Reserve (000s)
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Figure2

Thereaeaddi i onal f unds -thed d tnvkeiehpfferepatentiafiadditionalesources for the General
Fund Balance. The first item tharovides additional liquidity are payments markedLfabor ReserveThe FYP
anticipates additional resourceseded folPersonal Services as a result of labayatiations, and thusecords
these resourcespre-funded expenseslowever, since these negotiatidras/e notome to a resolutigthefinal
costmay not eclipseéhe cumulative$225 million in Labor Reserve payments in #¢P. Please note thahis
budgeting technique for the labor reserveasideredconservative and appropriate, given the previous cost of
approximately $285 milliofrom the previous contract netiationsin 2016.

The second abovihel i ne r e s e r, shewn imfpgary 2naboretisdhe Federal Funding Reservé@hese
reserves werereated m anticipation ofpotentialcuts to the Federand/or Stat€5 0 v e r n buelgejtwhish
couldtranslate to lower revenués the Citydue tolessavailability of other government fundgVe believe this
method of budgeting is appropriate considering thePr es i d e nt 0lth due findingeto theo
Department of Housing and Urban Development HUD), and eliminate the Community Development Block
Grant (CDBG). There are alsoother potential funding threats to the reservei including, but not limited
toot he current, unresolved court c satemmingfpm lasgt year® h e

As shown irFigure 31 assuming projected revenues and expenditures remain cdnsttmd Federal Funding
Reservepaymentsflowed tothe General Fund Balance as opposed teingusedas an expense, the General
Fund Balance wald increase every year, increaag from approximately $234.6 million in FY18 to

2Nl HLC: ¢6President TrumpblCalHaousDirmed:i cFeCurtwsary 200%&r da

SWHYY: o6Recent Court Ruling Opens the Door for Homeowners to Appeal Tax Billd, Marc
|

OFFICE OF THE PRESIDENT i FINANCE AND BUDGET TEAM 2



http://nlihc.org/article/president-trump-calls-drastic-cuts-affordable-housing-february-12-2018
https://whyy.org/articles/recent-court-ruling-opens-door-homeowners-appeal-tax-bill/

approximately $423.6 million in FY23 However, even ifthe entirety of the Federal Funding reserve were
not needed for General Fund expenses, it would take to FY23 to meet tipeal of a 7% Fund Balance as

a percentage of expenditures, which is stillvell below the recommended 17% Fund Blance level;please
also keep in mind that14 of then a t i largest sities maintainedFund Balances of 17%i or two months

i of annual expendituresin 2016, according to PEW*

FY19-23 Year-End Fund Balances: Proposed and including Reserve
Payments (000s)
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Figure3

“PEW Charitable Trusts: 6éThe Fiscal Landscape of Large U.S Citiesbo, Decer
|
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http://www.pewtrusts.org/en/research-and-analysis/issue-briefs/2016/12/the-fiscal-landscape-of-large-us-cities

Proposed Changes to Expenditures and Revenues

Spending Proposals

FY19 Mayor Proposal: General Fund Budget By Category
Economic Development,
Artsand Culture, $7,021,018,0%  Central Support Costs, $36,580,580 , 1%

$339,150,945 , 7%
Transportation and Utilities /

(Infrastructure), $253,389,866,5% / f e 208,073,574, 5%
y_

Public Safety, $1,459,640,771, 31%

Employee Benefits, $1,352,644,564
»29%

Health and Opportunity,
$333,871,260, 7%

Mayor, $62,206,622,1%

Managing Director,
$296,122,802, 6%

Independent Officgials, Financial Adhinistralion, E;wronmentsz«ll;:(;gC;gggu;;y
$70,846,945 , 2% 163,304,355 , 4% esources, ,998, ,2%

Figure 4

As shownabovein Figure 4 the largestcategory of expensesis for the purposes of Public &fety. Public
Safety, which is projected to account for 31% of General Fund expenditures, includes the following departmer
the Police Department, the Fire Department, the District Attorney, the First Jihcigl of Pennsylvania, the
Department of Rsons, Licenses and Inspections, and Legal Services (Public Defender).

The Mayor has proposegveral important increases in spendimtheproposed-ive-Year Planthe largeshon
educatiorrelatedincreass inspending aréor Public SafetyThe increase in Public Safety spendingcludes

$100 millioni spread throughout theFive-Year Plan,in order to raise and maintain the number of sworn
officers to the prerecession level of 6,529n addition to the incresedClass 100 spending, tipeoposed FYP
includes $750,000 for a Polidessisted Diversion Program in the East Divisidbhe Mayor has proposed $10
million in capital increases forthepwc hase of vehicl es afordhe Eire Bepantreen  fi L
Theproposed FYRiso ncludes additional investmeriténcluding a projected $1@illion increase in FY1%or
additional emergency respondersining, and restoring battalion chiefs.

The largest spending increasethe General Funi for the contibution (or grant)to the School District of
PhiladelphiaThe contribution to the School District, which is a voluntarygr ant di rectl y f
General Fund, is expected to increase by $71.8 milliom FY19 to $176.2 million. Over five years, the
proposed increase this line itemwhichrises to $255.9 million in FY2&qualsan aggregate &604.6 million

in additional funding to the School DistrigeeFigure 5.
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Philadelphia School District Revenue: City of Philadelphia
Grant (000s)
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Revenue Increases

The Maoyigmal @raposed-Y19-23 FiveYear Plan includeébur separate proposals for addressing the
City and School D i as 11r3% incredss totdecRedltycTrahsfecTax($66M), & 68%o:
increase to the Real Estate Tagncluding an increase in the Homestad Exemption from $30,000 to
$40,000 Homestead Exemptigrthis rate increase would send approximatelyp475Mto the School
District), a slowrdown of Wage Tax reductiong$340M), and reductions inproposeddepartment
appropriations.

As of March 229 theMa y o ropasalsave been updatedonsist ofthe following:a 10.1% increase to
the Realty Transfer Tax, a 41% increase in the Real Estate Taxi{cluding an increase in the Homestead
Exemption from $30,000 ta$45,000) the sameslow-down of Wage Taxreductions as proposed above,
and similar reductions in proposeddepartment appropriations.

The remaining gap in thaeficit for the School District that is,the gap ot covered by theroposed increase in
City Contributionto the School District is proposed to be fillethy a4.1% increase in the Real Property Tax
This 4.1% increase raises the taxaidde on all propertyfrom 1.3998% to #572% The entirety of th&.1%
increaseds being proposed tbe placed on th&chool District portiorof the Real Estate Property Tawhich
would makethe new tax rate8.6317% for the City and 8253% forthe School DistrictNote, the 4.26 increase

in the Property Tax rate will correspond with a$15000i ncr eas e i n HénestdacdhbEkemptph i a
The newexemption would lower the taxable value of an ows@asupied homéy $45000,lowering the taxable
assessment for the purposes of calculating the Property Tax liabitivatamount.

As highlighted belown Figure § if the tax rate and exemption ardtlbocreasedywneroccupiedhomes under
$410,801in value will see a reduction in their property tax lolidy if thep r o p eassésgniest does not change
- - - - - - -~ -
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However,the Office of Property Assessment (OPAhas projected that the increase inotal property value
(assessmenjdor FY19 will be approximately 11%. Ifanownerr-oc cupi ed propertyods a
by 11% - which is equal to the overall projected total property value increasé the new breakeven point

is approximately $120,000, meang that all homes valued $120,000 or less would receive a tax decrease
under this scenario (conversely, homes valued at approximately $120,000 or more under this scenario could
expect to receive a tax increase home valued 128,001 which is the cuent mediarvalue of a home in
Philadelphid would redize an annual savings ol62.27under thenewproposalindependent of an assessment
increasehowever a home valued at this same amount would realize an annual increased8.06in their

tax bill if their assessment increases by the projectdd %.°

Commercial and rental propertiésvhich do not qually for the Homestead Exemptiérwould universally se
increasesAlthough an owner-occupied home would see a decrease in their tax bill$800,000non-owner-
occupied property (e.g, commercial, rental), would see an annual increase of6$3.08in their property
taxesi or $54.42 a month under the current proposal and projected assessment increases.

Mayor Proposal: Break-Even Scenario for Owner-Occupied Hot Mayor Proposal: Scenario 1 for Owner-Occupied Home, with Assessment Incri

FY18 Proposal 2 - FY19 FY18 Proposal 1 - FY1p Proposal 2 - FY14
Home Value $ 410,801 $ 410,801 Home Value $ 108,318| $ 120,233| $ 120,233]
Homestead Exemptior) $ 30,000| $ 45,000 Homestead Exemption | $ 30,000| $ 40,000| $ 45,000
Taxable Value $ 380,801 $ 365,801 Taxable Value $ 78,318| $ 80,233 $ 75,233
Tax Rate (%) 1.3998Y 1.45729 Tax Rate 1.39989 1.4838Y 1.45729
Annual Property Tax | $ 5,330.45| $ 5,330.45 Annual Property Tax $  1,096.30] $ 1,190.50| $ 1,096.29
Annual Increase $ - Annual Change $ 94.20| $ (0.00
Monthly Increase $ - Monthly Change $ 7.85| $ (0.00
Figure 6 Figure7
Mayor Proposal: Scenario 2 for Owner-Occupied Home, with Assessment Incri
FY18 Proposal 1- FY1P Proposal 2 - FY1§ FY18 Proposal 1 - FY1P Proposal 2 - FY14
Home Value $ 300,000 $ 333,000 $ 333,000 Home Value $ 300,000] $ 333,000] $ 333,000
Homestead Exemption [$ 30,000 $ 40,000 $ 45,000 Homestead Exemption | $ - |8 - |8 -
Taxable Value $ 270,000 $ 293,000] $ 288,000 Taxable Value $ 300,000 $ 333,000] $ 333,000
Tax Rate 1.39989 1.4838Y 1.45729 Tax Rate 1.39989 1.4838Y 1.4572Y
Annual Property Tax $  3,779.46) $ 434753 $ 4,196.74  |Annual Property Tax $  4,199.40| $ 4,941.05 $ 4,852.48
Annual Change $ 568.07| $ 417.28 Annual Change $ 741.65) $ 653.08
Monthly Change $ 4734 $ 34.77 Monthly Change 3 61.80| $ 54.42
Figure 8 Figure9

The Realty Transfer Tax, which is a split between the buyer and seller of a pap#rg/final sale valyés
proposed to increase by %8up to 4.41% for properties sold within Philadelphia (1% of which goe$iéo t
State). The Realty Tnafer Tax has performed well over the last decade, buoyed by the large volume of sales.
As shown inFigure 12 the Really Transfer Tax has continued, ya&sryear, to outperform projections.
However, note that this revenue is dependertiathproperty mrchasesndthe value of tk propertiedbeing
transferregdmeaning that the revenuesisnsitive to market conditonsh e Mayor 6 s proposal
decreasen the value of ales for FY19; whewffset by theproposed.31% rate increasthe tax couldaise
approximately $27.18million in additional revenue for FY19. From FY20-23, the proposal assumes an
average of 2.67% growth in the tax béseeFigure 11from FYP) whichis projected toaise an additional

$27.7 to $0.2 millionannualy.

SPhil adelphia Inqguirer: 6Banking on City Cash, Philly School District Introduces $3

_________________________________________________________________________________________________________________________________________|
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http://www.philly.com/philly/education/philly-school-district-introduces-3-2b-budget-20180322.html

Realty Transfer Tax: Additional Revenue from Proposed 0.31%
Increase (000s ommitted)
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Projected Revenues: FY19-
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_________________________________________________________________________________________________________________________________________|
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Wage and Net Profits Tax Rate Reductions: 1995 - 2018 Actual
Reductions vs. FY18 and FY19 Proposed Reductions

Resident Wage Tax Rate - Actual FY18 Proposed Reductions - Resident == == = FY19 Proposed Reductions - Resident
Non-Resident Wage Tax - Actual FY18 Proposed Reductions - Non Resident == == = FY19 Proposed Reductions - Non Resident

Figure13

In 1995, the Mayor and City Council began the kbeign process of reducing the Waayed Net Profitsrax,

and Business Income and Receipges. If we assume thatte reductionsontributed taan increase ahe
Citybébs tax base by 25%, we apmonimael®. bhitliant Tehe residentandch | u
non-resident Wagetaxes have been reduced by 20%down from their peak of 4.96% and 4.3125%to the
current 3.8907% and 3.4654% respectively.The Mayor 6s pr op o &igurel3vstow | d ,
down the rate reductions proposed in the F228iveYear PlanNote: even with the slowdown of rate
reductions, the proposed reductions arevorth $88.1 million from FY19-23, compared to a scenario in

which the rates were frozen.

_________________________________________________________________________________________________________________________________________|
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Figure 14 Figure 15

Although the Wage and Net Profitaxies are proposed to slow down, the &te for the BIRTTax are
proposed to continue scheduled declimesth $43.3 million over the FiveYear Plan. The BIRT is
comprised of two separataxesi a 0.1415% tax on Gross Receipts and a 6.30% tax omblanhe
Historically, the burden of thex has been reduceddligh reductions in the tax on Grossdgipts As shown
in Figure 15 the tax on Gross @&teipts has been redudeyl56.45% since995,down to 0.1415% from peak
of 0.3%.In 2008, reductions in the Gross Receipts Tafkoze. However, reductions to the Net Income
portion of BIRT ramped up in 2013. This taxis proposed to decrease to 6.25% in FY1%ith the FY1923
Five Year Plan propcses reducing the Net Inome tax gradually to 6% in FY23.

Budgetary Trends for the City

As shown inPAppendix Athe Mayor hadudgetedamixaf ncr eases and ddage eases
depart ment s. Th e uddetisindeasinG ormmpoxanatey$4147 dillioBin FY18to a

proposed $4.69 billion in FY1Pan increase adipproximately$211 million.However, note thatthe

increased spending figuréncludes$83.5 million in reserve payments, $53.2 milliom increasedfixed

costs for fringe benefits, and an additiona71.8 millionfor the School Districtit hr ough t he Ci
Contribution line-item. The departments listed above are collectively growing $88.9 million, or 3.3%
whencomparedt o FY1806s current projections.

Onenatabletrend is the impact of thEarget Budget reduction#&s you can see Appendix A, inthefiFY18
Change from A d o pthere dré& numeroysojected de@ases in a majority of the departments in the General
Fund.However, increases in spending for th@olice Department and Fire Department are still causing a
projection of $48.8 million in unbudgeted spending for FY18mainly fueled by overtime spendingThe

i ncreasing presenceciotfy 6P hfiora dleal rpghei ae vaesriccaBepziamss tp u t
to supply required staff, without pulling resoas from various parts of thet However, as previously
mentioned, the largestnanducati on initiative in the Mayords p
Fire Departments, whittshould address continued issues of overtime spending.

Over thepast fourfiscal yearsthe relationship between salaries, vacancies, aadime costs have improved

As shown below irFigure 16, discretionary employee costs have remained s{ak@#uding benefits)growing

at a slower pace than @h nondiscretionary costs (e,dealth benefits, pension costs, etim)the last four
|
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