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Finance and Budget Team: 

Summary and Analysis of the Mayorôs Proposed FY19-23 Five Year Plan  

(updated as of 3/27/18) 

Intro  

The following report is an internal assessment of the Administrationôs proposed FY19-FY23 Five-Year Plan 

(FYP), including analyses on: proposed changes in expenditures and revenues, budgetary trends for the City of 

Philadelphia, budgetary trends for the School District of Philadelphia (SDP), areas of concern in respect to 

projections, and an update on the local economy. As you will see, the majority of proposed revenue and 

expenditure increases are related to the need to address SDPôs projected $900 million deficit ï projected 

through FY23. This report does not offer any recommendations for funding, but instead attempts to inform 

Council on the latest budgetary trends, budget proposals, and potential impacts to certain constituents based on 

preliminary information received from the Administration, in the Cityôs proposed FY19-FY23 FYP, the latest 

City and School District Quarterly Managers Reports, and other data received from the City and School 

District.1 

Five Year Projections of City Finances 

As highlighted in our Mid-Year Report, the General Fund Balance is anticipated to end the fiscal year higher 

than originally projected. Based on the current projections in the FYP, the Cityôs General Fund Balance is 

expected to end FY18 with $183.6 million ï above the Adopted figure of $75.5 million, but slightly below the 

projection of $203.3 million included in the mid-year Quarterly City Manager Report. 

 

Figure 1 

                                                 

1 http://phlcouncil.com/budget2019  

http://phlcouncil.com/wp-content/uploads/2018/02/FY18-Mid-Year-Financial-Update-.pdf
http://phlcouncil.com/budget2019
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As shown above in Figure 1, the Fund Balance is projected to fall to a low of $37.8 million in FY22. For 

reference, in FY22, the Cityôs goal for a Fund Balance equaling 6-8% of expenditures would approximately 

equal between $304.4 and $405.9 million, based on the FYPôs assumed growth in expenditures.  

 

Figure 2 

There are additional funds that appear ñabove-the-lineò which offer potential additional resources for the General 

Fund Balance. The first item that provides additional liquidity are payments marked for Labor Reserve. The FYP 

anticipates additional resources needed for Personal Services as a result of labor negotiations, and thus records 

these resources as pre-funded expenses. However, since these negotiations have not come to a resolution, the final 

cost may not eclipse the cumulative $225 million in Labor Reserve payments in the FYP. Please note that this 

budgeting technique for the labor reserve is considered conservative and appropriate, given the previous cost of 

approximately $285 million from the previous contract negotiations in 2016.   

The second above-the-line reserve ñpaymentò, shown in Figure 2 above, is the Federal Funding Reserve. These 

reserves were created in anticipation of potential cuts to the Federal and/or State Governmentôs budget, which 

could translate to lower revenues for the City due to less availability of other government funds. We believe this 

method of budgeting is appropriate, considering the Presidentôs desire to both cut funding to the 

Department of Housing and Urban Development (HUD), and eliminate the Community Development Block 

Grant  (CDBG). There are also other potential funding threats to the reserve ï including, but not limited 

to, the current, unresolved court challenge to the Cityôs change in assessments stemming from last year.23  

As shown in Figure 3 ï assuming projected revenues and expenditures remain constant ï if the Federal Funding 

Reserve payments flowed to the General Fund Balance as opposed to being used as an expense, the General 

Fund Balance would increase every year, increasing from approximately $234.6 million in FY18 to 

                                                 
2 NIHLC: óPresident Trump Calls Drastic Cuts to Affordable Housingô: February 2018 
3 WHYY: óRecent Court Ruling Opens the Door for Homeowners to Appeal Tax Billô, March 2018 

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/
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approximately $423.6 million in FY23. However, even if the entirety of the Federal Funding reserve were 

not needed for General Fund expenses, it would take to FY23 to meet the goal of a 7% Fund Balance ï as 

a percentage of expenditures, which is still well below the recommended 17% Fund Balance level; please 

also keep in mind that 14 of the nationôs largest cities maintained Fund Balances of 17% ï or two months 

ï of annual expenditures in 2016, according to PEW.4  

 

 

 

 

Figure 3 

                                                 
4 PEW Charitable Trusts: óThe Fiscal Landscape of Large U.S Citiesô, December 2016 

http://www.pewtrusts.org/en/research-and-analysis/issue-briefs/2016/12/the-fiscal-landscape-of-large-us-cities
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Proposed Changes to Expenditures and Revenues 

Spending Proposals 

 

                        Figure 4 

As shown above in Figure 4, the largest category of expenses is for the purposes of Public Safety. Public 

Safety, which is projected to account for 31% of General Fund expenditures, includes the following departments: 

the Police Department, the Fire Department, the District Attorney, the First Judicial Court of Pennsylvania, the 

Department of Prisons, Licenses and Inspections, and Legal Services (Public Defender).  

The Mayor has proposed several important increases in spending in the proposed Five-Year Plan; the largest non-

education related increases in spending are for Public Safety. The increase in Public Safety spending includes 

$100 million ï spread throughout the Five-Year Plan, in order to raise and maintain the number of sworn 

officers to the pre-recession level of 6,525. In addition to the increased Class 100 spending, the proposed FYP 

includes $750,000 for a Police-Assisted Diversion Program in the East Division. The Mayor has proposed $10 

million in capital increases for the purchase of vehicles and the new ñLogistics Hubò for the Fire Department. 

The proposed FYP also includes additional investments ï including a projected $10 million increase in FY19 for 

additional emergency responders, training, and restoring battalion chiefs.  

The largest spending increase in the General Fund is for the contribution (or grant) to the School District of 

Philadelphia. The contribution to the School District, which is a voluntary grant directly from the Cityôs 

General Fund, is expected to increase by $71.8 million in FY19 to $176.2 million. Over five years, the 

proposed increase in this line item, which rises to $255.9 million in FY23, equals an aggregate of $604.6 million 

in additional funding to the School District (see Figure 5).  
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Figure 5 

Revenue Increases 

The Mayorôs original proposed FY19-23 Five-Year Plan included four separate proposals for addressing the 

City and School Districtôs deficit concerns: an 11.3% increase to the Realty Transfer Tax ($66M), a 6% 

increase to the Real Estate Tax (including an increase in the Homestead Exemption from $30,000 to 

$40,000 Homestead Exemption; this rate increase would send approximately $475M to the School 

District ), a slow-down of Wage Tax reductions ($340M), and reductions in proposed department 

appropriations.  

As of March 22nd, the Mayorôs proposals have been updated to consist of the following: a 10.1% increase to 

the Realty Transfer Tax, a 4.1% increase in the Real Estate Tax (including an increase in the Homestead 

Exemption from $30,000 to $45,000), the same slow-down of Wage Tax reductions as proposed above, 

and similar reductions in proposed department appropriations.  

The remaining gap in the deficit for the School District ï that is, the gap not covered by the proposed increase in 

City Contribution to the School District ï is proposed to be filled by a 4.1% increase in the Real Property Tax. 

This 4.1% increase raises the taxable rate on all property from 1.3998% to 1.4572%. The entirety of the 4.1% 

increase is being proposed to be placed on the School District portion of the Real Estate Property Tax, which 

would make the new tax rates 0.6317% for the City and 0.8255% for the School District. Note, the 4.1% increase 

in the Property Tax rate will correspond with a $15,000 increase in Philadelphiaôs Homestead Exemption.  

The new exemption would lower the taxable value of an owner-occupied home by $45,000, lowering the taxable 

assessment for the purposes of calculating the Property Tax liability by that amount.  

As highlighted below in Figure 6, if the tax rate and exemption are both increased, owner-occupied homes under 

$410,801 in value will see a reduction in their property tax bills only if the propertyôs assessment does not change. 
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However, the Office of Property Assessment (OPA) has projected that the increase in total property value 

(assessments) for FY19 will be approximately 11%. If an owner-occupied propertyôs assessment increases 

by 11% - which is equal to the overall projected total property value increase ï the new break-even point 

is approximately $120,000, meaning 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). A home valued at $128,100 ï which is the current median value of a home in 

Philadelphia ï would realize an annual savings of $162.27 under the new proposal, independent of an assessment 

increase; however a home valued at this same amount would realize an annual increase of $43.06 in their 

tax bill  if their assessment increases by the projected 11%.5  

Commercial and rental properties ï which do not qualify for the Homestead Exemption ï would universally see 

increases. Although an owner-occupied home would see a decrease in their tax bill, a $300,000 non-owner-

occupied property (e.g., commercial, rental), would see an annual increase of $653.08 in their property 

taxes ï or $54.42 a month under the current proposal and projected assessment increases.  

       

FY18 Proposal 2 - FY19

Home Value 410,801$                          410,801$                        

Homestead Exemption 30,000$                            45,000$                           

Taxable Value 380,801$                          365,801$                        

Tax Rate (%) 1.3998% 1.4572%

Annual Property Tax 5,330.45$                         5,330.45$                       

Annual Increase

Monthly Increase -$                                                                                 

-$                                                                                 

Mayor Proposal: Break-Even Scenario for Owner-Occupied Home

      

FY18 Proposal 1 - FY19 Proposal 2 - FY19

Home Value 108,318$           120,233$                  120,233$                     

Homestead Exemption 30,000$              40,000$                     45,000$                        

Taxable Value 78,318$              80,233$                     75,233$                        

Tax Rate 1.3998% 1.4838% 1.4572%

Annual Property Tax 1,096.30$          1,190.50$                 1,096.29$                    

94.20$                       (0.00)$                           

7.85$                         (0.00)$                           Monthly Change

Annual Change

Mayor Proposal: Scenario 1 for Owner-Occupied Home, with Assessment Increase

          

Figure 6                                                                                                                   Figure 7 

        

FY18 Proposal 1 - FY19 Proposal 2 - FY19

Home Value 300,000$           333,000$                  333,000$                     

Homestead Exemption 30,000$              40,000$                     45,000$                        

Taxable Value 270,000$           293,000$                  288,000$                     

Tax Rate 1.3998% 1.4838% 1.4572%

Annual Property Tax 3,779.46$          4,347.53$                 4,196.74$                    

568.07$                     417.28$                        

47.34$                       34.77$                          Monthly Change

Annual Change

Mayor Proposal: Scenario 2 for Owner-Occupied Home, with Assessment Increase

     

FY18 Proposal 1 - FY19 Proposal 2 - FY19

Home Value 300,000$           333,000$                  333,000$                     

Homestead Exemption -$                    -$                           -$                              

Taxable Value 300,000$           333,000$                  333,000$                     

Tax Rate 1.3998% 1.4838% 1.4572%

Annual Property Tax 4,199.40$          4,941.05$                 4,852.48$                    

741.65$                     653.08$                        

61.80$                       54.42$                          

Annual Change

Monthly Change

Mayor Proposal: Scenario 3 for Commercial Property, with Assessment Increase

             

                                               Figure 8                                                                                                                     Figure 9 

The Realty Transfer Tax, which is a split between the buyer and seller of a property on the final sale value, is 

proposed to increase by 9.8%, up to 4.413% for properties sold within Philadelphia (1% of which goes to the 

State). The Realty Transfer Tax has performed well over the last decade, buoyed by the large volume of sales. 

As shown in Figure 12, the Really Transfer Tax has continued, year-over-year, to outperform projections. 

However, note that this revenue is dependent on both property purchases and the value of the properties being 

transferred, meaning that the revenue is sensitive to market conditions. The Mayorôs proposal projects a 6.25% 

decrease in the value of sales for FY19; when offset by the proposed 0.31% rate increase, the tax could raise 

approximately $27.18 million in additional revenue for FY19. From FY20-23, the proposal assumes an 

average of 2.67% growth in the tax base (see Figure 11 from FYP), which is projected to raise an additional 

$27.7 to $30.2 million annually.  

                                                 
5 Philadelphia Inquirer: óBanking on City Cash, Philly School District Introduces $3.2 Budgetô, March 2018 

http://www.philly.com/philly/education/philly-school-district-introduces-3-2b-budget-20180322.html
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                                            Figure 10                                                                                                                    Figure 11 

 

 

 

Figure 12 
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Figure 13 

In 1995, the Mayor and City Council began the long-term process of reducing the Wage and Net Profits Tax, 

and Business Income and Receipts taxes. If we assume that rate reductions contributed to an increase of the 

Cityôs tax base by 25%, we can estimate the value of these cuts at approximately $2.5 billion. The resident and 

non-resident Wage taxes 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 Mayorôs proposal would, as shown in Figure 13, slow 

down the rate reductions proposed in the FY18-22 Five-Year Plan. Note: even with the slowdown of rate 

reductions, the proposed reductions are worth $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 Profits Taxes are proposed to slow down, the tax rate for the BIRT Tax are 

proposed to continue scheduled declines, worth $43.3 million over the Five-Year Plan. The BIRT is 

comprised of two separate taxes ï a 0.1415% tax on Gross Receipts and a 6.30% tax on Net Income. 

Historically, the burden of the tax has been reduced through reductions in the tax on Gross Receipts. As shown 

in Figure 15, the tax on Gross Receipts has been reduced by 56.45% since 1995, down to 0.1415% from a peak 

of 0.3%. In 2008, reductions in the Gross Receipts Tax froze. However, reductions to the Net Income 

portion of BIRT ramped up in 2013. This tax is proposed to decrease to 6.25% in FY19, with the FY19-23 

Five Year Plan proposes reducing the Net Income tax gradually to 6% in FY23. 

Budgetary Trends for the City  

As shown in Appendix A, the Mayor has budgeted a mix of increases and decreases for the Cityôs large 

departments. The Cityôs General Fund Budget is increasing from approximately $4.47 billion in FY18 to a 

proposed $4.69 billion in FY19 ï an increase of approximately $211 million. However, note that the 

increased spending figure includes $83.5 million in reserve payments, $53.2 million in increased fixed 

costs for fringe benefits, and an additional $71.8 million for the School District ï through the Cityôs 

Contribution  line-item. The departments listed above are collectively growing $88.9 million, or 3.3% 

when compared to FY18ôs current projections.  

One notable trend is the impact of the Target Budget reductions. As you can see in Appendix A, in the ñFY18 

Change from Adoptedò, there are numerous projected decreases in a majority of the departments in the General 

Fund. However, increases in spending for the Police Department and Fire Department are still causing a 

projection of $48.8 million in unbudgeted spending for FY18, mainly fueled by overtime spending. The 

increasing presence of Philadelphia as a óhost-cityô for large events has put pressure on the Police Department 

to supply required staff, without pulling resources from various parts of the City. However, as previously 

mentioned, the largest non-education initiative in the Mayorôs proposal is increasing hiring for the Police and 

Fire Departments, which should address continued issues of overtime spending. 

Over the past four fiscal years, the relationship between salaries, vacancies, and overtime costs have improved. 

As shown below in Figure 16, discretionary employee costs have remained stable (excluding benefits), growing 

at a slower pace than other, non-discretionary costs (e.g., health benefits, pension costs, etc.). In the last four 




