From: Council President’s Office — Finance and Budget Team
RE: City Financial Condition — Historical Trend Update Based on FY16 Annual Financial Report
Date: November 10, 2016 (Updated on 4.7.17)

City General Fund Balance and Credit Updates

The City released its FY 16 Annual Financial Report on October 28, 2016, which highlighted the financial standing
of the City at the end of the fiscal year. The City’s FY16 year-end General Fund Balance was $148.3 million,
which is nearly $78.1 million over the end of the 3" Quarter Projection (as of mid-May 2016). In short, the
City started FY'17 with more cash available for appropriation in its carry forward fund balance line item. When the
FY 16 budget was adopted, the Administration projected a year-end fund balance of $69.3 million. During the FY17
budget process, the Administration updated the FY 16 Fund Balance projection to $70.2 million, which is almost $1
million more than the previous projection, but still $78 million under where the City actually ended the fiscal year
with. Due to this increase, the City’s FY16 Fund Balance as a Percentage of Expenditures ratios increased from
1.7% of Expenditures to 3.7% of Expenditures, which equates to almost 2 weeks of spending available in the Fund
Balance. The higher than projected Fund Balance was primarily due to less than expected spending in the 4™ quarter
of FY16, and actual revenues growth that proportionally outpaced actual expenditure growth throughout the fiscal
year — relative to original projections that were made when the FY 16 Budget was adopted June of last year.

It is important to note that despite the higher than expected FY16 year-end Fund Balance amount, Standard
and Poor’s (S&P) moved Philadelphia to a ‘Negative Outlook’ on November, 7, 2016, citing imbalanced
revenue to spending ratios and escalating pension costs as some of the primary indicators. This is the second
outlook downgrade that was issued to the City this year by Credit Ratings Agencies (Moody’s moved
Philadelphia to a Negative Outlook on September 6th, 2016). This is a reminder that reserve levels are still low
($148 million is less than 14 days worth of spending), pension costs — among other fixed costs — are still high and
escalating, and that the City’s expenditures have exceeded its revenues in each of the last 3 fiscal years, which has
led to a declining reserve level.

Summary

e During the planning of the FY17 budget, the Q3 City Managers Report estimated a year-end General Fund
Balance of $70 million, which turned out to be $78 million lower than the actual year-end Fund Balance
amount of $148 million.

e From FY12 to FY16, the projected year-end Fund Balances (as of the end of the 3™ Quarter) available during
the budget process have been under the actual final Fund Balance by an average of $73 million per fiscal
year, for an aggregate total of $365 million.

e The last three fiscal years saw an average growth of 2.6% in Revenues and 3.7% in Expenditures. Annual
Expenditures were $60 million higher than Revenues on average, largely due to rising fixed costs and
overtime costs.

e Actual Expenditures from FY12 to FY16 ended, on average, $56 million lower than projected in the Q3 City
Managers Report for each year.

e Revenues from FY12 to FY16 ended, on average, $9 million higher than projected in the Q3 City Managers
Report for each year.

e Fund Balances as adopted in the Operating Budget have under-projected the actual final Fund Balance by an
aggregate total of $540 million from FY12 to FY'16, averaging $108 million per fiscal year.



General Fund Analysis
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Figure 2: Fund Balance Differences
Projections vs. Actual Amounts (millions)
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General Fund Ratio and Budget Analysis

Figure 3: Fund Balance as % of Expenditures
Projections vs. Actual Amounts (millions)
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Figure 4: General Fund Operating Surplus (Deficit)
Projections vs. Actual Amounts (millions)
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General Fund Expenditure and Revenue Analysis
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Figure 5: General Fund Expenditures
Projections vs. Actual Amounts (000s ommitted)
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Figure 6: General Fund Revenues
Projections vs. Actual Amounts (000s ommitted)
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