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Introduction
Overview

As the City of Philadelphia enters 2003, it, like every major city across the country, faces an
ominous financial quandary. The local and national economic downturns create a cycle of
problems for municipalities — revenues slow at the same time that service demands for basic
needs like stable housing, public safety and substance abuse treatment grow. The priorities of
this Administration have been to tackle these core needs: revitalizing neighborhoods in decline,
repairing public schools, strengthening families, attracting businesses to foster economic growth,
and ensuring high public safety and quality of life standards in every community, and to the
extent possible, reducing the local tax burden. Rather than meeting this financial quandary by
paring back on crime prevention or neighborhood improvements or youth development programs
— and exacerbating this cycle — this Administration will continue to invest aggressively in long-
term systemic changes.

The Administration will address the financial gap by changing how City government operates.
In preparing this Five Year Financial Plan, the Administration initially faced a projected deficit
of $834 million by the end of FY08. An explanation of how this deficit developed is included in
the Fiscal Health chapter of this Plan. Addressing the monumental budget gap required deep
scrutiny by department leaders and outside consultants of every dollar that will be spent. While
the City has implemented expenditure reductions and revenue generating initiatives in the past,
the current approach required making choices and sacrifices not needed to fill smaller prior
budget gaps. The primary strategies — including revenue initiatives, efficiency improvements,
policy changes and service reductions — are discussed at the end of this chapter and throughout
this Plan.

The remaining elements of this Five-Year Financial Plan, the City of Philadelphia’s twelfth, are
the same as the elements in this Administration’s prior Plans. The Introduction will describe the
Mayor’s five principal objectives, accomplishments thus far, and as mentioned above, strategies
for addressing the budget deficit without slowing progress on the priority objectives. The
supporting chapters: Fiscal Health, Neighborhood Transformation, Economic Development,
Public Education, and Citizen Services: Public Safety and Quality of Life Standards and
Coordinated Social Services will discuss future plans for moving these targeted areas forward.
The department chapters are also mini-strategic plans, outlining future initiatives to meet the
overarching goals of the administration, while helping to balance the budget, as well as
departments’ unique objectives that ensure they fulfill their mission.

Mayor Street’s Objectives

In January 2000, when Mayor Street first came into office, he identified five primary objectives
for his Administration. Since then, despite lingering weakness in the economy and
unprecedented national security concerns, the City has continued its considerable progress
toward meeting these objectives. Some of the Administration’s biggest FY03 investments — $35
million to support Operation Safe Streets, $8 million to fund neighborhood blight removal and
streetscape improvements and an additional $45 million contribution to the School District of
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Philadelphia — have already had a remarkable impact. Results from the annual Citizen
Satisfaction Survey reflect that citizens recognize this progress as well, with satisfaction levels
reaching record highs in FY02 regarding public safety, graffiti removal and vacant lot clean up
efforts and City services in general. Recent accomplishments related to each of the
Administration’s target objectives are highlighted below.

Maintain Fiscal Health with a Steady Tax Reduction

While Philadelphia did end Fiscal Year 2002 with a $114.3 million operating deficit — its first
since FY91 — the City’s fiscal problems are relatively less severe than other major cities in the
United States. Other cities find themselves forced to deplete their financial reserves, increase
taxes and severely cut critical services in order to make up for reduced revenues. Pittsburgh, for
example, is currently facing a deficit equal to over 15 percent of its total budget. This
Administration will not be shortsighted in its efforts to address its budget shortfalls; it is
committed to continuing its tax reduction program and avoiding the devastating cycle of
increasing taxes and driving residents and businesses out of the city. Instead, it will work
collaboratively with City Council to pursue responsible strategies, many of which are outlined at
the end of this chapter, ensuring key investments are preserved while spending is dramatically
reduced.

Accomplishments

e Fiscal discipline. During FY02, tax revenues slowed for the first time in a decade and an
operating deficit led to a drop in fund balance from $230 million in FY01 to $139 in FY02.
Despite the impact of the economic slowdown, the weakness in the stock market and the
increase in security costs after September 11, 2001, the Administration has preserved a fund
balance to serve as a short-term buffer, and the immediate implementation of budget cutting
efforts in FY02 and early FYO03 has also helped control the deficit without impacting
services. Some of these efforts included:

— A hiring freeze on all positions except police officers, firefighters, emergency medical
technicians, correctional officers, and social workers. The freeze began on November 15,
2001 and has resulted in a drop in the City workforce of over 400 positions.

— Departments were given five percent target budget reductions for FY03.

— Non-uniform employee contributions for health benefits were increased significantly in
FY03; for the first time, employees with HMOs were required to make contributions.

— The budget for outside legal counsel was reduced by 16 percent in FY03.
— Exempt employees who earn over $50,000 did not receive salary increases in FY03.

— Planning for the departure of retirees enrolled in the Deferred Retirement Option Program
(DROP) to ensure departments reduce positions.

These and the proposed efforts discussed at the end of this chapter will ensure the City
maintains balanced budgets through FY08.
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Fund Balance at Year-End
General Fund
FY91 (Historical) - FY08 (Projected)

295.1 305*

Millions of Dollars

153.5
(1991)1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008

Fiscal Year
Source: Office of Budget and Program Evaluation

* The Fund Balance reduction in FY01 was primarily a result of a one-time adjustment imposed by the Government Accounting
Standards Board in its Statement 33, requiring the use of the full-accrual accounting method starting that year. Without this
adjustment, the fund balance would have been $305 Million.

e Maintained tax reduction program. The City is continuing to absorb deeper tax cuts.
Since the beginning of this Administration, the tax reduction program has returned $156.5
million to taxpayers. This Plan calls for reducing the Gross Receipts portion of the Business
Privilege Tax by 54 percent and reducing the Wage Tax by 13 percent from their FY95
levels, when the reduction program began. These reductions will provide Philadelphia
taxpayers with an additional $319 million in reductions through FY08, bringing the total
amount of reduction from the beginning of the Street Administration through FYO0S8 to $475
million.

e Updated fees and fines to better reflect costs. In early FY03, the City evaluated a number
of its fees and fines and determined that many had not been updated in many years and no
longer reflected the cost of the work performed. As a result, document recording fees and
library fines have been increased and City Council is considering Administration requests to
increase license and permit fees and parking fines. The fee increases in most cases will be
used to fund automation or service improvement efforts.

Implement Neighborhood Transformation and Blight Elimination

For decades Philadelphia neighborhoods have been plagued by dilapidated vacant buildings,
debris-filled lots, graffiti, and abandoned vehicles. This blight has led to an endless cycle of
further abandonment by residents and businesses and an increase of crime. Although there are a
number of long-term initiatives to address neighborhood stability that will not show tangible
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results immediately (as described in the Neighborhood Transformation and Blight Elimination
chapter), significant accomplishments have already been achieved.

Accomplishments

e Cleaned and maintained vacant lots across the city. At the beginning of FY02, the City
launched an aggressive program to clean and keep reasonably free of debris all 32,000 of
Philadelphia’s vacant lots. This program marked the first time in Philadelphia’s history that
the City had a comprehensive lot-cleaning program. Starting in June 2001, the Managing
Director’s Office (MDO) hired crews of workers and coordinated the vacant lot cleaning
process, which included an initial major clean-up of all lots in FY02 and then on-going
maintenance during FY03 and beyond. A number of property owners received bills for the
initial cleaning that the City performed in FY02 and have begun doing the maintenance
themselves to avoid further charges. Other lots have been adopted by community groups
who have taken over maintenance activities as part of the MDO Community Partnership
program, in which the Managing Director’s office provides the groups with equipment and
supplies. In the first half of FY03, nearly 400 community partners received equipment.
Finally, much of the lot cleaning work is being performed by the Community Service
program, which began in July 2002 in cooperation with Philadelphia Municipal Court,
whereby minor offenders are sentenced to community service hours in lieu of imprisonment.

e Improved neighborhood streetscapes. The City has continued aggressive anti-blight
efforts to further improve the quality of life in neighborhoods. The Managing Director’s
Graffiti Abatement Teams, which use mobile high-pressure power washers to “blast™ graffiti
from building surfaces, cleaned 74,720 properties (including street fixtures and bridges) in
FY02 and plan to clean 88,300 in FY03 — a significant increase from the 54,508 properties
cleaned in FYO1. The teams also removed graffiti from all buildings and structures visible
from the Market-Frankford Elevated Train line during FY02 and are completing the “El
Project” in FYO03 by placing murals along the route. Abandoned vehicles and dead street
trees continue to be removed at record levels.

¢ Promoted neighborhood stability and homeownership. The City has recently introduced a
number of initiatives to promote and protect homeownership — the cornerstone of stable
neighborhoods. In June 2002, the City introduced an anti-predatory lending hotline to
provide counseling and professional referrals to homeowners regarding fraudulent lending
practices; the hotline has already received 800 calls through December 2002. The City also
supported extensive training to housing counseling agencies and legal services for
complicated cases. In December 2002, the City appointed a new Secretary of Housing and
Neighborhood Preservation to create a single point of accountability for designing,
articulating, and implementing an overall housing and neighborhood preservation strategy for
the City. In FYO03 the City also used NTI bond proceeds to significantly expand the loan
capacity of three financial products that support home repair by $2 million each, including
the Philadelphia Home Improvement Loan program, the Homeownership Rehabilitation
Program, and the Basic Systems Repair Program.
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e Advanced land assembly process. In order to facilitate the redevelopment of vacant land,
the City must be able to assemble contiguous parcels of land large enough for significant
commercial, industrial or residential investment and streamline the land acquisition and
disposition processes. During FY03, the City acquired 2,510 lots with $14 million in loan
proceeds (a significant increase from the approximately 175 lots typically acquired each
year) and placed the properties in the City’s “Land Bank” so that they will be available for
future development. The City also made significant progress in the development of its
Vacant Parcel Information System with the January 2003 release of a baseline system to
track property acquisition and redevelopment processes.

Promote Economic Development, Including a New Emphasis on Supporting Entrepreneurship

Because the future of the national and local economy is filled with so much uncertainty, the
City’s targeted efforts are more important than ever. The City will continue to invest in its
economy to help generate the sustained growth essential to reversing its long-term decline.
Philadelphia, once the manufacturing capital of the nation, has witnessed the loss of more than
350,000 manufacturing jobs over the last 40 years. In the post-manufacturing era, the healthcare
and financial/insurance services industries provided much of the foundation of Philadelphia’s
economy. In recent years, spurred by the completion of the Pennsylvania Convention Center in
1993, the City has experienced significant growth in its hospitality and tourism industry.
Expanding the Convention Center is essential to the City’s efforts to draw an increasing number
of guests to Philadelphia’s hotels. That expansion can only take place, however, after the
Center’s labor-management and governance issues are resolved. While the City will continue
efforts to support both its mature and new industries in Center City and within neighborhoods,
the City has begun to focus economic development initiatives on entrepreneurs who participate
in innovative “new economy” start-ups that fuel future growth.

Accomplishments

e Downtown office attraction and retention. During FY03, the Commerce Department
kicked off an initiative to retain Center City office tenants by visiting large businesses whose
leases expire over the next five years. The Department also conducted considerable outreach
to suburban firms debating over whether to relocate. These efforts contributed to American
Business Financial Services’ decision to move to Center City from the suburbs in mid-2003,
bringing 700 new professional service jobs (anticipating reaching 1,000 by 2006). Outreach
also helped secure Radian Group Inc.’s decision to remain in Center City (440 employees)
and Keating Development Corporation decision to move its headquarters from Bala Cynwyd
to Center City’s new Phoenix Building (150 employees). The announcement of two planned
office buildings — The Cira Centre at 30™ Street Station and One Pennsylvania Plaza at 17"
and JFK — will further promote efforts to increase businesses in the city limits.

¢ Innovation Philadelphia’s effective outreach. Innovation Philadelphia (IP), formed at the
end of FYO01 in partnership with the University of Pennsylvania, Comcast Corporation and
GlaxoSmithKline, has already had a number of successes. As an early measure, I[P
developed and distributed the “Innovation Philadelphia Entrepreneur’s Guide” to provide
entrepreneurs and early-stage technology companies with the resources they need to grow
their companies. IP launched the Innovation and Entrepreneurial Index, to examine where
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Philadelphia stands in relation to key competitors in the Innovation Economy and introduced
the IP Economic Stimulus Fund, which targets regional early stage technology companies.
IP worked closely with the Philadelphia Industrial Development Corporation to secure
Sarasota-based Living Naturally’s decision to open its new marketing, research and service
center in the Philadelphia Naval Business Center, structuring the $1.2 million loan with
warrants (allowing IP and PIDC to eventually convert their loan into equity). Other targeted
technology firms that have made recent commitments to locate in Philadelphia include the
Minnesota-based Apptec Labs (200 high tech professionals coming in 2004) and Innaphase,
a software provider to the pharmaceutical market, which consolidated its 100 employees into
Center City office space in 2002.

e Airport recovery and expansion. Following the suspension of commercial aviation activity
on September 11, Philadelphia International Airport was one of the first airports in the
country to reopen after achieving compliance with new FAA security requirements. By
March 2002, the Airport had reversed the negative trend of reduced passenger levels and
exceeded the number of enplaned passengers from March 2001, while national levels were
still 10.2 percent below 2001 levels. Concession revenues also ended up higher for the year —
$80.1 million in FYO02 vs. $79.1 million in FYO01. The Airport has continued its expansion
efforts at a rapid pace. In fall 2002, four new gates were added and ticketing and bag claim
space were expanded in Terminal D and a total of 5,000 new parking spaces were added to
Garages A and E/F. The new 13-gate International Terminal is still scheduled to open in
spring 2003, at the same time US Airways will offer direct service to Shannon and Dublin,
Ireland for the first time.

e Simplified transactions with the City. The City is in the process of implementing a number
of initiatives to simplify and streamline government transactions for businesses (many of
which are discussed in the Departments of Licenses and Inspections and Records sections of
this Plan). Beginning with FY03 tax returns, filing the Business Privilege Tax (BPT) will
become simpler for new businesses, who no longer need to file two separate BPT returns for
two different years on the same date — a confusing process that resulted in improper filing by
approximately half of the city’s 10,000 new businesses each year. In FY03, the Commerce
Department combined its rebate programs (for facade improvements and security
enhancements) with PCDC’s rebate programs, eliminating redundancy and better leveraging
available resources to support small businesses.

e City weathers economy better than nation. Historically, national economic downturns
have affected Philadelphia more severely than other cities and the nation as a whole.
Philadelphia’s employment levels dropped dramatically at the end of 2000, as part of a
national trend, and have remained relatively stagnant since then. However, the preliminary
estimates show that the decline in Philadelphia average employment for the first ten months
of 2002 compared to the same period in 2001 was actually smaller than the national decline.
While this average should be viewed with some skepticism until the annual statistical re-
benchmarking in March 2003, if this trend held true for all of 2002, it would be the first year
in decades that the local job growth rate was superior to the national rate.

Introduction
Page vi



Provide High Quality Public Education and Comprehensive, Coordinated Social Services for
Children, Adults and Families

The future of Philadelphia depends on the development of our youth. High quality public
education leads to a capable, well-skilled workforce, a critical factor in attracting companies and
jobs. One of the primary reasons for the migration of the City’s middle class to the surrounding
suburbs has been the lure of smaller class sizes and well-funded public school districts. Stable,
healthy families and effective prevention programs, including quality after-school options,
further ensure the progress of children and youth. The Mayor has made a commitment to
improve the lives of youth and adults and help them realize their potential by setting higher
performance goals and monitoring the outcome of the delivery of public education and social
services.

Accomplishments

e Public Education

— School District leadership. In addition to averting a complete privatization of its
Administration by Edison Schools, the City successfully negotiated a new governance
and financial partnership with the Commonwealth that secured City representation on the
School Reform Commission and additional revenue to support critical School District
operations. Also of particular note, the School District of Philadelphia successfully
recruited Paul Vallas to serve as CEO starting in July 2002. Vallas gained a national
reputation as an innovator when he led the Chicago School District.

— Fiscal stability finally achieved. After years of budget deficits, the School District is
projecting to end FY03 with a $2 million surplus. As part of a partnership between the
City and the Commonwealth, the City increased its annual contribution to the School
District by $45 million beginning in FY02 and the General Assembly approved a state
budget in June 2002 that contained $86.4 million in new funds for the district. Further, in
April 2002, the General Assembly passed legislation providing the School District with
the ability to issue deficit-financing bonds. As part of the City’s commitment to increase
its funding by $45 million, City Council then approved the transfer of real estate millage
equivalent to $25 million to cover debt service on the bonds beginning in FY03. The
School District’s $300 million deficit-funding bond will give it a financial buffer for five
years, buying time for educational improvements and statewide school funding reform to
be implemented.

— Academic performance continues to improve. The Pennsylvania System of Student
Assessment (PSSA) tests have been administered to 5™, 8" and 11" graders since 1996.
Despite an increase in the proportion of students who are English language learners,
learning disabled, and low attenders, there continue to be significant improvements for 5™
and 8" grade students while 11" graders’ results have remained flat. In the 1989-1990
school year, 59.4 percent of the District’s students scored in the “below basic” category
of the PSSA; in 2001-2002, only 54.6 percent scored “below basic.” As a result of
progress, the Commonwealth awarded $4.1 million in school performance funding to the
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District, which was 16 percent of the funding for 2001-2002, despite the District having
just 11.8 percent of the Commonwealth’s students.

e Social Services

— Unprecedented investments in youth development programs. This Administration
began an unprecedented investment in building an extensive after-school network, with a
goal of providing positive youth development activities to school aged children between
the hours of 2 PM and 8 PM (peak times for youth to commit crimes, use drugs and
alcohol, and engage in other negative behavior). During FY02, eleven Beacon Schools
were opened, offering after-school and family support services to 3,300 youth and their
families. In FY03, an additional nine Beacons will open serving an additional 2,700
children and families. The Recreation Department launched two “teen centers” in FY02
and recently added two more in FY03 (each with the capacity to serve 150 youth),
providing non-school hour recreational activities for nearly 1,000 high-risk and
previously adjudicated youth. Since FY00, DHS has expanded the number of community
based youth programs at Family Centers by 5,500 slots and the number of truancy and
delinquency prevention programs offered by providers by 4,800 slots.

— Introduced innovative programs to prevent abuse and neglect. In addition to
providing prevention resources for youth, the Department of Human Services (DHS)
recently implemented a number of voluntary in-home services targeted to “compromised”
caregivers, to preempt future entry into the child welfare system. The Parenting
Collaborative, a network of parenting education and support services, served nearly 1,000
high-risk caregivers in FY02. The City also began crisis nursery support in FY02,
providing respite for 479 desperate parents either as a drop-in center or by appointment.
The Nurse-Family partnership, started in FY03, will send nurses to visit 400 first time
mothers at or below 185 percent of poverty in North Philadelphia and provide infant
health education and parenting skills. In FYO03, 50 parents with mental retardation will
receive life skills training and parenting education to enable them to maintain their
children at home. DHS will also provide approximately 160 substance-dependent women
in treatment with extra case management support to ensure their children receive
adequate care.

— Increased response to lead paint hazards. In FY02, the City began a multi-pronged
approach to remediate lead hazards in properties occupied by lead-poisoned children. As
part of that effort, the Department of Public Health expanded its own hazard reduction
staff from one team to three teams, and hired five certified contractors with up to eight
teams to perform lead removal work. Since May 2002, OESS has provided temporary
relocation services to over 60 households, to expedite the lead removal process in these
homes. Further, in November 2002, the Law Department joined the Court of Common
Pleas, the Childhood Lead Poisoning Prevention Program and the Health Department to
create a dedicated “Lead Court” in which the City initiates action against private
landlords who refuse to conduct necessary lead hazard reduction and informs tenants of
their rights to withhold rent from non-compliant landlords. The Law Department has
already filed 500 lead court actions and litigated 400 cases as of the end of December
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2002 and plans to address the entire 1,200 backlog and the 30-50 new cases identified
each month by the end of FY03. When the increased lead abatement response began in
April 2002, there were 1,400 properties in need of lead abatement; by January 2003, the
number was reduced to 976.

— Efforts to end chronic homelessness. In addition to the anti-predatory lending efforts
and expanded rehabilitation loan programs discussed above, the City has made significant
advances in its efforts to provide stable housing and end homelessness. In early FY02,
the City introduced Ready Willing and Able, a 70-bed intensive residential employment
and training program for single men with drug abuse and criminal histories. The program
is funded through a performance based contract with a provider who must match the
outcomes it reached in New York City, where 55 percent of all participants graduated and
remained employed, housed, clean and sober for at least 18 months after graduation. The
City has also made strategic use of a wide array of housing resources to help families live
successful, independent lives. The “Good Neighbors Make Good Neighborhoods”
program offers a year of intensive support services to families newly placed in stable
housing, to ensure they can maintain their independent living situation and permanently
break the cycle of homelessness.

Enhance Public Safety and Quality of Life Standards for all Communities

As important as taxes are to business and residential location decisions, the quality and delivery
of municipal services — what Philadelphians actually receive in return for taxes paid — are equally
critical. The City must continue to enhance Philadelphia’s quality of life by further
strengthening municipal services and public safety to make the City an even more desirable place
for employers and residents.

Accomplishments

Significant investments in public safety have paid off. This Administration has invested
significant resources in innovative public safety efforts, and the results have been dramatic.
Operation Safe Streets successfully eliminated open-air drug markets from more than 300
street corners in neighborhoods across the city. From the introduction of Operation Safe
Streets in May 2002 through December 2002, homicides decreased by nearly 13 percent, Part
I offenses decreased by 14 percent, and overall crime decreased by nine percent. In 2002, the
FBI estimated homicide rates increased 2.3 percent across the nation; Philadelphia clearly
goes against the trend with a seven percent decrease for the year (from 309 in 2001 to 288 in
2002). Because of Operation Safe Streets, there are neighborhoods in Philadelphia where —
for the first time in decades — children feel safe playing outdoors and people are no longer
wary when they walk to the corner store. After a recent tragedy in Baltimore, neighborhood
residents chanted, “We want Safe Streets!” and Mayor O’Malley contacted Mayor Street to
learn more about our effort. Operation Safe Streets is beginning to serve as a national model.

New record in fire safety. The Fire Department ended 2002 with only 32 fire fatalities — the
lowest number of deaths in over 50 years. The Fire Department’s success is primarily a
result of effective prevention efforts, including the fall 2002 Home Escape Planning

Introduction
Page ix



educational campaign, the reduction in abandoned vehicles as part of NTI’s vehicle removal
program (resulting in a 6.3 percent decrease in automobile fires from FY01 to FY02), and
rapid response by the Fire Marshal’s office leading to increased arrests and convictions of
arson fires.

¢ Renewed focus on City parks. In early FY03, the Fairmount Park Commission began
developing a strategic plan to serve as a roadmap for park leadership for the next five years.
The project is funded through a generous grant from the William Penn Foundation. As part
of the project, key leaders from public and private organizations, park stakeholders, friends
groups and the general public will be invited to participate in a series of interviews, focus
groups, surveys and public forums to gather feedback on the current state of City parks and a
future vision for the park system. The final product will prioritize the level and type of
services desired by park users, and provide recommendations for optimizing internal
operations and best leveraging resources to deliver the ideal mix of services. A number of
successful capital projects, including the reclamation of JFK (or “LOVE”) Park, trail and
signage enhancements in the Wissahickon Valley, and the near completion of the Fairmount
Water Works restaurant and festival plaza, have also reflected a renewed emphasis on park
space.

o Effectively addressed public nuisances. In April 2002 the City launched an aggressive
campaign to target “quality of life” code violations, such as graffiti, vandalism and property
neglect. The Community Life Improvement Program (CLIP) was introduced in the 6" and
10™ Council Districts, with possible expansion to others going forward. CLIP acts as a quick
response unit, giving violators 10 days to respond after receiving a written violation from
L&l inspectors or the Street Department’s enforcement officers. If the violator takes no
action, a CLIP team will resolve the violation (i.e., cut the high weeds, remove the trash,
clean and seal the property) and charge the property owner with a fine and a fee for the
service performed. If the property owner does not pay the fine and fee, the amount is placed
as a lien on their property. In April 2002 when the program began, compliance within 10
days of receiving a written violation was performed 34 percent of the time. By the end of
December 2002, compliance with CLIP violations within 10 days rose to 89 percent.

Strategies To Close Budget Deficit

As the City prepared the FY04-FYO08 Five Year Plan, it faced an $834 million deficit. The Street
Administration was determined to close that enormous gap while maintaining its essential
strategic investments and with the least possible impact on service. Through a number of
aggressive initiatives, the City will be able to eliminate the projected budget gap and balance the
budget over the life of the Plan. As part of this year’s budget cycle, the City challenged
departments to find ways to cut their budgets while having no or minimal impact on services.
Most departments were given a 1.5 percent cut in their Class 100 (Personnel) appropriation in
FY04, and a 2.5 percent cut on their total budgets in FY04, FY05 and FY06. Those across-the-
board cuts, however, did not apply to independently elected officials, the Police or Fire
Departments, the Free Library of Philadelphia, the Recreation Department or the Fairmount Park
Commission. The across-the-board cuts led to just over $200 million in budget reductions over
the life of the Plan. Unfortunately, the consequences of these cuts will likely show next year.

Introduction
Page x



For example — fewer ballfields will be renovated and they will receive less on-going
maintenance; the backlog of ditches in need of restoration will grow; grass will be mowed less
frequently. Despite all efforts to prevent a reduction in service, there were certain impacts that
could not be avoided. While a portion of the projected deficit was also eliminated through
increased fees and fines, higher projected real estate transfer taxes and increased state
reimbursements for DHS costs, the vast majority of the Plan’s balancing actions are created by
specific policy changes, efficiency improvements, revenue generating initiatives or service cuts.
The initiatives are outlined below.

Policy Changes

Replace only 50 Percent of DROP Retirees. During FY02 and FY03, a consultant worked
with six large departments (Streets, Revenue, Licenses and Inspection, Public Health,
Recreation and Public Property) to determine how to best absorb positions as individuals
retire through the Deferred Retirement Option Program (DROP). The Managing Director’s
Office is working with other City agencies to develop the optimum strategies for handling the
challenges and capitalizing on the opportunities presented by having large numbers of
employees retiring within a short amount of time. Rather than filling positions as people
leave, departments are rethinking operations, crew sizes, staff-supervisor ratios, and
automation of processes in order to replace only 50 percent of the retiring employees. If only
50 percent of the almost 2,600 retiring positions are replaced, the City will save a total of
$145 million through FY08, $48 million more than the projected savings in the FY03-FY07
Plan, which assumed that two-thirds of DROP retirees would be replaced.

Pay Minimum Municipal Obligation (MMO) on Pension Bonds. As discussed in greater
detail in the Fiscal Health and Financial Administration chapters of this Plan, the downturn in
the stock market has prevented the City’s pension fund from attaining its earning
assumptions, with earnings substantially lower than the anticipated nine percent in both
FYO01 and FY02. When the fund fails to meet its earnings assumption, the City must increase
the size of its pension contribution to compensate for the lower than anticipated returns on
investments, to ensure that the fund can make payments to retirees and maintain a relatively
flat stream of payments. According to information supplied by the City’s actuary, under the
City’s current funding policy, the losses suffered in FY01 and FY02 would require the City
to more than double its contribution to the pension fund from the $151 million contributed in
FYO02 to over $347 million in FY08.

In order to avoid the clearly devastating impact that using the City’s current funding policy
would have on the City’s finances, the Board will change its funding policy and pay only the
legally required Minimum Municipal Obligation (MMO). While paying the MMO will mean
that the City will amortize its unfunded pension liability more slowly, it will also mean that
the City’s pension fund payments from FY04 through FYO0S8 will be about $245 million lower
than they would be under the City’s current policy. Even paying the MMO, however, is not
without risk. This payment policy will require that the City’s pension fund contributions be
$129 million higher over the course of the Plan than they were in the five years covered by
the FY03-FYO07 Plan.
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o Use Floating Rate Instead of Fixed Rate for General Obligation Debt To Be Issued
During Plan Period. When the City issues general obligation debt, it generally issues debt
that has a fixed, long term, interest rate. In this Plan, the City assumes that it will have two
new general obligation bond issues, but, instead of issuing fixed rate debt, the City will use
floating rate debt. Floating rate debt typically requires lower interest rate payments than does
fixed rate debt. If, however, it appears that there is a financial advantage to using fixed rate
debt, the City can convert its floating rate debt to fixed rate. Based on material supplied by
the City’s financial advisors, the Plan assumes that this shift in interest rate will reduce debt
payment costs by $22.9 million through FY08.

e Modify Policy for City Take-Home Vehicles and Cell Phones. The City has over 6,000
vehicles in its fleet, of which approximately 650 are considered “take home™ vehicles —
sedans used by senior administrators for personal use, including driving the vehicle between
home and work. The City plans to institute a “charge back protocol” by FY04 that will
consist of a flat fee of $5 per workday, or $1,200 annually, for the privilege of using a City
vehicle for personal use. The fee will be automatically deducted from employee paychecks.
The new protocol will recuperate City costs associated with the maintenance of City-owned
vehicles used for limited personal use and will provide employees with tax relief, since they
are currently taxed on their vehicle use as part of their fringe benefits. The protocol is also
likely to result in a return of a number of vehicles. The City will also implement changes in
its cell phone policy, both in terms of the number distributed and reimbursement process.
The revenue from the car and cell phone policy changes are expected to result in a net benefit
to the General Fund of $3.08 million over the life of the Plan.

Efficiency Improvements

e Form Administrative Service Centers. Every City department has staff that performs
similar administrative functions, including payroll and attendance tracking, IT support,
budget monitoring, and personnel activities such as hiring and training. These functions are
relatively universal across every department and decentralization has resulted in redundancy,
a lack of standardization in terms of procedures and policies, waste and inefficiency. The
City plans to centralize these activities across clusters of departments, which will allow
departments to focus on their core business, ensure standardized administrative practices,
eliminate redundant positions and deploy existing staff more efficiently. Implementation of
the first Administrative Service Center will begin at the end of FY03 and will include the
Mayor’s Office, Finance, Procurement, the Treasurer’s Office, MOIS, Revenue and
Personnel. Other functions that exist in multiple departments, like public information/
communications and grant writing will be centralized as well. The City plans to have a total
of seven administrative service centers and eliminate 400 positions over the next five years,
resulting in a total savings of approximately $35.2 million through FYO08. The Plan does not
assume any savings from these consolidations until FY05 and does not assume in any year of
the Plan that the City will achieve more than two thirds of the savings that eliminating 400
positions would theoretically generate.

e Consolidate Facilities Maintenance and Outsource Custodial Services. There are over
350 City employees who perform facility maintenance. Only one-third of the City’s
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maintenance workers are in the Department of Public Property; most are scattered throughout
various departments and maintain recreation centers, health centers, libraries, prisons, fire
stations, park facilities and so on. Many of these positions require a skilled trade, like
electrical and HVAC repair, and are often hard to fill. There is minimal “sharing” of
workers, so one department often ends up in need of one trade while another has excess
capacity in that area. During FY04, the City plans to consolidate the maintenance of nearly
all of the City’s facilities, excluding Fairmount Park, the Philadelphia Prison System and the
Water Department, under the Department of Public Property. The preventative maintenance
and repairs required for the different facilities are fairly universal. The consolidation will
allow for a more efficient and rapid deployment of workers, who can concentrate on all
facilities within a certain area and eliminate traveling from one part of the city to another,
which will result in more thorough maintenance. The City estimates that consolidation will
allow for a reduction in 10 percent of the facility maintenance employees and will maintain,
and in some cases, improve the level of service. The Plan assumes a total savings of $4.4
million as a result of the consolidation, with savings beginning in FY05.

Although most of the larger City-owned facilities currently use contracted custodial services,
there are still over 500 City employees performing custodial services for the remaining
facilities. The City plans to release a Request for Proposal during FY03 to determine if
outsourced services across the City would be more cost-effective than performing the work
internally. The outsourcing of all custodial services will save approximately $2.6 million
through FYO08. The City plans to take advantage of opportunities at the expanded airport
facilities and other non-general-funded facilities to absorb the custodial and maintenance
worker positions.

e Centralize Warehousing of Supplies and Institute Citywide Inventory System. In 1999,
a consultant hired by the City performed a study of the City’s warehouse and inventory
management. The study found that through facility consolidation and improved inventory
control, the City could achieve a five to ten percent reduction in the City’s inventory-related
(Class 300) expenditures annually. During FY03, the Office of Budget and Program
Evaluation will begin further analysis of the City’s current warehousing structure and
examine options for centralization and implementation of just-in-time purchasing policies to
further eliminate excess inventory. The City is estimating a savings of $4 million through the
life of the Plan.

e Establish a Constituent Call Center and Eliminate Separated Departmental Centers.
The City will consolidate the eight existing department call centers into a unified enterprise
call intake and service delivery constituent contact center. A citywide three digit telephone
number (311) as a single number for all city services may be established, using a constituent
service request (CSR) software application for all call center desktops. In addition to making
it simpler for constituents to access City government, the 311 system will allow the City to
streamline processing and workflow activities for all departments, resulting in long-term
financial savings. Savings will be generated through the elimination of duplicate call centers,
department-specific software applications, and eventually call center service representatives.
Start-up costs are estimated to be $540,000 and annual operating costs for a 24-hour contact
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center with 40 agents are estimated to be $1.4 million. The Plan assumes a total savings of
$4.7 million through FY08.

e Use Mobile Patrols at Detention Center. The Philadelphia Prisons System plans to close
the three watchtowers at the Detention Center and replace the towers with improved taut-
wire fencing and mobile patrols. The security fence installation will be performed during
FYO04 at a cost of $1 million in capital funds. The roving patrols and fencing are expected to
improve security and will save the City $500,000 annually through the net reduction of 10
full time correctional officers. The City estimates a total savings of $2.0 million over the life
of the Plan.

e Install Municipal Fiber Optic Network. The Department of Public Property spends
approximately $3 million annually for City Net, a privately leased fiber optic network from
Verizon. City Net connects all City departments, agencies, and quasi-agencies throughout the
municipal government. The network is made up of three distinct fiber optic rings, with the
Center City ring having the highest utilization and reaching its full capacity. The Department
plans to design and construct a Center City ring with City-owned fiber at a cost of $2.8
million in capital funds to replace the ring currently leased. The result will reduce the annual
cost of City Net by $1.05 million annually (starting in FY06), as well as provide greater
network bandwidth to all downtown municipal locations. The Plan includes $2.2 million in
savings through FY08.

Revenue Generating Initiatives

¢ Implement Strategic Marketing Partnerships. In FY03, the City plans to embark on a
strategic marketing initiative, seeking business partnerships with private companies as a
means of providing new revenue. These partnerships can take a variety of forms. One type
of partnership is for exclusive product rights. Exclusive product rights involve the payment
of a license fee in return of exclusive use of a product, such as a soft drink, vehicle, or type of
equipment. The City of San Diego currently has exclusive product right agreements for soft
drinks, mobile phone service, and heart defibrillators. Other types of partnerships can
include sponsorship of special events or public facilities or the sale of advertising on City
space. In addition, the City will prepare for the expiration in mid-FY04 of its twelve-year old
contract for street furniture, which provides the City with advertising revenue from bus
shelters and other street fixtures. Some departments such as Recreation have been successful
in recent years in gaining sponsorship and grant revenue from corporations. The City intends
to build on this success by taking a comprehensive yet tasteful approach that capitalizes on
the opportunities available for an enterprise of the City’s scale. The Plan includes an
additional $12 million in revenues through FY08 as a result of strategic marketing efforts.

e Update Streets Department Fee Schedule. The fee for a property survey conducted by the
Streets Department has not been updated in 15 years. The Department recently analyzed the
average cost to perform a survey and learned it is approximately 20 percent higher than the
fee currently charged. The Department plans to update the fee during FY04 to better reflect
the cost of the service. The Plan includes an additional $1.06 million in fee revenues through
FYOS.
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e Eliminate 20 Clerical Staff in Department of Licenses and Inspections (L&I) and Hire
Additional Inspectors. During FY03 and FY04, L&I will automate a number of processes
including the application for permits and licenses (to be available online) and inspection and
code enforcement tracking and follow up. Previously, these processes were all conducted on
paper and required a significant number of clerical positions. As a result of this automation,
20 clerical positions will be eliminated through attrition and replaced with inspectors, who
will generate revenues through additional inspections resulting in code violation fees and
fines. The Plan includes $2 million in increased revenues through FYO0S from this initiative.

¢ Increase Insurance Coverage for City Health Care Center Patients. Since FY00, 64
percent of patient visits to City health care centers (representing approximately 68 percent of
patients) have been uninsured and the costs have been fully absorbed by the City. Many of
the patients are, in fact, eligible for coverage but are not informed about the benefits
available to them. In an effort to dramatically increase the number of patients who receive
some sort of health coverage, in FY02 the Health Department began placing benefit
counselors within Health Care Centers to assist patients with Medical Assistance and
Children’s Health Insurance Program enrollment. The Health Department estimates that this
initiative will reduce the number of uninsured visits to 50 percent by FY04 and to 30 percent
by FY08. The Plan includes approximately $21 million in new revenues from this initiative
through FYO0S.

Service Reductions

Despite all efforts to avoid cutting services, the initiatives discussed above do not eliminate the
deficit completely. City leaders conferred with consultants and other cities in an effort to explore
all possibilities, but unfortunately, the only viable options required some service reduction.

¢ Right-size the Number of Facilities. Recreational and other amenities enrich the fabric of a
community and are vital to the well-being of a neighborhood. However, the City has an
infrastructure that was built to support a population of 2.5 million — well in excess of the
needs of 1.5 million residents. For example, the City currently operates an overlapping
network of 156 recreation centers and 87 pools. Compared to over 20 of the largest cities in
the country, Philadelphia has the most pools per resident and the second most recreation
centers per resident. If the City were at the median of the other largest cities, it would have
45 recreation centers and 40 pools. Twenty “A” recreation centers have three “A” or “B”
Centers within one street mile. Recreation centers are crucial to neighborhoods, but the City
does not have sufficient capital or operating funds to maintain its current number of facilities,
particularly when facilities are so close too each other and, in some cases, lightly used. Other
City facilities such as water reservoirs, police and fire stations also were developed at a time
when City planners were anticipating a growth in population, not the dramatic contraction
that, in fact, has occurred.

Over the next several years, the City will have a unique opportunity to examine its
infrastructure and determine whether the City has the right number of facilities and whether
those facilities are appropriately located or are redundant of facilities operated by other
entities. For example, as the School District begins a process resulting in the construction of
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nine new schools, the City will explore opportunities for strategically consolidating its
recreation centers with School District facilities or other facilities planned for development in
neighborhoods. For example, the development of Fresh Fields Whole Food Market in the
Art Museum Area offered the City the opportunity to integrate a new Police District into the
complex, getting rid of a decrepit building for a new and strategically located police station.
Mindful of the significance of these facilities to neighborhoods, the City will work with City
Council, the School District and community members to determine the appropriate number
and location of facilities. This initiative is expected to result in the closing of a number of
City facilities and the Administration intends to use a portion of the savings generated by the
closings to enhance the City’s existing facilities. The City anticipates that the result of this
effort will be a net $16 million savings through FY08. In addition to using a portion of the
savings from closing facilities to upgrade remaining facilities, the City will also look to
generate funds for facility upgrades by examining creative financing structures, including
sale/leaseback arrangements for some City-owned facilities.

e Eliminate PHLASH Subsidy. The City currently provides an annual payment of $1.8
million to support the PHLASH visitor shuttle buses. The demand for and usage of the
costly shuttle buses have not grown to levels that would justify support of this service. The
34 destinations on the PHLASH route are all available through other public transportation
service. The elimination of City funds would save $9.4 million through FY08.

e Phase Out Riverview Home for the Aged and Provide Funding for Alternate Care.
Riverview is a temporary residential care facility for the elderly and disabled located on the
Delaware River in Northeast Philadelphia. Riverview’s goal is to stabilize residents in a
protective environment so that they can eventually return to a lower level of care, such as an
independent or assisted community living arrangement. Despite its mission, a large percent
of residents is never discharged and Riverview has become more of a nursing home than a
temporary facility. In order to ensure that the City attains its goal of providing appropriate
care in the community, the City will shift its funding for Riverview to more appropriate full-
time supportive situations. By FYO08, all of the City’s funding will go towards care in the
community and Riverview Home will be closed. The Plan assumes that this gradual shift
will allow for careful planning for resident care. It is projected that the City’s costs will be
reduced by approximately $5.4 million from FYO0S5 through FY0S.

¢ Eliminate 50 Senior Administration Positions. The positions are mostly in the Mayor’s
Office, the Finance Department and the Managing Director’s Office. The elimination of
these positions is a clear indication that the impact of the looming deficits will be felt at
every level of government. The Plan assumes that eliminating these positions will save $17.5

million through FYO08.
Impact on Staffing
The policy changes, efficiency improvements and service reductions included in this Plan

will combine to reduce the number of employees on the City’s budget by 1,614 by FYO08
from the number included in the FY03 budget. The Administration recognizes that more
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must be done and, during the course of the next year, will continue to search for ways to
reach the Mayor’s goal of reducing the City’s workforce by 2,500 positions.

The following table lists each of the policy changes, efficiency improvements and service
reductions that are included in the Plan. Recognizing that there is some uncertainty as to the
timing and amount of savings that many of the initiatives will generate, the City has not included
in the Plan the full amount of savings or revenues projected from each initiative. Instead, the
Administration has included amounts that are discounted from those savings projections. In
most cases, the Plan assumes that the City will assume two-thirds of the projected savings in the
first year an initiative is implemented with that amount increasing to 75 percent by FY08. In
order to achieve the fiscal balance projected in this Plan, the Administration will have to
successfully implement and closely monitor the initiatives described in this chapter. The
initiatives that the Administration will track and their projected values are summarized in the
following table.

Initiative Total
(in $000's)
Replace only 50% of DROP Retirees 48,374
Pay Minimum Municipal Obligation on Pension Bonds 245,218
Use Floating Rate Instead of Fixed Rate for G.O. Debt To Be Issued During Plan Period 22,960
Modify Policy for City Take-Home Vehicles and Cell Phones 3,083
Form Administrative Service Centers 35,200
Consolidate Facilities Maintenance 4,400
Outsource Custodial Services 2,559
Centralize Warehousing of Supplies and Institute Citywide Inventory System 3,957
Establish a Constituent Call Center/Eliminate Departmental Centers 4,764
Use Mobile Patrols at Detention Center 2,000
Install Municipal Fiber Optic Network 2,191
Implement Strategic Marketing Initiative 11,710
Update Streets Department Fee Schedule 1,064
Eliminate 20 Clerical Staff in L&l and Hire Additional Inspectors 2,024
Increase Insurance Coverage for Health Center Patients 21,487
Right-size the Number of Facilities 16,000
Eliminate PHLASH Subsidy 9,400
Phase Out Riverview/Find Alternate Placements for its Residents 5,382
Eliminate 50 Senior Administration Positions 17,500
Shift Two Prisons' Employees Salaries to the Industries Fund 500
Intergovernmental Transfer 29,260
TOTAL SAVINGS AS ARESULT OF DEFICIT-CLOSING INITIATIVES FY04-FY08 489,034
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Fiscal Health

Overview

The City of Philadelphia is facing its biggest fiscal challenge in a decade. A series of negative
financial events in FYO02 caused the first decline in the City’s fund balance since FY91 that was
not caused by changes in accounting practices. Those events included the end of an
unprecedented ten-year economic expansion, new and unanticipated homeland defense
expenditures, continued increases in criminal justice costs, and the formation of the City’s
partnership with the Commonwealth to avert the financial crisis at the School District of
Philadelphia. In addition, during FY02 an ordinance was passed that instituted fixed and
potentially accelerating wage tax reductions. While these tax reductions benefit the long term
economic health of Philadelphia, they complicate the task of preparing a balanced budget and
Five-Year Plan while maintaining services in economically difficult times.

The jobless economic recovery and continued weak stock market are compounding these
negative financial effects further in FY03 and throughout the life of this Plan. Tax receipts are
projected to grow slower than the rate of contractual salary increases for the second year in a row
in FY03. Despite a change in funding policy, the City’s required contributions to its pension
fund are expected to increase by $129 million over the life of this Plan compared to last year’s,
and by $276 million compared to the FY02-FY06 Plan. An arbitration panel awarded a 37
percent increase in health and medical benefits to uniformed police officers, who comprise one-
quarter of the City’s workforce. As a result of these and other factors, in preparing the FY04-
FYO08 Plan the Administration initially faced an $834 million projected deficit by FYO0S. At the
same time, providing contingencies for potential threats such as the effects of welfare reform,
additional tax reductions beyond those in this Plan, or future homeland security disruptions, and
overcoming a number of structural financial challenges posed by Philadelphia’s demographics
and governmental structure made this task more difficult. By formulating creative initiatives and
making difficult choices about services, the Administration has overcome the projected deficit
while incorporating $319 million in tax cuts.

The steps taken to address the projected deficit are detailed in the Introduction to this Plan. This
chapter focuses on the causes of the current fiscal crisis, the threats that could exacerbate the
fiscal crisis, the structural challenges complicating the City’s response, and the projected
condition of the City’s revenues over the life of the Plan.

Major causes contributing to the City’s current fiscal crisis include:

¢ A slow economic recovery, causing lower tax revenues
e Higher pension costs

¢ Increasing labor costs

e Increasing criminal justice costs

¢ Fixed and potentially accelerating tax reductions
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Threats that could exacerbate the fiscal crisis include:

o Effects of welfare reform

e Threat of additional tax reductions beyond those included in this Plan
e Additional homeland security disruptions and costs

e The challenge of continuing to identify target budget reductions

e The need to use the operating budget for necessary capital obligations due to the City’s
limited remaining borrowing capacity

Overcoming the fiscal crisis is made more difficult by a number of structural financial
challenges:

e Ongoing loss of population

e High incidence of poverty

e A weak tax base

e [ow state government fiscal support

o A relatively low level of expenditures and staffing for core city government services, which
limits the ability of the City to impose further cuts in those services, and relatively high and
increasing expenditures and staffing on mandated, non-core, county government services.

Causes of the Current Fiscal Crisis
Delayed Recovery from the National Recession

Nationally, employment has been slow to recover from the recession that began in early 2001.
Since a majority of the City’s tax revenues are from the wage tax, this delayed recovery in
employment has serious implications for the City’s finances. National employment in 2002 was
.9 percent lower than 2001 employment and job losses continued in three of the last four months
of the year following four months of gains in mid-year. The FY03—-FY07 Five-Year Financial
Plan anticipated that employment would lag the economic recovery as in past recessions, but this
lag has been perhaps even greater than anticipated, with the national unemployment rate hitting
an eight-year high of 6.0 percent in November 2002. The Fourth Quarter 2002 Survey of
Professional Forecasters by the Philadelphia Federal Reserve Bank projects that the
unemployment rate will not begin to drop until the second quarter of 2003, at the end of the
City’s current fiscal year — two quarters later than the Survey forecasted at this time last year.

Although this delayed recovery negatively impacts Philadelphia, the local economy has
weathered the recession and jobless recovery relatively well compared to the previous two
recessions, demonstrating the city’s successful transition over the last decade from a declining
manufacturing-centered economy to a more stable service-based economy. The program of
wage and business privilege tax cuts begun in 1996 has positively contributed to this transition.
Following the devastating job losses of the 1980-1982 recession, employment conditions in
Philadelphia persistently trailed the rest of the country. The unemployment rate in Philadelphia
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was 2.0 percentage points higher on average than the national unemployment rate from 1991-
2000. The change in annual employment in Philadelphia was 3.4 percentage points lower than
the change in national employment during the five years prior to the first tax cuts. Since the
inception of the wage and business privilege tax cuts, this employment growth gap has shrunk to
1.4 percentage points on average, and based on preliminary data through November, the gap has
actually reversed in 2002. For the first time in decades, the change in employment for
Philadelphia may actually be superior to that of the national economy. It is important for the
City to continue lowering its major tax rates, investing in its economy, and effectively providing
essential services to improve its competitive position and induce economic growth. At the same
time, the serious fiscal challenges facing the City make it difficult to make key investments in its
economy without making sacrifices elsewhere in its budget.

Gap between Philadelphia Employment Growth and U.S. Employment Growth
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Despite this success, due to the recession and slow recovery, the reality is that over the last two
years the city has lost jobs along with the rest of the nation. Employment in Philadelphia
reached an eight-year peak in the first half of 2000 and has been declining ever since, shedding
approximately 16,000 jobs as of November 2002, or over 2.3 percent of the peak total.
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Philadelphia Employment
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This loss of jobs has caused deteriorating growth in the City’s largest revenue source, the wage
tax. Wage tax revenues initially began to slow in late FYO01, although strong collections in the
first half of the year produced above-average gains for the fiscal year as a whole. The trend that
began in FY01 accelerated in FY02, as wage tax revenue growth plummeted to a rate of 1.0
percent over FYO1’s receipts. Even without the revenue reductions caused by the tax cut, growth
in the wage tax would have been only 1.6 percent. The chart below illustrates the growth rate
over the last ten years in actual wage tax collections and the growth in the wage tax base after
adjusting for the effect of tax rate cuts. The growth in wage tax collections during FY02 was the
second lowest in the last ten years, and the growth in the wage tax base was the lowest in the last
ten years. The 1.6 percent growth in the wage tax base during FY02 was less than half of the
ten-year average tax base growth rate of 3.6 percent. Wage tax collections are estimated to grow
by 1.9 percent in FY03 as the economy slowly recovers, a rate significantly lower than either the
ten-year average of 2.7 percent or the 3.0 percent rate of salary increases in the City’s major
labor contracts. While the FY03 projection calls for lower growth than the wage tax has
typically seen over the last decade, it nonetheless may be difficult to achieve. In order to reach
its FY03 projection, the City will need wage tax growth to be stronger in the second half of the
year than it was in the first half of the year, when collections were flat at 0 percent growth
compared to the previous year. This will require the growth rate in the second half to be about
3.8 percent.
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Growth in Wage Tax Collections Slows along with Economy
Growth in Wage Tax Collections and Tax Base, FY93-FY03
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Higher Pension Costs

The slowdown in the economy has also indirectly had a devastating effect on the City’s pension
costs. The Standard & Poor’s Composite Stock Index lost 20 percent of its value between
August 2000 and August 2001. Following the events of September 11, 2001 and their impact on
the economy and investor confidence, major stock indices plummeted even further. The
Standard & Poor’s Index declined by over 42 percent from August 2000 to October 2002.

This precipitous loss in equity values has forced the City to contribute significantly more from its
General Fund in order to meet its pension obligations. The two-year downturn in the market
prevented the City’s pension fund from attaining its earnings assumptions of nine percent in
FYO01 and FY02, and earnings continue to be weak in FY03. In fact, the City’s pension fund lost
6.0 percent and then another 5.2 percent in the last two years, well below the nine-percent goal.
As a result of those lower earnings, the City must contribute more from the General Fund to the
pension fund to ensure that it can make payments to retirees and maintain a relatively flat stream
of payments. Maintaining the funding policy the City has used over the last several years would
require the City to contribute $374 million more over the five years of the FY04-FY08 Plan than
was budgeted in the FY03-FYO07 Plan. That increased pension cost would be incurred even as
the City attempts to manage slowed revenues, wage tax cuts of at least four percent, a 37 percent
increase in police and fire medical benefit costs, and increasing criminal justice costs.
Accordingly, for this FY04-FYO08 Plan the City is revising its funding policy to conform to the
minimum municipal obligation. The minimum municipal obligation will still cost the City $129
million more than in the FY03-FYO07 Plan, but it will reduce the City’s costs by $245 million
over the life of the Plan compared to the current funding policy.
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Changing the City’s funding policy to paying only the minimum municipal obligation is not
without risk. While the change reduces the City’s payments in the short-term, it will mean that
the City will amortize its unfunded pension liability more slowly. Under the City’s current
funding policy, that unfunded liability would be $722 million in FY29. Under the MMO, the
unfunded liability would be $1.2 billion in FY29.

Increasing Labor Costs

A majority of the City’s expenditures are on salaries and benefits for predominantly union-
represented workers. The growth in per-employee compensation is projected to exceed the
growth in inflation and the City’s tax base by 1.5 percentage points from FY98 through FY03.
The City negotiated new four-year contracts with AFSCME District Councils 33 and 47 in
FYO1. Those costs were manageable at the time they were negotiated, within the context of
historical tax revenue growth and pension costs. Depressed tax revenue growth and sharp
increases in pension costs have made it more difficult to accommodate those costs.

The new contract awarded through binding arbitration in July 2002 to the Fraternal Order of
Police (FOP) covering FY03 and FY04 imposes even more pressure on the City’s finances.
This contract includes a 3 percent salary increase in FY03 and a 3.5 percent increase in FY04.
The health and medical benefits included in the award were a far bigger blow to the City’s
finances, as the arbitration panel awarded an unprecedented 37 percent increase in the City’s
required health and medical contribution for FY03, with an additional 10 percent increase for
FYO04. Considering that the officers represented by the FOP account for over one-fourth of City
General Fund workers, such dramatic increases in health and medical benefits have a significant
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impact on overall General Fund costs. The total value of this award over the life of the Plan is
$225 million in new costs to the City. If the two-year arbitration award for the International
Association of Firefighters (IAFF) mirrors the award to the FOP, as is the historical trend, this
would result in an additional $78 million in new salary and benefit costs over the life of the Plan.
The IAFF award is expected to be announced this month. The FOP and IAFF combined
represent over one-third of the City’s General Fund workforce.

This FY04-FYO08 Plan does not include any provision for wage increases after the contracts for
the four major bargaining units expire in FY04. The $834 million projected fund balance deficit
overcome in the preparation of this plan did not include any such wage increases. Identifying
funding for future wage increases will pose a serious challenge when these contracts expire.

Increasing Criminal Justice Costs

The increasing cost of providing criminal justice services has outpaced the growth of the General
Fund as a whole from FY97 to FY03. Obligations for the District Attorney, Juvenile Justice
Services, the Police Department, the Philadelphia Prison System, and the Sheriff’s Office have
increased by 60 percent, from $516.8 million in FY96 to an estimated $825.7 million in FY03,
while the General Fund has increased by only about a third, from $2.4 billion in FY96 to an
estimated $3.16 billion in FY02. This dedication of resources was partially spurred by the
addition of 753 on-street police officers through the 1994 federal Crime Bill, which required the
City to gradually assume the full cost of all Crime Bill officers by FY02. The Crime Bill officers
have helped the City to improve enforcement of the laws, and they are now essential to the
emphasis on crime prevention and disruption of crime patterns that is the theme of Operation
Safe Streets.

In recent years, the successes of increased law enforcement activity have caused rippling effects
throughout the criminal justice system. Increased arrests resulted in increased court costs and
court-related overtime for police, and a skyrocketing prison population. The average prison
census increased 34 percent from FY97 to FY02, and over 50 percent since FY95, the last full
year that a court-mandated prison cap was in place. This impacts the Prison System by driving
up staffing levels and overtime, food, maintenance, health care and community housing costs.
Much of the increase in the prison census has been due to increased arrests and enforcement in
narcotics. Operation Safe Streets is designed to break this cycle of increasing crime enforcement
and incarceration costs by permanently disrupting the drug trade and reducing drug-related
crimes. Operation Safe Streets is resulting in increased police expenditures in the short term, but
the long term goal is to focus on crime prevention and reduce the costs of enforcement and
incarceration. The Administration believes this short term cost increase is necessary in order to
improve the quality of life in the city's neighborhoods and to address long-term cost and prison
capacity issues. As the Philadelphia Prisons Chapter of this Plan discusses, Operation Safe
Streets is already beginning to have an impact as the dramatic increases in prisons population
have stopped.
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Fixed and Potentially Accelerating Tax Reductions

The FY03 — FY07 Five-Year Financial Plan included $290 million in tax reductions. While
those reductions are essential to the City’s competitiveness, they also put a further strain on the
City’s finances. In addition, on April 18, 2002 City Council passed legislation that locked in
wage tax reductions through FY07. Previously, wage tax reductions had been passed in each
fiscal year, which gave budgetary flexibility to respond to recessions or emergencies. The
original FY03-FY07 Plan submitted to Council had in fact proposed a wage tax cut in FY03, a
substantial acceleration in the business privilege tax (BPT) and a potential freeze in wage tax
reductions after FY03 in order to afford the costs of the recession, such as stagnating revenues
and escalating pension costs. Those proposals provided $170 million in tax reductions. The
ordinance passed by Council along with the accelerated BPT cuts increased the total value of tax
cuts in last year’s Plan by about $120 million. In signing the ordinance, Mayor Street noted that
the tax cuts would require the City to make tough choices on spending. This Plan reflects those
choices.

The wage tax ordinance that became law as part of the FY03-FYO07 Plan process poses an
additional challenge for the City’s General Fund due to the “triggers” set in the ordinance. The
ordinance stipulates that if wage tax receipts grow by at least 3.5 percent over the previous year,
the size of the wage tax reduction in the next year will increase. This trigger creates the
paradoxical result that the City would actually collect more wage tax revenue by having 3.1
percent growth two years in a row than 3.51 percent growth two years in a row. The
implications of the trigger are that the City is better off fiscally, if not economically, with more
moderate tax growth, and that the City will not be able to replenish its fund balance through
unexpectedly large wage tax growth, as occurred from FY98 to FY00.

Threats that Could Exacerbate the Financial Crisis
Effects of Welfare Reform

Federal authorization for the Temporary Assistance for Needy Families (TANF) program ended
on September 30, 2002. The House of Representatives passed a reauthorization bill in May 2002
but the Senate did not pass a bill before expiration. Most recently, President Bush signed a
continuing resolution to fund TANF and operate it under the expired guidelines through January
11, 2003. The outcome of TANF reauthorization, along with related welfare-to-work programs
and food stamps, is unclear. Given the Congressional gains made by Republicans in the
November elections, reauthorization is likely to conform to the guidelines requested by the Bush
Administration and passed in the House bill. Those guidelines would keep the basic structure of
the TANF act passed in 1996 while increasing work requirements and providing for a “super-
waiver” that states could use to be exempted from certain requirements of the federal legislation.
The “super-waiver” could potentially be used by states to redirect TANF funding for other
purposes, such as highways. The indications from child welfare advocates such as the Children’s
Defense Fund are that the Bush Administration approach would pass on new unfunded burdens
to the states. The projected budget deficit faced by the federal government as it takes up its
budget in January 2003 makes the possibility of shifting costs to the states even more likely.
Since the Commonwealth is facing a significant budget deficit of its own, the City is at risk of
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either seeing its projected annual TANF allocation of over $155 million reduced or its General
Fund costs for TANF services increased.

This risk is particularly acute for the City since the 35,034 Philadelphia families receiving TANF
in July 2002 comprised 47 percent of the state’s total caseload. In addition, nearly 4,000
Philadelphia adults reached their five-year lifetime limit for TANF benefits during 2002. Many
of those losing their benefits suffer from mental or physical disabilities that limit their ability to
work. The Commonwealth to date has extended benefits for those with such disabilities through
temporary special programs, but as the state struggles with budget deficits and potential new
unfunded mandates, these special programs may end, leaving families without TANF benefits.
Losses in benefits are likely to result in increases in homelessness and the demand on other local
government services. For example, in the past the increasing numbers of Philadelphia residents
lacking Medical Assistance/Medicaid resulted in more visits to City health centers by uninsured
visitors, although the Health Department is successfully increasing the percentage of visits by
insured visitors in FY03. The number of residents without Medical Assistance also increases the
demand on the EMS system, as uncovered residents turn to 911 EMS for basic medical care that
cannot be reimbursed by an insurer. For each 1,000 families that receive City-provided shelter,
medical care, and foster care services, the City incurs unreimbursed costs of approximately $10.8
million annually. While the City has been spared some of these costs to date, clearly there will a
rise in the number of welfare recipients losing benefits over the course of the Plan. In fact, the
average daily number of emergency shelter beds supplied in the City’s shelter system, which is
designed to match the demand for beds, is already projected to increase by over twelve percent in
FYO03 and an additional three percent in FY04.

Threat of Additional Tax Reductions

The Pennsylvania Senate passed two bills in June 2002 that, if enacted, would have caused
significant harm to the City's financial condition. Senate Bill 1423 would have ended the
preemption of suburban earned income taxes by the City’s wage tax for non-residents of
Philadelphia that work in the City. This bill would have provided relief to jurisdictions in the
suburban counties surrounding Philadelphia, which face fiscal pressures, increasing property tax
bills, and limited ability to collect earned income tax revenue due to the City’s preemption. The
bill could have cost the City as much as $89 million per year in lost revenue. While the
Administration supports the goal of the bill, without compensating revenues or reductions in
service responsibilities the Administration could not support it as a stand-alone measure due to
its impact on the City’s finances. The more draconian Senate Bill 1372 would have forced the
City to make a series of unaffordable wage tax cuts over five years without any compensation.
Senate Bill 1372 would have cost the City over $800 million over the life of the FY03-FY07
Plan, and, when combined with the costs of Senate Bill 1423, would have resulted in far greater
deficits than those that required the creation of PICA during the City’s fiscal crisis of the early
1990s, as well as deterioration in city services. Neither of these bills became law during the
2001-2002 General Session, but the threat of the General Assembly taking action to diminish the
City’s revenues and ability to provide services without compensation remains.

There was also legislative action in 2002 that was intended to limit the growth in the City’s
second large tax — the real estate tax. In response to increasing property values and spikes in real
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estate tax bills for some homeowners, City Council passed three contradictory bills on November
21, 2002 that called for caps or deferrals on tax bills for the City’s portion of real estate taxes. A
bill that would cap real estate tax bill increases at four percent in a given year became law but
requires action from the General Assembly to be enforceable. A bill that allows homeowners to
defer payment on tax increases of more than 15 percent was signed by the Mayor. The third bill,
which would have capped real estate assessment increases at 10 percent annually, did not
become law, but only because of a Mayoral veto. Council also considered similar bills affecting
the School District portion of the tax, which have not passed to date. Real estate assessments
grew slower than inflation every year from 1992 through 2000, but real estate transactions
increased over the last few years and values increased following the many positive developments
of the past decade, including the wage tax cuts. In fact, a Pennsylvania Economy League study
that attempted to forecast the effects of wage tax reductions estimated that reductions in the wage
tax would result in increases in property values and property tax revenues that would in part
offset the City’s fiscal losses from the wage tax cuts.

Any further tax reductions must be affordable within the context of the City’s service
responsibilities over each Five-Year Plan. Additional tax reduction efforts should also be made
as part of a comprehensive framework and approach towards tax reduction. The Tax Reform
Commission approved first by City Council ordinance and then by referendum in November
2002 provides exactly that. The Tax Reform Commission is composed of 15 members appointed
by the Mayor, City Council, City Controller, and the major business chambers. The Commission
is charged with reviewing the City’s tax structure and making recommendations on its
improvement by November 2003, in time for the preparation of the FY05-FY09 Plan. Tax
reductions beyond the approximately $319 million in cuts already included in this Plan should be
considered after the work of the Commission is complete.

Additional Homeland Security Disruptions and Costs

America has found itself in a new era since September 11, an era in which, according to
President Bush, it comes to grips with the “knowledge that our nation has determined enemies
and that we are not invulnerable to their attacks.” This era involves on-going costs and vigilance
on the part of the City, particularly for those on the front lines of homeland defense: police, fire,
and emergency medical services workers. During FY02, the City spent approximately $21
million in unanticipated homeland defense security costs in the General Fund and Aviation Fund.
Future attacks on homeland security would at the least entail new costs to the City while also
disrupting the national and regional economies.

The Challenge of Continuing to Identify Target Budget Reductions

The current Plan continues the City’s recent practice of including $60 million in unspecified
future budget reductions over the last four years of the Plan. The City has successfully
implemented these future “target” reductions for ten years now, which makes it increasingly
difficult to accomplish the reductions without impacting services. Furthermore, most
departments cut their personnel budgets by 1.5 percent in both the FY01 and FY02 budgets
passed by City Council. Finally, the City is taking numerous actions outlined in this Plan to
erase an $834 million projected fund balance deficit, including an across-the-board 1.5 percent
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personnel budget cut in FY04 and a 2.5 percent total cut in FY04 through FY06 for most
departments. As a result, this Plan reduces the amount of those unspecified cuts to $48 million
from the $60 million that had been included in most previous plans. Continuing to achieve these
unspecified future budget reductions while maintaining services to the City’s neighborhoods is a
$48 million risk in the current Plan.

The Need to Use the Operating Budget for Necessary Capital Obligations due to the City’s
Limited Remaining Borrowing Capacity

The City is rapidly approaching its constitutionally defined debt capacity and may be forced to
use scarce operating budget funds for necessary repairs to the City’s aging infrastructure. Due to
the restrictions of the Pennsylvania Constitution, as of the end of FY02 the City’s remaining debt
capacity was $133.9 million. The recommended Capital Program calls for only $81 million of
City-supported debt financing for capital projects in FY04 in order to spread the remaining
capacity over the life of the Plan, yet a review of capital needs by the City Planning Commission
found that the City has capital needs that would require City-supported financing of $180 million
annually. In order to make necessary repairs and investments for safety, quality of life, and
development, the City may have to allocate General Fund dollars to make “pay-as-you-go” cash
investments in capital projects, rather than borrowing to make these investments and paying back
the debt over a twenty to thirty year period. This approach would dramatically increase the
City’s General Fund costs within a given year.

Structural Financial Challenges
Ongoing Loss of Middle Income Population and High Incidence of Poverty

According to the U.S. Census Bureau, Philadelphia’s population losses continue into the 21%
century. The 2000 Census confirmed that Philadelphia had lost 68,027 residents, or 4.3 percent
of the population since 1990. This was not as severe as the 10 percent loss predicted by the
Census Bureau’s Current Population Survey estimates, and it was not as severe on a numeric or
percentage basis as the losses of the 1970s and 1980s. Nevertheless, while other cities in the
region such as Baltimore, Buffalo, Cleveland, Detroit, Pittsburgh, and Washington, D.C.
experienced greater rates of population loss over the same period, a few major center cities in the
Northeast and Midwest such as New York City, Boston, and Chicago actually gained population.
The most recent Current Population Survey release on county population also estimated that
Philadelphia continued to lose population from 2000 to 2001 at a 1.7 percent annual rate.

Among counties containing the twenty largest cities, plus regional comparables Pittsburgh and
Washington, D.C., only Chicago-Cook County was estimated to lose more residents than
Philadelphia from 2000 to 2001, and only Baltimore City was estimated to lose a greater
percentage of residents. There is a strong regional trend among these comparable cities, as eight
of the ten counties with population growth are in the South or West Census region, and eight of
the twelve with population losses are in the Northeast or Midwest. Although the Current
Population Survey estimates should be viewed with some skepticism after the 2000 Census
results showed that those estimates were off significantly, the estimates are troubling
nonetheless.
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2000-2001 County-Wide Population Change for Comparable Cities
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Census demographic data indicates that the nature of Philadelphia’s population loss negatively
impacts both the City of Philadelphia’s tax base and its service demands. Contrary to regional
and national trends, key indicators of economic health continued to deteriorate in Philadelphia
between the 1990 Census and the 2000 Census, as shown in the table below. Median household
income declined by over five percent in Philadelphia over this period after adjusting for inflation,
while the inflation-adjusted median household income increased in the four Pennsylvania
suburban counties, as well as the state and nation as a whole. In addition, the poverty rate in
Philadelphia increased over this period, even as it fell in the rest of the state and nation. This
data indicates that the net population loss in Philadelphia is disproportionately made up of
middle-income residents, leaving behind a population that is proportionately poorer, less able to
contribute to the tax base, and more in need of public services.
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Demographic Trends between the 1990 and 2000 Census
1990 2000 %
Median Median | Inflation-| 1990 2000
1990 2000 % | Household Household! Adjusted | Poverty Poverty

Population Population : Change| Income ' Income’ Change | Rate Rate

Philadelphia 1,685,577 1,517,550 | -4.3% 32,415 30,746 -5.1% 20.3% 22.9%
Bucks County 541,174 597,635 10.4% 57,111 59,727 4.6% 4.0% 4.5%
Chester County 376,396 433,501 15.2% 60,134 65,295 8.6% 4.7% 5.2%
Delaware County 547,651 550,864 0.6% 49,192 50,092 1.8% 7.0% 8.0%
Montgomery County 678,111 750,097 10.6% 57,602 60,829 5.6% 3.6% 4.4%
Pennsylvania 11,881,643 11,847,753 1 -0.3% 38,299 40,106 4.7% 11.1% 10.6%
United States 248,709,873 273,643,2741 10.0% 39,599 41,994 6.0% 13.1% 12.5%

' Constant (2000) inflation-adjusted dollars.
Source: U.S. Census Bureau

A Weak Tax Base and Low State Government Fiscal Support

The recent demographic trends have severe consequences for the fiscal health of the City. On a
per-capita basis, the public service needs are at least as high or perhaps higher than in other
major cities, and certainly higher than in suburban areas, yet these services are supported by an
increasingly weak tax base. In a comparative analysis of overlapping city and county
expenditures per capita, based on U.S. Census data, Philadelphia expenditures were seventh
highest for county government functions, such as welfare, public health, corrections and the
court system, while Philadelphia expenditures on predominantly city government functions such
as police, fire, and streets ranked 17" among the 23 cities. The county government services are
largely mandated by the federal or state governments and are driven by local socio-economic
conditions. Additional loss of middle-income residents and the accompanying deterioration in
the tax base will likely increase the relative demand for county services, which increases the
fiscal pressure on the City of Philadelphia.

The City’s ability to pay for these services is undermined by relatively low state funding.
Compared strictly to other major city governments, Philadelphia’s state funding can appear to be
average, but that is misleading because it excludes the cost of providing county functions.
Analysis of Census Bureau data on state funding as a percentage of total overlapping city and
county revenues indicated that Philadelphia ranked 16™ of 22 cities. All of the cities and
overlapping counties that received a lower proportion of revenues from their state government
were located in states where the state government directly operates child welfare programs rather
than granting funds to the local jurisdiction. Philadelphia’s state funding as a percentage of total
revenue is nearly 40 percent lower than the average when compared to the other cities that are
reimbursed by their state government for a portion of child welfare and other human services.

In addition, other states directly operate some services that in Pennsylvania are locally funded
and operated, which alleviates the financial pressure on comparable central cities such as
Baltimore, Boston, and New York City. For example, child welfare, homeless, court, and
corrections services are operated for Baltimore and Boston by their state governments, while in
New York, the court system is funded and operated by the state government. The Pennsylvania
Supreme Court directed the Commonwealth of Pennsylvania to do the latter in 1987 and again in
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1996, but the Commonwealth has yet to comply. Compliance could save the City more than
$110 million per year.

Philadelphia is a relatively poor city, which means that the revenue base it can access to fund
services is smaller than the bases available to competing jurisdictions. Philadelphia’s property
and wage tax bases, which account for over 70 percent of General Fund tax revenues and 48
percent of total General Fund revenues, are extremely weak when compared to other major U.S.
cities or to other counties in Pennsylvania. Philadelphia was tied with Pittsburgh for the lowest
median residential property value among 22 comparable cities in the 2000 Census.
Philadelphia’s median residential property value equaled just 60 percent of the median for the
cities analyzed. Philadelphia, which is both a city and a county, lagged even further when
compared to the overlapping counties for the comparable cities, ranking last among the 22. The
2000 Census data also indicate that Philadelphia ranked 20" of the 22 cities in median household
income, and last among the overlapping counties for those cities. Finally, comparisons of
Philadelphia to the fourteen next-largest counties in Pennsylvania indicated that Philadelphia had
by far the lowest property values and income per-capita, based on State Tax Equalization Board
and Department of Education data.

Average Income and Residential Property Value for Comparable Cities
Per-Capita Per-Capita | Median Home Median Home
Income Income Value Value
(City Level) (County Level)| (City Level) (County Level)
Highest Value for Comparable Cities $34,556 $34,556 $396,400 $446,400
Median Value for Comparable Cities 20,394 22,327 99,800 109,700
Lowest Value for Comparable Cities $14,717 $16,509 $59,700 $59,700
Philadelphia $16,509 $16,509 $59,700 $59,700
Philadelphia Rank (of 22) 20 22 21 (tie) 22
Ratio of Philadelphia to Highest Value 48% 48% 15% 13%
Ratio of Philadelphia to Median Value 81% 74% 60% 54%

Note: Comparable cities include the 20 largest cities in the U.S., Pittsburgh and Washington, D.C.
The border of six of these cities is coterminous with the local county border.

Source: U.S. Census Bureau 2000 Census.

The challenges created by Philadelphia’s weak tax base, high service burden, and lack of state
support are highlighted by a comparison to the City of Boston. Several policy studies have
concluded that local tax rates are higher in Philadelphia than in Boston, but those conclusions did
not consider the crucial fiscal relationship each city has with its state government. Analysis of
the City of Boston’s general, unrestricted revenues (excluding revenue for its dependent school
district) indicates that the City of Philadelphia collected more general local tax revenue per
capita than the City of Boston in fiscal year 2000. However, the City of Boston collected nearly
20 percent more total general revenue per capita than Philadelphia. The primary factor in this
discrepancy is the general revenue shared by the Commonwealth of Massachusetts with its local
governments. The City of Boston received $446 per resident from its state government in
unrestricted general revenue sharing in FY00, while the City of Philadelphia received no
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unrestricted general revenue from its state government. Philadelphia is necessarily forced to
have higher local taxes to collect comparable, but lower, revenue. Each of the three major
Northeastern and Midwestern cities that gained population during the 1990s — New York,
Chicago, and Boston — receive general revenue sharing from their state governments, while
Philadelphia does not.

Not only did the City of Boston receive 20 percent more total revenue per resident to provide
services, it had far fewer service responsibilities to provide with that revenue. The City of
Boston is part of Suffolk County, which includes three other townships, yet Suffolk County as a
distinct government enterprise is practically non-existent. Although voters within the boundary
of Suffolk County elect the County Sheriff and District Attorney, these offices are on the state
payroll. All other traditionally county functions are also on the state payroll, except for public
health. Among county services, the City of Boston has financial responsibility for only public
health and for five percent of the Sheriff and prisons budget.

If Philadelphia had state support similar to that of Boston, the burden imposed by the City’s
wage tax could be dramatically smaller. If Philadelphia received the same amount of general
revenue per capita from the Commonwealth of Pennsylvania that Boston receives from its state
government, the City would be able to cut the resident and non-resident wage tax rate by 2.4
percentage points. If Philadelphia had as few county service responsibilities as Boston, the City
could cut the wage tax rate by an additional .8 percentage points. The wage tax rate could have
been 1.4 percent for residents and .8 percent for non-residents in FYO0O0 if the City of Philadelphia
operated in an environment similar to that of the City of Boston.

Revenue and County Service Comparisons: Philadelphia and Boston
Actual FY2000 Results
Boston Philadelphia
Revenue (Net of Public Schools)
Local Tax Revenue per Capita $1,014.10 $1,341.73
Local Non-Tax Revenue per Capita 283.89 128.46
State General Revenue Sharing per Capita ' $446.46 $0.00
Local and State General Revenue Received per Capita $1,744.45 $1,470.19
Net Local Expenditures on State-Mandated County Functions
Net Mandated Local County Expenditures per Capita $109.74 $261.73
Wage Tax Rate Reduction Possible If Philadelphia:
Received State Revenue Sharing Comparable to Boston -2.4%
Had County Service Burdens Comparable to Boston -0.8%
-3.2%
Remaining Wage Tax Rate: Resident Portion 1.4%
Remaining Wage Tax Rate: Non-Resident Portion 0.8%

! Massachusetts local governments receive state lottery proceeds as well as appropriation-based Additional Aid that offsets
Proposition 2 1/2 property tax restrictions.

2 Boston is part of Suffolk County, which includes 100,666 residents in three other townships. However, all traditionally
county functions but public health are on the state payroll, and public health is in the City of Boston's budget.
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Managing the Size of the City’s Workforce

If not offset by good paying jobs, the continued losses of middle income population will threaten
the City’s fiscal stability by eroding the tax base while increasing the proportionate demand for
the county and public safety services that are closely linked to socio-economic conditions. As
demonstrated previously, the City’s expenditures per capita on predominantly city government
functions are relatively low compared to those in other major U.S. cities. Historical analysis of
the City’s workforce also indicates that the City has largely controlled expenditures and staffing
in city functions over time. The number of full-time General Fund employees providing direct
city services declined by 4.9 percent from FY55 to FY02, with a decrease of 33.8 percent over
this period if Police positions are excluded. From FY65 to FY02, this number dropped by 22.5
percent, with a decrease of 38.5 percent excluding Police positions. Staffing and expenditures
for county functions, which are less discretionary than city functions due to federal and state
mandates and increasing joblessness and poverty rates, have been more difficult to control. The
number of full-time General Fund employees providing direct county services increased by 28.9
percent from FY55 to FY65, but decreased by 3.7 percent from FY65 to FY02 — a slower rate of
decline than for direct city services.

The only two departments with major increases in staffing from FY85 to FY02, Human Services
and Prisons, provide labor-intensive services that have actually experienced increases in demand
despite the loss of city population. The largest department in staffing, Police — which comprised
31 percent of General Fund staffing in FY02 — is also a labor-intensive service that has been
relatively unaffected by changes in the city’s population. Automation of services provided by
social workers, correctional officers, or police officers is not a realistic option. When combined,
these three departments make up about half — 45 percent — of General Fund staffing. These three
departments were responsible for an increase of 1,067 positions from FY85 to FY02, while the
number of General Fund positions for all other departments decreased by 3,605. Additional
middle income population losses will contract the tax base but may not lessen the need for
county and public safety services, expenditures, and staffing.
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Trends in Position Levels, City vs. County Services
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The hiring freeze adopted by the Administration on November 15, 2001 has helped to further
manage the size of the City’s workforce, resulting in a reduction of 400 positions since its

institution. There is a limit to how many positions can be reduced before services are impacted,
unless creative solutions are applied. The deficit reduction initiatives in this Plan will reduce the
size of its workforce. The size of the workforce is projected to be 23,858 by FY08.

One key to the City’s ability to handle the pressures facing its budget is the health of its
revenues. The remainder of this chapter will discuss those revenues.
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General Fund Revenues

Overview

The City’s General Fund projected FY03 revenues of $3,114.8 million are divided into four
major categories:

Taxes (62.7 percent of the estimated FY03 total);

Revenues from other governments (29.7 percent), which consist primarily of federal and
state reimbursements for the costs of social service programs and the Pennsylvania
Intergovernmental Cooperation Authority (PICA) City Account revenues. PICA City
Account revenues are monies collected from the PICA wage, earnings, and net profits
tax, after deductions for PICA debt service and expenses;

Locally generated non-tax revenues (6.8 percent), which include various fees, fines, and
charges assessed by the City; and

Revenues from other funds (0.8 percent), which are primarily payments to the General
Fund by the Water and Aviation Funds for services performed by other City agencies.

Sources of FY03 General Fund Revenues
$3,115 million

Local Non-Tax
$212.9 million
(6.8%)

Other Governments
$926.1 million
(29.7%)

Other Funds
$24.0 million
(0.8%)

Taxes
$1,951.9 million
(62.7%)

Source: Office of Budget and Program Evaluation

General Fund revenue growth exceeded inflation during seven of the last eight fiscal years after
adjusting for the effects of deductions for PICA debt service and non-recurring revenues.
Revenues, excluding the effects of PICA debt service and non-recurring revenues, increased by
an average of 4.5 percent from FY91 through FYO1, well above inflation. From FY96 through
FYO01, the five year growth rate dropped to 4.1 percent. This positive trend ended in FY02, with
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revenue growth of .4 percent compared to fiscal year inflation of 1.99 percent. That below-
inflation growth was one of the contributors to the City’s potential deficits.

FY02 tax revenues also grew more slowly than inflation at 1.4 percent compared to FY01
receipts. Wage and business privilege taxes remained weak, while smaller taxes, such as
amusement and realty transfer, provided some offset.

The Five-Year Plan assumes that revenue growth will improve slightly during FY03 and
gradually rebound over the life of the Plan. The Plan assumes that growth will stay in the range
of 2.5 to 3.2 percent through FYO08, while inflation is projected to be 2.5 percent.

The City has achieved and maintained a balanced budget, with a cumulative positive fund
balance of $139.0 million at the end of FY02. This fund balance will be difficult to maintain
during periods where revenue growth is below inflation, and even after instituting a series of
actions to avert a projected $834 million fund balance deficit, this Plan projects that the fund
balance will still be almost completely gone by the end of FY08. Since it is unlikely that the

City will experience revenue growth significantly above inflation during the next several years of
the Plan period, it is clear that budget balance can only be maintained if creative cost-cutting
initiatives are implemented and tight spending controls remain in effect.

Taxes

The City’s principal taxes are the wage and earnings tax, the real property tax, the business
privilege tax, the sales tax, and the real estate transfer tax. The City wage tax alone, not including
the PICA portion of the tax, accounts for 52 percent of the City’s tax revenues and, as the
following chart indicates, the five principal taxes together generate just under 97 percent of the
City’s total tax revenues. Additionally, the City received over $177 million in FY02 from the
Pennsylvania Intergovernmental Cooperation Authority (PICA) tax, which is a portion of the
City’s tax collections equaling 1.5 percent of wages and net profits earned by City residents.
Monies remitted to the City for the PICA wage and earnings and net profits tax are not
considered City tax revenues, but are classified as revenue from other governments. The
revenues of the PICA tax secure the debt PICA incurred when it borrowed money on the City’s
behalfin FY91, FY92 and FY93, and covers PICA debt service and operating expenses, with the
remaining funds paid to the City.
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Percentage Distribution of FY03 General Fund Tax Revenue
$1,951.9 million

Business Privilege Tax Sales Tax Real Estate Transfer Tax
$296.6 million (15.2%) $110.8 million (5.7%) $99.0 million (5.1%)
Other Taxes

Real Property Tax
$356.6 million (18.3%)

y

/

7

///////% $68.0 million (3.4%)

Wage, Earnings Tax
$1,020.9 million (52.3%)

Source: Office of Budget and Program Evaluation

e Tax base growth. Philadelphia’s tax base — its tax revenues adjusted for rate and tax
changes and non-recurring tax revenue — grew from FY92 to FY02 at an average annual rate
of 3.4 percent including the sales tax (which was implemented in FY93) and 2.9 percent
excluding the sales tax. The growth rate was greater than the 2.4 percent rate of inflation
during the same period, likely as a result of the sustained national economic expansion. As
the following chart shows, this Five-Year Plan assumes that the tax base will grow slightly
better than inflation, averaging 2.8 percent from FY03 to FYO0S8, compared to an average
inflation rate of 2.5 percent.
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Annual Growth in Tax Base -- History and Forecast*

4.5% —

4.0% 3.88%
Q
g
g 2.90% 2.77%
S 2.39% 2.39% 2.50%
<
2
o
o

: : —
FY92- FY02 w/ sales FY92- FY02 w/o sales FYO03 - FY08
tax tax
W Tax Base Growth OInflation

* Average annual growth excluding the effects of rate and tax changes and nonrecurring tax revenues.
Source: Office of Budget and Program Evaluation

Wage and Earnings Tax

The wage and earnings tax is the City’s largest source of tax revenue, projected to account for
approximately 52 percent of total tax revenue in FYO03. It consists of a 3.0 percent tax on the
wages of city residents, who also pay the 1.5 percent PICA wage tax for a total wage tax rate of
4.5 percent, and a 3.9127 percent tax on non-residents working inside Philadelphia. These rates
were reduced on January 1, 1996, and on each July 1* from 1996 through 2002 as the first eight
steps in the City’s incremental tax reduction program. Prior to January 1, 1996, the rate was 4.96
percent for city residents (including the PICA tax) and 4.31 percent for non-residents. In
addition, legislation passed in April 2002 requires continuing reductions in the wage tax through
FYO07.
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Wage Tax Rate Reductions - Actual & Proposed
Residents Non-Residents
Rate Rate
Fiscal Year (Proposed Change from (Proposed Change from
FY04-FY08) FY95 Rate FYO04-FY08) FY95 Rate

1995 4.9600% 4.3125%
1996 (a) 4.8600% -2.02% 4.2256% -2.02%
1997 (b) 4.8400% -2.42% 4.2082% -2.42%
1998 (c) 4.7900% -3.43% 4.1647% -3.43%
1999 (d) 4.6869% -5.51% 4.0750% -5.51%
2000 (e) 4.6135% -7.00% 4.0112% -7.00%
2001 (f) 4.5635% -8.00% 3.9672% -8.00%
2002 (g) 4.5385% -8.50% 3.9462% -8.50%
2003 (h) 4.5000% -9.27% 3.9127% -9.27%
2004 4.4625% -10.03% 3.8801% -10.03%
2005 4.4250% -10.78% 3.8475% -10.78%
2006 4.3875% -11.54% 3.8149% -11.54%
2007 4.3500% -12.29% 3.7823% -12.29%
2008 4.3125% -13.05% 3.7497% -13.05%

TOTAL REDUCTION 1996- -13.05% -13.05%

2008

(a) With City Council's approval, the FY96 reductions took effect January 1, 1996.

(b) With City Council’s approval, the FY97 reductions took effect July 1, 1996.

(c) With City Council's approval, the FY98 reductions took effect July 1,1997.

(d) With City Council’'s approval, the FY99 reductions took effect July 1, 1998.

(e) With City Council’s approval, the FY2000 reductions took effect July 1, 1999.

(f) With City Council’s approval, the FY2001 reductions took effect July 1, 2000.

(9) With City Council’s approval, the FY2002 reductions took effect July 1, 2001.

(h) With City Council’s approval, the FY2003 reductions took effect July 1, 2002.

e Forecast. The Five-Year Plan’s wage tax forecast, which is shown in the following table, is
based on five-and ten-year historical average annual growth rates, an econometric forecasting
model, and discussions with economists.

Wage Tax Collection History and Forecast

History Forecast

FY99 | FY00 | FY01 | FY02 | FYO3 | FY04 | FYO5 | FY06 | FYO7 | FY08
PICA Wage Tax | 2339 | 2476 | 2625 | 268.1 | 2755 | 2851 | 295.1 | 3054 | 316.9 | 328.8
City Wage Tax | 934.3 | 973.0 [1,047.2[1,006.0] 1,020.9 | 1,044.8|1,069.2 [ 1,094.1 [1,121.0| 1,149.6
Total Wage Tax | 1,168.2 | 1,220.6 | 1,309.7 [1,274.1] 1,296.4 | 1,329.9 [ 1,364.3 | 1,399.5 {1,437.9( 1,478.4
Tax Rates
Resident 469% | 4.61% | 4.56% | 4.54% | 4.50% | 4.46% | 4.42% | 4.39% |4.35% | 4.31%
Non-resident 4.08% | 4.01% | 3.97% | 3.95% | 3.91% | 3.88% | 3.85% | 3.81% |3.78% | 3.75%

FYO01 collections include $50.5 million in one-time accruals related to the GASB 33 accounting change.
Collection amounts are in millions of dollars.
Source: Office of Budget and Program Evaluation
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The following table illustrates how employment and average wage per employee — the two key
variables considered in formulating the City’s revenue forecasts — changed in FY02, from FY97
through FY02, and from FY92 through FY02.

Wage Tax Forecast Variables - Historical Average Annual Growth Rates

FY01-02 FY97-02 FY92-02
Wage and Earnings Tax Base 1.6% 4.3% 3.6%
Non-agricultural Employment (Phila. City) @ -0.7% 0.5% -0.2%
Average Wage/Employee (Phila. City) 2.3% 3.7% 3.3%
Consumer Price Index (Phila. Metro) 2.0% 21% 2.4%

1)

P The PICA wage tax is included in the base for comparative purposes. The base is also adjusted to reflect changes in tax rates.

The fiscal year 2002 numbers are preliminary.

Source: U.S. Bureau of Labor Statistics and Pennsylvania Department of Labor and Industry

Employment declined by an average of 0.2 percent per year from FY92 through FY02, with that
decline beginning to reverse by 1997 as the city registered job growth of 0.5 percent annually
from FY97 through FY02.

Employment growth began to flatten during the middle of FY01 and declined during FY02.
However, Philadelphia’s employment situation appears to have stabilized in the summer and fall
of 2002. Employment variance compared to the previous year is at its smallest negative value in
nearly two years, and after seasonal adjustment November 2002 employment was approximately
equal to employment in December of 2001.

The average wage per employee increased by about 2.3 percent in the last year, 3.7 percent per
year over the past five years, and by 3.3 percent per year over the past ten years. These wage
increases have led to a growth in wage tax revenues, thereby offsetting declines in employment
and the revenue impact of the City’s tax reduction program. The Five-Year Plan forecast
assumes that average wage-per-employee growth will be between 3.5 percent in FY04 through
FY06 and 3.75 percent annually in FY07 and FY08. REMI, the City’s econometric forecasting
model, supports the City’s job and wage growth projections, predicting a 4.3 percent average
annual growth in wages-per-employee through FY08. The REMI model assumes a return to
national economic growth for the Plan period rather than continued national economic
contraction. As a result, the model predicts employment growth of 0.7 percent annually. The
Plan, however, is slightly more conservative than the REMI model, assuming gradual recovery
into FYO03 and projecting flat employment growth over the course of the Plan.

The following table shows the assumptions underlying the City’s wage tax forecast.

FY04 FY05 FY06 FY07 FY08

Avg. Wage/Employee Growth 3.5% 3.5% 3.5% 3.75% 3.75%

+ Employment Change 0.00% 0.0% 0.0% 0.0% 0.0%
= Gross Growth Forecast 3.5% 3.5% 3.5% 3.75% 3.75%
- Effect of Tax Cut -0.83% -0.84% -0.85% -0.85% -0.86%
= Net Growth Forecast 2.67% 2.66% 2.65% 2.9% 2.89%
Fiscal Health

Page 23




e Wage tax rate reductions. While the Plan calls for the City to continue its incremental
wage tax reduction plan through FY08, much steeper reductions are required to allow the
City to make substantial strides toward being more competitive. Unfortunately, the City
cannot afford to make dramatic reductions without making substantial cuts to important
services.

A cut to 3.5 percent, for example, would reduce the City’s revenues by well over a billion
dollars. The only way the City can make those kind of cuts without sacrificing services is if
the state implements a comprehensive tax reform proposal. The City would also be more
able to absorb a cut if the state assumed costs for a unified judiciary system as required by
two Supreme Court orders.

If the state assumed the costs for the First Judicial District, the Register of Wills and the
Clerk of Quarter Sessions, as ordered by the Pennsylvania Supreme Court, the City would be
able to reduce the wage tax rate to 4.11 percent for residents and 3.5736 percent for
nonresidents.

The City will continue to advocate for both statewide tax reform and the state’s assumption
of its responsibility for court financing. The Administration is committed to working with
the business community and City Council on these crucial issues.

Real Property Tax

The real property tax is the General Fund’s second largest source of tax revenue, accounting for
an estimated $356.7 million in FY03, or almost 20 percent of all General Fund tax revenue. The
tax is levied on behalf of both the School District and the City’s General Fund at a combined rate
of 8.264 percent of the assessed value of residential and commercial property. Of this rate, for
FYO02 and prior years, the General Fund’s share was 3.745 percent and the School District’s was
4.519 percent. For FY03 through FY08, the General Fund share is 3.474 percent and the School
District's is 4.79 percent. This millage shift was made to provide the School District with $25
million of the $45 million in additional funding the City pledged to provide to the District as part
of its School District agreement with the state.

Residential assessments, including condominiums, account for approximately two-thirds of all
real property tax revenue, while commercial assessments provide the remaining third. Each
November, the Board of Revision of Taxes (BRT) certifies what it believes the assessments will
be in the upcoming tax year. As the year progresses, BRT adjusts the assessments because of
additions to the tax rolls and reductions in assessments that it grants in response to requests from
commercial and residential property owners and as a result of Court of Common Pleas decisions
on appeals of assessments. The Revenue Department’s net billings for each year reflect these
adjustments.

As the following table shows, real estate billings have steadily increased each year since 1999.
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Growth in Real Estate Tax Assessments, 1998-2003
1998 1999 2000 2001 2002 2003

Certified Assessments 9,201 9,241 9,452 9,741 10,159 10,621
Growth Over Prior Year -0.2% +0.4% +2.3% +3.1% +4.3% +4.5%
Adjustments (124) (61) (70) (62) (-160) N/A
Net Billings 9,077 9,180 9,382 9,679 9,999 N/A
Growth Over Prior Year +0.4% +1.0% +2.2% +3.2% +3.3% N/A

* Projected based on ten months of data.
Assessments in millions of dollars; years are fiscal years.
Source: Board of Revision of Taxes, Department of Revenue, and Office of Budget and Program Evaluation

Since 1999 the value of assessment increases has grown because of a strong residential and
commercial real estate market combined with improved assessment techniques employed by the
Board of Revision of Taxes. The BRT has created an enhanced sales data system to refine the
editing of sales data from sheriff sales, blanket transactions and family transfers. Unverified sales
are now distributed to evaluators for review and editing. The Board has also developed defined
Geographic Market Areas (GMAs), which allow for much greater precision in creating
meaningful groupings of parcels. These improvements have led to better market data.

The following table shows real property tax collections since FY99 and shows the Plan’s forecast
through FYO0S.

Real Property Tax Revenue History and Forecast

History Forecast
FY99 FYO0 FYO1 FY02| FYO03 FY0O4 FY05 FY06 FYO07 FYO08

Current 311.9 3159 32538 333.2| 326.1 3341 3409 3472 353.0 35838
Prior 2 30.7 37.7 37.6 40.4 30.5 30.5 30.0 29.0 29.0 28.0

Total 342.6 353.6 363.4 373.6 356.6 364.6 3709 376.2 382.0 386.8

' The decline in current collections from FY02 to FYO03 is due to the School District millage transfer.

2 Structured tax lien sale proceeds are included in prior year history as follows: FY00 $8.0 million, FY01 $9.0 million and FY02 $7.9
million.

Collection amounts in millions of dollars.

Source: Office of Budget and Program Evaluation

e Forecast. The commercial real estate sector appears to be relatively stable despite the
national recession. Vacancy rates for office buildings in the Central Business District (CBD)
stood at 11.5 percent in the third quarter of 2002, up slightly from the 10.1 percent
experienced in the third quarter of 2001 but well below the peak rate of 18 percent recorded
during the earlier 1990’s.

Certified assessments for 2003 are 4.5 percent higher than in 2002 due in part to rapidly
escalating property values in many sections of the City. The real estate market has seen
dramatic increases in value over the past five to seven years in locations in the City where
demand outpaces supply. Increased assessments are necessary to allow the Board of
Revision to keep pace with current market conditions and to achieve its mandate to place fair
and equitable market values on every property in the City. While there has been much
discussion concerning this year’s assessment increases and the process used to derive them,
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almost 80 percent of all market value increases for 2003 are less than 20 percent. In response
to the assessment increases, starting in FY03 the Revenue Department will implement a one-
year real estate tax deferral program for all property owners whose residential assessments by
the Board of Revision of Taxes increased in excess of 15 percent from the prior year
assessment. During the year, the Department will establish regulations and procedures for
the rollout of an on-going Real Property Tax Deferral Program as defined in Bill Number
020579, introduced by Councilman Rizzo, which would allow homeowners who meet certain
financial guidelines to defer increases in their tax bill of over 15 percent until their homes
change ownership.

The Plan assumes that commercial assessments will increase by an average of 1.6 percent
annually through FY08, and residential assessments will grow be slightly more than 2
percent annually through FY08. Combined residential and commercial assessments are
forecast to grow an average of slightly less than 2.0 percent per year throughout the Plan
period.

Business Privilege Tax

The business privilege tax (BPT) is the General Fund’s third largest tax revenue source,
contributing an estimated $296.6 million in FYO03, or 15.2 percent of the City’s tax revenue. The
BPT is a composite tax on net income and gross receipts, which varies depending on industry
classification. The current standard rates are 0.23 percent on gross receipts and 6.5 percent on
net income, although there are numerous exceptions. Regulated industries such as financial
institutions and public utilities are taxed at the lesser of either 0.23 percent of receipts or 6.5
percent of net income; non-regulated industries, such as manufacturers, wholesalers, and
retailers, can opt for an alternative tax on receipts that lets them subtract certain product and
labor costs from their receipts for purposes of their tax calculation. Due each April, the BPT is a
tax for the privilege of doing business in the current year, although it is based on the prior year’s
financial results.

Business Privilege Tax Collections History and Forecast

History Forecast

FY98 FY99 FYO00 FYO01 FYO02 FYO03 FY04 FYO05 FY06 FYO7 FY08
Current 214.0 233.9 251.7 275.5 273.8 274.6 274.3 274.7 276.9 281.3 285.1
Prior 23.4 20.7 38.4 38.5 22.0 22.0 22.0 21.0 21.0 20.0 20.0
Total 237.4 254.6 290.1 314.0 295.8 296.6 296.3 295.7 297.9 301.3 305.1
Tax Rates
Net Income 6.500% 6.500% 6.500% 6.500% 6.500%| 6.500% 6.500% 6.500% 6.500% 6.500% 6.500%
Gross Receipts  0.295% 0.287% 0.278% 0.265% 0.253%| 0.230% 0.210% 0.190% 0.175% 0.163% 0.150%

FYO01 collections include $4.5 million in one-time accruals related to the GASB 33 accounting change.
Tax collection amounts in millions of dollars.
Source: Office of Budget and Program Evaluation

BPT collections grew significantly for several years, benefiting from the strength of corporate
profits, but that growth ended in FY02. Current revenues grew by 7.6 percent in FY00 and 9.4
percent in FYO01 even with the tax cut that has been made annually since 1996. Without the tax
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cut, growth would have been 9.3 percent in FY00 and 11.4 percent in FY0O1. However, in FY02
as a result of the national recession, the BPT tax base grew only one percent, reflecting
dramatically reduced corporate earnings. The Plan assumes the BPT tax base will experience
modest growth of two percent in FY03, based on improved projections for corporate earnings
and then rebound to growth rates between 3.5 and 4.5 percent for the remainder of the Plan.

In an effort led by Councilwoman Reynolds-Brown and with the Administration’s support, City
Council and the Pennsylvania General Assembly both passed legislation in 2002 that will
simplify the BPT filing process for new businesses in Philadelphia. Beginning with FY03 tax
returns, new businesses no longer need to file two separate BPT returns for two different years
on the same date — a confusing process that resulted in improper filing by approximately half of
the City’s 10,000 new businesses each year. The Revenue Department projects this change will
be revenue neutral.

e Tax cuts. Aspart of the first eight phases of the City’ s multi-year incremental tax reduction
program, the rate on the gross receipts portion of the BPT was reduced annually, going from
.325 percent before the program started in FY 96 to .23 percent in FY03. In addition, in 1996
the tax cut program also changed the methodology for calculating afirm'’ s tax liability by
double-weighting the gross receipts factor in the BPT’ s net income calculation. This change
in methodology has reduced the liability of firms located in Philadelphia. There are three
factors used in determining the percentage of net income attributable to Philadel phia
operations — property, payroll, and receipts — and before January 1, 1996, each was equally
weighted. The revised calculation was particularly beneficial to firms that have alarge
amount of property and alarge number of employeesin the City.

As the following table shows, the Administration’s tax reduction program proposes to cut the
tax rate on gross receipts to 0.21 percent in FY04 and then to lower it to .15 percent by FY0S,
a reduction of almost 54 percent from the FY96 level. The Plan continues the escalated rate
reductions introduced in the FY03-FYO07 Five Year Plan. The City’s REMI model, a survey
done by the Commerce Department and discussions with economists have all shown that the
gross receipts portion of the business privilege tax is particularly onerous. The gross receipts
tax imposes a harsh burden on city businesses, particularly small businesses and new
companies struggling for profitability. As a general rule the tax cannot be “shifted” onto firm
customers, since those customers can always purchase the good or service from a non-
Philadelphia business, with the exception of some retail and service businesses that can shift
the tax to low-income and senior citizen consumers with relatively little mobility. High
volume, low margin businesses are particularly penalized, as the tax can represent a
significant portion of their pre-tax profit margin — a higher proportion than that imposed by
the net income tax. Empirical research by Robert Inman of the Wharton School of Business
and his colleagues indicates that accelerated reductions in the gross receipts tax could act as a
job creation program, stimulating the Philadelphia economy and providing tax revenue gains
that may help offset the short-term revenue effects of the tax rate reductions. The revenue
forecasts in this Plan do not rely on any such offsetting revenues, which are speculative in
nature.
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Business Privilege Tax (BPT) Rate Reductions* — Actual & Proposed
Gross Receipts Rate Change from FY95 Gross Reduction in Total BPT
Fiscal Year (FY95-FY08) Receipts Rate Burden**
1995 .3250%
1996 .3000% -7.69% -5.14%
1997 .2950% -9.23% -5.85%
1998 .2875% -11.54% -6.90%
1999 2775% -14.62% -8.28%
2000 .2650% -18.46% -10.00%
2001 .2525% -22.31% -10.70%
2002 .2400% -26.15% -12.88%
2003 .2300% -29.23% -16.23%
2004 .2100% -35.38% -18.11%
2005 .1900% -41.54% -19.07%
2006 1750% -46.15% -21.18%
2007 1625% -50.00% -23.00%
2008 .1500% -53.85% -24.77%
TOTAL REDUCTION 1996-2008 -53.85% -24.77%
* The Business Privilege Tax consists of a tax on gross receipts combined with a tax on net income. The proposed rate reductions
affect only the rate of the gross receipts portion of the tax.
** This percentage includes the effects of (1) the reductions in the gross receipts portion of the BPT and (2) the double weighting of
the sales factor in calculating the net income portion of the BPT.
Source: Office of Budget and Program Evaluation

e Forecast. Of al City taxes, the BPT is probably the most volatile and difficult to predict.
An accurate assessment of each fiscal year's results is not possible until the end of April. In
addition, about 60 percent of BPT collections are derived from the net income component,
which fluctuates depending on corporate profits and the use of net losses that businesses are
allowed to carry forward into a succeeding year to offset tax liabilities.

The Five-Year Plan forecast assumes that base growth in business privilege taxes will
average 4.1 percent annually for the life of the Plan before the effects of the tax cut are
included. This forecast assumes that the tax base before the effect of cuts will improve
slightly in FYO03 and continue a gradual rebound over the life of the Plan.

Sales Tax

The sales tax is the General Fund’s fourth largest tax revenue source, accounting for almost six
percent of all tax revenues. The state legislature authorized imposition of a local one percent
sales-and-use tax under the PICA Act of 1991, and the tax was first collected in October 1991.
The local sales tax is collected by the state and remitted to the City monthly.
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Sales Tax Collections History and Forecast

History Forecast
FY99 FY00 FYO01 FY02 FY03 | FY04 FY05 FY06 FY07 FY08
101.4 103.7 [ 111.3 108.1 110.8 [ 113.6 116.4 119.3 122.3 1254
Growth 2.3% 7.3% -2.9% 2.5% | 2.5% 2.5% 2.5% 2.5% 2.5%

Amounts in millions of dollars.
Source: Office of Budget and Program Evaluation

e Forecast. Sales tax revenues are projected to increase by 2.5 percent annually between
FY04 and FYO08, reflecting the assumed inflation rate. Collections are projected to rebound
in FYO03 to pre-recession levels. The City’s REMI model, which forecasts disposable income
— a key predictor of sales growth — shows a 3.5 percent average annual increase in disposable
income between 2002 and 2008 for city residents.

Real Property Transfer Tax

The real property transfer tax (RPTT) is a tax on the sale of real property in the city. The RPTT
generates slightly more than five percent of the City’s tax revenues. The current rate is 3.0
percent on the value of property transferred.

e Forecast. Revenuesfrom the RPTT have skyrocketed over the past year. In response to the
weak stock market investors and pension funds are turning to real estate as a safer
investment.

FYOTI collections of $77.0 million included several large commercial transactions such as the
Aramark Tower and the Fidelity Building. In FY02 collections topped $96 million with
large commercial transactions fueling the increase. Two transactions involving Liberty Place
accounted for $8 million in RPTT revenue. Through the first six months of FY03 this trend
continues. In 2002 there have been eight large commercial real estate sales of over $760
million, including 1818 Market Street, 1650 Arch Street, 11 Penn Center, and 1528 Walnut
Street. As the following table shows, RPTT collections are assumed to grow at
approximately 2.5 percent per year from FY06 through FYO08, after the tax base declines in
FY04 and FYO05 to levels more consistent with historic trends.

Real Property Transfer Tax History and Forecast

History Forecast
FY99| FYO00| FYO01 FY02] FYO03| FYO04 FYO05 FY06 FYO07 FY08
Collections 74.9 77.7 77.0 96.7 99.0 93.0 90.0 92.2 94.5 96.9
Tax Rate 3.00%| 3.00%| 3.00%| 3.00%] 3.00%| 3.00%| 3.00%| 3.00%| 3.00%| 3.00%
Growth Over
Prior Year 3.7%| -0.9%| 25.6%)] 2.4%| -6.1%| -3.2% 2.5% 2.5% 2.5%

Amounts in millions of dollars.
Source: Office of Budget and Program Evaluation
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Non-Tax Revenues

Local non-tax revenue collection initiatives have played an important role in increasing the
City’s revenues since FY92. These initiatives have included improved license and permit fee
enforcement and fee increases by the Department of Licenses and Inspections; the Public
Property Department’s cable television franchise fee; improved EMS collection efforts, and
increased court fees (see the following chart). In part because of these initiatives, local non-tax
revenues have increased over 100 percent from $98.2 million in FY92 to $209.1 million in
FYO02. Collections are projected at $212.7 million in FY03 and $210.6 million in FY04. This
reduction in FY04 is largely the result of the City’s loss of revenue generated by Veterans
Stadium that will begin in FY04. This revenue will be completely eliminated by FY05. This
revenue loss is offset by both a reduction in expenditures, as the City will no longer be
responsible for stadium operations following the completion of the new football and baseball
stadiums, and an increase in tax revenues generated at the new stadiums.

The administration plans to increase various fees, licenses and fines, with City Council approval,
during the latter half of FY03. These increases are needed to ensure that rates and charges
accurately reflect the cost of services. Additionally, improved enforcement initiatives are also
expected to generate new revenues for the City in FY03 and FY04. These increases and
initiatives include:

e Live Stop. Citywide implementation of the Live Stop program began on July 1, 2002. This
program enforces the Motor Vehicle Code through a state law that permits the Philadelphia
Police Department (PPD) to immobilize, tow, and store vehicles of individuals driving
without operating privileges or registration. Live Stop involves coordination across agencies,
including the PPD, Philadelphia Traffic Court, and the Philadelphia Parking Authority.
Drivers who have their vehicle impounded because they can not show a proper driver’s
license or registration must appear in Traffic Court and may not reclaim their vehicle until
they present the necessary documentation to operate a vehicle, including insurance. Since
most individuals that drive without a license also lack insurance, Live Stop should reduce the
number of uninsured motorists on the road, and therefore reduce insurance rates for all
Philadelphians. The Live Stop program is projected to generate $2.6 million in new revenue
in FY03 and $10.8 million over the life of the Plan.

e Updated licenses and inspections fees. City Council has also given preliminary approval to
the Department of Licenses and Inspections’ proposed general fee increase for FY03. This
would be the first general increase in ten years. This fee increase, which is expected to
generate $2.2 million in additional revenue during FY03 and $3.3 million in FY04 and
subsequent years, is tied to the cost of providing inspections and other services, which has
increased in line with inflation by over 30 percent in the last ten years. At the same time fees
for single-family residential building permits and fast form permits will be reduced. The fee
increases will reimburse the General Fund for the cost of the services provided by the
Department, in keeping with the City Charter, and they will also help the Department
implement an automation program that is detailed further in the Licenses and Inspections
chapter.
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e Updated records fees. With City Council’s approval, the Department of Records has
increased the fees for recording deeds, mortgages and satisfactions to accurately capture the
cost of technology upgrades. This initiative is projected to generate $2.9 million annually.

e Updated parking fines. The Administration has proposed raising fines for parking
violations for the first time since 1991, when a dollar was worth 33 percent more than it is
today. The existing fines are no longer an effective deterrent to parking illegally, and drivers
often decide that the risk of a fine at existing levels is cheaper than parking legally and
safely. The fine increases range from $5 to $15 for most violations, with an increase of $25
for the cost of a boot or tow. Raising the fines is expected to also generate $3.2 million in
additional annual revenue, while improved enforcement of other traffic-related regulations is
expected to generate $2.8 million in additional annual revenue.

While the fine increases may generate revenue for the City, Parking Authority revenues have
become a major risk in this Plan. The Authority is supposed to remit revenues to the City
monthly, but it has only made one payment, totaling $3 million, in FY03. In FY02, the
Parking Authority had paid $9.4 million to the City by the end of December. The Plan
includes $95 million in parking violation fine revenues from FY04 through FY0S.

¢ Increased Free Library fines. Effective January 1, 2003, the Free Library of Philadelphia
increased its fines for overdue materials for the first time in ten years. The intent of the fine
increase is to encourage on-time return of materials, thereby keeping more materials on-hand
and in circulation. The fine increase is also expected to generate over $300,000 per year in
revenue for the Free Library Foundation, which will be used to improve the collection by
purchasing materials that otherwise would be purchased with General Fund dollars.

Increases in Local Non-Tax Revenues
FY92- FY02
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Neighborhood Transformation And Blight Elimination
Overview

In April 2001, Mayor Street unveiled his Neighborhood Transformation Initiative (NTI), a strategy to
preserve and rebuild Philadelphia’s neighborhoods as thriving communities with clean and secure
streets, vibrant retail, recreational and cultural outlets, and quality housing. NTI addresses the
unprecedented technological, economic and demographic changes of the past fifty years that have
undermined the stability of Philadelphia’s neighborhoods. The initiative demonstrates the Mayor’s
commitment to protect the health, safety and welfare of Philadelphia residents while stabilizing and
revitalizing their neighborhoods. NTI takes a multi-faceted, comprehensive approach that stresses
interagency cooperation and coordination in addressing every aspect of neighborhood development.
The initiative also creates opportunities for government and citizens to work together, restoring civic
pride and building community spirit. Through its various activities, the Neighborhood Transformation
Initiative is helping Philadelphia’s neighborhoods meet their potential as clean, safe, and thriving
places to live, to work, and to play.

Nature of the Problem

Today, many Philadelphia neighborhoods are in a state of decline. Long-term historic changes in the
global, national, and regional economy initiated Philadelphia’s decline. When the pace of change
overtook the City’s capacity to adjust, the decline accelerated. Over the past fifty years, suburban
growth and the demise of industrialization resulted in a flight of population and jobs from Philadelphia.
Despite these changes, the service systems critical to neighborhood development were never
redesigned to meet the needs of a changing city. Responsibility for neighborhood development is
divided among multiple City agencies and departments that follow outdated procedures and processes.
Solving the problems in Philadelphia’s neighborhoods requires a dramatic change in government
structure, policies, and priorities.

Overview of NTI’s Six Framework Goals

The Neighborhood Transformation Initiative establishes a framework for investment and growth with
six goals to revitalize Philadelphia’s neighborhoods and to change the way City government operates.
Each of these goals is discussed in depth below:

Goal 1: Neighborhood Planning.
Facilitate and support community-based planning and the development of area plans that reflect
citywide and neighborhood visions.

Goal 2: Blight elimination.
Eradicate blight caused by dangerous buildings, debris-filled lots, abandoned cars, litter, and graffiti
to improve the appearance of Philadelphia streetscapes.

Goal 3: Blight prevention.
Advance the quality of life in Philadelphia neighborhoods with a targeted and coordinated blight
prevention program.
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Goal 4: Land assembly.
Improve the City’s ability to assemble land for development.

Goal 5: Neighborhood investments.
Stimulate and attract investment in Philadelphia neighborhoods.

Goal 6: Leveraging resources.
Leverage resources to the fullest extent possible and invest them in neighborhoods strategically.

Neighborhood Planning: Facilitate and Support Community-based Planning and the Development of
Area Plans that Reflect Citywide and Neighborhood Visions

Recognizing that neighborhoods have different needs and priorities, NTI is committed to a
comprehensive community planning effort to inform the public of its revitalization activities. Planning
helps communities sort through and prioritize needs while assisting the City in allocating resources to
meet those needs. The Philadelphia City Planning Commission (PCPC) has incorporated NTI goals
into all planning activities and increased its capacity by adding ten new community planners. In FY04,
the City will:

e Continue planning efforts in 29 neighborhoods. The community planning process addresses
neighborhood assets and challenges and presents opportunities for growth and development. Each
plan includes existing conditions analyses, community priorities, analyses, recommendations, and
implementation strategies. The PCPC, in consultation with City Council, identified 26
neighborhoods and three corridors as “NTI planning areas.” These areas were identified using a
number of criteria, including housing market type, presence of blight, proximity to stable markets,
previous planning efforts, and community involvement. The planning areas, which represent a
variety of needs and strengths, are: Nicetown, Tioga, East Mt. Airy, Germantown, Olney,

Habitat/ ACDC East (North Central Philadelphia), Strawberry Mansion, Brewerytown/ Fairmount/
Francisville, Sharswood, HACE (North of Lehigh/around 5" Street commercial district),
Hawthorne/Universal (South of South Street Neighborhood), Point Breeze, Jefferson Square/7™
Street Corridor, Kingsessing and West Shore, Mantua, West Powelton and Saunders Park,
Overbrook/Carroll Park/Haddington, Wynnefield, West Parkside, Frankford, Wissinoming, Upper
Holmesburg, Crescentville — Cedar Grove, Fox Chase/ Burholme/ Lawndale/ Upper Northwood,
Parkwood Manor, Chinatown North/ 10" Street, North Broad Street/ Avenue of the Arts North,
Lancaster Avenue from 52™ to 63" Streets, and the Philadelphia Amtrak Rail Corridor.

In FY03, PCPC community planners completed existing conditions surveys and began meeting
with neighborhood residents in each of the 29 NTI planning areas. Each area required a different
level of planning services. Some areas need to update existing plans, while some areas have never
established a community plan. In FY03, the PCPC initiated planning processes in the
neighborhoods that have not previously developed community plans - Strawberry Mansion, Tioga,
and Lawndale. Among other FY03 activities, PCPC staff completed formal planning reports and
blight certification for new redevelopment areas in Point Breeze, Brewerytown, and Frankford
Creek; completed a draft plan for Avenue of the Arts North and “State of the Area” reports for
South, Northeast and North Philadelphia; and participated in 23 neighborhood planning processes,
advisory committees, and boards. PCPC staff continues to provide technical assistance to
neighborhood-based organizations, individual citizens and elected officials.
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e Collaborate with the Delaware Valley Regional Planning Commission (DVRPC). The
DVRPC is committed to creating a comprehensive vision for the future growth of the Philadelphia
region. In support of NTI, the William Penn Foundation provided DVRPC with a $350,000 grant
for Philadelphia neighborhood planning. DVPRC will use these funds to sponsor neighborhood-
planning processes in three NTI priority areas: Chinatown, East Mt. Airy, and Powelton/Saunders
Park. The three neighborhood plans will be completed in early FY04. The DVRPC is also
supporting other city planning efforts with Transportation and Community Development Initiative
(TCDI) grants. TCDI grants support local planning, design, feasibility studies or other analyses
that increase the demand or improve the market for redevelopment and improve the efficiency or
enhance the regional transportation network. In FY03, TCDI grants of $100,000 and $70,000,
respectively, were awarded to the Empowerment Zone to fund an in-depth planning process for a
revitalized Girard Avenue commercial corridor and to the PCPC to fund a study of land
development codes.

e Update land development codes. Philadelphia’s 1950s-era development codes are outdated for
today’s development activities and can impede the redevelopment process. Deficiencies in the
development code are most apparent in mixed industrial and commercial use areas adjacent to the
city’s commercial corridors, centers, and districts. Code modernization could provide better
reinvestment guidelines for these areas and reinforce the transportation efficiencies that these areas
naturally provide. During FY03, the PCPC will contract for a technical study to contribute to an
update of the City’s land development codes. Funded by a TCDI grant of $70,000 from the
DVRPC, this study will focus on best practices from other communities that could be applicable to
Philadelphia. The study will offer preliminary recommendations, including proposed code
language and typical site plans.

¢ Inventory Philadelphia’s commercial corridors. The City’s more than 260 commercial
corridors, strips, and districts represent a wide range of development opportunities and needs.
Updated information is necessary to guide planning efforts for these corridors. Over the next two
years, the PCPC staff will work with the Commerce Department and other agencies to update
PHILASHOPS, an inventory of the city's commercial corridors linked to 2000 Census household
income and population data. This project will be conducted in two phases. In the first phase, which
will take place in FY04, PCPC will survey the commercial corridors in the 29 NTI planning areas,
as well as priority areas named by the Philadelphia Commercial Development Corporation
(PCDC). Data from PHILASHOPS will be integrated into the NTI planning process in these areas.
In FYO0S5, the PCPC will survey the remaining corridors not included in these planning areas.

e Begin implementation of North Delaware Riverfront plan. In November 2001, the PCPC
released a 20-year vision for the renewal and redevelopment of the North Delaware Riverfront. In
FYO03, the PCPC worked with the Pennsylvania Environmental Council, the Managing Director’s
Office (MDO), PennDOT, the Streets and Commerce Departments, City Council and Philadelphia
non-profit organizations on the early stages of implementation. Some ongoing PCPC activities
include: (1) identifying alternative locations for industrial activities currently sited along certain
sections of the Riverfront; (2) advising PennDOT on strategies to align proposed investments in the
ongoing I-95 reconstruction project with both the Riverfront Plan and neighborhood goals; (3)
designing the first part of a ‘river road,” similar to Kelly Drive, in Bridesburg, funded by a $4.5
million federal grant allocated in 1996; and, (4) conducting transit and greenway research to
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identify other investments that could be made along the Riverfront. In FY04, the PCPC will work
with the City’s new Secretary of Housing and Neighborhood Preservation to identify strategically
located parcels that may be suitable for large-scale development on the Riverfront.

Blight Elimination: Eradicate Blight Caused by Dangerous Buildings, Debris-filled Lots, Abandoned
Cars, Litter, and Graffiti to Improve the Appearance of Philadelphia Streetscapes.

Before growth can occur, its impediments must be removed. In the case of neighborhood
development, the greatest impediment is blight in all its forms — vacant buildings, trash-strewn vacant
lots, abandoned autos, litter, graffiti and dangerous street trees. Blight undermines community
stability, depressing property values and creating a perception that an area is unsafe. In order to attract
new residents and new businesses, the City must eradicate blight from its neighborhoods. To pursue
NTTI’s goal of blight elimination, the City will:

¢ Demolish between 8,000 and 10,000 dangerous buildings by the end of FY07. A key
component of NTT is the removal of all known dangerous buildings in the city. The demolition
program will proceed on three guiding principals: (1) conduct demolition in a safe, orderly manner;
(2) minimize community disruption; and (3) structure bid documents to meet goals for community
participation and decrease costs. The City has made many improvements to the bidding process.
Contractors now bid on the entire demolition procedure, including stuccoing, asbestos checks, and
securing ground, all processes that increase accountability and efficiency.

The City projects that it will contract for 2,000 demolitions in FY03. Demolition contractors are
bidding on approximately 19 packages, each ranging from 15 to 150 properties. The actual size
and number of bid packages depends on factors, such as contractor capacity, concentration of
vacant dangerous properties, environmental abatement requirements, and economic opportunity
goals. The direct cost of the residential demolitions for FY03 is approximately $24 million. Despite
improvements to the bidding process, the pace for soliciting community input, assembling
demolition packages, and attracting realistic bids from contractors has been slower than expected.
In FY04-07, the City plans to spend approximately $30 million per year to demolish between 8,000
and 10,000 additional buildings.

¢ Spend $20 million on commercial demolition by end of FY07. In FYO03, the City will spend
approximately $3 million in NTI bond proceeds demolishing commercial/industrial buildings. The
Commerce Department, with City Council input, researched and developed a list of large vacant
commercial/industrial properties for demolition over the next five years. These properties will be
prioritized based on the danger they pose to the community and their potential for redevelopment.
This list will be reviewed and updated annually. The exact number of demolitions cannot be
projected due to the variable costs of commercial demolitions.

e Stabilize between 1,500 and 2,000 properties by end of FY07. Stabilization is a preventative
measure that involves sealing and protecting vacant buildings to prevent their deterioration.
Stabilizing a recently vacant property increases the likelihood that it will be acquired and
rehabilitated, rather than demolished, in the future. The City prioritizes properties in stronger real
estate markets, on blocks with low vacancy rates and without significant environmental or soil
problems for stabilization. The Administration will work closely with City Council to identify
properties for stabilization. In FYO03, the City will complete specifications for stabilizing
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approximately 350 properties, 100 of which will be part of the Community Life Improvement
Program (CLIP). The City plans to spend $3.5 million on stabilizations in FY03 and $30 million
over the next five years, which will enable stabilization of 1,500 to 2,000 buildings.

e Maintain NTI’s ongoing neighborhood streetscape improvement programs. The City will
continue its vigorous efforts to keep streets and properties clean and attractive through the
abandoned auto removal, anti-graffiti, and mural arts programs.

- Abandoned Auto Removal — As of December 2002, 188,215 abandoned vehicles have
been removed from Philadelphia streets since the program began in FY00. In FY04,
the City will continue to remove abandoned vehicles as necessary and continue to
respond to all complaints within 48 hours.

- Anti-Graffiti Network — In FY03 and FY04, the Managing Director’s Graffiti
Abatement Teams will remove graffiti from approximately 88,300 properties and
street fixtures annually.

- Mural Arts Program — The Mural Arts Program will complete 140 murals in FY03,
serving 1,125 participants in art education workshops. In FYO04, the Mural Arts
Program will complete approximately 140 murals and expand program to include
treatment of adjoining vacant lots.

e Enhance the City’s recycling and anti-litter efforts. Litter prevention and recycling are
anchors of NTI’s ongoing goal of removing blight from Philadelphia’s neighborhoods. The
City is currently involved in a three-year publicity campaign to increase participation in
recycling programs and to curb littering. From FY02-FY 04, the Streets Department received
$1.2 million per year from the PA Department of Environmental Protection (DEP) for a
series of television, print, and radio advertisements aimed at promoting the City’s recycling
program. This campaign has succeeded in increasing recycling; the City has seen increases
in the tonnage collected every month since April 2002, when compared to the previous year.
In FY04, the City will tailor its advertising campaign to specific neighborhoods and
demographic groups; $250,000 of the $1.2 million in DEP funds will be spent on community
litter awareness education. In addition, the Streets Department will continue to fund Keep
Philadelphia Beautiful, an anti-litter and recycling advocacy organization, to promote the
City’s recycling and anti-litter efforts.

e Continue vacant lot maintenance and begin new phase of the “Green City Strategy”. In
FY04, the City will continue to clean and maintain Philadelphia’s 32,000 vacant lots, ensuring that
the lots meet a City standard developed in FY0O that keeps them, “reasonably free of debris”. Six
to eight community and faith-based organizations will supplement existing efforts on 2,000 to
3,000 lots maintenance beginning in FY04. Working with the Pennsylvania Horticultural Society
(PHS), the City will make an additional effort to stabilize and beautify vacant lots. Basic lot
stabilization involves placing a minimum of six inches of topsoil, grass seed, trees and low wooden
rail fencing at the lot. The efforts of the City and PHS are coordinated through the “Green City
Strategy,” a public/private partnership that involves community residents, organizations, and
businesses in: (1) cleaning and monitoring vacant lots; (2) stabilizing and greening select vacant
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lots; (3) landscaping community gateways; (4) planting street trees; (5) improving municipal parks
and public spaces; and (6) planning open spaces. In FY04 and FYO05, the City will develop an
action plan for six geographically diverse target areas. In choosing target areas, the following
criteria were considered: (1) location of designated NTI priority planning and demolition areas; (2)
presence of strong community focused organizations; (3) concentration of public and private
investments; and, (4) existing green spaces. The six target areas are: Eastern North Philadelphia,
Frankford, Mt. Airy, North Central Philadelphia, West Philadelphia/ Mantua, and the Hawthorne
and South of South Street neighborhoods.

The collaboration between the City and PHS began in April 2000. Since then, teams of volunteers,
community groups, businesses, and City services personnel have stabilized 400 parcels,
approximately 12 acres, in the American Street Empowerment Zone and an additional 3 acres in
the six targeted areas. In FY04, the City will stabilize and green approximately 15 acres of land
citywide. The City plans to spend $2.5 million from the General Fund for all FY04 greening
activities.

e Continue to remove and prune dangerous street trees and increase citywide street tree
planting. Of the City’s 250,000 street trees, approximately 8,500 dead and dangerous trees were
in need of removal in 2001. In addition, approximately 2,500 new trees decay and become
dangerous each year. The City will eliminate the backlog of dangerous trees by the end of FY06. In
both FY03 and FY04, the City will remove 4,100 dangerous trees and prune 14,000 more. The
City’s goal is to move from a 17-year pruning cycle to a 10-year cycle and prune 25,000 trees
annually beginning in FY06. The City will also enhance citywide tree planting efforts. In late
FYO03, the Mayor will launch Operation Green Streets. Through this program, the Mayor’s Office
will partner with the Philadelphia Horticultural Society, Fairmount Park Commission, Philadelphia
Housing Authority, Department of Recreation, Office of Housing and Community Development
(OHCD), and School District, to plant between 4,000 and 5,000 street trees by early FY04.
Funding for the first year of Operation Green Streets will come from the operating budgets of the
involved departments and agencies. Tree planting efforts will continue through FY08.

o Establish Philadelphia Green Fund. In FY04, the Administration will announce the launch of the
Green Fund. The Green Fund will be a fundraising and public awareness campaign to raise private
sector funds to support tree planting and greening in Philadelphia neighborhoods. To support the
Fund, individuals, corporations and foundations will be asked to “Sponsor a Tree” at $250 to $500
per tree. Contributors will have the opportunity to support other greening activities, such as
gateway improvements on commercial corridors, greenways in residential areas, bulb plantings
(such as the PHS’s “10,000 Daffodils Project”), community gardens, and mural gardens.

Blight Prevention: Advance the Quality of Life in Philadelphia Neighborhoods with a Targeted and
Coordinated Blight Prevention Program that Enforces City Codes and Abates Public Nuisances

Blight elimination is inherently reactive, expending scarce resources without addressing the root
causes of blight. Blight, whether illegal dumping, property maintenance or zoning violations, often
begins as a small, manageable problem on a single property. However, when small problems are not
addressed, they quickly become large and unmanageable, negatively affecting the entire
neighborhood’s quality of life. As part of NTI, the City will institute comprehensive process changes
to prevent blight from appearing in Philadelphia’s neighborhoods.
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o Improve administrative capacity of code enforcement agencies. The City’s code enforcement
system includes the Departments of Licenses and Inspections (L&I), Health, Public Property,
Streets, and Police, the Redevelopment Authority, and Public Housing Authority. These agencies
and departments historically did not adequately coordinate their activities, reducing the
effectiveness of the overall system. In FYO03, the City implemented the “L&I — Law Department
Training Program” to train L&I inspectors on evidentiary and due process requirements, inspection
procedures, and current code law. The program was created to improve coordination between L&I
and the Law Department in facilitating the prosecution of egregious code violations. In FY03, 193
L&l inspectors and supervisors took part in this training program, which used existing City
resources and personnel. In FY04, training will emphasize code due process requirements specific
to NTI work such as demolition and CLIP.

e Address quality of life issues in Philadelphia neighborhoods. In some neighborhoods, quality
of life violations, such as broken windows, high weeds, trash set out early, and dumping on private
property, are more pervasive than the vacancy and abandonment issues that affect other
neighborhoods. The Community Life Improvement Program (CLIP) is an aggressive new program
to address and abate public nuisances to improve the overall appearance of Philadelphia’s
neighborhoods. CLIP inspectors use methods of public education, enforcement, and abatement to
address these quality of life issues. Under the direction of the MDO, L&I, the departments of
Police, Streets, Water, Fire and the Fairmount Park Commission work collectively to increase
citizen compliance with health and safety ordinances through the serving of violation notices and
the imposition of fines to ensure compliance. CLIP was launched at the end of FY02. As of the
first half of FY03, inspectors had written 7,047 code and 2,428 sanitation violations.

By the end of FY03, the City will launch NTI quality of life improvement programs tailored to
address public nuisances specific to the City’s different communities. These programs will
represent a coordinated effort among the Mayor’s Office, the MDO, Law Department, several of
the operating departments, members of City Council and community residents. All stakeholders
will work together to identify and prioritize quality of life and public nuisance issues specific to
areas within each Councilmanic District and direct public services to address those issues.

e Clean-up Amtrak Railway Corridor. Property surrounding railway lines is a frequent target for
short dumping and therefore a significant contributor to neighborhood blight. The Law and Streets
Departments are encouraging railway companies to contribute staff or financial resources to clean
up efforts on railway lines. As a result of these efforts, Conrail has committed $200,000 from their
anticipated tax refund to a railway clean up project in Port Richmond and Kensington. In FY04,
the City hopes to reach similar agreements with SEPTA and Amtrak.

e Begin repairing dangerous retaining walls. State law requires that property owners be
responsible for the cost to maintain, repair or reconstruct private property (“the private
infrastructure”), which includes retaining walls, alleyways, driveways, curbs, and sidewalks.
However, the high costs associated with such repairs has been a deterrent for some property
owners. In cases where private infrastructure such as a retaining wall becomes a public safety
hazard, the City will intervene. The NTI FY03 budget includes $1 million for retaining wall repairs
and will produce an analysis of alternative strategies for funding the repair of curbs, sidewalks,
driveways, and alleyways. The Streets Department has compiled and prioritized a list of retaining
walls in need of repair and has completed design specifications for the repair of three walls. The
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three walls are a part of a demonstration project that will cost approximately $400,000. In FY04,
the MDO, Streets Department, and Mayor’s Office will continue to explore best practices for
repairs to driveways, curbs, sidewalks, and alleyways.

e Expand the City’s efforts to combat predatory lending. Predatory lending is the practice of
charging excessive interest rates and up-front fees on home loans. These practices target
vulnerable, financially unsophisticated homeowners, draining equity from communities and often
forcing homeowners to foreclose, which increases vacancy rates throughout the city.

In June 2002, the City announced its participation in the “Don’t Borrow Trouble” campaign,
sponsored by Freddie Mac, a secondary mortgage buyer. Freddie Mac provided a $25,000 grant to
set up a public information hotline for homeowners who are planning to take out a home
improvement/debt consolidation loan or suspect they are victims of predatory loans. Hotline
operators at Philadelphia Legal Assistance (PLA) have fielded over 800 calls from June through
December 2002. PLA expects to receive an additional 800 calls for the six-month period through
June 2003. Callers to the hotline are given advice on their loans, and, when necessary, referred to
one of 60 anti-predatory loan counselors. In addition, the City provided $420,000 to 13 agencies
for loan counseling efforts in FY03. In FYO03, the City used Community Development Block Grant
funds to provide three support mechanisms to help housing counselors with complicated predatory
lending issues. The Homeownership Counseling Association of the Delaware Valley (HCA)
received a $100,000 contract with the City to provide introductory and advanced training in anti-
predatory lending counseling. Community Legal Assistance, a PLA agency, was funded $50,000
for three attorneys to provide expert legal advice to the counselors. Also in FY03, the City paid the
Reinvestment Fund $15,000 to periodically review complicated cases with the counselors. In
FY04, the City will begin an extensive public education campaign to raise awareness about
predatory lending practices and promote alternative loan products such as the Philadelphia Home
Improvement Loan. This campaign will include water bill stuffers, print advertising and a press
event.

In FYO03, the City expanded its anti-predatory lending committee, which seeks to coordinate anti-
predatory lending efforts in Philadelphia, to include representatives from the U.S. Department of
Housing and Urban Development (HUD), the U.S. Attorney’s Office, and the Philadelphia District
Attorney’s Office. The City also awarded contracts to third party agencies to offer needed services
to victims of and those most vulnerable to predatory lending. The contracts awarded include
$500,000 to the Greater Philadelphia Urban Affairs Coalition to provide home improvement
financing to borrowers who have marginal credit history, and $250,000 to a collaboration of The
Reinvestment Fund, Association of Community Organization for Reform Now (ACORN), and
HCA to help victims of predatory lending refinance.

Land Assembly: Improve the City’s Ability to Assemble Land for Development

NTTI’s success will depend on the City’s ability to facilitate private investment to redevelop vacant
land. This process is twofold: (1) the City must be able to assemble contiguous parcels of land large
enough for significant commercial, industrial or residential investment; and (2) the City must
streamline land acquisition and disposition processes. In FY04, the City will take the following steps
to promote the NTI goal of land assembly:
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e Incorporate lessons from the American Street Empowerment Zone land assembly
demonstration. As a case study to better understand the difficulty of assembling land in
Philadelphia, the Empowerment Zone and the Commerce Department set out to assemble 72
individual, formerly vacant and blighted parcels to create one 3.5-acre site to permit the
construction of a 60,000 square foot commercial facility in the American Street Empowerment
Zone. The project, which began in February 2001, will be completed in late FY03. The land
assembly effort has presented some significant challenges, including coordinating with multiple
agencies who have different acquisition/disposition processes; securing valid deeds; relying on
complex, time-consuming Sheriff’s Sales; and conducting relocation notifications, which all
hindered the process. As a result of this project, the City is reviewing the strategies of
communication to community residents and community involvement in the planning and land
assembly process. The City is also reviewing how the methods of acquisition (e.g., Sheriff’s Sale,
spot condemnation and eminent domain) can be improved. Findings from this project will be
incorporated into the City’s future land assembly policy and practice.

o Institute land acquisition and land banking principles. As part of NTI, the City will acquire
vacant land on a regular and consistent basis. This process will facilitate the City’s efforts to
redevelop land for new commercial, industrial or residential uses. The Interagency Acquisition
Review Team (IART), an interagency collaborative established under NTI, determines acquisition
policy and priorities. The IART, which consists of representatives from the PCPC, RDA, OHCD,
the Department of Commerce, the Empowerment Zone and the Mayor’s Office, reviews
acquisition requests for land banking and specific development projects. All acquisition requests
receive initial approval from City Council. Approved acquisitions are funded by NTI bond
proceeds and managed by the Redevelopment Authority (RDA) through eminent domain
condemnation in accordance with state and local laws.

In the first half of FY03, Council approved the acquisition of 2,510 lots with approximately $14
million in NTI bond proceeds. This represents a 1,300 percent increase in acquisitions over
previous years, when 175 parcels were typically acquired by the RDA each year. Pursuant to these
new acquisition policies, the IART received an additional $43 million in requests for land
acquisition in FY03. Further acquisitions using NTI bond proceeds and recycled funds from RDA
condemnations will be made in FY04-FYO07.

In FY04, the City will begin to transfer title of all city-surplus properties for which there are no
recorded expressions of interest to the RDA to include in the land bank. The establishment of a
land bank entity with the ultimate responsibility for management, maintenance, and marketing of
parcels will be evaluated as part of the overall re-engineering of the City’s housing delivery
systems. Until this entity is formally created, the RDA will serve as the de facto “land bank”.

¢ Institute acquisition recycling program. Most of the property that the RDA will condemn as a
part of NTI is tax delinquent and/or has other municipal liens recorded against it. When the RDA
settles with an owner, or in the case of abandoned property, pays the appraised value of the real
estate, the City collects the outstanding liens up to the appraised value of the real estate.
Beginning in FY03, the Administration will include as part of the City’s operating budget an
amount equal to its projected share of delinquent real estate taxes ($0.45 for each $1.00 collected)
and other municipal liens that will be collected as a result of these RDA condemnations. The City
will reuse revenues generated by these condemnations to fund NTI property acquisitions in FY04-
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FYO07. Beginning in FY04, the City will have approximately $5.6 million available to recycle for
future land acquisitions.

e Develop a vacant property management information system. To efficiently track the
acquisition, assembly and disposition of property, the City is developing a Vacant Property
Management Information System (VPMIS). This system will streamline land acquisition-
disposition processes by (1) eliminating data-entry redundancies and inefficiencies; (2) facilitating
the tracking of a property through the City’s administrative pipeline; and (3) enabling managers to
identify bottlenecks in the system. Thus far, the City has completed data flow analyses of the
acquisition and disposition processes. In January 2003, the City began accessing the first phase of
the VPMIS, a baseline system to track property acquisition and redevelopment processes. When
fully operational, the VPMIS will build on the City’s geographic information system (GIS) to
perform spatial analysis and obtain mapping information efficiently from other City departments
and agencies. The Mayor’s Office of Information Services (MOIS) will use $1.96 million of NTI
bond proceeds to accelerate necessary improvements to the City’s GIS. In FY04, the City will
issue an RFP and hire a consultant to complete the fully integrated VPMIS; the system will be
operational by the close of FY05.

e Continue to propose legislative changes to facilitate urban redevelopment. During FY02, the
RDA and Law Department drafted proposed changes to urban redevelopment law that included: (1)
a reduction in the statute of limitations for property owners to challenge compensation offers for
condemnations; (2) adding “abandoned properties” to the list of vacant properties eligible for spot
taking by the RDA; and (3) providing clear definitions of “abandoned” and “vacant” property.
These changes, which were signed into law in October 2002, provide the City and RDA with key
tools to accelerate the acquisition and packaging of blighted properties.

In FY04, the Law Department will seek the adoption of Common Pleas Court rules for eminent
domain cases to help speed the land acquisition process. In addition, the City will work with the
Pennsylvania Low Income Housing Coalition, which authored a best practices report (funded by
the Pew Charitable Trusts) on reforms to state law that could help Philadelphia exercise greater
control of property in order to eliminate blight and promote development, to create an agenda of
further goals for legislative reform.

Neighborhood Investments: Stimulate and Attract Investment in Philadelphia Neighborhoods

Neighborhood redevelopment will only occur if the City facilitates investment within a cohesive,
comprehensive City strategy for housing and neighborhood preservation and revitalization. In FY04,
the City will take the following steps to stimulate housing investment:

e Create the new Office of Housing and Neighborhood Preservation. The City’s new Secretary
of Housing and Neighborhood Preservation began work on December 9, 2002. The new Secretary
will oversee the reorganization of many of the City’s housing agencies and development of new
mixed income and market rate housing projects. The reorganization will focus on the housing and
neighborhood preservation functions carried out principally by OHCD, RDA, and the Philadelphia
Housing Development Corporation (PHDC). The Office of Housing and Neighborhood
Preservation (OHNP) will become the single point of accountability for designing, articulating, and
implementing an overall housing and neighborhood preservation strategy for the City. The OHNP
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will also encourage an expansion in the production of market rate housing by: (1) facilitating the
private acquisition of property from public and private owners; (2) creating an ombudsman
position to shepherd developers through the City’s various approval processes; and (3) assisting
developers in understanding local housing market trends and developments through better
information data systems and analyses.

e Consolidate small vacant lot acquisition/disposition and maintenance programs. The City has
six distinct programs for the acquisition and disposition of small vacant lots as well as three
maintenance programs, administered by RDA, PHDC, the Department of Revenue, and OHCD.
These programs include the Small Vacant Lot Abatement Program, Gift Property Program, Side
Yard Program, Public Auctions, Urban Garden Program, Maintenance Program, and Community
Caretaker Program. All of these programs receive a substantial volume of applications and
maintain a significant backlog of requests. The City would like to eliminate this backlog and
expedite the process for transferring these lots to individuals and organizations. To this end, the
Mayor’s Office conducted a thorough review of the City’s various acquisition/disposition and
maintenance programs for small vacant lots and made a series of recommendations for
streamlining and consolidating these programs. In FY04, the City will design and implement one
acquisition/disposition program to replace all existing programs.

e Ensure that 3,500 new affordable housing units exist by end of FY07. The City is committed to
providing quality, affordable housing for its most vulnerable citizens — low income, elderly, and
special needs populations. Through OHCD, RDA and PHDC, the City partially funds the
acquisition and production of affordable housing developments. In the first six months of FY03,
39 homeownership, 198 rental, and 25 special needs units were completed for a total of 262 new
housing units. As of December 2002, 427 additional units were under construction including 155
homeownership, 226 rental, and 46 special needs units, for completion by the end of FY03. An
additional 416 homeownership, 615 rental (including elderly), and 205 special needs units were at
some stage of acquisition or planning. These ventures are expected to begin construction in the last
six months of FY03 or during FY04.

e Promote the construction of 2,000 housing units within new urban communities by end of
FYO07. New urban communities are mixed income and offer a variety of housing options: rental,
homeownership, senior and special needs. NTI’s demolition and land assembly activities present
numerous opportunities to construct new, large-scale housing developments throughout
Philadelphia. Five developments consisting of 2,114 new units will begin construction in FY04.
These developments are: 788 units at Mill Creek Hope VI; 400 units at Brewerytown; 230 units at
Capehart; 546 units at Tasker/Gray’s Ferry; and completion of the remaining 151 units at Cecil B.
Moore Homeownership Zone. Half of these new units will be rental properties (including low-
income and senior) and the other half will be homeownership properties.

e Provide financing to developers and homeowners to fund rehabilitation and repairs. Capital
investments are required to preserve Philadelphia’s older housing stock so that remains occupied or
can be sold to new homebuyers. Preservation activities take two forms: subsidies to rehabilitate
vacant properties and assistance to current homeowners so that they can repair and improve their
homes. By the end of FY07, the City will invest in the preservation of 4,500 homes.
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The City will continue to allocate funds to the Homeownership Rehabilitation Program (HRP),
which provides an average subsidy of $25,000 per property for the acquisition and moderate
rehabilitation of vacant houses for sale to low and moderate-income first-time homebuyers. In
FYO03, the City added $2 million in bond proceeds to match $2 million in CDBG funding to HRP.
To encourage maximum production, the expanded program will now be available to non-profit and
for-profit developers. The City also provides financial assistance to homeowners for home
improvements and repairs.

The Philadelphia Home Improvement Loan (PHIL) program lends up to $25,000 at 3 percent and 5
percent rates to existing homeowners. In FY03, the City contributed an additional $2 million in
NTI bond proceeds to the program, expanding the program’s loan capacity to $4 million. The
newly expanded program is open to all city residents, regardless of income. The City is working
with four banks, Fleet, Citizens, Wachovia/First Union and PNC, who serve as lenders to the loans,
which are then purchased by the City. Beginning in FY03, the City began aggressively promoting
the new PHIL Program with the “Great City. Great Rate.” advertising campaign. The program will
be funded with $4 million annually through FY05 and will provide approximately 200 home-
improvement loans a year.

In the third quarter of FY03, the City will issue a request for proposal (RFP) to agencies to provide
Targeted Basic Systems Repair Program (BSRP) grants to low income homeowners in ten
neighborhoods. The Targeted BSRP is modeled after the existing BSRP, which provides
homeowners with grant and/or grant assistance for essential systems (plumbing, heating, electrical,
and roofing) and exterior fagade improvements, including porch and cornice repairs, painting and
sidewalk and step replacement. For both BSRP programs, eligible homeowners must have
incomes less than 80 percent of the area mean income; the Targeted program, however, is only for
homeowners who live on blocks with fewer than 10 percent of the properties vacant. To leverage
the greatest benefit from NTI resources, the homeowner will match his/her affordable loan with an
NTI grant, dollar for dollar up to $7,500 (or $10,000 if facade treatments are required). In the case
of owners who do not qualify for a loan, the contracted agency may approve un-matched grants.
The City will allocate $2 million in NTI bond funding each year to the Targeted BSRP from FY03-
FYO05, which is expected to serve 230 homeowners annually from FYO03 through FYO05.

o Encourage a healthy real estate market. A crucial component of a healthy real estate market is
the consistent buying and selling of market rate housing. Market rate housing is constructed and
purchased without using government subsidy. In many parts of the city, private developers are
rehabilitating or building homes to sell on the open market. The Administration expects to see the
construction or rehabilitation of 6,000 market-rate housing units by the end of FY07 as a result of
NTI. In FY03, The Reinvestment Fund will begin to monitor market activity by collecting data on
building permits issued and certificates of occupancy for unsubsidized housing. This will help the
City better understand trends in Philadelphia’s stronger real estate markets and encourage
investment in its marginal markets. To compliment the City’s efforts to increase the supply of
market rate housing, the Center City District will launch the Neighborhood Marketing Program, in
March 2003. The Neighborhood Marketing Program is a demonstration project marketing six
Philadelphia neighborhoods to potential residents in the greater Philadelphia region. The Program
will employ print advertisements, brochures, and a website to create interest in Mt. Airy, Fox
Chase, Overbrook Farms, Southwest Center City, Roxborough, and Cedar Park.
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In addition, the City will continue to support programs that create homeownership opportunities for
homebuyers. In FY03, the City awarded a $250,000 contract to the Greater Philadelphia Urban
Affairs Coalition (GPUAC) to serve as intermediary to design and market an Employer Assisted
Housing (EAH) program to Philadelphia employers. EAH programs offer homeownership benefits,
such as counseling, down payment and closing costs assistance, and group mortgage origination
and to employees. GPUAC will encourage the Philadelphia business community to adopt EAH
programs, promoting homeownership in Philadelphia and making participating businesses more
attractive to potential employees.

Leveraging Resources: Leverage Resources to the Fullest Extent Possible and Invest Them in
Neighborhoods Strategically.

Achieving NTI’s bold targets and goals requires more than cooperation and collaboration; it requires a
commitment of economic resources. The City is projected to maintain the $130 million in funding
from the General Fund that was provided in last year’s Plan to support NTI projects. Of these
projected funds, $90 million ($18 million annually) will cover debt service payments and $40 million
will be allocated to street tree and vacant lot remediation. While significant, these amounts are
insufficient to address all of the needs of Philadelphia’s neighborhoods. Neighborhood transformation
is a holistic process, requiring investments in redevelopment, schools, public safety, and commerce.
Over the next five years, the City will invest in public safety through Operation Safe Streets, in
commerce through Renewal Community and Empowerment Zone activities, and in the renovation and
rebuilding of City facilities with the Capital Funds. In FY04, the City will invest in Philadelphia’s
neighborhoods, leveraging the following sources:

e Issue the NTI bonds for the redevelopment of Philadelphia’s neighborhoods. The centerpiece
of the NTI is an investment of approximately $295 million in bond proceeds over five years. In
February 2002, City Council approved the issuance of these bonds by the Redevelopment
Authority (RDA), and in May 2002, the RDA issued the first tranche of bonds worth $145 million.
In June 2002, Council approved the NTI FY03 Program Statement and Budget, which focuses on
the uses of these bond proceeds. In FY03, $68 million in NTI bond proceeds funded the
demolition of dangerous residential, commercial, and industrial properties; the assembly of land for
new development; the stabilization and rehabilitation of salvageable residential properties; and, the
development of a property management information system. The Mayor’s Office will submit the
FY04 budget to City Council in May 2003.

e Continue Operation Safe Streets. In order to dramatically improve the quality of life in city
neighborhoods through the elimination of crimes associated with open-air narcotics activity, the
City initiated Operation Safe Streets in May 2002. Operation Safe Streets makes a firm statement
that open-air drug sales will no longer be tolerated on the streets of Philadelphia. The Police
Department mapped drug violence across the city and classified corners according to the severity
of the crime. Police officers were then deployed to targeted corners to disrupt, dissuade and deter
the drug trade. Town watch and community groups were mobilized to support the intensified
policing. Social service agencies simultaneously promote substance abuse treatment and
prevention programs. The Safe Streets Program will cost an estimated $100 million from FY03
through FYO07. In FY04, the City will continue to police known drug corners using stationary
posts, foot patrols, high profile patrols (bike-vehicle) surveillance/arrests, buy/bust and reverse
sting operations. (For more information, see the Police Department chapter)
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e Attract business investment to Philadelphia’s Renewal Community. Philadelphia is home to
one of forty U.S. Department of Housing and Urban Development Renewal Communities. This
designation, which lasts through 2009, offers tax and other financial incentives for the development
of commercial properties, purchase of equipment and employment of area residents. The Renewal
Community exemplifies NTI’s approach of involving local, state and federal governments, private
businesses, community-based organizations and neighborhood residents in efforts to revitalize
Philadelphia’s neighborhoods. Specifically included in Philadelphia’s Renewal Community are the
commercial corridors of C.B. Moore Avenue, Washington Avenue, South Street, Point Breeze
Avenue, Grays Ferry Avenue, Hunting Park Avenue, Germantown Avenue, Allegheny Avenue,
Lancaster Avenue, Girard Avenue, and North Broad Street. Over 300 individuals have been
trained on the benefits of the Renewal Community, so that they can promote the program to
businesses, developers, and investors. In the first half of FY03, 76 businesses received information
about the program. Businesses will be eligible for significant funding through an assortment of
federal tax credits, tax deductions, and an exclusion of capital gains taxes. In addition, the
Renewal Community will allocate $12 million per year in federal tax deductions, known as
Commercial Revitalization Deductions (CRD), to emerging and/or expanding businesses. The first
$12 million CRD allocation took place in the first half of FY03 and was shared among ten
businesses; the awardees will create or retain an estimated 599 full and part-time jobs throughout
the Renewal Community. Annual allocations of $12 million in CRD will continue through FY 10.

e Build new schools. Safe, functioning, conveniently located schools are a necessary part of
successful communities. Over 70 percent of the Philadelphia School District’s 263 elementary,
middle, and high schools are more than fifty years old. Between 1984-1996, virtually no capital
investments were made in City schools. Beginning in FY04, the School District will launch the
five-year Capital Improvement Program (CIP) to make needed improvements to the city’s school
buildings. The Capital Improvement Program will spend $1.4 billion in general obligation bonds
and capital grants to build new elementary and high schools, conduct major renovations, and make
other needed upgrades to building exteriors, lighting, wiring and laboratory facilities.

e Leverage PHA resources. The Philadelphia Housing Authority (PHA) draws on a variety of
resources in its efforts to transform public housing in neighborhoods throughout the city. Federal
HOPE VI grants and HUD-approved bonds are employed to rebuild and/or revitalize public
housing developments at the Tasker, Mill Creek, Cambridge I & II and Wilson Park sites. In
FY02, PHA was one of only two national housing authorities selected for the federal Moving-to-
Work program. Through Moving-to-Work, PHA will receive $37 million to improve operational
efficiency, family self-sufficiency and property revitalization and modernization of public housing
over the next seven years.

¢ Proactively seek federal and state support for NTI’s efforts. In FY04, the Administration will
work with the City’s federal lobbyists to secure $3 million in funding over five years for
implementation of the Green City Strategy. Working in coordination with the Commonwealth,
Philadelphia will be amending the existing Keystone Opportunity Zones (KOZ) and Keystone
Opportunity Expansion Zones (KOEZ), which provide virtually tax-free development sites to build
new facilities on these properties, to add additional locations and to remove parcels that are
desirable for market rate housing development. To date the KOZ incentives have been accessed by
89 projects, which will invest $158 million in capital improvements and create an estimated 2,701
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jobs and retain 1,731 jobs. In addition, Governor Rendell has proposed a $200 million revolving
loan fund to help Pennsylvania cities to revitalize vacant land. The City will closely monitor
progress on these efforts in order secure a portion of this funding for NTI land assembly efforts.

e Secure corporate and philanthropic support through an aggressive fund-raising strategy.
The Mayor’s Office has identified five areas that require corporate and philanthropic support: (1)
establishment of an urban green fund; (2) public sector capacity building through management
training and systems building; (3) select land use planning in high impact areas of the city; and (4)
develop a flexible fund to support the creation of new urban communities.

Citizens Bank has emerged as a supportive corporate partner for the City of Philadelphia and NTI.
In October 2002, Citizens and the University of Pennsylvania launched the University City
Neighborhood Improvement Program. The Program is a five-year $28 million development
initiative designed to create affordable housing opportunities, support small business and
strengthen community organizations in the University City area. Beginning in FY04, several
elements of the University City Program will be replicated in other parts of Philadelphia through
the Citizens Bank/ City of Philadelphia NTI Partnership. The Partnership will leverage more than
$78 million in support (over five years) for residential mortgage, home improvement loans, and
small business loans; community development project financing and property acquisition loans;
and, support for other activities, such as a small business technical assistance program, anti-
predatory lending efforts, and the Green City Strategy.
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Five Year Estimated Summary NTI Program Budget

NTI Activity FY03 FY04 FY05 FY06 FYO07 Total
(FY03-FY07)
Blight Elimination
Residential Demolition $35,140,627 $28,252,730 $30,502,730 $27,057,837 $19,046,076 | $140,000,000
Large Vacant Bldg Demo. $3,000,000 $4,250,000 $4,250,000 $4,250,000 $4,250,000 $20,000,000
Redevelopment Through Land Assembly
Land Acquisitions $8,000,000 $8,000,000 $8,000,000 $8,000,000 $8,000,000 $40,000,000
Land Assembly for Development
Projects’ $3,000,000 $2,500,000 $2,000,000 $1,500,000 $1,000,000 $10,000,000
Housing Investment and Neigh. Pres.
Vacant Property Stabilization $6,000,000 $6,000,000 $6,500,000 $6,000,000 $5,500,000 $30,000,000
Housing Rehab & Preservation Programs $8,000,000 $11,250,000 $11,250,000 $11,250,000 $8,250,000 $50,000,000
MIS and IT Activities
Vacant Property MIS 52,100,000 0 0 0 0 2,100,000
Additional MIS $2,900,000 0 0 b0 b0 52,900,000
Total 68,140,627 $60,252,730 $62,502,730 $58,057,837 $46,046,076 | $295,000,000
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Economic Development




Economic Development
Mission

The goal of the City’s economic development strategy is to create, maintain, and develop jobs
within the City of Philadelphia in order to grow the City’s tax base.

Under the direction of the Commerce Department, this Administration has focused its efforts on
five priorities:

— Stimulating Neighborhood Economic Activity

— Fostering the Next Stage of Hospitality & Tourism

— Reducing the Cost of Doing Business

— Creating a More Vibrant Entrepreneurial Environment
— Addressing Workforce Requirements

The City’s economic development efforts will focus on Philadelphia’s strengths and capitalize on
private sector initiatives, using a combination of targeted marketing, professional support and
effective financing tools to create and retain jobs. In addition, development and promotion of the
City’s quality of life amenities will play an increasingly important role as we compete for new
knowledge-based jobs. The priorities of this Administration require fresh, bold approaches and
creative financing instruments, as well as the continuation and refinement of previously
developed programs that have proven to be effective.

Overview
Major Industry Sectors

Philadelphia’s economic outlook has become increasingly parallel to the national economic
outlook, and in many cases Philadelphia has performed comparatively better than similar U.S.
cities during the recent recession. While the employment base has undergone a gradual shift over
the last decade, most notably marked by growth in service sector employment, over the next five
years, Philadelphia will look to support existing sectors while bolstering new job growth among
knowledge workers. According to a recent Federal Reserve study, the Philadelphia region’s
share of workers who are employed in knowledge positions is 32 percent, four percentage points
above the national average. In a recent speech, Philadelphia Federal Reserve Bank President
Anthony Santomero stated that while business and consumer uncertainty lingers, “This is an
opportune time for the Philadelphia metropolitan area. The national economy is on the mend and
recovering from the mildest recession in its history. Our economy is on course for renewed
growth, sustained expansion, and steadily rising real incomes driven by knowledge-based
productivity gains. Large metropolitan places have some fundamental advantages that can place
them at the forefront of this knowledge-driven economy. Philadelphia has had particular success
in establishing itself in an important segment of the knowledge economy, and it seems to be
developing the capacity to broaden its role.”
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Cluster Employment Data: 1997-2002 (In Thousands)
Source: Bureau of Labor Statistics

1997 1998 1999 2000 2001  2002* % Change

from 1997

Construction & Mining 111 11.5 12.8 13.8 12.3 11.7 5.2%
Manufacturing 58.7 57.8 57.3 55.8 52.5 51.0 -13.2%
Transportation & Public Utilities 33.6 34.2 35.8 36.3 35.8 33.6 0.1%
Wholesale & Retail Trade 110.3 1135 1184 120.7 1181 1171 6.2%
Finance, Insurance & RE 53.0 52.3 50.6 51.1 50.3 50.2 -5.3%
Services 282.2 289.3 293.2 298.8 300.3 301.7 6.9%
Government 1187 1168 1172 119.6 1186 1191 0.3%
Total 6675 6753 6852 6959 687.8 684.3 2.5%

* December estimate by City of Philadelphia Office of Budget and Program Evaluation

Despite recessionary circumstances, Philadelphia’s employment for 2002 remained relatively
stable. Employment in Philadelphia’s service sector, including health care, education,
hospitality, and other services, increased by 6.9 percent from 1997 to 2002. This sector’s
growth, reflected by added jobs in all years, has been key to stabilizing the local economy and
will continue to play a large role in Philadelphia’s future.

In the early 1990s the City focused on capitalizing on its existing, yet underdeveloped,
hospitality and tourism assets as a means of replacing some of the manufacturing jobs lost in
previous decades. The completion of the Pennsylvania Convention Center in 1993 spurred a
surge of hotel development and new visitor destination developments. The city is in the midst of
another substantial enhancement of its tourism assets, as destinations set to open in 2003 include
the National Constitution Center and Lincoln Financial Field, the new Eagles stadium. Coupled
with other recently opened regional amenities such as the Kimmel Center for the Performing
Arts, the Independence Visitors Center, and the new Phillies stadium set to open in 2004, as well
as the possible opening of a Calder Museum and a possible relocation of the Barnes Foundation,
the new facilities reflect Philadelphia’s position as a world class city.

One sector of the economy that shows great promise is the “knowledge industry,” also referred to
as the “new economy” or “knowledge economy.” In the knowledge industry, which relies on the
supply of new college graduates, companies apply new and emerging technologies to deliver
high quality knowledge-based services. The knowledge industry includes sectors as diverse as
financial services, engineering, health care, insurance, law, life sciences, printing, publishing and
academia. The Street Administration is participating in the recently formed Knowledge Industry
Partnership (KIP) — a broad-based coalition of Greater Philadelphia civic, business,
governmental, and higher education leaders working together to maximize the impact of the
region’s knowledge industry on Philadelphia’s competitive future. Among other things, KIP,
which is discussed later in this chapter, will attract, engage and retain students in the
Philadelphia region.

Philadelphia’s Competitive Advantages
Philadelphia’s competitive advantages as a business location are based on its size, location,

relative affordability, cultural and recreational amenities, and its growing strength in key
knowledge industries. The City of Philadelphia, the fifth-largest city in the U.S. with the third
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biggest downtown population, is at the center of the sixth largest metropolitan region. This size
provides high demand from consumers — the fourth-largest retail sales market in the nation — as
well as a diverse network of business suppliers and complementary industries.

Furthermore, this major market is at the center of a densely populated, affluent region along the
Atlantic Coast, a region which stretches from Boston through New York and Philadelphia to
Baltimore and Washington, D.C. Philadelphia is in a key position to access these regional
markets due to the transportation infrastructure centered within the city, including Philadelphia
International Airport, Amtrak’s Northeast Corridor service, major interstate highway access, and
regional SEPTA service. The success of Philadelphia’s transportation infrastructure is
demonstrated by its median commuting time, which is 19 percent below the national
metropolitan average.

As a major urban center with a rich historical legacy, Philadelphia is increasingly gaining
national recognition for its cultural and recreational advantages. The many tourism assets of the
region — overwhelmingly concentrated in Philadelphia itself — include Independence National
Historical Park, the Philadelphia Art Museum, the Franklin Institute, and many other museums
and historical sites. Recent developments such as the construction of the stunning Kimmel
Center for the Performing Arts and the Center City restaurant and retail revitalization are
increasingly drawing national attention. The development of two new first class sports facilities,
as well as continued access and development along the city’s Delaware and Schuylkill River
waterfronts, will add to this concentration.

Yet Philadelphia remains uniquely affordable when compared to its peers. The National
Association of Realtors Affordability Index ranks the Philadelphia region as the 22" most
affordable housing market out of 180 sampled in the U.S. According to a study by The
Reinvestment Fund, a household with median income can afford a home in 79 percent of the
region, with this proportion even higher within the city limits. The 2002 third quarter ACCRA
Cost of Living Index rates Philadelphia as significantly more affordable than its regional peers.
New York City is approximately 80 percent more expensive, Boston is 13 percent more
expensive, and Washington D.C. is approximately 11 percent more expensive than Philadelphia.
In fact, of over 20 U.S. regions with greater than 2 million inhabitants, Philadelphia has the third
lowest cost of living.

These advantages equip Philadelphia to continue to build its knowledge industries. A January
2002 report by the Philadelphia Federal Reserve Bank found that Philadelphia ranked first
among its comparison group of 14 major metropolitan areas (the nine largest metro areas and
five others in the northeast with populations above two million) in its concentration of education
sector employment, and third in life, physical, social sciences and health care professionals.
Philadelphia houses a predominant share of the regional educational employment and
enrollment, based on its major colleges and universities. The education sector not only provides
a stable support to the local economy, it also generates a steady supply of potential knowledge
workers for employers. Philadelphia has a strong core of knowledge-based industries, but the
City must capitalize on these advantages to ensure future growth and dynamism.
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Economic Development Challenges and Targeted Initiatives

The City faces enormous challenges in its endeavor to create and retain jobs. These obstacles,
and the City’s strategies for overcoming them, are identified in the following discussion.

Challenge: Stimulating Neighborhood Economic Activity

Over the past 50 years, Philadelphia has experienced a decline in population, employment and
business growth. As the population density dropped and some residential areas began to
deteriorate, the abandonment of once thriving commercial strips soon followed. The cycle of
economic disinvestment and the failure of small businesses to compete with large retail and
commercial chains have caused many commercial corridors to become vacant or dilapidated.
While social and economic conditions were partially caused by the loss of employment
opportunities, they are now reasons why businesses are discouraged from locating in some
commercial corridors.

Strategy: Financial incentives, targeted outreach through place-based initiatives and major
infrastructure improvements will be implemented in conjunction with the Neighborhood
Transformation Initiative (NTI) to tackle the challenges presented by declining neighborhoods.
The Street Administration will put as much emphasis on attracting and retaining small and mid-
size companies in neighborhoods as it does on attracting and retaining major corporations, and
will continue to support the diminished but significant manufacturing and industrial sector. The
City will also continue to support the burgeoning distribution/warehouse sector of the economy,
which provides well-paying jobs for residents.

e Attract and maintain small businesses in neighborhoods. The City recognizes the value of
small neighborhood businesses, and the fact that convenient amenities serve to make a
community more livable. The City will continue to support the efforts of the Philadelphia
Commercial Development Corporation (PCDC), the Mayor’s Business Action Team
(MBAT), neighborhood special service districts, community development corporations and
business associations. In order to ensure strong commercial corridors, these agencies will
continue to implement a series of commercial initiatives including facade matching grants,
assistance with street paving and sidewalk replacement, neighborhood business education
seminars, street lighting improvements, small business loans and technical assistance. One
successful example is currently operating along Girard Avenue, from 1-95 to 33™ Street. The
Girard Coalition, an organization of non-profit, private sector and community development
groups have joined forces and are working with the City to make streetscapes improvements
along Girard Avenue. Through grant and loan programs, capital projects, and technical
assistance, the City served over 2,000 individual neighborhood businesses in FY03 alone.

The Administration has developed several programs encouraging small business
development and has specifically targeted some to break the cycle of prison recidivism. If
individuals coming out of prison are to be successful, they must have employment, or other
opportunities to earn an income. Because of their criminal records, however, many will
never find traditional employment. A number of initiatives have been introduced to meet the
City’s objectives of expanding income generating opportunities for individuals coming out of
prison and growing the number of small businesses in the City of Philadelphia. These
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include the Mayor’s 1,000 New Businesses Initiative, the Philadelphia Development
Partnership, the Universal Community Homes Small Business Center, the West Philadelphia
Enterprise Center, the Hispanic Chamber of Commerce, the African American Chamber of
Commerce, the Women’s Business Development Center, the Small Business Support Center
and the Equality Forum. Each of these organizations is currently receiving funding from the
City to provide outreach and technical assistance to small entrepreneurs and start-up
businesses. The City’s multi-cultural out-reach efforts to grow entrepreneurs is critical to
Philadelphia’s future. Each of these funded organizations targets specific populations to
expand the diversity of our business community as we position the City to remain
competitive in the ever-changing economy.

e Proactively target firms to attract and retain downtown office workers. According to a
recent study by the Central Philadelphia Development Corporation, 44 percent of downtown
office workers live in Philadelphia’s neighborhoods. As a result, much like business
retention efforts for smaller, community-based businesses, efforts to retain office workers in
downtown contribute significantly to supporting and strengthening neighborhoods. Starting
in March 2002 the City and PIDC, working with the Center City District, began to visit the
60 largest businesses whose leases expire in the next five years. The meeting’s purpose is to
identify and address any barriers to retaining these tenants in Center City. Thirty-seven
businesses have been visited thus far, with several successes. For example, after seriously
considering a suburban relocation, Radian, a financial services company, has executed a
long-term lease to consolidate its 440 employees to 1601 Market Street in Center City
Philadelphia. American Business Financial Services will relocate its headquarters and 700
employees from Bala Cynwyd to 234,000 square feet in Center City’s Wanamaker Building
in mid-2003. In addition, ABFS has committed to grow its employment to 1,000 by 2006.
The City helped coordinate a financial package that includes loans for fit-out costs, State tax
credits and City grant funding that is forgivable based on meeting employment goals.

e Create partnerships between nonprofit community development corporations (CDCs)
and private enterprise. In FY03, the City began a 10-year CDC Tax Credit Program, an
initiative championed by Councilman Goode. Philadelphia’s CDC Tax Credit Program
provides a business privilege tax (BPT) credit for businesses that contribute $100,000
annually to a qualifying CDC’s economic development initiatives over a 10-year period.
There are 15 companies involved in the program, which will ensure a 10-year $15 million
funding stream from the private sector to help CDCs provide services to support small
business, create jobs and stabilize neighborhoods.

¢ Expand place-based incentive programs. One of the most powerful incentives the City can
provide to prospective and existing businesses continues to be exemption from taxes. The
Keystone Opportunity Zones, Empowerment Zones and Renewal Community Designation
provide place-based exemptions within specific areas targeted for economic development.

- Keystone Opportunity Zones/Keystone Opportunity Expansion Zones/Keystone
Opportunity Improvement Zones. In January of 1999, the Commonwealth of
Pennsylvania designated 12 Keystone Opportunity Zones (KOZs) in neighborhoods
throughout Philadelphia. Zones that encompass underutilized and often vacant land
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were formed to encourage existing businesses to expand and new businesses to
relocate in the targeted locations within struggling neighborhoods. Businesses that
locate within a KOZ are exempt from the BPT, net profits tax, use and occupancy tax,
real estate tax, state business taxes, and state sales tax on items consumed at the site,
through December of 2010. In 2001, the Commonwealth approved designation of
eight new zones as part of a second round of KOZs, newly entitled Keystone
Opportunity Expansion Zones (KOEZs). Tax exemptions for businesses that locate in
KOEZs are effective through September 30, 2013.

On December 31, 2002, in an effort to refine the existing programs, the Governor
signed an Executive Order that designated several key sites in Philadelphia as
Keystone Opportunity Improvement Zones (KOIZs). This Executive Order was
signed pursuant to the Keystone Opportunity Zone Bill, signed December 9, 2002, in
which new subzones could be added or existing subzones could be enhanced or
enlarged to incorporate new property into the existing KOZs and KOEZs. If
approved by City Council, KOIZs will have all the same benefits as KOZs and
KOEZs, with the length of benefit, which can be up to 15 years, determined locally.
The legislation also provides a rolling mechanism for decertification of property in
existing sub-zones, an important tool when market demands dictate investments
inappropriate for KOZ benefits, such as residential developments. Since January
1999, the City has participated in deals with 89 new or existing companies within
KOZs or KOEZs, leveraged over $158 million in private investment, and fostered the
creation of 2,701 jobs and the retention of 1,731 jobs.

Renewal Community Designation. The Community Renewal Tax Relief Act of 2000
extended the Philadelphia Empowerment Zone, a federal program that offers
employment and operating tax incentives to businesses locating within economically
distressed areas, through December 2009. It also authorized the creation of 40
Renewal Communities. In 2002, Philadelphia competed successfully and was
designated one of only 28 urban Renewal Communities in the country. As a
designated Renewal Community, Philadelphia is equipped with an attractive package
of federal tax incentives that will attract business investment to some of
Philadelphia’s underdeveloped neighborhood commercial corridors. In 2002, the
first year of the seven-year program, the City allocated $12 million in Commercial
Revitalization Deductions, a tax benefit accelerating depreciation for businesses
located in the Renewal Community. All 10 qualified applicants received allocations
this year, which leveraged approximately $42.5 million in private investment and
helped to create and retain 535 full time jobs and 64 part time jobs. Additional
Renewal Community benefits will include employment credits, increased tax
deductions for environmental clean-up and capital investments, and no tax on capital
gains for assets held for over five years.

e Support efforts to maintain large industry. A small but strong pocket of manufacturing
and warehousing industry still thrives in Philadelphia. The Commerce Department will work
with various partners to support the expansion of these industries.
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- Urban Industry Initiative. The grant-funded Urban Industry Initiative (UIl) was

established in FY97 to retain neighborhood-based manufacturing jobs in Frankford,
Port Richmond, Bridesburg, Juniata Park and Harrowgate. Led by PIDC and
supported by the Commerce Department, UII has helped strengthen individual
companies and their business relationships by organizing purchasing forums,
connecting small businesses to large corporations and strengthening the relationship
between residents and neighborhood-based companies. In its sixth year, UII has
expanded its target area within the lower Northeast and the Hunting Park industrial
area. Over the life of the initiative, UII has made 36 loans worth over $1.8 million.
The UII has also packaged 16 loans for state and federal programs. Overall, UII has
assisted with 43 deals that have helped to create 230 new jobs, totaling over $11.5
million in public and private neighborhood investments. In an effort to teach high
school students about employment opportunities in manufacturing through classroom
education and business interface, the City and UII support a program called
Philadelphia Makes It!, which began in 2001. This year the program will include
monthly tours of manufacturing facilities, support of existing programs and the
introduction of the Made in Pennsylvania curriculum to high school classes. The City
will continue to join efforts with businesses to rejuvenate the neighborhoods where

industry exists.

e Facilitate private investment to redevelop vacant land. In addition to the efforts to
accelerate the assembly and disposal of land as part of NTI, the Department of Commerce
works with local economic development organizations and private developers to redevelop
land with potential environmental liability, known as “brownfields.” The Department helps
identify and access City, state and federal funding for environmental assessments and
remedial activities. The Brownfields Program’s success can be measured by the growth in
project volume over time as well as the external funding that is leveraged by the City of

Philadelphia’s commitments.

Funding for Brownfields, 2000-2002

2000 2001* 2002
City (Commerce, PIDC, RDA) $194,159 $1,240,354 $293,827
State $647,093 $2,570,367 $2,184,894
Federal $88,664 $70,313 $138,550
Private $86,214 $413,263
TOTAL $929,916 $3,967,248 $3,030,534
Leverage (Non-City $/Total) 79% 69% 90%
Number of projects 24 34 45
* The spike in per project costs this year is directly attributable to large remediation costs at
FedEx Express ($622,517) and the Philadelphia Naval Business Center ($483,750).

A prime example of successful brownfield redevelopment is the Commerce Department’s

ongoing work in the Schuylkill River Corridor. What started for the Commerce Department
in 1998 as a retention effort focused on DuPont Marshall Laboratories has grown to a
corridor-wide amenities-driven redevelopment effort in partnership with the nonprofit
Schuylkill River Development Corporation (SRDC). Guided by a Master Plan funded by the
state and private foundations, SRDC plans to acquire and develop a trail connecting Center
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City to Historic Bartram’s Garden in Southwest Philadelphia, estimated to cost
approximately $30.7 million, not including bulkhead improvements. Most recently, the State
awarded $284,000 in June 2002 to the Commerce Department to acquire land between the
South Street Bridge and the University Avenue Bridge on the East Bank of the Schuylkill
River, a key linkage in the trail. As the trail is developed, the Commerce Department will
continue acquisition and remediation work on adjacent parcels of land. One such parcel
targeted by the Commerce Department for redevelopment, a former roofing materials
factory, is now a $15 million, 110,000 square foot FedEx Express facility employing
approximately 200 people.

Challenge: Reduce the Cost of Doing Business

Strides have been made to decrease the cost of doing business in Philadelphia through affordable
incremental wage and business privilege tax reductions, and this Plan proposes to continue
through FYO0S8 both the wage tax reduction and the business privilege tax reduction (see Fiscal
Health Chapter of this Plan). The tax reduction program, which has been in place since FY96, is
essential because, as the following chart shows, despite the incremental tax reduction program,
Philadelphia’s 2001 tax burden was the third highest among comparison cities for a family of
four with $25,000 annual income.

Philadelphia's Tax Burden is Higher than Most Large Cities
2001 Tax Burden - Family of Four with $25,000 Income
Denver $1,083
Boston $1,621
Baltimore $1,713
Washington, DC $1,761
New York City $1,793
Atlanta $1,982
Los Angeles $2,127
Chicago $2,183
Detroit $2,602
Philadelphia $2,765
Newark $3,789
Bridgeport $4,359
$6 $1 ,600 $2,600 $3,600 $4,600 $5,000
Total State and Local Taxes (Dollars)
Source: District of Columbia Department of Finance and Revenue

Philadelphia’s tax burden is also high compared to those in surrounding counties, as the
following graph shows. However, that gap began to close between 1994 and 2000. Moreover,
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since 2000 Philadelphia has continued to lower its tax burden while the surrounding counties
have been increasing taxes.

Philadelphia's Tax Burden in Comparison to Suburban Tax Burden
(Percent of Income Paid in Local Taxes, 1994 vs. 2000)
0, -
. 16.0% 1 15.00% 14 409,
E 14.0% -
2 12.0% | 11.50%
= 9.86%
£ | 9.10%
3 10.0% 7 74% 7.95% 8.80% 8.30% 8.50%
2 8.0% :
14
% 6.0%
T 4.0% -
o
S 2.0% -
0.0%
Philadelphia Delaware Montgomery Chester Bucks
01994 2000
Source: Metropolitan Philadelphia Policy Center, 2001. Robert P. Inman, Ph.D.

Regulatory complexities also add to the overall cost of doing business in Philadelphia. For
example, navigating the City’s permit and zoning regulations can add significant construction
delays or additional development requirements. The Department of Licenses and Inspections
issues over 200 different licenses and permits, from building and sign permits, to zoning permits,
certificates of occupancy, business privilege licenses, and roofing permits. The City’s zoning
laws further inhibit City development because the laws are often complicated and include archaic
language.

Strategy: A key objective of the Commerce Department’s strategy is lowering the cost of
conducting business in the City. In addition to continued tax reductions and tax abatements for
new construction, the City will reduce regulatory burdens, streamline internal service delivery
mechanisms and begin to incorporate additional City services online.

e Accelerate the reduction in the gross receipts portion of the Business Privilege Tax
(BPT) and simplify the filing process. As part of the first eight phases of the City’s multi-
year incremental tax reduction program, the rate on the gross receipts portion of the BPT was
reduced annually, going from 0.325 percent before the program started in FY96 to 0.23
percent in FY03. The more aggressive reductions begun in last year’s Five-Year Plan are
continued through FYO08 in this year’s Plan, as the Administration’s tax reduction program
cuts the tax rate on gross receipts to 0.21 percent in FY04 and then lowers it to .15 percent by
FYO08, a reduction of almost 54 percent from the FY96 level. Economists have said that the
reductions in this onerous tax, which unfairly imposes even more of a burden on certain types
of businesses and consumers than on others, will stimulate the Philadelphia economy.

In an effort led by Councilwoman Reynolds-Brown and with the Administration’s support,
City Council and the Pennsylvania General Assembly both passed legislation in 2002 that
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will simplify the BPT filing process for new businesses in Philadelphia. Beginning with
FYO03 tax returns, new businesses no longer need to file two separate BPT returns for two
different years on the same date — a confusing process that resulted in improper filing by
approximately half of the City’s 10,000 new businesses each year. .

e Continue real estate tax exemptions on development projects. In January 2001,
Philadelphia began granting 10-year real estate tax abatements for all new construction and
permanent structural improvements as part of an effort to stimulate the development of
underutilized buildings and parcels. The impact of the tax abatement program can be seen
across the City in new residential construction and revitalized commercial and industrial
properties.

¢ Reduce regulatory burdens. Philadelphia’s 1950s-era development codes are outdated for
today’s development activities and can impede the redevelopment process. Deficiencies in
the development code are most apparent in mixed industrial and commercial use areas
adjacent to the city’s commercial corridors, centers, and districts. During FY03, the PCPC
will contract for an early-stage technical study to contribute to an update of the City’s land
development codes. Funded by a TCDI grant of $70,000 from the DVRPC, this study will
focus on best practices from other communities that could be applicable to Philadelphia. The
study will offer preliminary recommendations, including proposed code language and typical
site plans. In addition, in FY03 the City formed a working group tasked with making short-
and long-term recommendations to streamline and consolidate the licensing and permitting
process. A cross section of those recommendations include:

— Reduce the number of applicants that need to wait in line and file in-person by
establishing drop off boxes and accepting applications through the mail, with the eventual
goal of electronic filing. These alternative submission mechanisms should be available in
FYO04.

— Modernize forms to capture needed information by eliminating unused sections and
adding features in anticipation of future automation. The forms will be updated in FY03
and available in FY04.

— In FYO03, establish and publicize a “Developer Services Committee” comprised of key
multi-agency personnel to provide support to developers on their applications,
particularly during the early design stages.

e Streamline internal functions. Several City departments are also working to reduce
regulatory burdens on businesses and increase electronic access to services. Visitors to
www.phila.gov are now able to: pay parking tickets, view property assessments, search for
police reports of incidents that occurred within the Philadelphia city limits and request a copy
of the accident report, and download a block party street closure permit.

One way the City has historically assisted small businesses is through rebate programs for
security enhancements and fagade improvements. In FY03 a working group combined rebate
programs at Philadelphia Commercial Development Corporation (PCDC) with those at the
Commerce Department into one consolidated program, called the Small Business
Commercial Improvement Program (SBCIP). Launched in January 2003, SBCIP will
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increase internal efficiency, unify grant award policy across neighborhoods and ultimately
extend program resources to a greater number of businesses. The combined program will use
City and CDBG funds to serve over 130 businesses in both FY03 and FY04, providing an
average grant per business of $1,800.

Challenge: Fostering the Next Stage of Hospitality and Tourism

The Pennsylvania Convention Center (PCC) has been a driver of the City’s hospitality and
tourism sector growth. If the City’s Hospitality and Tourism industry is to survive and thrive,
the Convention Center’s chronic labor problems must be fixed, more recent governance
problems must be corrected, and its expansion must be funded. Despite 2002 being the best
convention year to date in terms of occupancy, the PCC’s ability to attract future conventions has
been threatened by well-publicized labor inefficiencies and the resulting elevated labor costs.
Confusion over governance created by state legislation that expands the Authority’s Board to
give more representatives to the counties surrounding the City and, as a result, dilutes the City’s
representation on the Board, heightened competition from new larger convention centers in other
cities. This situation has placed the Center at a competitive disadvantage with other major cities
and resulted in a rebooking rate reported at 17 percent, while successful convention centers
nationwide rebook about 75 percent of annual business.

The Center is also limited by its capacity. Philadelphia ranks 18" in exhibit hall size in the
nation and will have trouble competing against the regional convention centers in Atlantic City,
Baltimore, or the soon to be completed centers in Boston and Washington D.C., both of which
will have more useable space than the Pennsylvania Convention Center. The current business
generated by the PCC does not satiate the supply of hotel rooms in Center City. The number of
hotel rooms in Center City has increased from 6,700 rooms in June 1993, when the PCC opened,
to 10,500 rooms. According to the May 2002 Lodging Survey Report conducted by the Greater
Philadelphia Hotel Association, hotel occupancy has decreased substantially as a result of this
dramatic increase in supply, with occupancy rates averaging just 60.1 percent in 2001 compared
with 73 percent in 1997. Despite the most successful PCC booking year ever, hotel occupancy is
projected to be approximately 64 percent for 2002. Establishing Philadelphia as a premier
convention and tourist destination is key to capitalizing on the hospitality infrastructure in place.
Expanding the Convention Center is essential to the City’s efforts to draw an increasing number
of guests to Philadelphia’s hotels. That expansion can only take place, however, after the
Center’s labor-management and governance issues are resolved.

Philadelphia International Airport (PHL) (www.phl.org) is also a significant economic generator
for the City and the region. According to an economic impact study conducted in August 2001,
over 147,000 jobs and over $7.38 billion per year in spending can be attributed to PHL. This has
enabled PHL to become a world-class airport and as a result, in 2001, the Wall Street Journal
named PHL one of the “Best Airports” in the United States, receiving a four-star rating, the
highest rating possible. However, the Airport’s limited airfield space poses a competitive
disadvantage. PHL’s own surveys indicate that delays often occur at peak periods because jet
activity exceeds available runway space. Without additional jet runway space, PHL will have
additional delays and increased airline expenses resulting from additional fuel usage, additional
crew time costs, and costs associated with accommodating delayed passengers. Another
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outcome of increased congestion and delay is that competitive airlines are less likely to enter the
market. Low cost airlines particularly tend to avoid overcrowded, delay-ridden airports. Most
importantly, tourism, convention business, and the attractiveness of Philadelphia to prospective
new companies are all hurt by the perception of an inconvenient airport hampered by delays.

Strategy: With a tremendous hospitality infrastructure in place, Philadelphia must continue to
support large development projects and initiatives that bring conventioneers and visitors to the
region. In addition to pursuing a “big-ticket” strategy, the City must invest to encourage
conventioneers and day trippers to stay longer and visit frequently.

¢ Implement hospitality and tourism marketing efforts. Responding to the precipitous drop
in tourism business after September 11, the Street Administration, the Delaware River Port
Authority (DRPA) and the Commonwealth invested $3.6 million to fund a special marketing
and advertising campaign aimed at attracting visitors who are within driving distance of
Philadelphia. The primary objective of the program, which offers hotel packages and other
visitor incentives, is to stimulate short-term sales of hotel rooms and spending for historic
and cultural attractions, performing arts, restaurants and retail. The campaign, titled “Philly’s
More Fun When You Sleep Over” (www.gophila.com), lasted from November 2001 to
March 2002 and was responsible for 36,654 nights sold and $10 million in direct visitor
spending. The success of this campaign enabled the City to be named by 7Travel Magazine as
the top city in the country for post-September 11 tourism recovery. In addition, the Mayor’s
Hospitality Cabinet, consisting of representatives from the Philadelphia Convention and
Visitors Bureau, Greater Philadelphia Tourism Marketing Corporation, Delaware River Port
Authority and Comcast Corporation, were also awarded Greater Philadelphia Hotel
Association’s 2002 Grand Award, which honors the organization or individual who had the
most positive and profound impact on the industry in the past year. As a result of the success
in 2001-2002, Philadelphia is once again implementing the program in its entirety with an
investment of $2.6 million from DPRA, the City and the Commonwealth.

e Support the planning effort for Convention Center expansion. The Pennsylvania
Convention Center served as the catalyst for the development of the City’s hospitality
industry in the 1990s. It will continue to serve as the key driver of the industry’s future
growth if it has the capacity to host major conventions. In order to have that capacity, the
Center will have to be expanded. The Pennsylvania Convention Center Authority has crafted
a $460 million proposal that would enlarge the center from 440,000 square feet to 700,000
square feet of exhibit space, making it the gh largest convention facility in the United States.
The additional capacity will allow the Convention Center to compete for larger shows and to
host more than one large show at a time. According to a study conducted for the Convention
Center Authority, if an expanded center opened in 2007, the expansion could increase room
nights by over 330,000 annually and increase spending by conventioneers in the city by $9.1
million per year. Once a financing plan is developed and funds are secured, the expansion
could be completed within four years. The Center initially proposed that the City provide
half of the funding for the expansion of the Center. The expansion, however, cannot occur
until the Center’s labor-management and governance issues are resolved.
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¢ Increase the Airport’s competitive position. The Airport will continue to address the
industry challenges and further its competitive advantage though a number of initiatives. The
Airport expanded Terminal E in late 2002 to provide an additional four gates as well as an
additional 49,700 square feet of concourse space and 11,700 square feet for ticket counters.
The City plans to operate these gates as common-use gates. As part of a 32-year lease
agreement set to expire in 2006, most gates at PHL are still classified as “exclusive use” and
are leased to one airline for its exclusive use, regardless of level of activity. Subsequent
leases will eliminate granting exclusive-use rights and will be based on “preferential-use” or
“common use” terms. These provisions will protect the airport from situations in which one
carrier monopolizes a gate or gates and does not achieve maximum utilization of the gate,
thereby blocking access to competitors.

As a result of the implementation of an aggressive air service and marketing plan to attract
new international destinations, PHL announced that direct service to Dublin and Shannon,
Ireland would be available on US Airways in May 2003, bringing the total number of
international destinations served directly from PHL to 28. In FY02, PHL successfully
expanded domestic low-fare service by AirTran, which increased its direct service from PHL
from 10 daily flights to 12, serving four destinations. The Airport will also develop a
separate marketing campaign to attract low fare carriers to the Philadelphia market.

Furthermore, in FY02 the Airport completed a new Master Plan outlining options for
expanding airfield capacity and identifying facility improvement needs. Many of the
nation’s major airports are configured so that aircraft can depart or land simultaneously, but
PHL’s runways are spaced too close together (according to Federal Aviation regulations) for
simultaneous runway departures and landings. The Master Plan will propose options of how
to reconfigure the airfield to have dual simultaneous runway capacity. After an FAA-
mandated study of flight path impacts is complete in 2003, a final runway configuration will
be chosen and detailed construction documentation will begin. In FY03 PHL’s airfield
expansion project was the only airport project selected by the U.S. Department of
Transportation for a streamlined environmental review process, which shortens
implementation by 2-3 years. PHL has developed the Master Plan and the other initiatives to
build a thriving airport that attracts low fare carriers and encourages business and leisure
travelers to use PHL over regional competitors.

e Construct new sports stadiums. Construction is underway for new football and baseball
stadiums in South Philadelphia. The Eagles football stadium, Lincoln Financial Field, is
under construction and scheduled to open in mid-2003. In December 2002, construction of
the Phillies baseball stadium was 25 percent complete with an opening expected in spring
2004. The total project cost for both stadiums, which are being funded by the City, the teams
and the state, is over $1 billion, with the City’s portion accounting for approximately 30
percent of the total cost. The new stadiums are projected to generate $159 million in revenue
for the City from wage, business, sales, and amusement taxes. Both the Phillies and the
Eagles signed long-term 30-year leases. The new stadium complex will be situated adjacent
to the Veterans Stadium, which currently houses both teams, and would need up to $120
million in repairs merely to ensure it met minimal life safety codes. These new stadiums will
complete Philadelphia’s four-facility sports complex that will be unmatched anywhere in the

Economic Development
Page 60



United States. Because of the imminent completion of the new football facility, the City is in
a position to compete successfully for a multiyear contract to host the annual Army - Navy
college football game. If successful, the City projects $15 million in economic impact and
up to 15,000 hotel room nights booked in the city per game.

e Support waterfront development. The City’s rivers are a tremendous resource that this
Administration looks to further develop by supporting public and private initiatives to
enhance the waterfront. Despite recent setbacks, Penn’s Landing continues to be a
development priority for Philadelphia. To capitalize on momentum, time-sensitive
opportunities and public interest in the site, a Request for Qualifications (RFQ) was issued by
the City and Penn’s Landing in December 2002. The development community showed
tremendous interest, with over 60 applications requested and nine developer qualification
submissions received. The Philadelphia City Planning Commission, the Commerce
Department and Penn’s Landing Corporation have led three public comment sessions to
gather public input regarding this site. Based on the material contained in the RFQ, a short
list of developers will be selected to compete for development rights to the site, with the
expectation that a developer will be in place by May 2003. Negotiated milestones and
performance criteria will be an integral part of the development agreement, to ensure that
development is complete by 2005. In addition to progress at the Penn’s Landing main site
and along the Schuylkill River Corridor mentioned earlier, the Planning Commission
continues to concentrate new residential planning efforts on the North Delaware beyond the
Betsy Ross Bridge.

e Complete key projects to attract visitors. The recent slate of landmark development
initiatives opening or set to open in Philadelphia contributes positively to the expansion of
the City’s tourism and visitor market. The Kimmel Center for the Performing Arts and the
new Independence Visitors Center both opened in 2001 and the National Constitution Center,
the first-ever national museum honoring and explaining the U.S. Constitution, is slated to
open July 4, 2003. Support for new potential development initiatives such as the Calder
Museum and the relocation of the Barnes Collection to the City and the expected April 2003
completion of facade renovations and interior upgrades to the historic Blue Horizon boxing
center will also contribute to expansion of the City’s visitor market.

¢ Host major events. The Pennsylvania Convention Center and the existing and future large
sports facilities enable Philadelphia to attract major events that generate significant spending
and help support the hotel room supply. In 2002 Philadelphia successfully hosted the NBA
All-Star Weekend and the ESPN X-Games, among other events. In addition, Philadelphia
hosts or directs several annual sporting events that draw world-class athletes and spectators
from a national and international audience, such as the Philadelphia Marathon, the Dad Vail
Regatta, the Penn Relays and the U.S. Pro Cycling Championships. In 2003 and beyond, the
City will continue to compete for and host large-scale events, including the Army - Navy
Game, The Women’s Final Four and the NCAA Men’s Gymnastics Championships.
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Challenge: Creating a More Vibrant Entrepreneurial Environment

The technology sector, which at one time appeared to have the potential for limitless growth,
experienced steep declines in 2001 and stabilized over the past year. Biotechnology, information
and life science firms have emerged as new economic generators likely to have high growth
potential. Historically, the amount of seed capital available for entrepreneurs in these areas, as
well as the level of city-based incentives specifically targeting these firms, has been limited. As
Philadelphia works to grow and attract healthy technology companies, it faces severe
competition from Boston’s Route 128 Corridor, Raleigh-Durham’s Research Triangle Park and
DC’s Dulles Corridor. Philadelphia is competing against cities that already have a well-
developed technology/life sciences infrastructure and reputation.

Strategy: The City