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The fiscal recovery of the City of Philadelphia cannot be accomplished by creating an
agency charged with instilling a spirit of cooperation to deal with accumulated fiscal problems
and then declaring those problems "solved”. Those problems can, however, be addressed (and
Pperhaps solved) by a cooperative effort drawing its strength from all parts of the community
and ail levels and branches of government.

- The Pennsylvania Intergovernmental Cooperation Authonty ("PICA") was created
thmughtheeffortsofPhﬂadelph:ansandStateoﬂicxalswhoenwslonedastructuretogwe
Phﬂadelplnammghﬁscﬂbmﬂnngmommmtnsmvemwwﬂecumandspmﬁmpmsm
in order, and to reach a consensus on its priorities, assets and limitations in the decade of the
90's. PICA's approval of a five year financial plan, the execution and delivery of an -

- intergovernmental cooperation agreement and PICA's issuance of deficit reduction and capital
pmjectbondsarefarﬁomtheconcluﬂonoftheprocess They are only small steps in what
will be an often difficult exercise in self-government, ultlmately aimed towards mtonng
Phﬂadelphla'scmdlbﬂltymtheﬁnanc:almatkets

PICA has a role of vital importance in both a financial and political sense. There has
been an impression that the City's government has spun "out of control®, that its officials have
not responsibly managed the estimation, collection or disbursement of revenues, and generaily
have failed to come to grips with the challenges facing Philadelphia. Eachpersonhasa

pemonalstoryofhome}adelphza’sgovcmmentlsmlsmamgedorcomlpt

PICA was created in that atmosphere, and its role is a combination of cooperation,
assistance and oversight — as well as to have a basic skepticism about the ability of
Philadelphia to manage its own affairs. It is not a "control board” with the power to hire, fire,
enactandmpwllamorotherwmedlsenﬁmchzsethepwpleoﬂheCﬁy It can, however, be
a catalyst in Philadelphia’s re-evaluation of the role and priorities of mumicipal government, as
well as the re-assessment of those of other levels of government.

- This report is intended to provide a formal evaluation of the Plan and its potential
problems. It also is an effort to lay the foundation for the assessment of revisions to the Plan,
and to setbothstandardsandafmmeofrefemnceforPICAandpubhccxammanonofthe
progress of the Plan and its initiatives. -

No effort of the scope and complexity of a five year financial plan for a city of 1.6
million people with a budget in excess of $2 billion is perfect in its inception. While the
cooperation between the executive and legislative branches of City government shown in their
prompt approval of the Plan and the FY 1993 budget is both unusual and welcome, it is a
matter of concern to PICA staff that the degree of substantive public discourse that our
political system requires to achieve consensus, and to give all sectors of the community a stake
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: mtheremlts mayhavebeenbothtoobnefandnotproducﬂveofthebroadagreement
 required for the Plan to succeed.

The idea that the Plan can be fundamentally changed (if needed) when the results of the
labor negotiations are known later this year, also is one about which PICA staff has serious
reservations. The standards to be applied if and when such a revision occurs will be, if
anything, more rigorous than has been the case to date (in light of the additional time the
Administration will have had to access information about the workings of Philadelphia’s
government and to have begun the process of implementation). '

It is imperative that Philadelphians and those who live and work nearby recognize that
they all have a very real interest in the success or failure of the Plan. That is particularly true
of those in the suburbs who believe that they somehow can hide from the pmb]cms of the Clty.

PICA staff:sveryconcemedthattheCnygovemmemhasnotyetﬁ:Hymoogmzedthat
implementation of the initiatives beyond those which may be achieved through collective
bargaining requires the active support and cooperation of those who work in the operating
departments. While we have no doubt of the commitment of City Council, the Controller and
the Mayor to the Plan, the greatest risk to date may be found in the absence of a
comprehensive management plan or structure to support an implementation strategy.

This report is divided into several sections, substantially following the organization of
the Plan. In addition, we have added references to areas of particular concern on the part of
PICA's staff — primarily those relating to the need for more detailed information on particular
items and on the scheduled implementation of i initiatives, items wlnch will be the focus of our
future evaluations of revisions to the Plan. '

Plan Overview
Despite the language of the Pennsylvania Intergovernmental Cooperation Authority Act
for Cities of the First Class (the "PICA Act"), it is at least in part misleading to view the Plan
as a "financial plan”. In reality, the "financial” part of the process is not the most critical
element. Rather, the Plan is actually a management plan with financial effects. In the end,
the success of the initiatives in the Plan will depend substantially less upon the financial

aspects of the document than the ability of the Administration to manage the Plan and its
initiatives in such a way as to achieve the desired effects in the time available. -

PICA staff devoted its initial efforts towards development of an understanding of the
Plan's underlying methodology, and the assumptions upon which it is based. Thereafter, we
worked to determine whether the assumptions were consistently applied, and in so doing were
able to flesh out elements of the Plan as orlgmally proposed which reqmred further explanation
- and in some cases substantial revision.



Sections 209 (a)-(d) of the PICA Act" and the Intergovernmental Cooperation
Agreement (the "Agreement”) are clear as to the requirements for the Plan:

(b) Elements of plan. — The financial plan shall include:

1N | Prbjectedmvmuesandexpendinuesofthe
principal operating fund or funds of the city for five fiscal years
consisting of the current fiscal year and the next four fiscal years.

(2)  Plan components that will:

() eliminate any projected deficit for the current
fiscal year; ‘

(i) restore to special fund accounts money from
those accounts used for purposes other than those specifically
authorized;

: (i) balance the current fiscal year budget and
subsequent budgets in the financial plan through sound budgetary
practices, including, but not limited to, reductions in expenditures,
improvements in  productivity, increases in revenues, or a
combination of these steps;

(iv) provide procedures to avoid a fiscal
emergency condition in the future; and - _

(v) enhance the ability of the city to regain access
to the short-term and long-term credit markets.

(c) Standards for formulation of plan:

(1)  All projections of revenues and expenditires in a
financial plan shall be based on reasonable and appropriate
assumptions and methods of estimation, all such assumptions and
methods to be consistently applied.

(2)  Ali revenue and appropriation estimates
shall be on a modified accrual basis in accordance with
generally accepted standards. Revenue estimates shall

. recognize revenues in the accounting period in which they -

i P.L. 9, No. 6, approved June 15, 1991 (the "PICA Act™)
' 3



 become both measurable and available, Estimates of
city-generated revenues shall be based on current or

proposed tax rates, historical coliection patterns, and
generally recognized econometric models. Estimates of
revenues to be received from the state government shall be
based on historical patterns, currently available levels, or
on levels proposed in a budget by the governor. Estimates
of revenues to be received from the federal government shatl
be based on historical patterns, currently available levels, or

. on levels proposed in a budget by the president or in a

congressional budget resolution. Non-tax revenues shall be
based on current or proposed rates, charges or fees,
historical patterns and generally recognized econometric
models. Appropriation estimates shall include, at a
minimum, all obligations incurred during the fiscal year and
estimated to be payable during the fiscal year or in the 24
month period following the close of the current fiscal year,"

~and all obligations of prior fiscal years not covered by
- encumbered funds from prior fiscal years. Any deviations
- from these standards of estimating revenues and -

appropriations proposed to be used by a city shall be
specifically disclosed and shall beappmved by a qualified
majority of the board. '

(3) all cash flow projections shall be based upon
reasonable and appropriate assumptions as ta sources and
uses of cash, including, but not limited to, reasonable aiid
appropriate assumptions as to the timing of receipt and
expenditure thereof and shall provide for operations of the
assisted city to be conducted within the resources so

_projected. All estimates shall take due acCount of the past

and anticipated collection, expenditure and service demand
experience of the assisted city and of current and projected
economic conditions.

(d) Form of plan. -- Each financial plan shall, consistent with the

requirements of an assisted city's home rule chartér or optional plan
of government:

)] be in such form and shall contain:

(D for each of the first two fiscal years covered
by the financial plan such information as shall reflect an assisted

4



city'swmlexpendiumbyﬁlndandbyhmpmmamounfformch
board, commission, department or office of an assisted city; and

(i) for the remaining three fiscal years of the
financial plan such information as shall reflect an assisted city's
tomlw:pendmueebyﬁmdandbylumpsumformajorobject
classification; ‘

(2) include projections of all revenues and
expenditures for five fiscal years, including, but not limited to,
projected capital expenditures and short-term and long-term debt
mcunenceandmshﬂowfomstsbyfundfortheﬁrstyearofthe
financial plan;

_ (3)  include a schedule of projected capital
commitments of the assisted city and proposed sources of funding
: formchoommitments;‘and ,

(4  be accompanied by a statement describing, in
reasonable detail, the significant assumptions and methods of
estimation used in arriving at the projections contained in such
plan. :

The PICA Act (at Section 210) and the Agreement also require the following:

Each Financial Plan submitted by the City to the-

Authority shall be accompanied by the following supporting
- information:

(a) a schedule of debt service payments due or projected
to become due in respect of all indebtedness of the City and all
indebtedness of others supported in any manner by the City (by
guaranty, lease, service agreement, or otherwise) during each fiscal
year of the City until the final scheduled maturity of such

- indebtedness, such schedule to set forth such debt service payments
separately according to the general categories of direct general
obligation debt, direct revenue debt, lease obligations, service
agreement obligations and guaranty obligations.

(b) a schedule of payments for legally mandated services
included in the Financial Plan and due or projected to be due during
the fiscal years of the City covered by the Financial Plan;




() a statement describing, in reasonable detail, the
significant assumptions and methods of estimation used in arriving -
at the projections contained in the Financial Plan;

. (d) the Mayor's proposed operating budget and capital
budget for each of the Covered Funds for the niext (or in the case of
the initial Financial Plan, the current) fiscal year of the City, which
budgets shall be consistent with the first year of the Financial Plan
and which budgets shall be prepmed in accordance w1th the Home
Rule Charter;

_ () a statement by the Mayor that the budgets descnbed
in section 4.04(d) hereof’

(i) are consistent with the Financial Plan;

(i) contain funding adequate for debt service
payments, legally mandated services and lease payments securing
bonds of other government agencies or of any other entities; and

(i) are based on reasonable and appropnate
assumpt:ons and methods of estimation.

(® a cash flow forecastfortheCIty soonsohdatedcash
accounting for the first fiscal year of the City covered by the
Financial Plan;

(g) an opinion or certification of the City Controller,
prepared in accordance with generally accepted auditing standards,
with respect to the reasonableness of thc assumptlons and estimates
in the Financial Plan; and , ,

(h) a schedule setting forth the number of authorized
employee positions (filled and unfilled) for the first year covered by
such Financial Plan for each board, commission, department or
office of the City, and an estimate of this information for the later
years covered by the Financial Plan. The schedule required under
this paragraph (h) shall be accompanied by a report setting forth the
City's estimates of wage and benefit levels for various groups of
employees, such information to be presented in a manner which
will allow the Authority to understand and effectively review the
portions of the Financial Plan which reflect the results of the City's
labor agreements with its employees, and an analysis of the
financial effect on the City and its employees of changes in
compensation and beneﬁts in collectlve bargaining agreements, and
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in other terms and conditions of employment, which changes may

be appropriate in light of the City's current and forecast financial

condition. The parties agree to cooperate such that the form of the
reportreqmredunderth:spamgmph(h),andthembjectscovemd

arereasonablysausfactorytotheAuthomy

mmmmm

TheclrcummmofPICA'screanon andthedemandswhlchwmplaceduponn
immediately thereafter, MVehelpedmfashlontheAMysdeﬁmuonofnsrolemﬂm
efforttomtomPhiladelplnasmedﬂ:ihtymtbeﬁnmalmarkﬂs

TheAuﬂ;ontywascmamdbytheGenemlAssmnblyofﬂleCommonwealthof
Pennsylvania in an atmosphere of perceéived City fiscal crisis. Deficits were skyrocketing,
vendors of goods and services had not been paid, a hiring freeze had been imposed,; persistent
fears that the City would run out of cash shook the confidence of the workforce, vendors,
residents and investors. The capital program was at a standstill, its funds having been used asa
line of credit to navigate through successive cash flow emergencies. The specter of imminent
financial collapse impelled the legislature to include an instruction to PICA in the PICA Act to
issueitsbondstoaddxesstheaccumulawddeﬁcnofthecny(atthattlmewumatedtobem
excess of $219 million) "on or before June 30, 1991 or as soon as practical thereafter, ..
Legislation creating PICA was signed by Governor Robert P. Casey on June 5, 1991, andthe
Authority met 16 days later for the first time, mtheexpectanonthatltwwidshorﬂyrecewea
five year plan, to be followed immediately thereafter by issuance of in excess of a quarter
billion dollars in bonds.

. The members of the Authority had no choice but to begin from ground zero to acquire
specific expertise and develop a work plan necessary to respond promptly to the job before
them. Faced with the daunting task of evalvating a Plan whose arrival was expected
momentarily, PICA hired an executive director and selected municipal finance professionals
for its bond issue. It also retained the services of Coopers & Lybrand, a nationally recognized
accounting and consuiting firm with broad experience among its partners in the affairs of
troubled municipalities. The message sent by the actions of PICA to the bond markets and
rating agencies was that the Authority would be something more than a passive funding arm of
the City of Philadelphia - that it intended to do the job laid out for it in the PICA Act.

During FY92 and after the creation of PICA, the City issued $156.6 million in short
term notes, $110 million in August 1991 (at a 10.7% interest rate) and another $46.6 million
in November 1991 ($39.4 million with a 8.5% interest rate and $7.2 million with a 7.75%
interest rate), which produced enough cash to see the City through the leanest of its cash flow

? Agreement - Section 4.04(a)-(h)
? The PICA Act - Section 317(a)



months and keep pay checks and basic services moving. Time was bought - enough to permit
the City to avoid insolvency while the PICA process got underway - but at a very expensive

Taking advantage of the respite, the Authority worked with the City through the
remainder of the Summer and early Fall of 1991 as the City attempted to develop a Plan which
addressed the most basic concerns of the PICA Act. PICA and its authorizing legislation
required that the Plan be based upon reasonable assumptions, reasonably applied, and include
‘only achievable savings from rationally developed and explained initiatives. Some progress
was made, but greater success was thought to have been achieved in the negotiation of the
Agreement - the document which would define the PICA-City relationship. There was
momentary success in reaching a favorable conclusion on the Agreement, but hopes that an
agreement would be soon finalized were dashed when, in late September, the document
becameentanglcdmtheleglslmvcpmc&ssofalamc-duckCuyCouncﬂ

The sidetracking by Council of the proposed Agreement in the Fall, coupled with the
City's subsequent issuance of its November notes, made it clear to members of the Authority
that 1991 would not be a year when PICA would either approve a Plan or issue bonds for the
benefit of the City. The proceeds of the second series of notes effectively ended the cash crisis
for the Goode Administration, and the inability of Council to pass the Agreement, either as
proposedormafonnothermseaccq)tableto PICA, until after the November election
combined to push the Plan development and bond issuance effort into both the new calender
year, and the term of a new Mayor.

On January 3, 1992, agreement was reached between the City and PICA on the terms
of the Agreement, which were substantially the same as those which had been rejected by City
Council the previous year. The ordinance approving the Agreement was signed by Mayor
Goode as one of his final official acts, and Mayor Rendell and PICA executed the Agreement
on January 8, 1992. The execution and delivery of the Agreement triggered the events which
led up to PICA's approval of the Plan and issuance of bonds.

Considerable discussion occurred during the post-election period between PICA and
both the transition team for the Rendell Administration and representatives of City Council,
and the Authority was able to use the time to advantage. It expanded staff, and by early
, Januaryhadatcaminplacetodealwiththetasksahead

Mayor Rendell submitted his five year financial plan to City Council on Februvary 20,
1992, where it was given preliminary approval on March 5, 1992. The Authority received the
document on the day of Council approval, and after an in-depth review that resulted in a series
of changes, approved a version of the Plan (inclusive of supplemental information and
technical modifications) on April 6, 1992. The Mayor submitted the fiscal year 1993
operating budget to City Council on March 19, 1992, while the Plan was pending before
PICA, and on April 29, 1992 Council approved operating and capital budgets which in large
degree conformed with the Plan approved by the Authority earlier that - month.
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There were, however, some differences, many of which are noted elsewhere in this
report, the most striking of which were amendments to the capital budget and transfer of the
funding of the "Productivity Bank" from capital to operating funds. The amendments to the
capital budget increased the total amount of proposed PICA-financed capital projects to $177
million. To be financed by PICA, the projects had to meet the PICA Act's requirements of
either addressing emergency conditions or reducing budget deficits.

The PICA Board, after considering analyses of City-provided information on the
projects prepared by PICA staff, with the aid of the City Controller's Office, Authority
Counsel and Bond Counsel, subsequently determined that approximately $120 miltion of
proposed capital projects met the Act's reqmrements

- The reduction in PICA funded capital projects (from the $177 million assumptlon used
in developing the April 21, 1992 Revised Amended Five Year Financial Pian to $120 milfion)
resulted in a change in the size of the anticipated PICA bond issue from $545 million to an

- anticipated $475 million in a Plan issued May 18, 1992 (the actual issuance size was $474.6

- million). Thereducuonmbondsrzeandre]ateddebtsemcecmatedtheneedforﬁnther
modifications to the Plan, which were made by the City and approved by PICA on May 18,

© 1992. The only changes from the April 21, 1992 Revised Amended Five Year Financial Plan

~were the changes i in the capital portion, the size of the PICA borrowing and the resulting debt
service.

The approval and modification resulted i ina cuinbersome and fragmented Plan

"document”. The approved Plan is a combination of a comprehensive Plan dated February 20,
1992, Supplemental Information and Technical Modifications dated April 6, 1992, a Revised
Amended Five-Year Financial Plan dated April 21, 1992 and a Revised Amended Five-Year
Financial Plan dated May 18, 1992 (reference in this report to the "Plan" will be to the final
version unless otherwise noted). This fragmentation adds an unnecessary layer of difficulty to
Plan analysis. PICA and its staff understood the time constraints of the initial Plan
development process and agreed to the fragmented approach, but expects that in the future,
revisions, supplements and modifications will be combined with the original Plan submission
to produce a single cohesive and comprehensive cross-referenced document.

On February 20, 1992, the unions representing the City's municipal workers filed two
actions, one on behalf of uniformed employees and one on behalf of non-uniformed
employees, in the Supreme Court of Pennsylvania, asserting that the PICA Act violated the
Pennsylvania Constitution and certain statutes by permitting the Authority to interfere with the
City's fiscal, budgetary, collective bargaining and general municipal functions; and that the
appointments of four of the five voting members of the Authority's Board violated the
Pennsylvania Constitution. The action filed by the non-uniformed employees also asserted that
certain provisions of the Agreement conflicted with the Public Employee Relations Act. The



action filed by uniformed employees alleged that a portion of the Act violated the Constitution
by interfering with the arbitration process for police and firefighters. Both actions asked the
Pennsylvania Supreme Court to declare the Act to be unconstitutional, enjoin implementation
of certain provisions of the Act and the Agreement, and issue a writ declaring that four of the
voting members of the Authority’s Board were unlawfully appointed.

After hearing oral arguments and receiving briefs, the S@mme Court issued an order

denying the relief sought in both petitions. The unions filed an Application for
Reconsideration which the Supreme Court denied on May 29, 1992.
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: IhePlansetsacoursemcorrecttheresaﬂtsofgenemuonsofﬂawedmanagement
decisions. The City's condition today is the result of the continued victory of expediency over
planning, and of short-term political gain over sound long-term policy. The Plan articulates a
wmmnnemwdomgtmngsdffemuﬂy,hnmsuwesswﬂldependuponuansfonmngm
commltmentfmmanul&almtoreahry

In reviewing the Plan, PICA has avoided substituting its judgment for that of those
elected to set policies for, and the priorities of, the City. The Authority has endeavored to -
emphasize and give some sense of direction to movements for change within the system, and
thePIanlsoneofmanystepsthatwﬂhavetobetakentopullthecnyoutofltspresent .
difficulty. Therewcreseveralmwofparncu]arnotemthePlanwmchthlsExecuuve

Summary will address.
All numbsers cited in this report are from the Plan unless otherwise specified.

This report is prepared as of June 4, 1992 and actions and events occuring subsequent
to such date, but prior to report issuance, which may have had a substantive impact or effect
on the conelusions contained herein, are not considered or discussed herein, Any such
srences will be discussed in later PICA staff reports.

The Pilan indicates that if its initiatives are not successfully implemented, the City may
have to resort to across-the-board layoffs. While layoffs may reduce expendmlres layoffs of
any magnitude would undercut the Plan's underlying assumption that services will not be
reduced. Additionally the City's ability to implement layoffs across-the-board is limited in -
some instances. For example, staffing levels in some departments (such as Human Services) -
are partially determined by regulations of other levels of government and massive staff
reductions in departments such as Revenue could reduce the City's ability to generate
revenues. In other cases (such as the Philadelphia Nursing Home) specific staff levels are
required to implement initiatives successfully. Not withstanding the degree of difficulty in
undertaking Iayoffs of the scale presented in the Plan, PICA staff believes that a reduction in
employment levels is a reasonable alternative to mcomplete accomplishme:

targets.

Revenues

One of the most significant accomplishments of the PICA Plan review process was
promoting substantive changes in revenue projections. A perennial problem of Philadelphia
budgeting has been overestimation of revenues. The Plan projects total revenue increases
growing at an annual compounded rate of only 2.9%.

1



Overall projected revenues decreased (from the originally submitted Plan to the
approved Plan) by $293.3 million, an amount approximating the current portion of FY91 real
estate tax revenues. This change resulted from a thorough examination of revenue collection
results and estimates by PICA staff, the Controller's Office, the City Finance Department and
the City's financial advisors. The Plan's revenue projections were not PICA-imposed, but
were agreed to by the City, the Controller's Office and PICA. Such a point is important
because the process used in reaching the Plan's revenue projections has helped the City to
develop methodologies that can be used in making future projections.

Taxes

The tax which provides the largest source of revenue, the Wage Tax, which is applied
at slightly higher rates to residents (4.96%) than to non-residents (4.3125 %), is projected to
grow at an average annual rate of 2.6%, to a total of $1.06 billion in FY96. That growth rate
is below the Plan's assumed inflation rate (3.0% in FY93, 3.5% in FY94 and FY95 and 4.0%
in FY96) and indicates that the Plan does not anticipate significant job growth in the City
during the Plan period. A portion of the resident Wage Tax has been dedicated to PICA and is
called the PICA Tax. The PICA Tax has been pledged to support PICA's bonds, and any
amount of the PICA Tax not used for debt service or other PICA uses is returned to the City.

The other major taxes were projected to grow from FY92 to FY96 at the following
compounded annual rates: Real Estate at 4.4%, Business Privilege at 2.6% and Sales at 5.3%
(thegrowthratefortheSalesTaxmpm]ectedfromFY% the first full year of collections, to
FY96).

_ Thcpmjectlons were made on the basis of historic patterns, assumptions as to
economic activity, consultations with outside experts and projections made by the ‘Controller's
Ofﬁce in conjunction with Temple University.

Locally generated non-tax revenues are projected to increase from $105.2 million in
FY92 to $118.8 million in FY96, (3.0% compounded annually), but half of the increase
comes from FY92 to FY93, when non-tax revenues are projected to grow by $6.7 million (to
o $111. Smﬂhon)becauseMerestwrmngsaree@ecwdmgmwasamsxﬂtofmcreasedﬂmd
balances produced by the PICA bonowmg :

Intergovernmental Revenues

After tax revenues, revenues from other governments are the largest source of revenue
for the City. Revenues from other governments are projected to grow at a compound annual
rate of 4.4% over the term of the Plan. .

‘Revenues from the Commonwealth are projected to grow from $279.0 million in FY92
to $316.3 million in FY96, (3.2 % compounded annually). About 70% of revenues from the

12



Commonwealth are designated for either the Department of Human Sexvices (DES) o the
Department of Public Health (DPH), and are discussed in greater detail elsewhere in this

Of $83.9 million in federal revenues for Y92, $82.3 million (98%) was for either the
DHS or for the DPH.

PICA staff has several serious concerns about revenues. Taxes in general, and the
Wage Tax in particular, have been estimated using conservative methods. Further economic
- deterioration leading to an accelerated pace of job loss, however, could produce revenues
~ below even those projected in the Plan. The Sales Tax presents particular problems because
the collection of an additional one percent for the City of Philadelphia is new, and uatil
implementation problems are corrected, it will be difficult to project Sales Tax collections
accurately ‘

'Ihere are ma]or uncertainties surmundlng intergovernmental revenues. Apart from
programmatic concerns, theavaﬂabﬂnyofﬁmdsﬁomtheCommonwwthzsdependentm
largepartonthcannualappmpnat:onpmcess = .

Revemlefmmotherfundsxsprqectedtogmwfmmﬂl 5m1]]10anY92t0$13
mlﬂmmFY96(3% compounded annually). .

The Other Funds section of the Five Year Plan deals with the Water Fund, the Aviation
FundandtheGrantsRevenueFund‘andlsnottotallymcomphanoew;ththePICAActandthe
Agreement. The section does not meet the requirement that the Plan provide sufficient
information to “explain the estimated or projected impact, if any, of those Supplemental Funds
(the Water and Aviation Funds) and Special Funds (any Fund other than the General Fund
used to account for the receipt and use of resources restricted for a particular purpose) on the
Covered Funds.™ The Covered Funds are the principal operating funds of the City, including
the General Fund, the General Capital Fund, the Grants Revenue Fund and any other Principal
Operating Fond of the City which becomes a member of the City's Consolidated Cash
Account

The Aviation Fund section does not include any listing of revenues and the Water Fund
portion of the Plan gives no detail for revenues and expenditures. Without this type of detail,
it is 1mposs1b1e to evaluate the potentml impact on the General Fund.

4 Agreement -- Section 4.03 (b) o
13



Despite the Plan's description of the Aviation Fund as self sustaining, the Airport
Director testified before City Council that the Aviation Fund was running deficits and had
" nearly exhausted its available balance. The Plan projects that the Water Fund will be kept in
balance through two rate increases, one of which is over 14%. '

PICA staff was able to make an mdependent assessment of the Water and Aviation
Funds from other sources.

There are no detailed projections for any other funds and, except for the Grants
Revenue Fund, there are no explanations as to why the funds are excluded from the Plan.
PICA staff expects that the "Other Funds" section will improve in Plan revisions and in future
versions of the Plan.

Personnel

The largest expenditure reductions projected in the Plan are in the Personnel section.
After using the Plan's built-in discounts (75% in each year for personnel initiatives, 60% in
FY93 and 80% in FY94, FY95 and FY96 for productivity initiatives), Personnel Section
initiatives are projected to save the City $98.6 million in FY93

The Iargest portion of the savings is projected to come from health benefits reform,
which includes regaining control of administration of health benefits plans from the unions,
consolidating health benefits into one plan and bidding out that plan. The Plan estimates that

-this will reduce the cost of benefits to $302 per month per employee from a present per
employee cost, in some cases, as high as $562 per month. In addition, the Plan calls fora
10% co-payment of premiums by employees. The City must take a series of difficult steps if
it is to achieve these savings, including negotiating with the City's four major municipal
employee unions to obtain the right to administer the plans; consolidating the existing benefit
plans into one City-administered plan; and awarding a contract to a provider that will enable to
the Clty to reduce costs to a maximum of $302 per employee per month. .

A further complication for the City is that present Police and Fire benefits are provided
under a contract that is in place until the end of August 1992 and employees not represented by
unions have existing plans that extend until the beginning of January 1993. As well, the
arbitration provisions of Act 111 complicate the prospects for being able to reach these goals
for uniformed employees. The PICA Act requires, however, that the arbitrators consider, in
writing, the City's financial ability to pay the cost of an arbitration award and the City's five
year Plan. Additionally, the PECA Act provides that an arbitrator's decision can be appealed.

Many other Plan initiatives and assumptions are dependent on the outcome of the
collective bargaining process with non-uniformed employees or the arbitration process with
uniformed employees. Those include elimination of City-paid legal services, reduction in the
aumber of paid holidays from 14 to 9, reduction in annual paid sick leave allowance from 20
to 10 days, reduction in starting salaries for police and firefighters from $29,750 to $23,750,
elimination of longevity payments, and negotiation of a contract that does not include a "no
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layoff” clause and contains no salary increases (except in case of distribution of a portlon of
carned City budget surplus). '

One initiative that does notmquireagmementwithunionsis'theimposiﬁonofac@on
the use of overtime ($7.3 million expenditure reduction projected in FY93).

: The Personnel section also includes an initiative to reform the City's disability system.
The Plan contains no dollar savings from this initiative, but does note that the City Controller
projects savings of at least $5.7 million a year from reform in this area.

A series of events must fall into place for the personnel initiatives to succeed, including
obtaining contracts with the four major unions that include the Plan's personnel initiatives,
being able to implement the initiatives in a timely fashion and managing the City's employee
complement effectively. It is very possible that these events will not transpire in a manner
which allows the City to achieve all of the Plan's savings, thus making the discounts a vital
element of the City's ability to meet its Plan targets.

PRINCIPAL DEPARTMENTS

ThisreponpﬁmmﬂyfocumonthedapammﬁththehrgestimpaaonmePhn. It
contains separate sections on the Fire Department, the Department of Human Services, the
Police Department, the Department of Public Health, the Department of Public Property, the
Strects Department, a section combining the Law and Revenue Departments and a section on
other initiatives which discusses the larger initiatives in departments not covered separately.

Fire Department expenditures are projected to grow from $111.1 million in FY91 to
$118.4 million in FY96. Salaries, the Department's largest expenditure category, accounted
for 89% of the budget in FY91 and are not projected to change from FY93 to FY96. Fire
Department salaries are set through the arbitratior process and the Department's expenditures
will increase beyond Plan projections if arbitration rulings provide for salary increases. -

The Plan projects that the Fire Department's initiatives, after discounts, will reduce
expenditures by $37.6 million from FY93 through FY96. While all of the Department's
initiatives seem reasonable to PICA's staff, some seem less likely than others to be
implemented as projected. The initiatives include moving injured employees off the
Department'’s payroll more quickly, reducing annual starting salaries from $29,500 to
$23,500, capping overtime and increasing Emergency Medical Service revenues.

Except for the Emergency Medical Service initiative, which the City indicates is based
on an existing contract, each of the other initiatives is dependent on the City's success in the
arbitration process and on its ability to maintain appropriate staffing levels. In addition, the
injured list initiative requires disability system reforms,
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Department of Human Services

Human Services expenditures are projected to grow from $181.3 million in FY91 to
$355.6 million in FY96, and purchase of services expenditures by the Department are
projected to grow from $145.6 million in FY91 to $310 million in FY96. The Department's
expenditures are partially offset by revenues received from the State and Federal governments.

Even after deducting anticipated revenues from other governments from projected =
expenditures, the Depariment's net expenditures are projected to increase from $73 million in

- FY91 t0 $142.6 million in FY96. The major portion of the Department's overall expenditure

growth is in projected expenditures for its Children and Youth Division. The Plan projects
that, after initiatives, expenditures for the Children and Youth Division will grow from $159.8
million in FY92 to $252.3 million in FY96. The Department indicates that Children and
Youth Division expenditures are driven primarily by increasing numbers of children i in
high-cost placements such as institutions and out-of-state facilities.

A major change in the Commonwealth's reimbursement policy for City Children and
Youth expenditures is anticipated as the result of legisiation which requires the State to phase

- in, by FY95, 100% funding of the "needs-based budget” amount for expenditures on

dependent and delinquent children. The "needs-based budget” is prepared by the City and
certified by the Pennsylvania Department of Public Welfare (DPW). The City has a number

- of en-going disputes with the DPW over the implementation of this legislation.

DHS initiatives are projected to increase revenues and decrease expenditures by a net
amount equalling $163 million over the life of the Plan. The Department's major initiatives
include adopting a policy of funding mandated programs only to the level of the City portion
of the certified needs-based budget, reducing the number of social workers for services

- provided through private providers from a ratio of 30 to 1 to a ratio of 75 to 1, servicing 5%

more of DHS' out-of-home client days in-home, continuing efforts to increase patient
eligibility for Title IV-E benefits and pursuing more aggressively the reimbursement
opportunities already in place, and expanding Early and Periodic Screening, Diagnosis, and
Treatment (EPSDT) funding. '

All the DHS initiatives are attainable, but somewhat speculative. The needs-based
budget initiative and the EPSDT initiative rely on successful resolution of disputes with the

_ State. The caseworker ratio initiative apparently is to be reworked by a consultant and the

Title IV-E initiative may be based on ovesly optimistic estimates for FY94 through FY96.

It is unlikely that DHS will achieve the entire $163 million in combined expenditure
reductions and revenue increases projected by the DHS initiatives. It is probable, however,
that some of the initiatives will be successfully implemented. Because of the difficulty in
predicting DHS base expenditures and revenues and the speculative nature of tlie Department's
initiatives, DHS is the City department about which PICA staff has the most concern. PICA
staff recognizes that the geometric growth in social services places énormous burdens on an
already over-extended system, but staff’s basic concemn over the DHS portion of the Plan is
that insufficient attention has been paid to the need for fundamental changes in the manner in
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: whichmeDeparunentpmiridesitS services, a shared concern among DHS employees
addressing the financial consequences of their programs. Whether the Plan's built-in discounts

provide enough room for shortfalls is as yet difficult to assess.
Police Department

Base expenditures for the Police Department are projected to grow from $313 million in
FY91 to $327.2 million in FY96 (less than 1% compounded annually). The low growth rate
results from the Plan's assumption that expenditures for salaries do not increase from FY93
through FY96 (salaries accounted for 93% of the Department's expenditures in FY91). Police

salaries are determined through arbitration and an award that provided for an increase in
salaries would lead to a reduction in projected Plan savings.

' Police Department initiatives are projected to reduce expenditures by $95.4 miilion over

the life of the Plan. The initiatives include lewering entry level annual salaries of police

- officers from $29,500 to $23,500, capping overtime, getting injured officers off the '
Departmental payroll quicker, and instituting registration fees for all burglar alarms, and fines
for false burglar alarm calls. . S

- Except for the burglar alarm initiative, which will require Council approval, each
Police Department initiative is dependent on the City's success in the arbitration process and
on its ability to maintain appropriate staffing levels. In addition, the injured list initiative
requires disability system reforms. SR

Department of Public Health

~ The Department's base expenditures are projected to grow from $203.3 million in
FY91 to $235.2 million in FY96 (3% compounded annuaily), but revenues from the State and
Federalgovemmentsfort!melthDepartmentampmjectedtogrowatacbmpoundedrateof
only .62% (from $137 million to $141.3 million) over that period. Tke disparity in growth
rates between projected expenditures and projected revenues leads to projected net
expenditures increasing from $66.3 million in FY91 to $93.9 million in FY96 {a7.2%
compounded annual growth rate).

The Department's initiatives are projected to reduce expenditures and increase revenues
by $50.8 million over the life of the Plan. The initiatives, if successful, would cut the
projected growth rate of net expenditures from FY91 to FY96 by almost half from 7.2% ($66
million to $94 million) to 3.7% ($66 million to $79 million). The initiatives include reducing
non-mandated health costs (through delays in hiring, not filling positions and reductions in
Mental Health/Mental Retardation services), improving medicaid billings, expanding EPSDT
Funding, and increasing reimbursements for the Philadelphia Nursing Home.

It is unlikely that each of the initiatives will be implemented, inasmuch as each
initiative depends on prospective actions, some of which are beyond the control of the
Department. Those actions include approvals from other levels of government, the favorable
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. resolution of legal disputes, and the hiring of additional personnel. The discounts used in the
Plan provide some latitude for mid-course corrections, and the Pepartment has indicated that it
will substitute new initiatives for ones that appear unlikely to meet their targets. The most
speculative of the initiatives are the ones calling for an increase in the number of patients at the
Philadelphia Nursing and for the creation of a new reimbursement category for the nursing
home and nursing homes in Bucks and Allegheny counties. PICA staff has continuing
reservations about the Deparlment's ability to successfully implement the Philadelphia Nursing
Home initiatives.

Department of Public Property

Base expenditures for the Department of Public Property are projected to grow from
$185.6 million in FY91 to $207.9 million in FY96 (a compound average annual growth rate of
2.3%). The Department's growth rate is driven by spending for purchases of services, which
. account for over 80% of the Department's expenditures in each year of the Plan.

Public Property Department initiatives are projected to reduce expenditures and
increase revenues by a total of $83.9 million from FY93 through FY96. The initiatives
include imposing a per-line fee for 911 telephone services, transferring a portion of court
space rental costs to the First Judicial District of Pennsyivania, savings through lease cost
reductions, capping the City's contribution to SEPTA, consolidating the City's vehicle fleet,
privatizing custodlal services, and reducmg telephone costs.

The Dcpa:tment's initiatives appear reasonable, although negotiating a coﬂecuve '
bargaining agreement without a "no layoff” clause will be required to accomplish some of the

 management-related initiatives within the time period anticipated in the Plan. The imposition

of a 911 fee requires City Council approval and the other initiatives appear to be within the -
Administration's control. 3

Streets Department base expenditures are projecte& 0 increase from $155.1 million in
FY91 to $187.9 million in FY96 (a compounded annual growth rate of 3.9%). :

"The Plan projects $95.6 million in savings from Streets Department initiatives. The
Department's largest initiatives include proposals to cap overtime, implement the City's new
waste disposal contracts, eliminate two city transfer stations, charge the Philadelphia Housing
~ Authority, the Philadelphia School District and large non-profit institutions for refuse removal
services, change crew sizes on compactors and replace blockmen with mechanical brooms.

 The initiatives require, among other things, the timely implementation of the new trash -
contracts, the negotiation of a collective bargaining agreemeiit without layoff limitations (but
with a reduction in annual sick day accrual allowance), effective management of the
' Department's employee complement and successful negotiations relative to charging for
institutional trash removal services. It is likely that not all of the necessary steps will be
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accomphshedmamannerandhmeframethatwﬂlaﬂowthertytorecelvetheenumsavmgs
projected for these initiatives. The Plan's built-in discounts, however, prowdesomecushlon
mcasesweremlt:anv&seltherfaﬂora!edelayed.

The Law and Revenue Departments are discussed together because they have several joint
initiatives. The projected increased revenue from the initiatives totals $29.4 million for the
Law Department and $46.6 million for the Revenue Department.

The Law Department's initiatives include improved tax collection, enhanced enforcement,
faster processing of tax (sheriff) sales, and better claims filing and collections in Bankruptcy
sales. The Revenue Department's initiatives include i mproving collections through
computerized coordination; redeployment of savings from computerization to increase
personnel who are projected to increase collections; transferring assessment, collection, and
enforcement functions to the Department from the Board of Revisions of Taxes; and either
having legisiation passed to implement withholding of Wage taxes from Philadelphia residents
working in Pennsylvania suburbs or achieving the same net result through a computer
matching program utilizing State provided income tax return information.

Some of the initiatives may be hard to implement as quickly as required to meet the
Plan's targets because they require City Charter change, State action or aggressive
implementation of new computer systems.

The "Other Initiatives” section of this report discusses several departments which each.
have only one large initiative. The departments and their initiatives are:

o Licenses & Inspections - Revamp Fee Structure. The fees to be increased include license,
permit and service fees. This initiative is projected to yield reverniue increases of $8.1 million
over the life of the Plan. The calculations of these increased revenues appeared reasonable to
PICA staff and the only action required for the fee increases to take effect, approval from City
Council, has been received.

o Philadelphia Prison System - Overtime Cap. The overtime cap is pro_]ected to reduce Prison
expenditures by $9.5 million over the life of the Plan. A significant portion of the savings
($840,000 in FY93 and increasing thereafter) is from a shift change that must be negotiated
with the union. Another key to the successful implementation of this initiative is the City's
maintenance of proper staffing levels.

0 Various Departments and Commissions - Budget Caps. The Plan calls for percentage
reductions in departmental budgets without specifying how the cuts will be made. PICA staff
believes that these cuts, which were included in the FY93 budget, are based on reasonable
assumptions as to City managers’ abilities to reduce expenditures in their departments.
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o Various Departments and Commissions - Budget Caps. The Plan calls for percentage
reductions in departmental budgets without specifying how the cuts will be made. PICA staff
believes that these cuts, which were included in the FY93 budget, are based on reasonable
assumptions as to City managers' abilities to reduce expenditures in their departments.

ement and uctivi

The Plan submitted to PICA on February 20, 1992 contained a section titled
- "Management and Productivity", which contained no specific savings to be included in the
Plan, but provided the framework for analyzing many of the Plan's initiatives. The section
described the Rendell Administration's plans to change the management climate of the
government of the City of Philadelphia.

The section included some specific initiatives, including several that have already been
implemented, and some broad actions designed to improve the way the Clty is managed
-including:

o Creation of a Charter Revision Commission

0 Major changes in the Civil Service regulations, the budget process and the
pmcurement system

~ o Contract negotiations with the municipal unions.

PICA is monitoring the progress of these activities. This section also discusses
privatization, the Productivity Bank and plans to share budget surpluses or savmgs from
employee ideas with employees.

In addition to providing additional initiatives that the Administration may be able to
substitute for Plan initiatives that fall short of their targets, this section is important because it
is a framework for achieving the Plan's ultimate goal of efficient government.

Debt

The City sought creation of PICA because of its inability to access credit markets. The
City's lack of access to credit markets is just one of several debt-related problems including a
high existing debt burden ($2,892 per capita for long-term debt and other long-term
obligations) and the constraint of a statutory limit on tax supported debt. The City's Jong-term
obligations include $1 billion of principal on general obligation debt, $79 million of principal
on bond anticipation notes, $2.1 billion of principal on revenue debt, and $1.3 billion of
principal on other long-term obligations.

There is little information on future bbrro&ings in the Plan. ‘The Debt section projects

that PICA will issue $68.2 million in December 1993 and the "Long Term Obligations”
appendix of the Plan shows $11.6 million for principal and interest payments in each of FY94,
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additional PICA borrowing would be necessary in FY94 if the City had regained market access
with its own general obligation debt. - —

: The Plan presents the City's amount of debt as a problem, but does not propose
solutions. Additionally, aside from PICA borrowings and a statement that the City hopes to
return to the capital markets in FY95, the section does not include any significant support for

the City's debt issuance plans. o :

An additional PICA concem is the statutorily-required use of assessed real estate as the
basis for the City's debt limit. The City's entire revenues, except for those dedicated to
specific uses, would serve as a much better measure of the amount of debt that the City is able
to service. While the use of the real estate tax is Constitutionally mandated, the City should
develop internal guidelines based on total revenues, minus those dedicated to specific uses, for
determining its limit on total long term obligations (many of which fall outside of its debt
limit). . _

. One of PICA's functions is to serve as a financing vehicle for the City, but only under
specifically described circumstances. Under the PICA Act, the Authority is empowered to
issue bonds for deficit reduction and capital projects until December 31, 1994, for cash flow
deficits until December 31, 1996 and for refundings of PICA obligations for as long as PICA

is in existence. The Plan specifically mentions two PICA borrowings:

o The recently completed $474.6 million deficit reduction and capital
borrowing issue; and :

o A December, 1993 $68 million capital borrowing.

The initial bonds, sold at a true interest cost of 6.56%, were used for FY91, FY92 and
FY93 deficit reduction, the establishment of 2 Productivity Bank, capital projects, funding a
debt service reserve fund, capitalized interest, bond discount, bond insurance preminm,
issuance costs and Authority costs,

The Authority has made no determinations about future borrowings, and has not in any
way committed itself to the proposed $68 million issue in the Plan. PICA staff would,
however, be reluctant to recommend future deficit borrowings (staff considered FY93 to be a
transition year that was an exception to a general rule against deficit borrowing). Future
deficit financings would mean that the City had not met the goals set in the Plan and that it had
been unable or unwilling to take the alternative steps required by the Plan. It would represent
a significant setback in the City's attempts to regain market access.

PICA staff recommendations concerning capital borrowings and refundings will be
based on the degree to which the proposed bond issues met the requirements of the PICA Act
and the use of the amount of PICA Tax revenue available in the most efficient manner. PICA ‘
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staff would analyze any request for PICA issuance of short-term notes in terms of the City's
actual cash needs, the City's ability to obtain notes on its own at reasonable rates, the City's
costs of entering the market versus borrowing from PICA and the impact of borrowing from
- PICA on the City's eventual ability to regain access to capital markets.

I ulo Iov Mo ¢! -

PICA staff will monitor the progress of each of the initiatives contained in the Plan
closely, and will subject those initiatives described in the monitoring section to the closest
scrutiny. For the most part, they are items which have a particularly large dollar impact, but
others are on the Jist because staff believes that they offer partlallarly dlfficult problems of
timely implementation.

The value of the monitoring process is to provide a system which will permit PICA to
have early warnings about shortfalls in Plan implementation that could, if left unaddressed,
threaten the success of the Plan. - It is also important that PICA staff be aware of situations
where Plan targets have been exceeded, and thereby be able to assess the true net effect of any
shortfall in each year of the Plan.

This section also describes PICA smff'spre]xmmary plansformomtonng the
initiatives.
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. After a projected increase of 7.3% from FY91 to FY92, General Fund base revenues
are projected to grow by only 2.9% over the remaining years of the Plan (all data discussed in
this report has been obtained from the Five Year Plan unless otherwise noted). The projected
growth rates are lower than the assumed rates of inflation in each year in the Plan, which are
3.0% in FY93, 3.5% in FY94, 3.5% in FY95 and 4.0% in FY96. The following graph
demonstrates the projected year-to-year changes in base revenues.

-
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Total base revenues decreased substantially from the original version of the Plan
submitted by the Rendell Administration to the version of the Plan approved by the PICA
Board. Overall projected revenues decreased by $293.3 million, an amount approximating the
current portion of real estate tax revenues for the entire 1991 fiscal year. The changes resuited
from reexaminations of each projected revenue source by PICA, the Controller's Office, the
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Administration and the Admxmstratlon s advisors. While the majority of the changes were
revenue decreases, some increases also resulted from thc review process. '

Tax revenues are the largest component of General Fund revenues and account for 76 %
of total revenue estimated for each year of the Plan. Four taxes account for a preponderance
of projected tax revenues: :

o Real estate tax, which increases from $319 million in FY92 to $378
. million in FY96, an average annual growth rate of 4.3%. Real
Estate Tax revenue projections in the Plan reflect the
Administration's intention to urge both appropriate annual
assessment increases and the prompt return of abated properties to
the tax rolls.

‘0 The wage and earnings tax (including the PICA Tax, but without
subtraction of PICA debt service), which grows from $955 million
in anticipated FY92 tax revenues to $1.06 billion in projected FY96
revenues, a compound annual increase of 2.6%. Wage Tax

revenues are projected to grow more slowly than in the initial

- Rendell Plan, based on subsequent analysis of historic economic
amlvnyandmdependentassessmentsofprobablcﬁlwmachwty .
The PICA Tax, which is equal to slightly over 30% of the
residential portion of the Wage Tax, is passed back to the City

. after deductions for debt service on PICA bonds and PICA
expenses. It is projected to grow from $l78m11]10anY92to

. $197 million in ¥Y96. ?

o The Business an:lege Tax, which gtows from $217 million in
anticipated FY92 revenues to $240 million in projected FY96
revenues (2.6% a year), a slightly slower growth rate than that
projected in the original Plan; and

o The Sales Tax, which grows from $65 million (equal to about $87
million on an annualized basis) in anticipated FY92 revenues to
$105.2 million in projected FY96 revenues, a compounded average
annual growth rate of almost 13% (5% from the annualized FY92
amount of $87 million). In its first full year, FY93, the sales tax is

" projected to yield $90 million. ‘The Sales Tax's projected growth
rate now exceeds the rate anticipated in the original Plan, but such
growth is computed from a smaller base, thereby resulting in lower

‘overall revenues. The growth rate in Sales Tax revenues from '
FY93 to FY96 is now projected to be 5.3%. Philadelphia's sales
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tax revenues come froma 1% add-mtoﬂ:eStaﬂesG% sales tax for
transactions in Philadelphia. ‘ .

The most important tax source for the City of Philadelphia General Fund is the Wage
Tax, which provides more than 43% of all revenues. Wage Tax revenue projections increase
at rates growing from 1.5% in FY93 to 3.5% in FY96. Revenues from the Wage Tax are
driven by two components: changes in employment levels and changes in wages. In each year
of the Plan Wage Tax revenues grow more slowly than the Plan’s assumed inflation rate,
thereby producing smaller "real” revenue amounts from this scurce. The Plan assumes that
wages increase at the rate of inflation, which is assumed to be 3.0% in FY93, 3.5% in FY94,
3.5% in FY95 and 4.0% in FY96. Projected increases in Wage Tax revenues which are lower
than the rate of inflation indicate that employment in the Philadelphia area (and particularly in
the City of Philadelphia) is projected to decline during the period covered by.the Plan. The
rate of employment decline is, however, projected to slow in the Plan's later years. This is a
mmnableassumpﬁongwmthewnnnmngﬂuggmhmofmeﬁﬂadelphuwommy An
: ApﬂlQQZrepoﬂby&eFederﬂResewe&nkofPhihdelphmonewmmacumymme
region showed increased economic activity, but no increase in employment. WageTax
pro;ectxonsforthehfeofthePlanaIedepmdmthefollowmggraph

L

Wage Tax Revemcs,lnchdmg PICA Tax Revenues
(does not mbtactPICAdebt Service)

1200
1023 1858
000 | 0z

955 ag9 994

800 |

600 | 8

4 Millions

400 |

200 | g

FYS82  FYS3  FYS4  FYS5  FY98




The tax revenue calculations were made on the basis of historic patterns, assumptions
as to economic activity, and projections by the Controller's Office made in conjunction with
Temple University. The approved Plan assumes no changes in tax rates through FY96. PICA
staff analyzed the underiying assumptions and methodology and determmed them to be
reasonable. .

The one tax on which PICA staff has concerns as to projected yield is the Sales Tax.
PICA staff, relying on Commonwealth estimates, initially concluded that $60 million was an

appropriate estimate of FY92 potential revenues from this new tax source. The City contended -

that the State’s estimate was too low, primarily because of start-up problems which-adversely
effected initial collection. The City maintained that $65 million was an attainable FY92
number. PICA staff accepted that amount as a reasonable base figure for the current fiscal
year. While PICA staff would prefer the lower amount, the projections for subsequent years
of the Plan are not dependent upon attaining the larger amount for FY92. The actual '
collections through April make it appear that even $60 million may be an overly optimistic -
estimate for FY92, and the performance of this tax will require close scrutiny. '

The second largest tax source, the Real Estate Tax, is projected to grow more rapidly
than the Wage Tax, increasing from $319 million in FY92 to $378.3 million in FY96, a’
compounded annual growth rate of 4.4%. This tax is driven by changes in assessed value, a
declining number of abatements and abatements returning to the tax rolls. There are two
positive factors that primarily account for the projected increase in revenues from this tax:

o Abatements (assessments) returning total $140 million in FY93,
$210.4 million in FY94, $37.8 milliocn in FY95 and $14 million in
FY96, reflecting the expiration of concessions granted during the
increase in Center City office construction during the 1980s.

o The City's ability to increase assosSments, which produces assessed
value increases of 2.5% in FY93, 3.5% in FY94, 3.5% in FY95
and 4% in FY96. The amounts appear to be reasonable.

The Business Privilege Tax, a combination of taxes on gross receipts and profits, is -
projected to grow 2.55% from FY92 through FY96. This rate of growth, well below the
projected rate of inflation, reflects the anticipation of continued slow economic activity in
Philadelphia.

The Sales Tax is the major tax source with the Iargest projected growth rate, increasing
from $90 million in FY93, its first full year, to $105.2 million in FY96, a 5.33% growth rate
based on annualized FY92 figures. This projection is based on an analysis done by the
Pennsylvania Department of Revenue. As noted above, the Plan's projections vary to some
degree from the Commonwealth's projections for FY92 (in which the City estimates $65
million will be collected, $5 million more than the State's pro]ectlon), but are in conformance
with the Commonwealth's projections for future years.
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After being projected to grow 6.3% from FY92 to FY93, locally generated fees are
projected to grow by only 1.8% in FY94, 2.1% in FY95 and 2.2% in FY96. The large jump
in FY93 is caused by a one-time increase in anticipated interest earnings, because the City
projects larger investable cash balances as a result of receipt from PICA of amounts
representing payments related to the accumulated deficit through June 30, 1991. The growth
assumptions which formed the basis for estimates of locally generated fees appeared reasonable
to PICA staff. '

Revenues from other governments are projected to grow at 2 compound annual rate of
4.4% over the life of the Plan. The following graph charts the projected growth in State and
Federal revenues from FY92 through FY96.

/

State and Federal Revenues

350 - 318
300 | 279 280 285 308 ;
250 | B

200
150
100

4 Millions

FYS82 FY83 FYg4 FY95 . FY96

M State [l Fedenal

27



Commonwealth Revenues

Over the life of the Plan, revenue from the State is projected to grow from $278.5
million to $316.3 million, a compounded annual growth rate of 3.2%. Just over $192 million,
or about 69% of estimated State revenues, is earmarked for health and human services. The
largest portion of State revenues earmarked for the Health Department is for mental health and
mental retardation programs (MH/MR), for which the State provides $84.3 million. These
revenues are discussed in more detail in the Health Department section of this report. Another

- $12 million of Stafe funding for the Health Department is designated as being for "county
health”. While the MH/MR funding from the Commonwealth is projected to remain constant
for the life of the Plan, the amount allocated for "county health" revenues, the other large

. source of Commonwealth funds for the Health Department, is projected to remain constant at

- $12 million until FY95, when an increase to $12.4 million per year is projected through
FY96. -

The largest portion of revenues from the State for the DHS is an $88 million reimbursement
- for Children and Youth Services. After decreasing slightly to $87.6 million in FY93, this

- revenue is estimated to grow 7% a year, reaching $107.3 million in FY96. The

Administration lowered the FY93 projection from its originally submitted Plan after
discussions with PICA and the Controller's Office, and as a result of the City's ongoing
discussions with the Pennsylvania Department of Public Welfare. This revenue item is
discussed in greater detail in the Department of Human Services section of this report.

There are four other significant state sources of revenue:

o Act 205. This payment for the pension fund is $34.8 million in
FY92, growing to $39.9 million in FY96, a 3.5% compounded
_ annual growth rate.

o Utility tax refund. The utility tax refund is estimated at $27.3 million
in FY92 and FY93, growing 3.5% in FY94 and FY95 and 4% in
FY96. While the growth rates appear reasonable, there is
disagreement between the City and State over the amount of the
FY9?2 reimbursement. The state, basing its estimate on an actual
payment in October of 1991, maintains that this refund will be
about $1.1 million lower in FY92 than the City's estimate. PICA
has accepted the City's position, but is making other inquiries
which could produce a somewhat different amount in later analyses.

o Court cost reimbursements - Court cost reimbursements in the Plan
are $10.5 million in FY92 and FY93 and $10 million in each of the
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Iast three years of the Plan. The estimates appear reasonable based
on the court expenditure estimates in the Plan,

o Intensive Probation-Aduit. This fending comes through the Court of
Common Pleas and is estimated to be $4.8 million in FY92,
growing to $5.5 million in FY96, aoompoundedannualgmwth
rate of 3.5%.

Federal Revenues
As with State revenues, most revenues received from the Federal government are for

the Health Department or the Department of Human Services. Of $83.9 million in estimated
federalxevennesforFY% $82. 3mi]lionisforeitheerlthorHumanServices

_ MostfederalHealthﬁmdmglsforMH!MRprogmms In each year of the Plan, $20
- million of $23.4 million in Health funding is provided for MH/MR. Federal revennes for
HedthwstsaxedjswswdmgrwerdetaﬂmmeﬂealthDepamnmtsecuonomeIq)on

AlloftheFederaIﬁ;ndmganmlpaIedmbcmcwedforusebytheDepamentof :
Human. Services is for child welfare. From FY92 to FY96, the amount of funding earmarked
for child welfare increases from $59.3 million to $94.4 million, an 11.4% compound annual -
growth rate. FedemlﬁmdmgfortheDepamnentoanmanSemcemsdiswssedmgrwer
detallmthlsreportsDepamnentofHumanServmeswcuon

One revenuve source, Title IV-E zelmbtusements, which are federal reimbursements for
child welfare expenditures, was reduced by $6.5 million in FY93 and by larger amounts in
'FY94 through FY96 from amounts shown in the original Rendell Administration-submitted
Plan to those shown in the PICA-approved Plan. Title IV-E funding projections were reduced
aﬂerdlsmsswnwnhHCAandthsConuoﬂer'soﬂicebecauseltwasdaemnedthmme
City's base already included financial results based upon a reimbursement eligibility rate that
the initiative wasdesxgnedto achieve.

lheCnyalsomcmvesanﬁSm:BiOnmnMMpaymﬁomPhﬂadelpﬁmGas
Works, which is anticipated to be constant during the life of the Plan; fixed rent from the
Southeastern Pennsylvania Transportation Authority (which is tied to debt service payments
on bonds for SEPTA-used property and declines from $4.3 miillion in FY92 to $3.9 million in
FY96); and money categorized as "state-federal” for the Health Department. "State-federal”
funchnglsMedtwdompatlmtandmlrsmghomeﬂmdmgandu is projected to grow from
$13.6 million in FY92 to $15.6 million in FY96, a 3.5% compounded annual growth rate.
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Other Funds
Revenues from other funds dropped substantially from the initially submitted Plan to

the approved Plan. In the initially submitted Plan, revenues from other funds were $17.3
‘miilion in FY92, grew to $20 million in FY96 and provided $93.1 million in total over the life
of the Plan. In the approved Plan, revenues from other funds dropped to $11.5 million in
FY92, grow to $13 million in FY96 and provide a total of $61.9 million over the life of the
Plan. Total life of Plan revenues from other funds thus decreased by $31.2 million
~ (approximately one-third) from Plan submission to Plan approval. In the approved Plan,

- projected revenues from other funds grow at a compounded annual growth rate of 3.1%, a
drop from the 3.7% compounded annual rate contemplated in the initially submitted Rendell
- Plan. The primary reason for the drop in revenues from other funds was the elimination of

payments to the General Fund of certain interest earnings from the Water Fund. There are to
be no such payments from the Water Fund over the life of the Plan. .

Rev  Tniti l.v

The following chart shows that while revenue initiatives are projected to add substantial
revenues to the City's budget, their impact is relatively small (3.5% of the "before initiatives” .
amount in the largest year) when compared to the City's total General Pund revenues. The
specific initiatives are discussed further in the departmental sections of this report.
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Major Areas of Concern

The Wage Tax, the City's largest single source of revenue, is the revenue source that
will draw the most scrutiny from PICA as the Plan enters its implementation stage. The
projections included in the Plan appear reasonable, as they are based upon expectations of
continued slow economic activity. The threat to the Plan's projections of Wage Tax revenues .
is that economic activity will deteriorate and that jobs will be lost at an accelerated pace.
While PICA believes the basis for the Plan’s projections is reasonable, growth in Wage Tax
revenues at a lower rate than that projected in the Plan is one of the largest threats to its
success. Bythesamemken,unexpectednmhtymthelocaleconomyoouldpmebetter
than expected Wage Tax results.

The taxes with the most aggressive projected growth rates are the Real Estate and the
Sales Taxes. PICA will monitor real estate assessments activity to determine whether
increases in assessed value are matching the growth rates projected in the Plan.

As a new tax; theSal&sTaxpresentsmanyuncertamues Until there is a full year of
collection history and evidence of an enforcement and collection mechanism which accurately
deals with the unique nature of the local portion of a State tax, it will be difficult to determine
the accuracy of the Sales Tax projections in the Plan. The numbers in the Plan are based, in
large part, on projections by the Pennsylvania Department of Revenne. PICA staff was
convinced that this was the most reasonable basis for estimation, although it is not in a position
to assess the $5 million difference of opinion betweea City and State officials on the level of
FY92 collections.

There are major uncertainties surrounding intergovernmental revemaes. -Apart from
programmatic concems, the availability of funds from the Commonwealth , not only for
FY93, but other Plan years as well, is dependent in large degree upon the anmml appmpnauon
process. Because most of the intergovernmental revenues are tied to specific operating o
departments, those revenues are discussed in greater detail in the departmental sections of this

report.
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OTHER FUNDS

- The Other Funds section of the Five Year Plan is the section of the Plan that provided
the least information. In many ways, it is not totally in compliance with the Agreement.

, The Agreement requires that for the Supplemental Funds (the Water and Aviation
Funds) and Special Funds (any Fund other than the General Fund used to account for the
receipt and use of resources restricted for a particular purpose) the Plan will "provide such
information as is necessary to explain the estimated or projected impact, if any, of those
Supplemental Funds and Special Funds on the Covered Funds." The Covered Funds are the
principal operating funds of the City, including the General Fund, the General Capital Fund,
theGmntsRevemmFundandmyotherpnncmalopemungﬁmdoftheCﬁywhmhbecomesa
memberoftheCuysConsohdatedCashAooount

Supplemental Funds
Aviation Fund

The Supplemental Funds section of the Plan does not include any listing of revenues for
the Aviation Fund, thus making it impossible to analyze whether revenues and expenditures for
that fund are in balance. Without the ability to determine whether there is a match between
revenues and expenditures, it is impossible to evaluate any potential Aviation Fund impact on

The Plan describes the Airport system as "Self-sustaining.” The Aviation Fund
description on page 112 of the Plan indicates that airline space rentals and landing fees are
“calculated to recover Airport system annual costs not otherwise covered by non-airline
revemies,

However, in City Council testimony on April 7, 1992, the Director of the Airport .
indicated that the Aviation Fund will experience a $3.9 miilion deficit in FY93. The Director
said the shortfall will be covered by an existing unrestricted fund balance. He said, however,
that going into FY93, the unrestricted fund balance will have been reduced to approximately
$5 miltion. That could mean that, in FY94, the Aviation Fund will require financial support
from the General Fund. No such amount has been included in the Plan.

The Director said that airlines cover expenses for the terminals, but that revenue from
Parking Authority-run garages covers the operations of the garages, the area other than the
terminals and management and administration. In FY92, according to the Mayor's Operating
Budget in Brief for Fiscal 1993, revenue from the Parking Authority-ran garages is estimated

3 Agreement — Section 4.03 (b) o
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to be $8.3 million, down from $12.8 million in FY91 and $3 million below the FY92 budget
amount of $11.8 million. The FY93 budget projects $9 million in revenue for the Aviation
Fund from parking. The Airport Director blamed the decline in revenues from their FY91
levels on a slowdown in economic activity. He noted that garage expenses did not decline on a
par with the decline in parking revenues.

The Budget in Brief indicated that the Aviation Fund was in worse condition than the
Director indicated. The Budget in Brief shows an estimated FY92 operating deficit for the
Aviation Fund of $10.2 million, reducing the Fund's balance from $2.5 million at the
beginning of FY92 to a negative $7.7 million at the end of FY92. The budget does, however,
project a $7.7 million surplus in Aviation Fund operations for FY93, which would bring the
fund's balance back to zero.

PICA staff will continue to monitor the Aviation Fund to determine whether it could
have an adverse impact on the Covered Funds. PICA staff also has been following the progress

ofleglslauveproposa]stoconventheAnportmtoareglonalanthonty
Water Fund

Concerns about the Water Fund were diminished to some degree by a table included in
the Other Covered Funds Section of the Plan submitted on February 20, 1992, The table
shows revenues and expenses for the Water Fund for FY92 through FY96, and each year ends
with a zero or positive fund balance. The fund balances are predicated on a 14.2% rate
~ increase effective January 1, 1993 and an additional 3.1% increase in FY94, The City Charter
requires the Water Department to fix rates, andPICAwﬂlmomtorthcmsewngprogressto
detemmewhethertheprqectedratemcmsesmchdedmthePhnamxmpbmmned

PICAstaﬁremmnsconeemed,however,thatthePlanpmwdesnodetaﬂforthe :
Department's revenues and expenses. This lack of detail makes it impossible for PICA staff to
determmewhethertheaswmpﬂonsunderlymgthegmmhrates formvenuesandexpmdmlres '
are reasonable.

L I R

The Supplemental Funds section also does not include any detailed description of
assumptions underlying the calculations of the expenditures. For example, the Plan does not
provide estimates of the employee complement to be supported by the Aviation Fund even for
FY93. This makes it impossible for PICA to determine whether calculations are reasonable.
Without knowing whether personnel related calculations are reasonable, PICA. staff is unable
to determine whether the Supplemental Funds will negatively impact the Covered Funds.
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As a Covered Fund under the Intergovernmental Cooperation Agreement, the Grants
Revenue Fund is intended to be accompanied by more detailed information than the
Supplemental Funds. TheAgreementca]lsformchlslonofpmjectedmvenuesand
expenditures of the Covered Funds for five fiscal years.

The Plan, however, indicates that, for the Grants Revenuve Fund, it is impossible to -
comply with the Agreement's requirements. The Fund was established to account for revenues
received from various federal, State and private grantor agencies and the uses of the funds are
resmaedtoacoomphsmngthemtedobjectzv&s of the corresponding grantor agencies. The
Plan says the funds are not available for general municipal purposes, and also says that the
Fund's revenues vary substantially from year to year and "cannot be predicted with any
accuracy.” : ‘

The Plan indicates that as a result of "the futility of attempting to project revenues” for
the Fund, the Plan’s five year projections carry forward the FY92 amounts for this Fund.
PICA staff does not have major concerns with the Plan's treatment of the Grants Revenue
Fund because the Fund only expends money for which specific grants are received. This
funding arrangement ensures that the Fund will not run deficits and will not draw on the
General Fund, It is nonetheless troubling for a major portion of the City's budget to have such
a minimal degree of accountability, particularly given its role in the Consolidated Cash system.

Other Covered Funds

- There are other, relatively minor Covered Funds, (i.e. the Community Development -
Fund) which are not included in the Plan. In future versions of the Plan, PICA staff will -
require descriptions of financial condition of each Covered Fund.

The Act also calls for detailed descriptions of assumptions supporting the revenue and
expenditure projections and total expenditures by fund and by lump sum amount for each
board, commission, department or office of the City for the first two years of the Plan and
total expenditures by fund and lump sum amount for major object classification for the final
three years of the Plan. ,

While the Covered Funds section of the Plan does not totally meet the Act's

requirements, PICA staff recognizes that the Plan creation process is new for the City and that
as the City continues to develop revisions to the Plan, the content of those Plans will improve.
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Special Funds

The City has a number of funds (in its Special Revenue Funds, Enterprise Funds and
Agency Funds Categories) which technically might be required to be addressed in the Plan.
While PICA staff is not presently aware of any impact from any such funds on the Covered
- Funds it expects that Plan revisions will, at a minimum, discuss such Special Funds and,
where appropriate, indicate the Administration's belief that no such reportable impact exists.
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PERSONNEL

The personnel section of the Plan is the portion of it that projects the greatest savings.
'Ihetotalprojectedpotent:alsavmgsﬁomthe:mhatxv&s before the achievement discounts
provided in the Plan, is $131.5 million. After using the Plan’s built-in discount of achieving
only 75% of potential savings from personnel initiatives, the projected saving from the _
initiatives in the Personnel section is $98.6 million. The Plan anticipates realizing only 75% of
projected sawngstobeconsewauveandtopmudeforpmblemsmlmplememmn The
smnmarycontamedmthel’lanPersonnelsecuonshows for FY93:

0 $90mﬂhonmsavmgsﬁ'omlmlthbmeﬁtsmform($68mﬂhonaﬁer
-discount); -

o $5m11honﬁomtheehmmahonofthe€1typmdlegalserv1wsbeneﬁt($38
- million after discount);

0 $9m11110nfmmareducuonmtheuseofovert1memsedbyamducuonm
the number of holidays ($6.8 million after discount); ,

o $21 mi]honfromworkforceandsa]arymtmchmng@lSSmﬂhonaﬁer
discount); and

0 SS_mi]lion from miscellaneous items ($3.8 million after discount).

Thelargestsmgle savmgslmtxatwemthePlanlsmducmghwlthmsumncepmmmms
The savings projected from this initiative for FY93, after discount, is $68 million, (from
$197.1 million to $129 million). TheAdm]msuanonplanstoaccomphshthxssamgsgoalby
consolidating the health plans of all City employees and putting the resulting single health plan
out for bid. The City represents that it has received a preliminary bid that would reduce the
average cost for City employees to $302 per month per employee ($3,624 annually).
Payments for City employees currently vary from a composite $404 per month for the
Clty-Admnnstered plan to $562 per month for about a third of the firefighters receiving
coverage.” The Administration calculated the projected savings by multiplying $3,624 by the
number of covered employees to get an amount for FY93 expenditures, and thiereafter
subtracting that number from the estimate for benefits costs without the restructuring. The
projected savings also includes initiation of a 10% employee co-payment of premiums
requirement and reductions in dental and prescnptlon benefits costs.

“Source: Report on Benefits for City of Philadelphia Represented Employees, Office of the
Controller, City of Philadelphia with the assistance of the Pennsylvania Economy Imgue
February 1992.
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Several barriers exist to effective implementation of the personnel initiatives. To
implement these initiatives fully, the City must complete the following actions successfully:

o Negotiate favorable collective bargaining agreements with
non-uniformed employees and obtain a favorable arbitration
decision with uniformed employees (the Plan anticipates those
favorable outcomes to allow it to consolidate into one plan the plans
now administered by each of its unions and the plans now |
administered by the City, for the most part for its unrepresented _
employees); impose a premium co-payment requirement and switch
all employees to the new coverage plan (which the City anticipates
will be a health maintenance organization (HMO));

0 AwardaconmcttoapmviderthatwﬂienablehéCitytoreduceoosts
to a maximum of $302 per employee per month for FY93 (theP]an
assumes an 8% annual increase after FY93);

o Consolidate the existing benefit plans and establish a system to
administer the new plan in replacement of the existing
union-managed plans. This may be the easiest task to accomplish,
since the City already has in place a plan for administering benefits
" for non-unionized employees and umomzed employees who optto
use the City-administered plan.

7 'IheAdm;mstranonalsohasatlmeconstmmtmwmchltmustaccomphshltshealth

and welfare reforms. The City's calculations show that $91 million in savings would be .
achieved if the Plan were in place for an entire year for employees not covered by the
City-administered plan (the existing health programs for employees covered by the
City-administered plan extend until January of 1993). The amount of savings will be reduced
each month that implementation of the new health plan is delayed. A factor that will make the
timely implementation of this initiative difficult is that the current benefit plans for uniformed
employees extend through the end of August. The Administration has a cushion for -
implementation, however, since only 75% of the anticipated changeover savings are included
in the FY93 budget, but the availability of that "cushion" is also dependent upon success in the
negotiation and arbitration process with City unions.

Elimination of City-Paid Services

The City makes monthly contributions to a union administered fund for a legal services
plan covering each of its represented employees. The Plan estimates FY92 expenditures for
the legal services benefit to be $4.7 million, growing to $5 million in FY93. The legal benefit -
is paid on a per capita basis at a set monthly amount (which varies, by union, from $12 to
$20), meaning that an increase of $300,000 (from $4.7 to $5 million) would require some
combination of both large increases in the number of employees and in the monthly payment.
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F‘manceDeparunentcalculauons, howem makeltappearﬂmthel’lans%'imﬂmnfor

' FY92 and $5 million for FY93 overéstiniate likely legal services expenditures. The Finance
Department calculations, doneonApnl24 1992 show $1.1 million in group legal services
expenditures, after rounding; or slightly more than one quarter of $4.1 million which is
oonsxstentwrththegrouplegalserv:cesnumbermthePlan(calculatedonMaxch25 1992 --
after the FY93 budget was submitted to Council). The Plan's numbers are not always
consistent, but the numbers on page 105 —$4.1 million in FY92 and $1.1 million in FY93 —
appear more reasonable. The initiative, after discounts, would eliminate the equivalent of
73% of the City's group legal services plan cost.

As with restructuring the health benefits package, the City faces several barriers to the
unplementahonofth:smmnve 'IhemajoracuonstheCuywﬂlhavetotaketolmp]mnent
this initiative are:

o Negotiate a collective bargaining agreement with non-umformed
employees and obtain an arbitration decision with umformed
employeeswehmmatethlsbeneﬁtwmuy, '

- o Elimination of the benefit in a timely manner. Members of the police
and fire unions have contracts providing group légal services
through the end of August. This reduces the amount the City can
save in FY93, and any costs associated with eliminating the group
legalsemmbeneﬁtmayﬂmheroffsetﬂlesamgsachwvablcﬁnm

ThePlancallsforareductlonmﬂexcashpaymentstota]mgﬁ 3 million in FY93 from
their FY92 level. Flex cash payments give employees the option of "buying" a package of
benefits from a number of benefit options. The reduction in flex cash payments reflects the
City's intent to eliminate this benefit as of January 1, 1993. The Plan indicates that FY92
obligations for the flex cash program were estimated at $1.8 million and that the estimated
FY93 cost, on the assumption of program elimination sometime in the first quarter of FY93,
would be $500,000. Later calculations by the City Finance Department (as of April 24, 1992)
estimate FY93 flex cash payments, if the program were not eliminated, to be $3.6 million.
Thus provision of one-half year of such benefits would cost $1.8 million, or $1.3 million more
than the amount the Plan projects will be spent in FY93. It appears, however, that while the
City will spend more than the Plan anticipates for flex cash, the City will pay less than the
Plan anticipates for certain other FY93 bencfits. The Finance Department's April 24
calculations showed that the Plan's underestimation of FY93 flex cash payments will likely be
substantially offset by Plan overestimates of $500,000 each in unemployment compensation
insurance and worker's compensation medical payments and an overestimate of $100,000 in
F.I.C.A. taxes. PICA staff believes that correction of the remainder $200,000 cost
underestimate is 2 manageable problem within the $405 million in estimated FY93 general
fand benefits expenditures.
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The flex cash payments are made only to employees who are not represented under a
collective bargaining arrangement. Elimination in such event is easier to achieve than is the
case for the elimination of benefits that have been provided through either collectlve

bargaining or arbitration.
Overtime MI_QQ_Q' n
‘Holidays

This initiative would reduce the number of paid holidays from 14 to 9. The Rendell
Administration projects that it will provide significant overtime expense reductions in the
Prisons, Police, Fire and Streets Departments. Those are departments that regularly work on
holidays at an estimated FY92 cost of approximately $21 million in holiday overtime. There
is also some holiday overtime in other departments such as the Health Department, the
Recreation Department, and the Department of Human Services. The initiative projects a 36 %
- reduction in holiday overtime based directly upon a 36% reduction in holidays. The goal of
the initiative is $9.1 million ($6.8 million after the Plan's built-in discount). The City's
calculations indicate that each holiday costs the City approximately $1.8 million in holiday

- overtime, The expenditure reductions are calculated on a depastment by department basis and
the calculations appear to be reasonable to PICA staff.

As with the other personnel initiatives, this initiative requires that the City be successful
in its negotiations with non-uniformed represented employees and in arbitration for its
vniformed employees. The arbitration process is particularly important for this initiative
because the Police and Fire Departments accounted for $15.7 million of holiday overtime in
FY92 (71% of the annual total) and, after discount, are projected to provide $5.3 million in
savings in FY93. The arbitration process will be different this year because of changes
brought about by the PICA Act. Section 2.09 (k) of the PICA Act requires arbitrators to "take
into consideration and accord substantial weight to" the Plan and the financial ability of the
City to pay the cost of any increase in wages or benefits. The arbitrators are required to give
written explanations of how they considered the Plan and the City's ability to pay for any wage
or benefit increase. Additionally, any party to the proceeding before the arbitrators may appeal
the arbitrators' decision to Common Pleas Court (which can overturn and remand for
reconsideration the arbitrators' decision if the Court finds that the arbitrators failed to give
substantial weight to the Plan, that the arbitrators’ determination about the City's ability to
pay is not supported by substantial evidence produced by the parties to the proceedings or that
the arbitrators failed to specify in writing the factors they considered in giving substantial
weight to the Plan and the City's ability to pay).



Sick Leave

_ _ TneP]anmllsforareductlonmthenumberofannualmcklmvedayspmwded&ty
employees from 20 to 10 days. The reduction in sick leave is intended as a management tool
which will assist scheduling, and thereby reduce overtime costs. The Plan originally submitted

by the Rendell Administration projected that this initiative would provide savings of $12.6
million in FY93 with the amount growing in FY94, FY95 and FY96. While it is clear that a
reduction in sick leave could provide overtime savings, savings through reductions in sick
leave conversions to vacation and in the cashing-in of unused sick leave at retirement, it was
not possible to quantify those savings effectively within the Plan period. The major stumbling
- block to quantifying the link between reduced sick leave allowance and reduced overtime was
themabﬂltyofthecnytoestabhshamawrablerelauonshlpamongslck]mveallowance, sick
leave usage and ovemme , -

'lhePlanml]sforthexmplementauonofovemmemps

based on a set percentage of individual department FY92 expenditures on
overtime and hold managers responsible for the reductions — i.e. 80% in
FY93, 70% in FY94, and 60% in FY95 and beyond. Three initiatives
wﬂlpe:m:tmanagerstoachwvetheseovert:memps (1) provision for
appropriate staff complements in departmental budgets sufficient to
deliver planned and required service levels on a regular time basis, (2)

: changesmwmknﬂesand@)areduc&onmthenumberofpmds:ck
days. ‘

Theovemmecapmmauvelsprojectedtorednceexpendmmby$122m11honm
FY93, $17.7 million in FY94; and $24.2 million in FY95 and FY96.

The success 0fth1sm1t1at1vedependsontheC1ty s ability to manage its personnel
complement effectively and its success in the arbitration and collective bargaining process.
For example, if the City contracts continue to contain "no layoff® clauses, it will continue to
be very difficult for the City to ensure that departments have appropriate staff sizes within
functional categories. Without appropriate staff sizes within these areas, the departments could
continue being forced to use employees on an overtime basis even when other staff resources
were underutilized. _

This initiative is discussed in greater detail in the sections of this report on particular
departments. The key aspect of the initiative, if this City is successful in the arbitration and
collective bargaining process, is the City's ability to make the appropriate balance between the
cost of adding more employees and the cost of incurting overtime. Insufficient staffing and
lack of proper employee complement control can lead to excess overtime expenditures. This is
particularly true for departments which require 24 hour coverage, and it should be recognized
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thattheCtty s managers will be charged Wlthther&sponsmlhtytodmlwrthavaﬂablcresoumes
competently, if this feature of the Plan is to be successful.

Disability System Reform
" The Plan has four disability system reforms:

o Amend Civil Service Regulation 32 to limit its abuse by employees.
Regulation 32 details the way in which disability-related issues are
managed by the City. It allows employees to be on temporary
d:sablhty for up to three years.

o Reduce injury pay rates below regular pay rates to eliminate
disincentives to return to work. :

o Revise the Pension Ordinance to eliminate "double-dipping.” Double
dlppmglsﬂlepmcuceofreoemngworker s compensation and a
pension szmultaneously

0 Rmhgn the pe_nsiOn ordinan_ce with Regulation 32 to mandate
rehabilitation and redeployment of partially disabled employees.

For each of these initiatives, the Plan says savings "cannot be quantified, although the
- City Controller projects savmgs of at least $5.7 million a year from the dlsabxhty system
reform.” _ :

Whﬂe the Plan does not include any SpeCIﬁc savings from these initiatives, the :
importance of them is demonstrated by their potential interaction with initiatives in the Police
and Fire Departments to remove injured employees from departmental payrolls more quickly.
If the disability system is not reformed and complement is inadequately controlled, shifting
employees from the departments to the disability system could actually increase rather than
decrease costs. ' _

Workforee and Salary Rmmg

This initiative has twd parts — reducing pblice and fire starting salaries from $29,750 to
$23,750 per year and the elimination of longevity payments. The reduction in police and fire
starting salaries yields $3 million in savings in FY93, increasing to $11.8 million in FY96,

and is discussed in the respective departmental sections of this report. The ehmmatlon of
longevity is estimated to save $18.3 million for all departments

gevnty is an add-on to salary that employees receive after a certain number of yéars
of City employment. The Plan originally submitted by the Administration, for example, said
that an employee in the Fire Department who had worked for the City for 20 years receives an
additional $1,800 annual longevity payment in addition to salary. After 25 years, the
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employee's longevity payment woul mcrmse to $2,050. Under this initiative, employees
would receive no longevity payments, ‘This initiative, if implemented, would result in a-
reduction in overall current conpénsati ,j‘ 1 for employees who previously had received
longevity payments.

Elimination of longevity will have to be obtained through the collecﬁve bargammg and
arbitration processes.

o Improve the City's ability to manage its workforce by not renewing
the "no layoff” clause now in place for non-uniformed employees,
and by amending the early retirement ordinance to give City
dxscretlononltsmplementauon

0 Implement a merit-based performance evaluation system as a
substitute for step increases. Steps coincide with the number of
years an employee has worked and employees receive percentage
sa]arymcreasmastheymovetonewstq}s

] Impmvemanagementandpmducnwtyonadepartmentbydepmunent
basis, including work-rule reform as required.

These initiatives do not have dollar savings atlaehed to them, but are key to the City's
ability to achieve its other proposed personnel related savings. By eliminating the "no layoff™
clause, for example, the City can better control staffing complements, leading to improved
ability to control overtime and enhancement of the City's potential to achieve zero growth in
departmental class 100 expenditures (personnel - salaries) for most departments for FY94,
FY95 and FY96. By amending the early retirement ordinance, which provides incentives for
employees to retire, the City can reduce its workforce at a diminished cost

Without the right to Iayoff employees, the City has to rely on attrition to reduce staff sizes.
Controlling complement through attrition is difficult, inefficient and does not represent a sound
management approach, because the City may need to replace the employees who leave and
employees in positions targeted for elimination may choose not to leave. Reducing the
workforce through a hiring freeze would jeopardize the overtime initiative because it could
lead to reductions in workforces in departments such as Prisons and Streets that rely on
appropriate staff size to reduce overtime, and which historically have had high turnover rates
in comparison with other departments. The Administration has indicated that if it is successful
in achieving the Plan's initiatives, it will no longer have hiring freezes.
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Salaries

OncofthePlan'skeyasmmpﬁons:sthatthexewﬁlbenomcmsesmsalmandthai
in most departments, departmental Class 100expend1turesw1llbeﬂatafterFY93 The
achieviblity of these assumptions rests on several factors:

0 Sumssinooﬂeéﬁvebargainingandarbitraﬁonpmcess&s, not only in
gaining zero raises for the life of the Plan, but also in obtaining
.agreements which do not contain "no layoff” clauses.

o The ability to manage complement size to control salary expenditures.

o The ability to balance attrition and delays in hiring against presently
built-in increases such as position steps and longevity (or the
merit-based pay increases the Plan proposes to initiate in lieu of
such policies).

. The ability to manage staff size will be particularly important in departments such as
Public Property and Human Services, which in their sections of the Plan rely on delays in
filling positions to meet their FY93 salary targets. Public Property, for example, reduced its
FY93 budget for salaries by $2 million as the result of projected delays in filling currently
vacant positions. Presumably, most of those positions are to be filled at the beginning of
FY94, and the Department might thus achieve less in savings from hiring delays in FY%94
(although attrition will provide some opportunities) and would have to find other means of

reducing salary expenditures.

There are other departments that may more easily be able to keep actual Class 100
expenditures for FY93 at or below budgeted amounts. For example, the Health Department is
budgeted to increase its personnel complement by 122 from its actual March 13, 1992 level.
That Department's budget has no provision for savings through delays in hiring. Bach of its
positions is, therefore, budgeted for a full year. Unless each of the 122 budgeted new
positions is filled by July 1 (an improbability), the Pepartment should spend less on those
positions than the amount allocated in the FY93 budget, and have adequate Class 100
resources for succeeding fiscal years. This is an area in which the budget and the Plan
probably have some built-in savings, but varies among agencies with the manner in which
Class 100 expenditures are handled.

Major 'Coneerns

The success or failure of each of the initiatives in the Personnel section, and even of the
City's achieving its assumed salary levels for the life of the Plan, is in large degree dependent
on the outcome of the arbitration and collective bargaining processes. To the extent the City
does not achieve its goals in collective bargaining and arbitration, it will have to find other
savings within City government to meet the financial goals of the Plan.
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Even if the City successfully achieves its goals in arbitration and collective bargaining,
it may encounter initiative implementation problems. For example, to achieve the projected
discounted savings from its health benefits reform, the City must have its new system in place
fairly quickly. The new health plan would have to be in place in time to achieve 75% of
targeted savings in FY93, which begins on July 1, 1992. The City does not anticipate having
the replacement programs in place until September, thereby requiring near-complete
implementation by the end of that month in order to attain the financial targets.

The City will have to manage its workforce effectively to achieve its overtime savings.
initiatives and to maintain most departmental class 100 expenditures at their FY93 levels for
the life of the Plan. Some departments will have difficulty in keeping expenditures for
salaries in FY94 through FY96 at the same level as FY93. Those departments are projecting
- reliance on leaving positions unfilled to meet their salary expenditure targets. Those
departments will be at their full complement by the ead of FY93, makmgltunposmblefor

themwrelyonthesamenumberofunﬂ]]edposmonsmFY%thmughM6
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\ PERATING DEPARTME |

ThePknoﬁemsepamtesecﬁonsmmchoftheCnysprmpalopemmgdepamnents
and a section combining other operating departments. This report limits separate sections to
departments with initiatives that have major impacts on the City's budget and adds a section

titled "Other Initiatives” which combines several departments which have only one major
initiative each. msmponhasseparatemonthefoﬂowmgdepanments -

o Fire

o Human Services

o Law and Revenue (combmed)
o Police

o Public Health

o Public Property
o Streets

In addition to having separate sections on each of the above departments which have
separate sections in this report, the Plan had separate sections on the following departments:

- Commerce

Fairmount Park Commission

Licenses and Inspections (in the "Other Initiatives” secuonofthethls
report)

Office of Services to the Homeless and Adults

Prisons (in the “Other Initiatives” section of this report)

Records .

0 Recreation

o First Judicial District of Pennsylvania

C 09

0 Q

In each of departments, the Plan listed projected savings from initiatives at 100%, but
discounted those savings by varying amounts to provide achievement targets and some degree
of protection against incomplete or late implementation. The Plan includes only the
achievement targets in determining whether its initiatives are sufficient to produce balanced
budgets. -

The discounts reduce all personnel initiatives to 75% of their projected savings. Al
revemue and productivity initiatives are reduced to 60% of their projected benefit in FY93 and
80% of their projected benefit in FY94 through FY96. Unless otherwise noted, this report
refers to target savings (the discounted amount).

47



The discounts were an essential part of the Plan's effort to produce realistic forecasts of

- balanced budgets. As this report demonstrates, many of the initiatives are somewhat

speclﬂanvemnaalmandothershaveahlghhkehhoodoffamngdelaysmlmplementanon

Counting 100% of the savings or additional revenues from these initiatives would have
produced unrealistic goals that would have made uribalanced budgets and related Plan

- variances more likely. The discounts are an example of the Plan's avoidance of overly

optimistic projections, and the City is to be complimented on its approach. '

~ The Plan's primary contingency for failure to meet its savings and revenue targets is to
impose mass layoffs. In each department, the City lists the number of layoffs that would be
necessary for each $50 million of failed initiatives. There are several difficulties with the
imposition of mass layoffs. The primary problem is that layoffs of any significant number of
employees will diminish service levels, which the Plan seeks to avoid. Additionally, basing
~ the number of layoffs in each department solely on budget share ignores the reality that some
- departments have revenue producing or mandated positions. The City is unlikely to cut '
positions which would result in increased layoffs in other departments, the introduction of
other initiatives or the City's failure to comply with the Plan. Notwithstanding the degree of
difficulty in undertaking layoffs of the scale presented in the Plan, PICA staff believes that a
reducuonmanphymmthvekmammnabhahemauvemmwmp]ﬂeawomphshmemOfthe
Plan's targets. - - _
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FIRE DEPARTMENT

Fire Department base expenditures are projected to grow moderately over the life of Plan,
as shown in the following graph. = Base expenditures increase from $111.1 million in FY91 to
$118.4 in FY96, an average annual growth rate slightly in excess of 1% and an overall growth
rate of less than 7% over the life of the Plan. This projected growth rate is relatively low
because salaries, wh:champro;ectedto:emmnunclmngedoverthehfeoftheman accounted
for 89% of this Department's budget in FY91. The achievement of zero growth in salaries in

.. this Department is dependent on the results of arbitrations; therefore the Department's
expenditures will increase if the decisions provide for salary increases, and staffing reductions
are not implemented to deal with the resultant imbalance.

e
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All of the other spending classes for this Department show moderate growth.
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From FY92 through FY96 the Fire Deparhnent is projecting $37.6 million in expenduure
savings after discounts. After discount savmgs in FY93 are projected to be $55 mllhon
increasing to $12.0 million in FY96.

Better management of the Fire Department's temporary injured list is a major initiative. '
'I‘heCityprojectSanafterdisoountsavingsof$600000forFY933mwingto$25millionin
FY96. The total projected savings from this uut:atlve after discount, over the life of the Plan,
is projected to be $7.2 million. ,

In order for this initiative to be realized the City will have to both reform its disability
system and remove injured employees more quickly from the departmental payrofl. At the
same time these injured employees must not be replaced by the Fire Department, except within
the total anticipated for the overall Class 100 component of the Plan.

PICA will monitor the City's attempt to reform its disability system while reviewing
staffing reports to ascertain the status of the Department's personnel complement.

The City projects savings after discounts of $600,000 in FY93 growing to $2.6 million for
FY96 by decreasing Fire Department starting salaries. The Plan calls for a $6,000 decrease
in annual starting salaries, which is projected to generate $6.5 million in initiative savings after
discounts over the life of the Plan. As is the case with the Police Department, these salary
 adjustments will have to be won in arbitration. If the City wins lower starting salaries in
arbitration, PICA will monitor initiative performance by reviewing: F'uepemonnelmventoﬂes
todetermmewhetherthenumberofpersonsbmngreplacedlsmhnewnhﬂlemmhem -
projected in the Plan. .

Another Fne Dq)artment productivity initiative is the overtime cap. The Fire Department
mpm;ectmganafterdlsowntsamgsof%OOOOOmFY% growing to $3.1 million in FY96.
If, during the arbitration process, the City is successful in its attempt to reduce the Fire
Departmentsannualmckleaveallowancefmm%to 10 days, and staffing levels are
aggressively managed, this initiative may be readily realized. It should be noted, however,
that a recent study by the Controller’s Office showed that average sick leave use in the Fire
Department was 5.4 days per year, 4.6 days below the annual accrual allowance anticipated in
the Plan.” The total after discount savings from this initiative is projected at $8.8 million over
the life of the Plan, and PICA will monitor usage to determine whether any reduction produces
a coincidental reduction in use of sick leave.

Source: Report on Benefits for City of Philadelphia Represented Employees, Office of the
Controller, City of Philadelphia with the Pennsylvania Economy League, February 1992
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ﬂwexpendtmreimnanves set forth in the Plan are
$4.8 miilion lower in FY96 than they were in

As the chart below illustrates, if
met, Fire Department expenditures
FY91. ,

-

Fire Department Expenditures Before and After
Initiatives '
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Revenue Initiativ

The Fire Department also has a revenue initiative to "improve the collection rate for
Emergency Medical Services third-party billing and obtain proper certification to enable Blue
Cross to reimburse the City direcily”. This revenue initiative is projected to generate $1.6 -
million after discount in FY93 and $2.3 million after discount in FY96. The total after
discount savings over the life of the Plan is projected at $8.2 million, and the City has
represented to PICA that operation of the direct reimbursement system has already begun.
PICA will review the progress of contract negotiations, EMS rate increases and other activities
necessary to full achievement of this initiative. - '

jor A f Con
The personnel initiatives, dependent as they are on the unpredictable process of arbitration,

cause PICA staff the most concern. If the City is successful in the arbitration process the
projected Fire Department savings appear reasonable.
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Asthcﬁrstgraphbeiowﬂlhs&atés,baseexpendimmsfmtheDepmmmofHuman
Services (DHS) are projected by the Plan to almost double from FY91 to FY96. Even more
dramatic is the anticipated growth of expenditures for purchase of services, which more than
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The real measure of DHS' impact on the City’s financial operations, however, is its net cost
to the City after deducting intergovemnmental revenues related to DHS" operations (DHS also
is projected to generate about $3.5 million in fees in FY93, but because these fees are a
relatively minor revenue source, they fees are not separately listed in the Plan's projections for
FY94-FY96 and are not netted out of costs in this analysis). DHS' two main : :
intergovernmental revenue sources are Act 148 reimbursements from the State and Title IV-E
reimbursements from the Federal Government. Both IV-E and Act 148 reimburse the City for
percentages of actual costs. The Plan projects that Act 148 reimbursements will grow from
$88 million in FY92 to $115.4 million in FY96 and that Title IV-E reimbursements will grow
from $55 million in FY92 to $89.5 million in FY96. The following graphs depict how even
though revenues from other governments grow dramatically from FY93 to FY96, the City's
net cost from FY92 to FY96 will more than double. ' '
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In accordance with a 1990 agreement, (and Act 30 which was subsequently enacted by the
legislature) intended to settle disputes with Philadelphia, other counties and various advocacy
groups which contended it was underfunding Children and Youth Programs, the State, in
FY92, as part of a multi-year reimbursement process, provided reimbursements to the
counties to settle the claims. The State has begun making those payments, and also has agreed
to adopt a "needs based budget” process that, after a phase-in period, would fund counties’
certified needs based budgets at 100% of the State's match (which averages about 75% of
service expenditures). Under a needs based budget process, counties submit what they
consider to be their needs based budget, hshngthelrexpendmxrebytypeofsemoepmvxded
and the Pennsylvania Department of Public Welfare (DPW) certifies the amount it believes is

appropriate.

A February 29, 1992 DPW proposed mlemaking described the State's contemplated
pmce&nmtoevalmtepmposed expenditures. Espmwmnsrmlnde

o Staff salary and benefit increases in unusual circumstances can go as
high as 10%, but cannot exceed 5% undess staff turnover or staff
vacancy rates are high or staff salaries are low when compared to
the salaries paid by counties of equal class or size.

o The increase in the needs based budget for currently provided
purchased services for institutional placement, community based
placement and in-home and intake major categories may not exceed
the increase in the projected consumer price index for wage
€armers.
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o Requests for new services must show that the new service will result
in cost savings, reduced rates of cost increase, will be less
expensive or more effective than the current service available, and
that six months is allowed for funding and hiring new staff.

o Administrative costs may increase up to 3% a year.

o The county’s budget must project Federal Title IV-E revenues and 3
other program income.

The City maintains that DPW's proposed rules violate the intent of the needs based
budget process by capping expenditures allowable for reimbursement at DPW-detenmned
growth rates. .

TheC1ty wnenﬁylsmvolvedmanumberof&sput&swnhDPWoverfundmg for
children and youth expenditures. DHS’ original needs based budget was submitted as $327.8
million, but DPW certified a need of $273.5 million. In City Council testimony,

. representatives of DHS indicated that its portion of the City's FY93 budget, which is the base
for the Five Year Plan, was based on the amount certified by DPW.

DlSputﬂSWlﬂlDPW allofwhlchmlateduectlytotheamountofCommonwmlth
fundlngrecelvedbyDPW include DPW assertions that:

0 DHS canandwxﬂachxevemore'l‘itlelV»Erennbursemaus (which are
used as an offset of State funding). The City has included an
~ increase in Title IV-E réimbursements as an initiative in the Plan,

- but maintains that DPW's projections for Title IV-E -
reimbursements are overly optimistic, DPW's estimate for Title
IV-E reimbursement for FY93 is $75 million, while the Plan

- projects $63.8 11111]1011 including $6.5 million from the initiative.

o DHS does not move children through the system quickly enough and
has too many children in institutions (the most restrictive and costly
type of service). One of the Plan’'s initiatives is shifting 5% of
children who are served out-of-home to in-home service. The State
reimburses at a higher rate for in-home service since one of the
StaIe'spohcygoa]s lstomcmsethenumberofchﬂdlentreated
in-home. :

o The City places too many of the children it services out-of-state
which dramatically increases placement costs. The City has
included an ipitiative in the Plan to shift 5% of children serviced
out-of-state to service in-state.
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Children and Youth

The major portion of the Department's overall expenditure growth is in projected
expenditures for its Children and Youth Division. A March 25, 1992 DHS analysis projected
that, after initiatives, expenditures for its Children and Youth Division would grow from
$159.8 million in FY92 to $264.2 million in FY96, an increase of $104.4 million (the FY96
numbeér, however, was later decreased to $252.3 million because of an adjustment to the needs
based budget initiative discussed below). The increase from FY92 to FY96 in the Plan is
$92.5 million, or about 60%. Department-wide expenditures, after initiatives, increase from
- $181 million to $319 million, an increase of $138 million (76%). The Children and Youth

Division's increase thus represents about two-thirds of the Department's total projected

expenditure increase. Children and Youth expenditures, after initiatives, actually decrease as a
percentage of DHS' overall budget because DHS® initiatives are focused primarily on reducing
Children and Youth expenditures, and on increasing reimbursements from other governments
for Children and Youth expenditures. : :

: Children and Youth expenditures are driven primarily by a projection of increasing

. mumbers of children in high cost placements such as institutions and out-of-state facilities. The
number of children who will receive service is difficult to predict because the City must make
evaluations of children each time it receives a request or is advised by the court that a child
needs service, When a child requires service the City can either provide the services itself or
purchase the service from a provider. In either case, the average required ratio of cases (each
case is a family, not a single child, and without regard to the involvement of the child with -
another provider) to City caseworkers is 30 to 1. ' -

The difficulty in making projections of Children-and Youth costs is evidenced by the
progression of obligations estimates for this purpose since December 1991. A:December 13,
1991 report by the Goode administration projected FY93 obligations for the Department of

Human Services of $274.5 million, while the Rendell Plan, submitted on February 20, 1992,
projected obligations of $245.1 million. The December report projected a growth rate for
Children and Youth in the area of purchased services of well over 20%. The February 1992
Plan scaled the growth rate down to 16% per year for purchase of services, which is the fastest
growing portion of Children and Youth obligations. An additional indication of the difficulty
in making accurate projections for this program is the recurring need for large transfer
ordinances in each fiscal year to provide DHS with sufficient appropriations power to complete
funding for that fiscal year's services. In FY92, the transfer ordinance provided DHS with an
additional $17 million (an 8.6% addition to budgeted amounts).
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All of DHS' initiatives appear reasonable, but the hkehhood of successful
implementation varies markedly.

The DHS initiative w1th the largest dollar impact is entitled *needs based budget." The
Plan projects that this initiative will reduce expenditures by $6.6 million in FY93 after
discount, and $58.6 million over the life of the Plan after discounts. The projected reduction
in expenditures to be achieved through this initiative grows in the later years of the Plan (as
the gap widens between what the City is projected to spend and what it expects the State to
fund). By FY96, the initiative is projected to reduce expenditures by $28 million, after
discount, a reduction which is $12 million greater than contemplated in earlier versions of the
Plan,

The needs based budget initiative stated in the Plan is to:

Adopt a policy of funding mandated programs only to the level of the

City ratio of the needs-based budget actually certified by the State

Department of Public’ Welfare consistent with the Stipulation of

Settlement and Act 30. The City will not fund any mandated program to .
a level in excess of the need properly certified by the State.

~ The FY93 revenue assumptions for Act 148 mnmbursemenl:s (which are the funds tied
~ to this initiative), changed measurably over the period from when the Administration first
provided detailed information to PICA on intergovernmental revenues to the submission of the
Revised Amended Plan. In a March 13, 1992 table of intergovernmental revenues, the FY93
reimbursement for Children and Youth was projected to be $94.2 million, The Plan as |
approved projects the FY93 reimbursement for Children and Youth at $87.6. DHS has taken
a more conservative approach in estimating its Children and Youth reimbursements based on
its disputes with DPW. The $6.6 million difference between the $94.2 million March 13
estimate and the $87.6 million in the Plan as approved is equal to the FY93 reduction in
expenditures projected to be achieved through the needs based budget initiative . A March 25,
1992 analysis by the Controller's Office showed that, if the FY93 reimbursement from the
State is equal to the amount projected by the City as of March 13, 1992, the State will have
fully met its funding obligations for the year. Thus, the reduction in revenues from the level
assumed in the March 13 table would create what the City conSIders to be a $6.6 million
overmatch.

It is likely that implementation of this initiative will lead to litigation between the City
and the State. The initiative indicates that, if the City determines that the State is not funding
what the City considers to be the State's portion of a needs based budget, the City will then
attempt to force the State to assume fonding responsibilities. At that point, the City has
indicated, the City will not accept non-emergency cases and will bill the State for emergency
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cases. DHSlmstepresmwdmatﬂisdevdopingapmessfordetennininghowcaseswﬂlbe
classified as emergencies. - S _. , '

The City maintains that Act 30, which was effective as of July 1, 1991, changes the
mlesofﬁmdingmspomibﬂhyandmakesmeSmerwponsiblefmmndingaﬂmandaed
expenditures up to its required match, A summary provided by the City on April 1, 1992
indicates that Section 709.3 of Act 30 provides that if the State's appropriation does not equate
. to an equivalent nceds-based budget, counties are eligible to receive up to 100 percent of their
needs-based level at a later time. Court decisions and previous legislation require counties to
pay'childmnandyouthcostsmgardlwsofﬂncounﬁ&s‘abiﬁtytopay.‘ In order for this
iniﬁaﬁvetosuccwd,theCitywi]lhavetobesucwssﬁnlinitsargumentthatAcﬂOsupercedes _
previous rulings and laws in accordance with the City's i i _ '

State officials have indicated that they disagree with the City's interpretation of Act 30
andmetheimﬁmmmmmec&ywwmwmsponsiblefqranYmandatedemmnm
funded by other levels of government. In terms of City costs, the worst case scenario could be
a City refusal to provide funding followed by a State takeover of the DHS functions. If the
Statehandledtheflmctions,itpossiblycmﬂdbilltheCityforboththeco'stsofﬂwprogram
and its costs of administering the program. The administrative costs would be an addition to
costs normally incurred by the City. Further, the State would have the ability to recoup its
expenses by an offset of money from State grants otherwise due the City. '

The State's s!zmeonthisiniﬁative, and its abﬂitytointercept(offset) any grant source
from the State to the City, make the chances of successful implementation of this initiative
speculative. Accordingly, in PICA's monitoring of this initiative: '

o We will determine whether the needs-based budget certified by DPW
agrees with the certification amount projected in the Plan. '

0 We will determine whether the FY93 State budget provides adequate
funding for 90% of the State's share of the needs-based budget (Act 30
provides for a phasing in of the State's commitment to fund 100% of the
certified needs based budget by FY95.)

¢ We will attempt to track the City's expenditures to determine whether
its actual expenditures are on track with budgeted expenditures.

o WewﬂldetermincwhethertbeCityismedingits'iniﬁaﬁvetoaﬂnin
71% eligibility for IV-E reimbursement. The level of IV-E
reimbursement is critical to the needs-based budget initiative because

*A Guide to Judicial Decisions Affecting Dependent Children: A Pennsylvania Judicial Desk
~ Book Second Edition, Pages 75 to 77, December 1990, Samuel B. Magdovitz et al,
Published by the Juvenile Law Center, Philadelphia and Supplement, December 1991,
Pages 4 and 5. '
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IV-BrennbmsementsamoffsetagmnstActl%Chﬂdmnandeth
relmbursements

0 It is possible that this initiative will lead to litigation, not only
between the City and the State, but also between various advocacy
groups and the City and/or State. We will monitor the status of any
such litigation.

_ A second DHS initiative about which PICA. staff has concern is "Regulation 3130.32",

-'a DPW regulation sefting caseworker-to-client family ratios. The initiative calls for

- increasing the ratio of cases to social workers to 75 to 1 from 30 to 1 for cases handled by
providers. This initiative is projected to reduce the City's complement of social workers -
thereby reducing expenditures by $1.7 million in FY93 after discount and $8.6 million over
the life of the Plan after discounts. DHS' theory for increasing this ratio is that a case being
handledbyapmwderreqmms less DHS social worker time than a case being handled directly
. by DHS.

: - PICA staff had the following three major concerns about the Cttys ability to
smc&ﬁsfu]ly implement this initiative.

o In a City Council hearing, DHS representatives were unable to
- explain their rationale for selecting a ratio of 75 to 1 as opposed to
anybtherﬁgurebetween30toland75toi.

0 At the same Council hearings, representatives of DHS were asked
whether it might make more sense to keep caseworker ratios low in

. order that cases could be pushed more quickly through the system.
The DHS representauvcs indicated that they had never thought of

the initiative in that way and that they would reconsider the
initiative. In addition, they indicated that the 75 to 1 ratio was
subject to change and that the case ratio concept was still being

developed

o TheStaIemaynotappmvea?S to 1 ratio, butmayagreetosome
change in the ratio. Any decrease in the ratio from that proposed
by the Clty will reduce the savings projected from this initiative.

After analyzing the initiative further, DHS has indicated it intends to hire a consultant
to study farther the City's ratio of social workers to cases (for cases handled by providers) and
to make recommendations to the City. The study is expected to be completed late this
sammer. It is possible that the study will produce recommendations that vary from the DHS
initiative and that DHS will not be able to implement promptly the initiative at least until the
Fall. The study may, therefore, lead to savings lower than those projected in the Plan, and
fall short even of the discounted amounts. ,



The third major productivity initiative is to "Treat 5% of '92 Out-of-Home Children
In-Home". The initiative is projected to reduce net expenditures by $2.1 million in FY93 after
discount and by $11.1 million over the life of the Plan after discounts. The pre-discount
savings from this initiative grow at 4% a year, although the increase in savings after discount
from FY93 to FY94 is larger because the FY94 discount is smaller than the FY93 discount.

The initiative says:
To the greatest extent possible, strive to provide in-home services to
reduce expensive placements out-of-home. In FY92, the average
per-diem cost - for services out-of-home is $44, while the average
in-home per diem is $18. DHS believes it can service 5% more of its
out-of-home client days in-home.

.- An April 2, 1992 memo from the City Department of Finance indicates that this
 initiative will be accomplished by the transfer of 372 children from foster family care to
in-home services placement. DHS is developing a plan for reviewing cases for retumn to the
home and, according to the April 2 memo, the plan will be ready for implementation by July
1, 1992, Itlsthedlffemncebetweenthemmforfostercareandmhome services that creates
tlns initiative's savings. The rates mentioned in the April 2 memo were slightly different from
those shown for the initiative. Foster family care avérage cost per diem was $39.37 for
December 1991, according to the memo, and the services to children in their own homes
average cost per diem was $13 59 for December 1991.

PICA's concern about this initiative is that it reiterates a longstanding goal of DHS
and, therefore, will necessitate an improved effort to achieve previously unattainable goals.
'I'lwlmmedmcyofthedeadlmesetmtheFmance Depamnentwmpmdeabamsfor
. evaluatlon of the probability of success within the time  period provided.

As the graph on the following page shows, if DHS successfully implements all of its
initiatives, the growth of DHS expenditures, while slowed, will still be substantial. Even if all
of the initiatives are successfully implemented, DHS obligations are projected to grow $138
million, or 76%, from FY91 to FY96, a compounded average annual growth rate of 12%.
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-Revenue Initiatives

DHS also has several major revenue initiatives. The revenue initiative with the largest
dollar impact is improving Title IV-E reimbursements. The initiative is projected to increase
~ revenues by $6.5 million in FY93 after discount and by $38.5 million over the life of the Plan
after discounts. :

The initiative is to:
- continue efforts to increase patient eligibility for Title IV-E and to
pursue more aggressively the reimbursement opportunities already in
place. Title IV-E reimbursements reqmre no State matclnng funds and
are, therefore, easier to attain. ;

This initiative as first proposed reqlm'ed that the City increase its Title IV-E eligibility
rate from 51% to 71%, but an analysis of the Plan's projections showed that the base
assumptions already were based on 71% eligibility. As a result of that analysis, DHS reduced
its FY93 revenue estimate by $6.5 million, returning the assumed rate to 51% so that bringing
" the rate up to 71 % would meet the initiative's goals. - '

The goal of 71% eligibility seems readily achievable for FY93, but revenue in later
years of the Plan appears to have been reduced (from original projections at the 71%
eligibility) by less than the amount being projected as recoverable through the initiative. Thus,
the initiative will be more difficult to achieve in FY94-FY96. While the revenue loss from
reduction of the original estimates of Title IV-E reimbursement is increasing at the assumed
rate of Title IV-E revenue growth (16% a year), revenue from the initiative is projected to
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grow by over 47% from FY93 to FY94 (because target savings in FY94 will be multiplied by
different discmmhngfactors - .8 rather than the .6 used in FY93). The lost revenue
differential in FY94 is $7.5 million, but the initiative is projected to yield $9.6 million. In the
later years of the Plan, the numbers slowly converge inasmuch as the initiative grows at under
11% a year while revenues are projected to grow at 16% a year. While the initiative grows to
$10.6 million in FY95 and $11.8 million in FY96, the revenue loss grows to $8.7 million in
FY95 and $10.1 million in FY96. The gap between the initiative's targets and the revenues
lost is $2.1 million in FY94, $1.9 million in FY95 and $1.7 million in FY96."

The second largest DHS revenue initiative is "Expanded Early & Periodic Screening,
Diagnosis, and Treaiment (EPSDT) Funding." This initiative is projected to produce $5.4
million in FY93 after discount and $27 million over the life of the Plan after discounts.

The initiative is to:

Take an active role in maintaining pressure on the Commonwealth to
expand availability of EPSDT federal funding, which requires a
Commonwealth match. The Commonwealth, under pressure from
various advocacy groups, is proposmg to expand the availability of
EPSDT screening by significantly increasing payments to providers for
health screening and allowing partialized screens by different providers.
Make -every effort to manage the screening, paperwork, and
follow—thmugh necessary to get as many medically needy children as
possible certified for federal medical assistance under the EPSDT
program,

The City's ability to implement this initiative depends, in part, on the favorable
outcome of litigation. An advocacy group has filed suit against the State attempting to speed
the State's EPSDT progress. PICA staff has talked to State officials, advocates and City
otﬁcialsandbelievesitisreasonabletoprojectthatonceasystanisinplace,theCitywi]l
receive an additional $9 million annuaily. The only year about which PICA staff has concern
is FY93. Litigation, under the best of circumstances, is difficult to predict, and if the suit is
not resolved in the first quarter of FY93, the City may have trouble meeting its FY93 targets.
PICA staff will monitor the progress of the legal action.

DHS has two other revenue initiatives - one to recover prior years' underfunding by -
the Stateé and one to increase grants revenues. ,

The initiative relative to recovery of prior years' overmatch has a target of $1.1
million in FY93 after discount and $5.4 million over the life of the Plan after discounts. The
State has agreed to pay to the City $1.8 million per year through FY96 to compensate for prior -
years' underfunding. Thus, this initiative probably underestimates the amount of revenes the
City will actually receive from this source, and provides some degree of insulation against the
possibility of missing other goals.



The "increasing grants® initiative projects revenues of $900,000 in FY93 and $4.5
million over the life of the Plan. Similar to the initiative related to increasing the aumber of
children receiving services in home, this initiative also calls upon DHS to achieve a heretofore
elusive longstanding goal, and thus will require DHS to demonstrate an improvement in
perfonnance to a level not previously achieved by the Department.

The following graph shows that the achievement of revenue initiatives contained in the
- Plan will lead to substantial increases in intergovernmental revenues.
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Department of Human Services Expenditures
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- The previous graph deplcts the full projected (net) impact of DHS' initiatives. It shows
that net expenditures (expemditures minus intergoverimental revenues) grow much more
slowly after the initiatives. Before the initiatives, net expenditures almost double from FY91 to
~ FY96 and more than double from FY9? to FY96 After the initiatives, net expenditures grow
16% from FY91 to FY96 and 31% from FY92 to FY96. FY96 net expenditures are projected
to fall by over 40% (from $143 million to $85 million after dlscount) if all the initiatives are
xmplemented successfully

Major Areas of Concern

DHS is the City department about which PICA staff has the most concern. Obligations
have been exceedingly difficult to project for even a single fiscal year, s0 a five year
projection must be considered highly speculative at best. The growth rates in the Plan appear
to be reasonable, but:twouldnothavebeenunreasonabletoprojectthattheseexpendmnes
would be either higher or lower. PICA will carefully monitor DHS expenditures against Plan
slandards

BaserevenuesforDHSalsoaredlfﬁculttopmdlctagamstPlanstandards The City's
ability to make reasonable arguments for a number of base revenue scenarios provides an
example of that difficulty. DHS' ongoing disagreements with DPW could easlly have made
lower revenue estimates reasonable. Conversely, the State's commitment to increase funding
- of needs based budgets up to 100% of the State'ssharecouldhavemadehlgherrevemm
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- projections also appear reasonable. While the Plan's estimates on the whole fall within the
middle range, the amount of assurance that should be taken from that is slight.

The DHS initiatives also concern PICA staff. The needs based budget initiative
assumption could result in litigation or conceivably in the State taking over DHS functions,
billing the City and withholding grants. In either case, the initiative cou]d'proude the City
with far less than has been projected in the Plan.

The initiative for changing the ratio of caseworkers to cases for purchased services
appears likely to be further changed and!or delayed. In its current form it undoubtediy will
meet resistance from both the State and the City's unions. DHS' commissioner has already
indicated that the idea needs more work and the Department has indicated that it will hire a
consultant to make recommendations about appropriate ratios. If the ratio of social workers to
cases is lowered from the number pmposed the projected savings from this 1mtlatlve also
would be lower.

Shifting more children to in-home service from more oostly foster care is presented as
an achievable current initiative, but has also been portrayed as the Department's longstanding
goal. DHS will have to demonstrate that it is now successﬁlllyabletocnnyoutaptactlcelt
could not previously implement effectlvely

The two large revenue initiatives appear reasonable, a]though the anticipated results of
the initiative to improve Title IV-E reimbursements may be overstated in FY94 through FY96
and the anticipated results of the initiative to expand EPSDT funding, which rely on the
" outcome of litigation, may be overstated in FY93. : .

_ It is unlikely that the Departmeni will achleve the entire $163 million in projected
expendlture reductions and revenue increases projected by the DHS initiatives. It is probable,
however, that some of the initiatives will be successfully implemented and will thus help the
City address the imbalance between its DHS expenditures and the revennes it receives to cover
those expenditures. PICA staff envisions the need for an ongoing monitoring effort on
changing DHS initiatives and strategies (to achieve Plan results) over the life of the Plan, The
Plan's use of discounting of initiative benefits will enable DHS to come closer to achlevmg the
net expenditure reductions projected in the Plan.

It is unrealistic to think of DHS' expendmlre problems as purely "financial”. PICA
staff recognizes that the geometric growth in social services places enormous burdens on an
already over-extended system. PICA's evaluation of the DHS portion of the Plan attempts to
foster more efficient operation of the Department's programs, thereby better preparing DHS to
cope with a recognized overwhelming task.

PICA staff's basic concern over the DHS portion of the Plan is that insufficient
attention has been paid to the need for fundamental changes in the manner in which the
Department provides its services. Increased accountability together with appropriate
movement of persons through the system are as yet unaddressed goals.
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POLICE DEPARTMENT
Bage O !'. I

- In the Five Year Plan the Police Department's base expenditures are projected to have

minimal growth, as shown in the following graph. Total overall growth from FY91 to FY96 is
4.3%, or a total of $14.2 million (an average annual growth rate of less than 1%). The
projected growth rate is low inasmuch as salaries (which accounted for 93% of Police
Department expenditures in FY91), are projected to remain unchanged over the life of the -
Plan, Plan achievement is thus subject to the results of arbitration rulings. If such rulings
pmudeforsalarymcmsesandnored:wﬂonmforcelsmpmm the Department's
expenditures necessarily will increase.

/’
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Class 300 spending (Purchase of Materials and Supplies) is the only class in which a
substantial increase in spending is projected. This growth is depicted as the result of a lack of
adequate spending for materials and supplies in previous fiscal years. Class 300 expenditures
grow from $7.8 million in FY92 to $9.5 million in FY96, a difference of $1.6 million or
- 22%. The projected compounded annual growth rate is 5%.
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Class 2_00 (Purchases ofServioes)@eﬁding&cms&sfmmFY%_toMSthenﬁsesatotal
of 5% from FY%4 to FY96.

Initiatives

Over the life of the Plan the Police Department is projected to reduce expénditums by
~ $95.4 million through initiatives. Savings are pmjected to be $16 million in FY93, gmwmg to
$28.5 million in FY96. .

A major Police Department initiative is the overtime cap. The Police Department is
projecting the largest overtime reduction savings of all the City's Departments, from a
projected savings of $3.9 million in FY93, after discount, to $8.5 million after discount in
FY96. The total five year projected savings is $27.4 million after discount. Overtime is often
a product of a high rate of sick leave and inefficient staffing (officers being held over to fill
-unanticipated vacancies in the next shift). If staffing levels are better maintained and the City
is successful in reducing the sick leave allowance from 20 to 10 days the overtime cap
_ initiative may be more easily realized. It should be noted, however, that a recent Controller's
. Office study showed that police use an average of 8.5 days of sick leave per year which is 1.5

"days less than the proposed accrual allowance’. To make the Police Department's staffing -
more efficient changes in both work and vacation rules may be required; and the
administration is advocating significant changes in both areas. As is the case with the Fire
Department, an assessment will be required to determine whether any reduction in sick leave
allowance produces an equivalent reduction in usage.

- Getting injured employees off the departmental payroll guicker is another major .
Department initiative. The Plan indicates this initiative "will reduce overall payroll cost and
result in quicker replacement of lost manpower.” The City projects $2.2 million in savings in
FY93, after discount, growing to $5.8 million after discount in FY96. The total projected
savings after discount from this initiative over the life of the plan is $19.4 million.

‘This initiative will only produce its projected savings under the Plan if the injured Police
Officers more quickly removed from the departmental payroll are not replaced, and the City
concurrently implements reform of its disability system. The City has represented that while
total staffing levels may decline as a result of the departure of some officers, the effective level
of the Department's police presence will not be reduced. ‘

To monitor the implementation of this initiative PICA has requested repoﬂ:s Listing the
mumber of injured police officers being removed from the Departmeatal payroll and will also
review City personnel inventories to determine whether such removed officers are being
replaced. PICA will also monitor the City's attempt to reform its disability system.

"Source: Report on Benefits for the City of Philadelphia Represented Employees, Office of
the Controller, City of Philadelphia with the assistance of the Pennsylvama Economy
League, February 1992 )

68



The Plan also contemplates lowering entry level salaries of Police Officers. The City
projects that lowering starting salaries by $6,000 annually will produce a savings of $1.3
million in FY93 growing to $5.4 million in FY96. The total Police Department savings from
~ this initiative over the life of the plan is projected at $13.5 miltion. These salary adjustments
will have to be won in arbitration. The Plan anticipates hiring new officers at the lower annual
salary rates to replace those officers who leave the force, and therefore the amount realized by
this initiative will be directly dependent upon the complement levels of the Department.

If the City wins lower starting salaries in arbitration, PICA will monitor initiative
performance by reviewing Police personnel inventories to ascertain that the number of officers
being replaced is in line with the numbers projected in the Plan. .

Asﬂlechartbelowﬂhxstrales ﬁaﬂoftheexpendrhuemrhabvessetforthmthereYear
Plan are met, the Police Department will spend $14 million less in FY96 than it did in FY91.

-
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Revenue Initiati

As a revenue initiative the Department plans to institute registration fees for all burglar
alarms, and fines for false burglar alarms. This initiative is projected to generate an annual
revenue gain of $1.6 million, after discount, starting in FY94. It should be noted however,
that this initiative has been held for further review by City Council. The projected impact of
the initiative should not be diminished by a short delay into FY93 by Council.

o



'or‘ T

PICA staff has a concem as to whether City Council will approve registration fees for
burglar alarms and fines for false alarms. PICA staff will continue to monitor the progress of
this initiative to see if implementation is accomplished by FY94.
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The true measure of the Department of Public Health's (DPH) impact on the Plan is the
Department’s expenditures net of the intergovernmental revenue provided to defray such
expenditures. The Department also generates about $2 million annually in fees, but these are
not projected separately beyond FY93 in the Plan, which groups fee revenues from various
minor sources. Looking only at base obligations masks a potential problem in the projected
difference between growth rates for base obligations and base revepues. As the graph below
shows, base obligations are projected to grow moderately, increasing from $203 million in
FY91 to $235 million in FY96, an average anmual rate of 3%. The average annual growth -
rate of 3% is below the Plan's assumed rate of inflation.
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The next graph, on the top of the next page, shows projected departmental -
intergovernmental reverues, and illustrates the major financial problem facing the department.
The Plan projects very little growth in intergovernmental revenues designated for the Health
Department. Those reveaues grow only $4.3 million over the life of the Plan, an average
annual rate of under 1%. From FY91 to FY96, Health Department expenditures grow $27.6
million fagter than do intergovernmental revenues designated for the Health Department.
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The previous graph, Health Department Expenditui‘es Minus Intergovernmental
Revenues, shows the impact on the Five Year Plan of the different growth rates for Health
Department expenditures and revenues. Expenditures minus infergovernmental revenues grow
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from $66.3 million in FY91 to $93.9 million in FY96, an average annual growth rate of
7.2%, well over twice the growth rate for expenditures alone.

Expenditure Initiativ

The Department has one major productivity initiative - lowering non-mandated health
~ care costs. This initiative is projected to reduce expenditures by $2.1 million in FY93 and
$11.3 million over the life of the Plan. The Plan's description of the initiative is:

The cost to the City for non-mandated health services will be reduced.
Efforts will be undertaken to establish and strengthen partnerships with
local hospitals, academic medical centers, and the hospital community
generally, in'an attempt to assist uninsured patients with finding
programs for which they are eligible. This will result in less demand at
localhealthcemersfmmtheumnsuredpoptﬂanon — although no patients

- will be denied medical attention. Yn addition, DPH expects to be able to
lower the cost to the City of non-mandated health services through
productivity rcfonns and revenue enhancements.

. This initiative has been changed Batry Savnz a Deputy Health Commissioner, has
" advised PICA the cuts needed to attain $3. Smi]honmsavmgshavea]readybeenmadeand
that such cuts included not filling positions, delays in hiring and reductions in Mental |
. Health/Mental Retardation services. PICA found that these cuts have a reasonable chance of
attaining the projected expenditure reductions. The initiative also appeared to be attainable
because, after discounts, it amounts to a reduction in expenditures of only 1% from the Plan's
projections of FY93 expenditures before initiatives. In each year of the Plan the cost
reductions from this initiative are, below 1.4% of projected pre-initiative expenditures.

Asthegraphonthefollowmgpageshows mmmvesarepmjectaimkveonlya

minor impact on Health Department expenditures. The initiatives reduce expenditires by no
more than $5 million in any year. -
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Revenue Initiatives

- The Department's initiatives focus primarily on mcmsmg revenues, which is a Ioglml
~ response to an otherwise slow growth scenario.

The largest dollar impact Hmlth Deparunent initiative is called "improve medlcmd :
billing and eligibility." It combines ensuring that district health center patients, who receive a
variety of health services from the City-run centers, are enrolled for every entitlement program '
for which they are eligible, together with increasing reimbursements for the District Health
Centers by obtaining Federally Qualified Health Center status. The Plan projects additional
revenue from this initiative of $2.4 million after discount in FY93 and $10 3 million split-
evenly over FY94-FY96 for a total of $12.7 million.

Both portions of this mxtmtlveappmredmsouabletoPICA staff, butbothreqmre
additional fo]]ow up actions for ult:mate Success.

An April 2, 1992 memo from Commissioner Ross projects that ensuring that patients
are enrolled in appropriate programs will generate $1.3 million in FY93 and $5.8 million
spread equally over FY94-FY96 for a total of $7.1 million. The key determinant of success
for this initiative will be the outcome of litigation against the state over a program called
""outstationing." Outstationing entails putting workers in health centers to ensure that patients
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are enrolled in appropriate federal programs. The Department projects that outstationing will
lead to new reimbursements at a rate of $35 per visit for about 90,000 visits per year.
Consultation with advocates and City officials causes PICA staff to feel that this initiative is
reasonable, but that delays in settlement of the litigation may reduce projected FY93 benefits.
The Plan, however, using its built-in discount, includes only 60% of the revenues realizable
from this initiative in FY93 and the Health Department included only a partial phase in of this
initiative, thereby bringing the achievement level required to meet Plan goals below the 60%
amount. Net revenues from this initiative may be reduced, however, because the Health
Department has indicated that there is a possibility that the State may require the City to pay
up to 50% of salaries for each of eight employees required to implement outstationing. The
maximum cost for the City, (half salary for eight employees at $50,000 with am estimate of
benefits equal to about 40% of salary) would be approximately $280,000.

The second half of the initiative is to obtain Federally Qualified Health Center Status
for district health centers. This status would allow an increase in the visit fee from $23 per
patient to $45 per patient. The Department has obtained three levels of federal approval
required to achieve this status, but still needs one more level of approval. If the necessary
approvals are received the new reimbursement process would call for the City to be
reimbursed 57% by the State and 43% by the Federal government. The April 2, 1992 memo
by Commissioner Ross projects initiative results of $1.1 million in FY93 and $1.5 million in
each of FY94, FY95 and FY96 for total additional revenues of $5.6 million. The Health
Deparlmenthasmdwatedthatltwﬂlknowbytheendof]une1992whether1tw1llobtam
Federally Qualified Health Center status.

The second largest Health Department revenue initiative is an expansion of EPSDT
funding This initiative is projected to produce $2.1 million in FY93 after discount and $13.3
million over the life of the Plan after discounts.

The initiative is to:

Obtain Medicaid reimbursement for children's health services, including
mental health/mental retardaﬁon, medical care, imxﬂunization, lead paint
reimbursable under the Barly and Penodnc Saeemng Diagnosis and
Treatment Program (EPSDT). Congress mandated significant expansion
to this program effective July 1, 1991. Since the State has failed to fand
fully this required expansion of Medicaid, litigation has been imitiated,
and the State has recently been showing considerably more flexibility on
EPSDT eligibility and reimbursements.

This initiative relies on the same Congressional mandate as the EPSDT initiative
discussed in the section of this report dealing with DHS. The two EPSDT initiatives total $40
million over the life of the Plan. The City's ability to implement the EPSDT initiatives
depends, in part, on the favorable outcome of the litigation initiated against the State. PICA
staff has talked to State officials, advocates and City officials and believes it is reasonable to
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pmjectthatonceasystemlsmplace meHealthDeparunentmllmcewetheamounts
pro;ecwdbythlsmtlauve The only year about which PICA staff has concern is FY93. If
the lawsuit is not favorably resolved in the first quarter of FY93, the City may have trouble
meeting its FY93 targets. PICA staff will monitor the progress of the litigation.

The Department's other major initiative is a three-part initiative to increase revenues
generated by the Philadelphia Nursing Home (PNH).

Part one of the initiative to increase PNH reimbursemen}:s is:

Improve the Medicaid reimbursement-to-cost ratio for the Philadelphia
Nursing Home. The preferred strategy is implementation of a full-cost
reimbursement for all county public nursing homes. Because significant
cost differentials exist between the county public nursing homes in
Philadelphia, Allegheny, and Bucks Counties as compared to the balance
of the state, an alternative strategy is the establishment of a more
~ favorable reimbursement category. The State Department of Public
' Welfare had previously created a new more generous reimbursement

The initiative is projected to increase revenues by $480,000 in FY93 and $5.6 million
over the life of the Plan. PICA staff and the Controller's Office had substantial concerns
. about this initiative, which led to the assumed revenues from the initiative for FY93 being
dropped from $960,000 in the February 20, 1992 Plan to the current $480,000 level. The
initiative is still very speculative, however, because it requires approval from the State, and the
City has yet to formally contact the State to discuss it. Even with active state assistance the
time required to implement this initiative would threaten the FY93 amounts projected in the
The second part of the PNH initiative is to:

Improve billing for PNH spec:altyserv:ces, such as physical therapy.

This is the smallest part of the PNH initiative, accounting for $300,000 after discount
in FY93 and $1.5 million over the life of the Plan. It is based on increased Medicaid funding,

- and also requires improved performance from the Department. The Department has yet to

demonstrate the ability to implement this initiative.
The final part of the PNH initiative is to:

Increase occupancy at the Philadelphia Nursing Home to full capacity
over two-year period. The Philadelphia Nursing Home has 500 beds, of
which only 349 are currently occupied. Because of fixed costs -
associated with operating the facility net revenues are du'ectly
pmpomonal to increased occupancy.
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This initiative is projected to produce $500,000 after discount in extra revenues in
FY93, growing to $1.4 million in FY96, after discounts, for a total of $3.5 million. To fully
accomplish this goal, the Health Department indicated it would have to begin the recruiting
and hiring of additional registered nurses, hcensedpmctlcalnursesandmsumtlonalcarealds
by April 15 The additional necessary nursing positions were not added to the Department's
budget, but Deputy Commissioner Savitz, on April 14, 1992 indicated that the Department had
begun the recruiting process. PNH requires more than one nurse for each patient, thus this
" initiative will require the hiring of more than 150 nurses in two fiscal years. PICA will
monitor PNH's progress in hiring murses, and in making related changes.

The following graph shows how, even if successful, the revenue initiatives would only
modestly i increase revenues in the Department
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_ ‘The following graph shows how, if successful, the Health Department's initiatives
would reduce the Department's net expenditures. While the initiatives do not have a large
imipact on either total Health expenditures or total Health revenues, their combined impact 1s
material in relation to net expenditures.
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Successful implementation of each of the Department’s revenue initiatives depends on
future events, some of which are beyond the control of the Department. It is reasonable to
expect that these actions will be taken and the initiatives will be mp]cmented but there is no
certamty as to when they will be fully effective.

The most speculative of the initiatives is the creation of a new reimbursement category

for the Philadelphia Nursing Home, in combination with facilities in Allegheny and Bucks -

counties. This initiative requires State approval for the creation of a new reimbursement
category that would lead to extra costs for the State. The initiative was included in the Plan
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even though it had not yet been discussed with the State. While the initiative's FY93 value
was. cut in half in response to PICA and Controller's Office concemns, it is still extremely
speculative.

The portion of the PNH initiative which calls for filling PNH to capacity is also of
concern. The initiative requires the hiring of over 150 additional murses in two years. The
required number of additional nurses are not included in the Department's FY93 budget and
PNH previously has had substantial difficulty in employing purses. The need to pay newly
huedstaff(pmbablyathlgherthancune!nsa]anes)couldplaceaconmdembleburdenonthe
already strained resources of the Department.

The EPSDT and medicaid billing and eligibility initiatives are both tied to the
resolution of on-going litigation. It appears likely to PICA staff that the Department will
eventually garner amounts approximately equal to those included in the Plan. PICA staff does
have some concern, however, as to whether the litigation will be resolved and systems will be
in place early enough in FY93 for the Department to meet its targets for the year.

Obtaining Federally Qualificd Health Center status is also a speculative initiative. The
Department still needs one level of federal approval to achieve this status. The decisions on
that level should, according to the Department, be determined by the end of June 1992.

It appears unlikely that the Health Department will achieve all of its initiatives, but it
should attain some of them, thus reducing net expenditares. While the percentage discounts
used in the Plan provide some latitude for mid-course corrections, there is only a limited .
capacity to make wholesale changes in operations and still attain Plan objectives. Any failed
initiatives will require revised submissions to PICA for further evaluation,
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- Base Expenditures
As the first graph shows, expenditures for the Department of Public Property are
projected to grow relatively slowly in the Five Year Plan, increasing from $185.6 million in

FY91 to $207.9 million in FY96, for a compounded average growth rate of 2.3%. The

Department's expenditures are primarily for purchase of services, which account for over 80%
of the Department's total in each year of the Plan ($32.4 Million of FY93 purchases of

services expenditures are for real estate lease rentals). '
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The next graph shows that Public Property purchased services are also projected to
grow slowly over the life of the Plan, increasing from $152.4 milfion in FY91 to $167.8
million in FY96, a compounded average annual growth rate of 1.9%, or somewhat slower than

general departmental costs.
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In FY91, the last fiscal year for which actual financial results are available, Public
Property’s purchase of services amounted to $152.4 million, including almost $145 million for
major City-wide purchases. The supporting detail for the FY93 Budget shows that those items

“included:
FY91 Amount

Item ($ Millions)
SEPTA Operating Subsidy | $50.6
SEPTA Lease Bond Payment 3.5
Real Estate Lease Rentals 31.8
Telephone Services . 10.2
Lease-Purchase of Vehicles 24.3
Electrical Services ' 18.7
Gas Services 4.0 -
Steam Services 1.7
Total $1448

The projected growth rate in Plan expenditures (FY92 to FY96) is larger than the
growth rate for FY91 to FY96 because purchase of services were estimated to decrease from
$152.4 million in FY91 to $142.3 million in FY92 (including a decrease of over $5 million in
the City's contribution to SEPTA). From FY92 to FY96, the growth rate for purchase of

82



services is projected to be 3.4%. Projected total departmental expenditures growth from FY92
to FY96 is 3.3%. ,

E n !.! ! ‘!7. I'V
The Department’s largest initiatives target reductions in the cost of purchased services.

The initiative titled "FYDP Courts" represents a transfer of a portion of court space
rental costs to the First Judicial District of Pennsylvania. Except for $1 million each in FY95
and FY96, all of the costs that would have been recognized in the Department of Public
Property's budget are reflected in the FIDP section of the Plan (the FJDP projects a $1 million
reduction in the cost of leases for each of the years FY95 and FY96).

An initiative entitled "lease savings”, is projected to save, after discounts, $600,000 in
FY93, $3.2 million in FY94, $3.3 in FY95 and $3.4 million in FY96, for a total four year
reduction in expenditures of $10.5 million. The Plan describes this expenditure decrease as
emanating from a 10% reduction in leased office space cost. A March 25, 1992 memorandum
from the Public Property Commissioner indicates that the savings will come from reductions
of cost per square foot and overall footage of a number of City leases. These savings appear
reasonable, given the scheduled expiration of some leases and a current relatively soft rental

The largest general Public Property initiative relates to capping the City's contribution
to SEPTA. After discounts, this initiative is projécted to save $2.3 million in FY93, $4.3
miltion in FY94, $5.7 million in FY95 and $7.2 million in FY96. The total projected Plan
savings from the initiative, after discounts, is $19.5 million. SEPTA officials testified before
City Council on April 15, 1992, and indicated that the Plan’s contributions for SEPTA, after
the initiatives, were sufficient to meet SEPTA's needs. Problems could arise, however, if
SEPTA's State revenue contribution increased, thus requiring extra City matching
contributions, although an increase in State funding does not appeat to be imminent. The
reductions in expenditures are discounted in each year of the Plan; however it is likely that the
City will achieve the entire savings thus resuiting in City expenditure reductions in this area -
beyond those calculated in the Plan. As discussed in the “Major Areas of Concern” section for
this Department, PICA staff is concerned that the City has calculated its savings off a number
approximately $1.1 million higher than its actual FY92 expenditure base. FY93 savings for the
SEPTA initiative could thus be overestimated by as much as $700,000.

The Department also has numerous smaller initiatives including consolidating the City's
vehicle fleet, privatizing custodial services and reducing telephone costs. PICA's major
concern with this group of smaller initiatives was the inclusion of funding for custodial
services positions in the Department’s FY93 budget, despite the Plan's listing of $440,000 in
FY93 savings to be achieved from privatizing those services. The inconsistency in approach
may be indicative of a Departmental lack of attention to the means by which the initiatives
may be achieved.



The following graph depicts the reduction in Public Property expendnmes projected to
result from personnel and produclmty initiatives.

s

" Public Property Expenditures Befor Initiatives and Afior
Initiatives _

250 -

0 208
196 186 192 0 " rge 2 e g 17

200 ¢ 171 171 170

g0
=
= w00

EYY FY82 . FYS3  FYS4  FYO5  FYGR

Il Before Initiatives [} After Initiatives |

Revemue Initiative

The Public Property Department has one revenue initiative: imposing a per-line fee for
911 telephone services. The Administration submitted legislation to City Council requestlng
the imposition of such a fee, but Council has deferred action to a Iater date. This initiative i is
projected to produce, after discounts, $3 million in FY93, $4.2 million in FY94, $4.4 million
in FY95 and $4.6 million in FY96, for a total of $16.2 million.

- Before this initiative can be implemented, it must receive approval from both Council
and the Pennsylvania Department of Community Affairs. The fee involved is designed to
recover investment, operations and improvement costs for the City's existing 911 system. The
City costs appear to be more than sufficient to justify the $1 per month charge it is seeking to
impose. The City also presented reasonable calculations justifying its ability to collect more
than $5 million annually from this charge.

PICA staff's major concern about this initiative is whether the City will obtain the
required approvals from Council (as to both the policy and the actual fee) and the Pennsylvania
Department of Community Affairs. The Plan's built-in 40% discount pmv1des some leeway if
the charge is not in place by the beginning of ¥Y93.



Major Areas of Concern
PICA staff has several major concerns about Public Property Initiatives.

The 911 telephone line charge initiative canses PICA staff the most concern. City
Council's postponement of action on the initiative is not viewed as a favorable occurrence and
raises significant questions about whether this fee will be imposed by July 1, 1992. Also, even
if Council and the Pennsylvania Department of Community Affairs both give their approval to
the project, that approval may come too late for the Depa:tment to achieve even 60% of a full
year's benefits from tlns initiative.

The SEPTA contribution cap is reasenable and achievable given current State funding
levels. If State fanding increases, the amount of City matching money necessary for SEPTA
to- receive additional funding may also increase. PICA staff concern is that the projected
baseline SEPTA contributions may be overstated, given the Plan's assumptions of 6% growth
over the life of the Plan in the City's annual contribution to SEPTA. The FY93 budget shows
. an FY92 contribution of $45 million and an FY93 contribution of $46.6 million (page 44-14

. of the Supporting Detail for the Mayor's Operating Budget for FY93), The Plan’s
after-discount savings for FY93 are projected to be $2.3 million, indicating that the base
expenditure amount for the SEPTA contribution would be $48.9 million if the after savings
amount is $46.6 million. An increase from the FY92 level of $45 million to $48.9 million
constitutes an 8.7% increase, 2.7% higher than the Plan's stated assumption of 6% for the
growth rate of the City's SEPTA contribution (Page 8 of the Methodology section of the Plan
as submitted on February 20, 1992). At 6% growth over FY92's level of $45 million, the
FY93 contribution would be $47.7 million producing after-discount savings of $1.1 million
- rather than the $1.8 million included in the Plan.

The City's inclusion of custodial services employees in its FY93 Budget also causes
PICA staff some concem. The inclusion of these workers seems to contradict the initiative's
goal of privatizing custodial services. If, however, the Administration negotiates a collective
bargaining agreement without restrictions on layoffs, it may then be able to eliminate its
- custodial services staff totally. If the City negotiates collective bargaining agreements that
contain "no layoff” clauses, it will have to rely on attrition to reduce the size of its workforce
- and attrition is unlikely to allow the City to eliminate the Jobs of its entire custodial services
staff during the term of the Plan.
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STREETS DEPARTMENT
Base Obligations

As the following graph (based on the Plan and supporting detail for the FY93 Budget)
demonstrates, Streets Department base expenditures are projected to have moderate growth, In
the Plan, base expenditures increase from $155.1 million in FY91 to $187.9 million in FY96,
an average annual growth rate of 3.9% and an overall growth rate of 21.2%.
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The only classification in the Streets Department with substantial growth is Class 200
(purchase of services). Class 200 grows from $80 million in FY91 to $105 million in FY96,
(31% in total or 5.6% a year). Almost three-quarters of the Department's FY91 purchases of
services were landfill costs, and the Department's projections for their growth appear to be
reasonable. -

Class 100 (wages and benefits) remains frozen from FY93 through FY96. While this
assumption is reasonable, other sections of this report (Executive Summary, Major Plan
Assumptions and Personnel) discuss the variables that could have an impact on the projected
expenditures in this Class. '



Initiativ

The Streets Department projects savings of $95.6 million based on initiatives to be
implemented over the life of the Plan. In FY93, those initiatives equal about $10.6 million,
growing to $35.4 million in FY96. The expenditure reductions anticipated to be derived from
the Plan's initiatives in FY96 total $31.2 million, a 16.6% reduction in expenditures from base

Overtime is a significant item of Streets Department personnel costs - and only the
Police Department forecasts a larger reduction in expenses resuiting from the overtime cap. In
FY91, Streets Department overtime was $11.1 million (excluding holiday overtime, which is
linked to a separate initiative) and regular full time safaries were $63.8 million. After
discounts, Streets Department overtime expenditures are projected to decrease-by $2.3 million
in FY93, $2.8 million in FY94, and $3.7 million each in FY95 and FY96. High overtime in
the Streets Department is at least partially a result of high sick leave usage. If the City is
. successful in reducing its sick leave allowance from 20 to 10 days, the result could be a
-reduction in both sick leave vse and the amount of resultant overtime. Overtime usage is also
" a result of insufficient staffing levels. As noted in the Personnel Section of this report, theC1ty
~will have to weigh the costs of increased staff levels against the reduction i n overtime costs in

the management of its personnel complement.

The Department's largest initiative does not have an impact until FY95 and FY96. In
those years, the City's new waste disposal contracts take effect. The Plan projects savings of
$16.6 million in FY95 ($13.4 million after the Plan's built-in discount) and $18.5 million in
FY96 ($14.9 million after discount). The Plan's base assumptions include $84.4 million for
disposal costs in FY95 and $92.8 million in disposal costs in FY96. The initiative is described
in the Plan as folows: .

New waste disposal contracts are expected to be in place in the last years
of the Five Year Plan. The City expects to achieve $16.6 million of
savings in FY95 and $18.5 million of savings in FY96. The new
disposal contracts will enable the City to close its three transfer stations,
producing an additional savings of $14.6 million.

‘The calculated savings are based both on the new contracts and on the amount of
tonnage assumed for FY96 (700,000). The contracts are for four years beginning no earlier
than April 1, 1994 and no later than July 1, 1994. Under the contracts, Wheelabrator Falls
Inc. (30% of the City's waste after subcontracting quantity for a waste processing facility
described as an "innovative alternative facility” and recycling) and TRC Inc. (70% of the
City's waste after subcontracting quantity for an "innovative alternative facility” and recycling)
will dispose of the City's trash through a combination of landfilling and incineration (trash to
energy). The Streets Department indicates that the only remaining approvals to be received
are permits from the Pennsylvania Department of Bavironmental Resources (DER) and that
preliminary comments from DER have been encouraging. If DER does not grant the permits
by May 31, 1992, the City has the option to accept $500,000 as liquidated damages for
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cancellatwnofthecontracts Iftheconmctorsfmltoperformforreasonsthatarethhmthe
contractors' control, the contractors must reimburse the City for any costs above those detailed
in the contracts. Despite this reimbursement, if the contractors’ fail to perform, the City may
not be able to achieve the savings projected in the Plan.

Because the factors underlying the trash contract savings are known and the City's
disposal costs are capped by the contract, the projections appear to be reasonable. Assuming
timely receipt of approval and permits from regulatory authorities, this initiative is likely to

- achieve 100% of its goal, thus producing savings in FY95 and FY96 beyond those
contemplated in the Plan.

A second major Streets Department initiative made possible by the trash contracts is the
elimination of two city transfer stations. In the Plan, this initiative is projected to produce
$473,000 in FY93 Streets Department savings after discount plus an additional $277,000 in
FY93 Public Property savings after discount (the Streets Department has continued to analyze
its initiatives and a more recent Streets Department analysis projects $814,000 in savings in
FY93 but that amount is not included in Plan calculations). Over the fife of the Plan, this
initiative is projected to reduce Strects Department expenditures by $13.1 million and Public
Property expenditures by $1.5 million. The positions to be eliminated in FY93 to achieve this
initiative have already been eliminated from the Strects Department's budget (the Department
will probably have to use a combination of attrition and Iayoffs to achieve this initiative's
goal}. It is reasonable to expect that the Streets Department will achieve and perhaps even
exceed its FY93 goal from this initiative. The initiative is projected to produce much larger
' savmgsmthe]aterymrsofthePlanthaanY% and will require closer monitoring in FY94
through FY96. .

Another major Streets Department initiative is charging the Philadelphia Housing

Authority (PHA), the Philadelphia School District, and large non-profit institutions for trash
~ disposal services. If the entities involved do not agree to the charges, the City proposes to

stop providing such services. In calculating the revenue derivable from this initiative, the City
estimated the labor costs, dlsposalcostsandvehlclecostsofthemhcoﬂecuonsemces ,
provided. ThoseamaﬂcostsﬂmttheCnywntendsﬁemidehmmaiexfscwmwthem
were terminated. The City thus projects savings either from new revenues based on
- reimbursement for the cost of services, or elimination of such services and cosis if the serviced
entities do not pay. Discussions with Administration officials led PICA staff to conclude that
potential net savings from this initiative were probably no greater than the City's tipping fee
expense for each ton of trash. PICA staff has continuing concern that the City may not be able
to recover labor and vehicle costs associated with the entities' trash fully, particularly if the
entities involved were.to contract for other trash removal services rather than reimbursing the
City. In such event, the City's.savings may be less than those projected in the Plan.

The initiative is projected to produce $3 million in FY93 (after discount) and $14.1
million over the life of the Plan (after discounts). The Streets Department's supporting
analysis for this initiative shows costs for Philadelphia Housing Authority (PHA) collections of
$3.3 million including $2.4 million in tipping fees, and $1.9 million in costs for Philadelphia
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- . School District collections, including $1.2 million in tipping fees. Those calculations exclude
employee benefits. If employee benefits are included, the cost for PHA increases to $3.4
million and the cost for the School District increases to $2.0 million. Legislation approved by
City Council projects an additional $300,000 in revenues from other large non-profit
institutions which currently receive trash removal services at no cost.

Charging for collection costs is the most speculative of the Department's large
initiatives. It may require negotiations with the entities involved, and it is possible such
negotiations could result in some trade-offs of the proposed charges for concessions to and
from the City on other matters. Any such concessions could produce costs that would have to
be netted out against any savings achievable from this initiative. The Plan's discounts are a
method of providing for the trade-offs that may be required to achieve this initiative and delays
in implementation. Additionally, the Plan includes a figure for savings that is lower than the
costs calculated by the Streets Department.

This initiative will require close momtormg because of its speculanve nature. PICA's
monitoring will include:

0 Followxng the pmms of negotlatlons between the City and the
entities from which it is seeking reimbursement.

o Detenmmng whether the City actually ehmmates services for entities
-not providing reimbursement.

o Tracking monthly City expenditure reports to determine whether
expenditures for solid waste disposal actually decline,

Other initiatives contemplated to result in large expenditures reducuonsare

o Changing to two-man crews to move to scml—antomatlc collection on
a number of City trucks. Afier discounts, this initiative is projected
to reduce expenditures by $1.2 million in FY94, $1.2 million in
FY95 and $1.3 million in FY96. This initiative would lead to a
reduction of 60 positions and would require $3.7 million to
implement. The Plan proposes using money from the PICA-funded
Productivity Bank to implement this initiative. To achieve the
FY93 savings projected from this initiative, the reduction in
workforce size would probably require some layoffs in addition to
attrition.

" 0 Replacing blockmen (persons who manually sweep streets) with
mechanical brooms and reducing the number of blockmen. After .
discounts, this initiative is projected to produce $375,000 in savings
in FY93 (a more recent Streets Department projection is for a '
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$875,000 reduction in expenditures in FY93), $932,000 in FY94,
$964,102 in FY95 and $998,000 in FY96. This initiative would
lead to a reduction of 45 positions, probably through a combination
of attrition and layoffs. The positions have been eliminated from

the Department's FY93 budget.

o Discontinuation of private alley lighting. . After discounts, this
initiative was projected to reduce expenditures by $614,000 in
FY93, but newer Streets Department calculations estimate savings
for FY93 at $1.25 million ($1 million in electrical power savings
and $250,000 in contract maintenance savings). The initiative
projects reductions of expenditures of $850,000 in FY94, $893,000
in FY95, and $938,000 in FY96. The most recent Streets
Department calculations indicate that saccessfully implementing the
initiative could reduce expenditares by a greater amount than Plan
projections. The alley lights would be disconnected by July 1, 1992
and fixtures would be removed over a four year period. Lighﬁng
alternatives could be provided by private homeowners or

eommnni’ty Eroups.

There are a number of other smaller initiatives in the Streets Department aggregating
$20.8 million in savings or additional revenues over the life of the Plan.

Change in Expendi rowth Ca itiativ

As the next graph (based on the Five Year Plan and Supporting Detail for the FY93
Budget) demonstrates, if the Plan's initiatives are successful, Streets Department expenditures
will only be about $2 million higher in FY96 than theéy were in FY91, achially representing a
decline from 7.4% of actoal FY91 total General Fund Expendlmres to 6.3% of estimated
FY96 total General Fund expenditures.
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Major Areas of Concern

To a large extent, thesuccessofmanyofthesueetsDepmtment 's initiatives depends
of the Department's ability to reduce the size of its workforce. This ability could be severely
constraineg if the City fails in its attempt to negotiate a contract that does not contain a "no
layoff" clause. The Department does, however, have high turnover and could reduce its
workforce through attrition. As an example, a Streets Department analysis shows that from
June 30, 1991 to December 29, 1991, staffing declined from 2,727 to 2,643, a rate of about
14 employees a month. As noted above, reducing staff size by attrition is more difficult than
reducing staff size by layoffs because reductions through attrition count on employees leaving
positions that the Department does not want filled. The occurrence of vacancies in areas
related to particular initiatives would have a significant impact on implementation.

- The size of the Department's workforce will also have an impact on its ability to reduce
overtime by the amounts forecasted in the Plan. The workforce will have to be appropriately
staffed and managed to reduce overtime. Additionally, the City's ability to reduce the number
of sick days allowed per year could have a direct impact on the Department's ability to reduce
its overtime costs.



PICA staff is concerned that recovery of costs relative to revenue/savings achievable
from charging PHA, the School District and major non-profits for services may not be
achievable up to the amounts (and at the levels) contemplated in the Plan. Staff is skeptical as
to the City's ability to negotiate the charges or eliminate services without offering something in
return to the serviced entities. Any trade-off will require a netting out of costs against the
savings amounts included in the Plan, with concomitant reductions in net positive benefits.

PICA staff also questions whether the City would be able to eliminate all of the costs
associated with the services provided to the entities if the entities decided to obtain those
services from another provider rather than paying the City. The savings may be reasonable,
however, because they are discounted from full projections, and there is little question that the
tipping fee savings could be achieved.

- Another major concem is the impact on the Plan if the trash facilities (which are
integral to the success of the tip fee savings and elimination of transfer services initiatives) are
not completed on time {or perhaps not at all). The initiatives that hinge on the successful

- completion of the facilities are among the most important in the Plan. There are no obvious

threats to the contracts beyond those normally associated with large waste disposal facilities,
. but PICA will closely monitor developments.
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LAW AND REVENUE DEPARTMENTS
Revenue Initiatives -

The Law and Revenue Depamncnts while separately shown in the Plan, are involved in
several jointly managed major initiatives, and for convenience are discussed jointly in this
report. The Law Department projects an after discount increase in revenue collections of $29.4
million over the life of the Plan and the Revenue Department projects an after discount
increase in revenue collections of $46.6 million for the same period, both as the result of
jointly managed revenue initiatives.

The two major revenue initiatives in the Law Department are improved tax collection and '
enhanced enforcement,

The Law Department projects that employing additional enforcement attorneys and using
an improved automation system will enable the Department to generate a one-time after
discount revenue gain of $20 million. This revenue gain is apportioned over a two year
period, with after discount revenue of $8.0 million projected in FY94 and $12 million
projected in FY95,

The Law Department also contemplates initiation of a focused tax recovery plan wlnch
would require an additional 15 employees to implement. Thel.awDepartmentpmjectsthat
this tax recovery plan will generate an after discount revenue increase of $1.8 million in FY93 .
growing to an after discount revenue increase of $2.6 in FY96. ijectedaﬁerdlscount
revenue over the life of the plan totals $9.4 million from this initiative.

Other Law Department Revenue initiatives include faster processing of tax (shenﬂ) sales,
and better claims filing (collection) in bankruptcy sales.

Revenue Department

The Revenue Department's revenue initiatives focus on four major areas: 1mpmvmg )
collections through computerized coordinated collection efforts; redeployment of personnel -
savings from computerization, transferring assessment, collection, and enforcement functions
to the Revenue Department from the Board of Revision of Taxes; and either having Ieglslatxon :
passed to implement suburban -withholding (withholding of Philadelphia wage taxes from = -
wages paid to Philadelphia residents by suburban employers) or achieving the same net result
through a computer matching program utilizing State-provided income tax return information”
pertinent to Philadelphia resident taxpayers.

The Revenue Department plans to modemnize jts computer system using a $5.8 million: loan
from the Productivity Bank and an as yet undetermined contribution from the School District
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(which will also benefit from this initiative). The Revenue Department projects that this
computer system will improve its collection efforts and also improve taxpayer service.

Iheaﬂerdiscwmpmjeaedincmsemmvemwsﬁommewmpmeﬁzaﬁbnim&aﬁveis
$2.1 million for FY93 growing to $4.8 million in FY96. The total after discount revenue
projected to be collected over the life of the Plan amounts to $16.5 million,

InmchﬁscalymrofthePlan the Revenue Department plans to divert $1 million of
personnel savings generated by the computer initiative to more aggressive tax collections. The
after discount revernme projection for FY93 from more aggressive tax collections is $1.2 -
million growing to $1.7 million for FY96. ‘I‘hetotalpro_wctedrevenuefromthxsm:ﬂaﬁvels
$6.3. million. .

The initiative to transfer certain responsibilities of the Board of Revision of Taxes to the
Revenue Department is envisioned to produce additional revenues of $400,000 after discount
in FY94 growing to $800,000 in FY96. The projected after discount savings from this
initiative totals $1.8 milkion. ’I‘hlsmmatlvereqmmlegslanveappmvalandresuluuﬂylsnot )
projected for implementation until FY94.

. The suburban’ w1thholdmg mmanve requires the approval of the State legislature and
governor before suburban employers of City residents can be required to withhold City wage
-~ tax from such employees. 'IheRevenueDepamnentmdlmtesthatlflegslauonenabhng
- suburban withholding is not passed it believes the initiative results can alternatively be
achmvedthroughpmperuseofcomputenzahon The projected revenue increase after discount
fromthxsmﬂ:anvels$72m1ﬂmanY94gmwmgto$74mﬂhoanY96 The total
pro;ectedreveuuemcmseoverthehfeoftheplantomls&l9m1ﬂ10naﬁerdxscount

WhﬂePICAstaffbehevesnshouldbepossiblctoachlevethemultsshownmtthlanfor

the Law and Revenue Depamnents staff has several major concerns relative to nntlaum
1mp1ementat10n

The Revenue Department computer improvement initiative causes PICA staff the most
concern, Historically City computerization efforts have not achieved expected results.
Accordingly PICA staff plans to monitor the modernization effort closely by reviewing
reports on the project in comparison with the schedule for modernization. PICA staff also
plans to monitor employee training programs and schedules in order to determine that once the
new system is in place, it will be operated appropriately with employee learning curves kept to
a minimum. PICA staff will request current reports on the overall planning process and on
attainment of measurable Plan milestones to determine whether there is appropriate on-going
assessment of the new system's ability to pmduce required timely accurate meaningful data.

After the new system is properly mstalled PICA staff will momtor revenue Teports to
determine whether revenues are increasing to the levels projected in the Plan.
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The Suburban withholding initiative is dependent on action by the State Législature. PICA
staff plans to monitor progress in the legislature as it pertains to this issue. PICA staff will
also study the City's alternate plan for this initiative (which requires computer analysis of State
provided resident income tax return data). PICA staff wiil follow up to determine the City's
ability to implement this alternative system if the needed legislation is not passed.

Tt may be difficult, however, to directly link the Law and Revenue Department initiatives
to increases in wage tax collections because of the many factors that can influence tax

collections.
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OTHER lNITIAfﬂ!E& :

Several departments each have only one large initiative. These large initiatives are
discussed in this section of the PICA staff report.

Licenses & Ins ions - Rev F tructa

The fees to be increased include license, permit and service fees. The Plan anticipates
raising such fees to amounts that the Plan indicates would approximate more closely the cost of
providing the service. This initiative is projected to yield revenue increases of $1.5 million in -
FY93, $2.1 million in FY94, $2.2 million in FY95 and $2.3 million in FY96. The total four
year revenue enhancement from this initiative is projected to be $8.1 million. The calculations
of these increased revemues appeared reasonable to PICA staff. The only approval required for
the fee increases to take effect was from City Council, and Council has now passed legislation
approving the increased fees. PICA will monitor General Fund locally generated non-tax
revenues to determine whether these fee increases are mieeting the Plan's projections.

The overtime cap is projected to reduce Prison expenditures by $2.3 million in FY93,
$2.0 million in FY94, $2.6 million in FY95 and $2.6 million in FY96. The total expenditure
reduction, after implementation of the initiative, is projected to be $9.5 million. The
Department has a record of saccess in reducing overtime expenditures (non-holiday overtime is
estimated to decrease to $6.6 million in FY92 from $10.3 million in FY91).

One of the elements of the Department's overtime initiative is an adjustment of shift
time to cover roll call instead of having roll call coverage through overtime. Shift adjustment
accounts for $1.4 million annually, before discounts, making it a key element of the Prisons'
overtime reduction initiative. The roll call shift time adjustment would likely require union
agreecment. The second important element for the overtime cap's successful implementation is
the City's maintenance of proper staffing levels. The Prisons need 24 hour coverage; thus
reductions in employee complement can be tied directly to increases in overtime. The City has
indicated that it will maintain an appropriate personnel complement in the Prisons system to
avoid increased overtime costs.

Various De ents and Commissions -

The Plan contains budget caps for a number departments and percentage decreases in
expenditires for several departments and commissions. The Plan does not call for specific
cuts in these departments and commissions, but does call for overall reductions in their
budgets. PICA. staff believes that these cuts, which were included in the FY93 budget, are
based on reasonable assumptions as to City managers’ abilities to reduce expenditures in their

departments.
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A {T AND PROD

: 'IhefinalsectmnofthemambodyoftheFlverrPlansubmlttedtoPICAon
February 20, 1992 is entitled "Management and Productivity”, No quantified savings were
~ included in the Plan from this section, but it provided the framework by which many of the
i Plan'smmmvesaretobeanalyzed ThesectlondescribedthekendellAdmmlsu'auonsplans
' tochangethemanagementchmateofthertyofPhﬂadelphla

Certammanagementandptoducuwty nnmuves have already beenlmplemented
mchxdmgsevemlnotdw:nbedmthel’lan Amongthemt:atwesmcludedmthmsecnonate

the followmg for whlch no return was fonna]ly recognized:

o Theremgot:atlonofthepmscnptlondmgplanatthc&yspnsons
: munderwayandlse:q)ectedtopmducesamgsofmorethan :
$200000annually

o 'IhevoluntaryS%paymtforAdmmsﬁauonexecuuveappomtees
' earmngmorethan$30000ayear ' .

. o 'IheredlwuonofCItyexpmmun'esforFamnountParkthrough

mcmmngpnvatecompanmandnon—pmﬁtmshﬁrmm adopt
porhonsoftheParktoﬁmdmamm

HANXOTHICH Gf
theCnythmughaCtmrtetCammmsxon' 101- _-maﬂServxceregulanons the Budget
process and the procurement system; andthmugh contlact negotiations with the Unions. City
Council has approved the creation of a Charter Commission (which is expected to propose
changcsformclusxononthebaﬁotfervoterappmvalmMayole%)andthertyhasbegun
its negotiations with the unions. PICA is monitoring the progress of these activities.

In_;ectmg wmpgtiﬁon into all fevels of government is a goal established in the Plan.
The Plan calls for competition between private and public sector service providers and between
different units of government. The Plan indicates that the City intends to seek private bids for
a number of contracts, which may include: legal and debt collection services; building and
grounds maintenance; Fairmount Park and recreation center maintenance; fleet management
and maintenance; Art Museum and other bmldmg guard services; Philadelphia Nursing Home
and Riverview Home; data processing services; trash collection; road and street maintenance;
tree tnmmmg and planting; and streetlight operation. One of the purposes of the legislation
establishing PICA was to foster sound financial planning and budgetary practices in place of
the existing practices which resulted in ongoing deficits. One of the ways the Act
contemplated fostering sound financial planning and budgetary practices was through
consideration of increased privatization. As of the date of this report, PICA staff had seen
little substantive evidence that the City is actively seeking competition for the provision of
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Little substantive evidence that the City is actively seeking competition for the provision of
services, orthatconmdemﬂonoftheconceptlsbmngmtegratedmoﬂleplannmgand
operation of City agencms

This section also contemplated the establishment of a Productivity Bank to fund specific
initiatives requiring upfront capital investment. The Productivity Bank is to be used to fund
projects that departments demonstrate will reduce expenditures or increase revenues. The
benefit gained is intended to flow back to the depaﬂment 1mplemenhng the productivity
initiative. The borrowings are to be paid back through revenues or savings achieved by the
productivity projects or through proceeds from asset sales. The PICA board, in accord with
staff recommendations, has funded $20 million for the Productivity Bank. - PICA staff
nontheless has continuing reservations about the City's ability to capture savings for a
parhculardepaﬂment PICA staff urged that the Productivity Bank funds should not be placed .

_in the Consolidated Cash fund (because that would make them available for inter-fund
borrowing). The City must still develop a coherent strategy for the mplemematlon of the
Productivity Bank. :

'IheManagementandProducnvny sectxona]soca]]sforlmprovements in waysﬂnerty '
manages its workforce, includiiig actions such as improving shift scheduling for police, :
consolidating sanitation crews and purchasing more efficient equipment. Examples of other
measmwhchtheC:tyanuclpatesthatachmgedmmmgemmt-umonmlamnshmwﬂlmd
productivity are in the elimination of no-layoff clauses, removal of “antiquated” work rules
and past practices, and giving managers greaterlaumdetomakechangesm restructuring
departments. The section points out that few ofthemprovementscanbennplementedthhout

"establishing a new, more cooperative relationship between the City and its employee unions. "
That relationship has yet to develop, and 'the City will not have a real measure of the status of
its relationship with its workforce until it has concluded collective bargaining with its major
unions. o : - : ’

The section indicates that the City intends to include sharing a portion of any surpluses
with employees, and $haring the savings from employee suggestions with employees, as
methods of improving its relationship with its workforce. The Plan, however, pmwdes no
method for calculating the aliocation of surpluses or savmgs to employees

The section concliudes by listing more than 50 managemerit and producuvuy mrtxat:ves
and also listing over 40 assets that it indicates the City should pursue selling. Some initiatives,
such as patrolling business districts to locate those which are operating without a business
license and without paying taxes, alréady have begun. PICA will monitor the ongoing -
implementation of the initiatives in this section. If any of the savings or revenues projected to
be received from these initiatives become a formal part of the Plan, PICA will analyze them
more closely, as was the ¢ase with an initiative to implement fines for false burglar alarms.

In addition to setting the tone for management of the City, the Management and

Productivity section lists a series of initiatives which, if successfully implemented, would
provide additional cost savings and revenue enhancements These mmatlves could become
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integral elements of the Plan if baseline projections fall below expectations or if presently
relied upon initiatives do not produce the results projected in the Plan.
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DEBT
Plan Debt Assumptions

The City's inability to gain access to credtt markets was the catalyst for the creation of
PICA. The City's debt problem goes beyond its lack of market access and accompanying
credit ratings that are below investment grade. Additionally, the City has a high existing debt
burdenandlsclosetonssmmmrym-supporteddebthmlt.

!

At the end of FY91, theC1tyslongtermobhgat10nstotalled$46bﬂhon(thePlan
included interest in calculating long term obligations, while PICA staff totalled only principal
from the tables in the Plan's Long Term Obligations section). The City's population as
reported in the 1990 census was 1,585,577, meaning that per capita long term obligations at
the end of FY91 were approximately $2, 89Q The bonded debt includes general obligation
bonds, bondanﬁmpahonnotesandAwahon,GasWorksandWaﬁerSystemrevennebonds
. Only the general obligation bonds are tax-supported and payable from the general fund, bond
anuclpauonnowsamrepmdﬁomfuwmbondmmandmvenuedcbtmpayabbfmmﬂw
revenues of the related fund. The City also has long term commitments which extend over the
next 27 years including lease obligations, an unfunded pension Liability, accrued vacation and
sick pay, workers' compensation and indemnities.

o 'I‘hel.ong Term Obhgauons section of the Plan shows that the break-out of long term
obhgatwnsatluneBO 1991 was $1.04 billion of General Obligation debt; $79.5 million of
bondanttcxpauonm $2. 14bﬂhonofmvenuedebt,and$1 33 billion of other long-term

obligations.

: TheCﬁysphnsforﬁmnebonowmgamconsuamedbyltsamoumdomstandmglong
term debt. The01tysConstlmtlonalhmnontheamountofpnnclpaloutstandmgfortax
supported debt is the equivalent of 13 1/2 percent of the preceding ten year average of the
ass&ssedvalueoftaxablewalpropeﬂymthe&ty The City's FY91 Comprebensive Anmpal
FmancmlReponshoweéammmmnglegaldebtmargmforthe01tyaf$396mﬂhon(thls
amountmcmsesasthevaﬁreofmeCnysassessedpmpertymcrmsesmdasdebﬁsmﬂred)
The Plan shows that $136 million in principal on general obligation tax supported bonds was
scheduled to be retired during FY92. As a result of retirement of that debt, if the ten year
-average of the assessed value of taxable real property in the City did not change in FY92, the
City's available debt limit would increase to about $175.6 million.

~ There is little information on future borrowings in the Plan. The Debt section projects
that PICA will issue $68.2 million (te produce for the City spendable proceeds of $60 million)
in December of 1993. The $60 million in City spendable proceeds is approximately equal to
the dollar amount of the City-proposed capital projects for which PICA found that there was
insufficient information to justify borrowing in its initial bond issue.

The Long Term Obligations appendix of the Plan shows $11.6 million prmclpal and
interest payments in each of FY94, FY95 and FY96 on new general obligation debt. The Plan
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does not list the principal amount of the contemplated City borrowing that would create the
need for the $11.6 million in annual debt service, explain what the proceeds of the issue would
be used for or explain why an additional PICA borrowing would be necessary in FY94 if the
City had regained market access. The Plan states the City hopes to regain market access in
FY95. :

Debt Reduction Initiati

The February 20, 1992 Plan contained two initiatives for lowering the City's debt

The February 20, 1992 Plan had an initiative under which the City would request that
PICA issue insured AAA-rated bonds to refinance five of the City's currently outstanding bond
issues that carry interest rates significantly higher than those that could be obtained in today's
. lower interest rate environment. The issue would be for approximately $119 million and
would refinance the City's Series 1975, Series 1977 (two issues), Series 1978, and Series
19798 bonds. The Plan projected $640,000 savings annually for 13 years from the
refinancing. The City did not request that PICA borrow for the: refinancing.

Thie second initiative (an initiative also inchuded in the Personnel section of the
February 20, 1992 Plan) required the City to *amend Civil Service Regulation 32 to limit
abuse, realign pension ordinance with Regulation 32 to mandate rehabilitation and
returt: to work.” ‘No dollar figure was attached o the initiative, but the Plan projected that it
. would improve the health of the pension system and limit long term obligations by reducing

the growth of the City's accrued unfunded pension liability. PICA will monitor the City's
implementation of this initiative. ‘ : o

Major Areas of Concern

The Plan preserits the City's amount of debt as a problem, but does not provide
proposed solutions. Additionally, aside from PICA borrowings and a statement that the City
hopes to retum to the capital markets in FY95, the section does not provide any indication of
the City's long- or short-term debt issuance plans. It is apparent (from the inclusion of debt
service beginning in FY94 on a new general obligation issue in the appendix on long term
obligations) that the City does plan to issue new debt. The explanation of how the City plans
toregainacoesstothematketsforalargegeneraldbligationissuewithintwoﬁscalyears,_and
why the City would need an additional PICA borrowing during FY94 if the City had already
regained market access, is yet to be provided. : o
: An additional PICA concern is the use of assessed real estate values as the .
determination basis for the City's General Obligation debt limit. Except for revenue sources
specifically dedicated to particular uses, all of the City's revenues are available for debt service

106



and total revenues minus revenues dedicated to particular uses would serve as a much better
measure of the amount of debt that the City can afford to incur. While the use of the assessed -
real estate value method is Consututlonally mandated, the City could develop internal
guidelines, based on total revenues minus revenues designated for particular uses, for
determining its limit on total long term obligations (many of which fall cutside of its
Constitutionally defined debt limit).
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One of PICA's fanctions is to serve as a financing vehicle for the benefit of the City.
Under the PICA Act, the Authority is empowered to issue bonds for deficit reductton and
capital project purposes until December 31, 1994, for cash flow deficit purposes until
December 31, 1996 and for refundings of PICA debt for as long as PICA is in existence. The
Plan specifically mentions three PICA bormwings:

o The recently completed $474.6 mllhon deficit reduction and capital
borrowing issue;

0 Al)wemberl993$68mﬂhoncapmlbomwmg and

- A$119m111mntefundmg:ssuethatwaspmjectedtosavethecny$640000
annually (mtmuoned onlymtheFebnmry 20, 1992 version of the Plan).

_ Theunt:albondswemsoldasof]unel l992a1atmemterestcostof656%and
usmblepmceedsfortheCnymllbeallocatedasfoﬂows.

FY91 deﬁc_itrteduction $153.5
FY92 deficit reduction , - 949
FY93 deficit reduction o 7.8
‘PmducnvuyBank _ - _ - 200
Total . B $396.2

- The remainder of the proceeds were used to fund a debt service reserve fund and
capitalized interest; bond discount; bond insurance, other issuance costs and initial Authority
COsts. -

* PICA based its deficit reduction borrowing on the General Fund deficit for FY91
shown in the City's Comprehensive Annual Financial Report for FY91, the City's projections
for its FY92 deficit and PICA's analysis of both the Plan and the FY93 budget.

The Capital borrowing was based on a review of City provided information concerning
. $177 million in capital projects. The Authority determined that it did not have sufficient
information on projects totalling over $55 million. Section 3.01 (¢) (2) of the PICA Act limits
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PICA capital borrowings to emergency projeéts or projects "necessary to achieve savings and
balanced budgets under an approved financial plan."

The Authority agreed to borrow $20 million for the Productivity Bank after reviewing
City descriptions of the Bank's intended use and control.

Future Borrowings

The Authority has made no determination about future borrowings. It will analyze any
financings proposed by the City, but is under no obligation to issue any bonds in the future.

Deficit Financi

PICA staff would be reluctant to embrace any proposed future deficit borrowings.
Deficit financings are generally poor policy because they require future debt service payments
for benefits that were exhausted prior to, contemporaneously with, or soon after debt issuance.
Deficit financings can be justified only in extraordinary circumstances. PICA staff felt that
funding the deficits through FY93 met the extraordinary circumstance test only because the
City's financial problems were so extensive, and had been built up over so many years, that it
was reasonable to have a transition year to balanced budgets. - Future deficit financings would
mean that the City had not met its goals (as set in the Five Year Plan) and thus would
teptesentasigniﬁcant setback in the City's attempts to regain bothi fiscal solvency and market

. The Plan does not contemplate deficit borrowings beyond FY93, and projects
: balanoed budgets in FY94, FY95 and FY96.

Capital B ines

PICA staff will analyze carefully any proposed future capital projects to determine
whether they meet the Act's requirements, and will determine whether the debt service on any
proposed capital borrowing would threaten the City's ability to comply with the Five Year
Plan. PICA staff was disappointed with the quality of information supplied in support of the
initial borrowing's capital projects and anticipates that the City will provide more thorough
information for both future proposed borrowings and relative to disbursement of the initially
borrowed capital amounts. As an example, the vast majority of initially proposed projects had
no rational cash drawdown schedules. A number of projects had little or inadequate
descriptions of emergencies they would ameliorate, and several of the deficit reduction projects
contained no analysis of the expected increase in revenues or decrease in expenditures that
would result from project implementation.

Refundings
Any proposed refunding will be analyzed to determme whether it w1]1 produce

sufficient debt service savings to justify transaction costs and whether it represents a prudent
use of PICA's limited borrowing capacity. Despite the inclusion of 2 $119 million refunding
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as an initiative in the original Five Year Plan, the City has not requested that PICA issue
refunding bonds. ' ,

n

PICA staff also anticipates that the City may request that the Authority issue tax and
revenue anticipation notes. PICA staff would analyze any such request in terms of the City's
~ actual cash needs, the City's ability to obtain notes on its own at a reasonable rate, the City's
costs of entering the market versus borrowing from PICA and the impact of borrowing from
PICA on the City's eventual ability to regain access to capital markets.
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INITIATIVE MONITORING
PICA staff will monitor the progrees of each of the initiatives contained in the Plan
closely, and the items noted below will be subjected to the closest scrutiny. For the most part,

they are items which have a particularly large dollar impact, but others are on the list because
staff believes that they offer particularly difficult problems of implementation.

The value of the monitoring process is to provide a system which will permit PICA to
bave and issue early warnings about shortfalls in Plan implementation that could, if left
unaddressed, threaten the success of the Plan. It is also important that PICA staff be aware of
situations where Plan targets have been exceeded and thus be able to assess the net negative
.effect of any shortfall.

“The initiatives mclude health ‘benefits reform elimination of City-paid legal services,
holiday overtime reduction and workforce and salary restructuring. Together, they represent
thelargestsmglemmauvemthel’]an

o The Clty s ovem]l ability to 1mplement these mltlat:ves will depend on
its success in upcoming police and fire arbitrations and in the collective
bargammg process with unionized non- ~upiformed employees. “The City
13reqmredtoprovxdePICAwnhananalymsofthelmpactofanynew
labor contracts on the prospects for the City's compliance with the Plan.

.. PICA staff plans to develop a system to test City calculations as to the
ﬁmnc:al nnpaet of the settlements '

0 Afterthelmpactofany new laboragreemenuscalculatedbythe City,
- PICA expects to have the capability to determine independently whether

the financial impact the City projects is reasonable under the

circumstances, andtoassessthehfe—ofthePlanlmpactofsuch

agreement.

0 Documentation of defails such as cost, a listing of the number of -
employees covered and the date on which the coverage is to begin should
be provided to PICA on any proposed new health plans. Any delay in
implementation of new health plans will diminish the City's ability to
achieve even its discounted target savings.

o PICA staff will monitor closely the City's implementation of new
health care benefit programs.
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o Overtime usage reports should be provided to PICA at least quarterly.

“0 PICA must be provided with full descriptions of all cost containment
- efforts included in the proposed new health plan.

o PICA staff plans to 7m0nit01.' iﬁ:plementation of the disability system
reform by requesting that it be provided with updates when any steps are
taken toward implementing any facet of the reform. :

Fire anc and Pohce Reduce Starting Salanes $2.3 million in FY93 after 25 % discount and
$22.2 million gver the life of the Plan after 25 % discounts -

The initiative is to: “Implement a system whereby higher salaried workers are rep]aced
due to retirement and attrition with lower salaried entry-level employees. Lower Pohce and
Fire Department entry-level salaries from $29,750 to $23,750."

o This change in starting salaries will have to be achieved in arbitration.

o If the City obtains lower starting salaries in arbitration, PICA staff
plans to use the City's personnel inventories to determine whether
turnover ratios are matching those pro;ected in this initiative, 2 critical
factor in reaching the planned-for savings.

- The initiative is to: Manage the temporary injured list to ensure that those unable to
work enter the pension or disability system quickly and get off the Department's payroll.
Although these firefighters will not be replaced, there will be no diminution of on-the-street
staffing levels since they were not available for service anyway. In addition, although there
will be an increased cost in the Finance Department caused by the transfer of firefighters into
the disability system, that increase will be more than offsét by the $5.7 million in savings
projected by the City Controller from reform of the dlsablhty system".

o PICA staff plans to ask for current and updated reports from the
Departinent on the number of injured ﬁreﬁghters being moved off the

departmental payroll.

o PICA staff plans to regtilarly monitor departmental staffing levels to
determine whether the removed firefighters are being replaced.

o PICA staff plans to monitor the reforms of the disability system. If

those reforms are not made, the savings from this initiative will be
greatly diminished.
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* The initiative is to: "Adopt a policy of funding mandated programs only to the level of
the City ratio of the needs-based budget actually certified by the State Department of Welfare.
The City will not fund any mandated program to a level in excess of the State certified need. "

This initiative is projected to produce $11 million in savings for the City in FY93, and
$6.6 million after the Plan's discount. PICA's monitoring of this initiative will include:

o Determining whether the needs-based budget certified by the DPW
agrees with the certification amount assumed in the Plan.

o Determining whether the FY93 State budget as finally passed provides
adequate funding for 90% of the State's share of the needs-based budget
{Act 30 provides for a phasing in of the State’'s commitment to fund
100% of the certified needs based budget).

o Attempting to track the City's expenditures to determine whether its
expenditures are matching budgeted expenditures.

0 Determining whether the City is meeting its initiative to receive 71%
eligibility for IV-E reimbursement. The level of Title IV-E
reimbursement is important to the needs-based budget initiative because
Title IV-E reimbursements are offset against Act 148 Children and
Youth expenditures.

o Monitoring the progress of possible litigation related to this initiative.

Human Services - Improve Title IV-E Reimbursements - $6.5 million in FY93 in Plan after
40% discount - $38.5 million over the life of the Plan after discounts.

The initiative is to: "Continue efforts to increase patient eligibility for Title IV-E and to
pursue more aggressively the reimbursement opportunities in place.  Title IV-E
reimbursements require no State matching funds and are, therefore, easier to attain".

o This initiative depends on the City maintaining a 71% Title IV-E
eligibility rate. PICA staff plans to monitor this by receiving quarterly
or more frequent reports of IV-E eligibility rates.

o PICA may also monitor IV-E receipts to determine whether the City
is receiving the amounts projected in the initiative.
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Changes in the Administration's calculation of Title IV-E reimbursement for FY93
dropped its Title IV-E revenue estimate by $6.5 million. The initiative would, after discount,
recover that $6.5 million through increasing the Title IV-E eligibility rate from 51% to 71%,
which had been the Plan's original base estimate for FY93. The original City revenue
" estimate was considered to be reasonable by the Controller's Office. The initiative will be
more difficult to achieve in FY94-FY96. While the revenue loss from reducing the original
estimates of Title IV-E reimbursement is increasing at the assumed rate of Title IV-E revenue
growth of 16% a year, revenue goals for the initiative will grow by over 47% from FY93 to
FY94 (because target savings in FY94 will be discounted by 20% rather than the 40% used in

- FY93). The "lost” revenue in FY94 will be $7.5 million, but the initiative is projected to
yield $9.6 million. In the later years of the Plan, the numbers slowly converge because the
initiative grows at under 11% a year while the revenues grow at a projected 16% a year.
While the initiative grows to $10.6 million in FY95 and $11.8 million in FY96, the revenue
"loss" grows to $8.7 million in FY95 and $10.1 million in FY96. The gap between the
initiative's targets and the revenues "lost™ is $2.1 million in FY94, $1.9 million in FY95 and
$1.7 million in FY96.

The initiative is to: "Take an active role in maintaining pressure on the Commonwealth
to expand availability of EPSDT federal funding, which requires a Commonwealth match.
The Commonwealth, ander pressure from various advocacy groups, is proposing to expand the
ava.i}iuml,j of EPSDT screening by significantly increasing payments to providers for health
screening and allowing partialized screens by different providers. Make every effort to
manage the screening, paperwork, and follow-through necessary to get as many medically
needy children as possible certified for federal medical assistance under the EPSDT program.”

o The success of the initiative depends in part on the favorable
resolution on a timely basis of a suit filed by advocates against the State.
PICA staff is monitoring the progress of the litigation.

o PICA staff will review details of the system put in place to perform
the screening.

o After the lawsuit is resolved, PICA staff will monitor federai revenues
for comparison to Plan.

Human Services - Treat 5% of '92 Out-of-Home Children In-Hoime - $2.
Plan after discount - $11.1 million over the life of the Plan after discounts.

The initiative is: "To the greatest extent possible, strive to provide in-home services to
reduce expensive placemeiifts out-of-home. In FY92, the average per-diem cost for services =~
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out-of-home is $44, while the average id-home per-diem is $18. DHS believes it can service
5% more of its cut-of-home client days in-home." _

o PICA is to receive monthly analyses from DHS that will allow PICA
staff to track the Department's progress in reducing out-of-home services
and to see what is being done differently.

o PICA staff plans to request information on the financial impact of
reducing out-of-home service as the initiative is implemented. This
information should be provided at least quarterly.

Law - Improved T__Mn §Q FY93 - 520 million gver the life of the Plan after
discounts.

The initiative is to: "Improve tax collection by the Enforcement Division. The Tax
Recovery practice of the Enforcement Division generated $42.9 million in FY91. It is
estimated that there are $260 million of General Fund tax delinquencies outstanding, and
approximately one-third of that amount is collectable with improved automation, additional
enforcement attorneys, and other mlsceﬂaneous steps to 1mprove collections. "

0 PICA staff plans to keep in contact with the E:fomement Division to
, revxewthepmgressofstepsnlstakmgtoachlevethlsxmuanveandthe
implementation schedule for those steps.

- Law - Tax Recovery (enforcement
of the Plan after di '

The initiative is to: "Add one Asmstant City Solicitor, four tax analysts, four
paralegals, and six clerk typists to increase enforcement of taxes and fines due the City."

o PICA staff expects to monitor the Law Department's hiring to
determine whether the additional dedicated staff has been hired.

o PICA plans to determine whether the initiative is being imf)lemented
utilizing the schedule drawn up by the Chief Deputy City Solicitor. -

o PICA will attempt to determine whether the initiative actually
increases revenues by monitoring receipts. This may not prove possible,
however, because of the myriad factors that can lead to variations in
receipts from year to year (although it should be possible to discern a
trend over time),
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million over the life of the Plan after dlsoounts

The initiative is to: "Ralse license, permxt and service fees to approximate more closely
the cost of providing service.”

o Council has passed ordinances imposing all of the fee increases
included in the Licences and Inspections initiatives, effective as of July
1, 1992

o After the fees are initiated, their impact should be discernable from
the City's reports on locally generated non-tax revenues.

the life of the Plan after discounts

The initiative is to: "Reduce time lag between medical diagnosis of long-term
disability and removal of officer from the payroll from six months to 30 days. Although,
these policemen will not be replaced, there will be no diminution of on-the-street staffing
levels since they were not available for service anyway. In addition, although there will be an
increased cost in the Finance Department caused by the transfer of policemen into the
disability system, that increase will be more than offset by the $5.7 million in savings
 projected by the City Controller from reform of the disability system."”

o PICA plané to receive regular reports from the Department on the
_ numbser of injured police officers being moved off the deparimental
payroll.

o PICA contemplates monitoring departmental stafﬁng levels to
determine whether the officers in question are being replaced.

o PICA also plans to monitor the reforms of the disability system. If
those reforms are not made, the savings from this initiative will be
greatly diminished.

PICA's approach to momtonng tlus mmatwe will be the same for the Police and Fire
departments.

- $2.4 million in FY93 after discount

;$12 6 million over the life of the Plan after discounts.

The initiative is split into two parts. The first part of the initiative, which requires
- implementation of a process called "outstationing”, is to: "Assure that District Health Center
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patients are enrofled in all entitlement programs for which they are eligible, especially
Medicaid, and that reimbursement is aggressively pursued. It is estimated that 50% of health
center patients for whom DPH does not now receive Medicaid reimbursement are Medicaid
.eligible. This represents approximately one-fourth of the current patient population. To
expeditiously obtain Medical Assistance coverage for these patients, by July 1, 1992 the State
must implement the Congressional mandate that Medicaid applications must be processed at
health care sites.”

The second part of the initiative is to: "Increase reimbursement for the District Health
Centers by obtaining Federally Qualified Health Center (FQHC) status. The District Health
Centers are in the final stages of obtaining FQHC certification. The necessary federal
approval for FQHC status is anticipated by June 30, 1992."

o The Health Department, by its own admission, required DPW support
for a series of actions by April 15 to successfully implement
outstationing for all of FY93. To date, the Departinent has been
unsuccessful in gaining DPW support; it has also been uasuccessful in
soliciting support from the Governor's Office, It appears unlikely that
the City will meet its targets for outstationing; and PICA staff is
concerned that the City will not see any benefit from this initiative in
FY93.

o If outstationing is approved, PICA staff should determine whether
staff is being placed in health centers to implement the initiative.

0 Ifstafflsplacedmﬂlecenters andthemxt:anvelsundeltaken PICA
staff may be able to track the revenues generated by this initiative
throngh increases in federal revenues. |

o PICA staff plans to monitor the health centers' attempts to receive
various levels of Federal approval. If the approvals are received, PICA"
will monitor Federal revenues in an attempt to determine whether the
initiative is yielding its anticipated revenues.

o To obtain FQHC status, the Department needs approval from four
Federal agencies. It has received approvals from three of those
agencies. ’

the life of the Plan after discounts. |

The initiative is to: "Obtain Medicaid reimbursement for children's health services,
including mental health/mental retardation, medical care, immunization, lead paint screening
~ and hazard investigation and similar activities that are reimbursable under the Early and
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Periodic Screening, Diagnosis and Treatment Program (EPSDT). Since the State has failed to
fund fully this required expansion of Medicaid, litigation has been initiated; and the State has
recently been showing considerably more flexibility on EPSDT eligibility and -
reimbursements. " , ‘
o The success of the initiative depends in part on the favorable
resoluuon of the legal action. PICA staff will monitor the progress of
the suit.

o After the suit is resolved, PICA staff expects to monitor federal
- revenues to attempt to determine the success of the initiative.

. Public Health - PNH Improvements - $1.2 million in FY23 after discount - $9.3 million over
life of the Pl unts.

The initiative has three parts. The first part is to: "Improve the Medicaid
reimbursement-to-cost ratio for the Philadelphia Nursing Home. The preferred strategy is
implementation of full-cost reimbursement for all county public nursing homes. Because -
significant cost differentials exist between the county nursing homes in Philadelphia,
Allegheny, and Bucks counties as compared to the balance of the state, an alternative strategy
' is the establishment of a more favorable reimbursement category. The State Department of
Public Welfare had previously created a new, more generous reimbursement category for
certain hospitals. "

The second part of the initiative is to improve billing for the Philadelphia Nursing
Home specialty services such as physical therapy and the third part is to: "Increase occupancy
at the Philadelphia Nursmg Home to full capacity over two'year period. The Philadelphia
Nursing Home has 500 beds, of which only 349 are currently occupied. Because of fixed
COSts assocxated with operating the facility, net reveaues are directly pmpomonal to increased

occupancy."”

The success of this initiative relies on three major components. The first is the creation
of a special reimbursement rate for Philadelphia, Bucks and Allegheny Counties, the second is
the City's ability to recruit a sufficient number of nurses to allow it to place more residents at
the nursing home, and the third is the accuracy of the City's assumptions about the increase in
net revenues from each additional resident at the nursmg home. To monitor the success of this
initiative, PICA staff expects to:

0 Rececive updates on the City's progress in getting special
reimbursement status for Philadelphia, Bucks and Alleghény counties.
To date, the State has not been contacted by the City. If no State action
has been taken by June 30, the City should be asked to reconsider this
initiative. The revenues projected for this initiative were reduced by half
for FY93 in response to concerns maised by PICA staff and the-
Controller's Office. This is a very speculative initiative in light of the
significant administrative action that is required. -

120



o Follow the City's progress in recruiting new nurses. Supporting
detail for the Plan notes that this recruiting process had to begin by April
15 and the Department said the process had begun. PICA staff expects
to be able to see, from personnel inventories, whether the health
department's nursing complement is growing.

o Obtain a copy of a report being prepared by an independent
accounting firm on behalf of the City to determine how increases in
PNH's number of residents impacts City costs. The report is expected to
include a calculation of the net cost per patient.

The initiative is to "Contml annual mcraase in City's SEPTA operating subsidy by
fixing growth for five year period consistent with growth in the City's baseline revenues,
which is lower than the original base gmwth assumption. This initiative can be accomplished
consistent with SEPTA's projected operating subsuly needs and the City's legal obligations
under exlstmg fare and operating subsniy agreements :

o Momtonng this initiative wﬂl mqlm'e PICA's being informed by the
City of the actual amount it pays to SEPTA and determining that no
- Jegal challenge to the contribution will be made. While SEPTA officials
testified before Council that the Five Year Plan meets the City's
matching requirements, that testimony was based on current projections
of State funding. Any increase in State funding for SEPTA might
Tequire an mcreased match fmm the Crty

over thg life gfthe Plan after g_s:(;_g nts,

The initiative is to: "Institute a telephone user fee for 911 services to cover the direct
~ costs of operating the service. Under recent changes in State law, the City is legally able to
charge up to $1.00 per telephone line for providing emergency response telephone service,
subject to approval by the Commonwealth of Pennsylvania's Department of Community
Affairs, (PUC approval is not necessary.) This charge would be added by the telephone
company to each monthly bill it issues, and the funds would be remitted directly to the City.
Bucks County, by way of example, has imposed similar charges (at the rate of $.57 per line),
and many other counties and cities in the State have imposed or are considering imposing such

charges.”
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PICA plans to:

-0 Follow the approval process. Approvals should be obtained from City
Council and the State by June 30, 1992, in order to timely implement the
program. The initiative appears to be based on a fee of $1 per line per
month (which, a February 7, 1992 Public Property analysis projects,
would produce about $1 million a month) which provides some degree
of latitude in implementation. City Council postponed consideration of
this fee when it approved the Licenses and Inspéctions fee increases in
April and set another hearing date in June. '

o Determine whether and how Bell of Pennsylvania is actually charging,
collecting and remitting the fee. :

o Monitor locally generated non-tax revenue to see whether the fee
generates as much revenue as projected.

The initiative indicates: "The Revenue Department will modernize its computer system
with a $5.8 million loan from the Productmty Bank. The School District will be asked to
fund a portion of this cost since it will also benefit from this improvement. This will improve
enforcement by coordinating collection efforts. It will also improve taxpayer service by

- permitting integrated filing and posting.” '

o PICA staff plans to follow the modernization effort by monitoring
completion dates in comparison to the Departmeiit's schedule for -
- modemnization. ~ PICA staff has some concern about the Department's
" ability to implement this initiative under the timetable presented in the
Plan. ' IR

o PICA staff also plans to monitor employee training programs and
schedules.

o PICA staff anticipates monitoring the planning process to determine
whether it is designed to ensure that the new system's results agree with
results from the City's existing system. -

o Monthly revenue reports to be received from the City will enable
PICA staff to determine whether revenues are increasing as the system is
put in place. It will be difficult to determine the portion of any tax
revenue increases which are a result of the Revenue Department
initiatives because of the many factors that impact on the timing of such

receipts.
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Revenue - Suburban Wlthholdmg $0 in FY93 - $21.9 million over the life of the Plan after
discounts.

The initiative is to: "Have legislation passed that will require suburban
employers of Philadelphia residents to withhold Wage Tax for them and remit it to the City.
If legislation is not passed, computerization will be used to achieve the same result.”

PICA staff’s intent is to:

o Monitor progress of withholding legislation- in the Pennsylvania
General Assembly.

o If legislation is not passed by the end of the current legislative
session, determine whether the City has a system to begin
computerization (cross referencing State income tax returns with names
of city residents to determine who is not paying wage taxes). The City
will need to begin this process quickly because it will require some tune
to implement.

¢ In FY94, monitor Wage Tax revenues to determine whether the
initiative is producing the projected extra Tevenues. It may prove
difficult to determine the portion of any increase in revenues caused by
this initiative because of the many factors that impact Wage Tax
collections:

mﬂhon over the hfe of the Plan after dlscounts

The initiative is to: "Seek reimbursement for services the Department of Streets
provides to the Philadelphia School District, the PHA, and large non-profit institutions

(incinding tipping fees)."

PiCA staff's plan for monitoring this 'initim:ive, which has already received City
Council approval, is to:

o Follow the progress of negotiations between the City and the entities
from which it is seeking reimbursement.

0 Determine whether the City actually eliminates services for entities
who will not agree to cost reimbursement.

o Track monthly City expenditure reports to see whether there is a
decline in related expenditures if services are eliminated. _

123



Other Large Initiatives:

Fire - EMS fees/better collections - $1.6 million in FY93 after discount -
$8.2 million over the life of the Plan after discounts.

Human Services - Increasing ratio of social workers to cases to 75 to 1
from 30 to 1 for cases handled by providers - $1.7 million in FY93
after discount - $8.6 million over the life of the Plan after appropriate
discounts. The DHS Commissioner said in a-Council hearing that he
was going to "rethink" this initiative. It appeared from the hearing that
this initiative will not be implemented in its present form and DHS plans
to hire a consultant to determine the appropriate ratio.

Public Health - Lower Non-Mandated Health Costs - $2.1 million in
FY93 after discount and $11.3 million over the life of the Plan after
discounts. Commissioner Robert Ross told the Philadelphia Business
Journal that the projected savings from this initiative were "unrealistic”
and that this initiative was a mistake that was not intended for the public
version of the Plan. Deputy Commissioner Barry Savitz said the
Department has initiated other cost saving measures equal to $3.5
million. Those initiatives include delays in hiring, leaving positions
unfilled and reducing expenditures for mental health and mental
retardation. ‘ '

- Streets - Tip Fee Savings - $0 in FY93 - $28.2 over the life of the Plan
after discounts - (the savings from this initiative come in FY95 and
FY96 and stem from the new trash contract). PICA will monitor items
like the construction of new facilities essential for the success of this
initiative.

Streets - Elimination of City Transfer Stations - $473,000 in FY93 after
discount plus $277,000 in Public Property in FY93 after discount -
$13.1 million over the life of the Plan after discounts plus $1.5 million
in Public Property over the life of the Plan after discounts. The
positions that are to be eliminated to achieve this initiative have already
been eliminated from the Streets Department's budget. It is probably an
initiative that will require closer monitoring in later years.

PICA staff will initiate appropriate monitoring procedures for the above initiatives
when those procedures are deemed necessary.
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PERSONAL VIEWS OF PICA MEMBERS

BERNARD E. ANDERSON

The PICA staff report on the City's Five Year Financial Plan offers a thorough and
comprehensive assessment of the chaflenge facing the City's elected leadership on the long and
difficult journey toward fiscal solvency. The Plan is only the first step toward achieving that
goal; many more steps, and much effort will be required to get there.

The Plan is a blueprint for bringing City spending in line with available revenue. It
sets priorities and assigns responsibility for the achievement of cost savings that will balance
the budget. Most importantly, it sets the framework for elected officials to perform their jobs
in a manner that if folowed conscientiousty, will assure a bright future for the people of
Philadelphia.

The prescription written in the plan offers bitter medicine to cure a long term illness in
the City's fiscal health. Many social problems have become the responsibility of the City,
while revenues from other sources to help address such problems have declined significantly.

The people of Philadelphia, and their elected officials, face tough choices. There
simply is not enough money to provide ail the services many would like to have. Ina time of |
severe fiscal constraint, the government must trim its sails to fit the wind, and that means
sacrifice for all segments of the commumty :

The Five Year Plan is a reasonable compromise through which the conflicting demands
for public services can be reconciled with limited resources. But none of the choices available
to thie Mayor and the City Council to reconcile the conflict were ideal.

Faced with steadily worsening structurat deficits, city leaders could either raise taxes,
or cut services in order to balance the budget. To raise taxes would place an unreasonable
burden on an already overtaxed population, and accelerate the flight from the City to other
areas. To cut services would substantially diminish the quality of life in the City, with the
most unfavorable consequences for the elderly, youth, and low income families. The Plan's
strategy on reducing the cost, but maintaining the Ievel of services seems the best option for
correcting the structural deficit, while minimizing the pain and suffering that would otherwise
be inflicted on a broad segment of the City's population.
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A careful reading of the Plan might suggest an imbalance in the sacrifice required to
achieve a balanced budget. In the first year of the Plan, about 55 percent of the projected cost
savings-come from personnel, and 45 percent from managerial efficiency and enhanced
revenue. But that apparent imbalance reflects the large proportion that personnel costs
represent of the total budget. In FY93 salaries and benefits are budgeted to rrepresent 56 % of
. General Fund expenditures. What is more important, the quid pro quo for the reduction in
personnel cost is the retention of the workforce at current levels. By maintaining the City
workforce in jobs at less costly, but competitive wages and benefits, the impact on families

‘will be minimized as the City moves toward fiscal stability.

The City administration must be determined to avoid business as usual in the delivery
of public services. Serious effort must be made to achieve productivity gains and efficiency in
management operations; cost effectiveness must be the order of the day. Greater managerial
effectiveness, and the corollary increase in workforce morale, can be achieved through
Iabor-management cooperation. All must pull together to achieve success in implementing the
Plan.

PICA's role is to monitor the City's implementation of the Five Year Financial Plan.
PICA must assure satisfactory progress toward fiscal stability. The new requirement for
oversight of the City's fiscal affairs was made necessary by past excesses of fiscal
irresponsibility. PICA exists to help City officials achieve the goals they know are in the best
short, and long term interest of afl.

Voters elect public officials to represent their interest in public affairs. A key and
compelling interest is fiscal responsibility. There is no greater lesson from recent events in the
financial life of this City than that the people will pay $148 million in interest on the $342
million borrowed to retire deficits incurred in the delivery of public services. Every effort
must be made to reform the way the City does business, in order to eliminate structural deficits
in the future.

PICA's role in deficit borrowing is a unique and profound concession to the first
exigencies of recent years. We borrowed to cover the accumulated deficits through fiscal year
1991, and the projected deficits for fiscal years 1992 and 1993. The PICA board should not
support additional deficit borrowing under any circumstances in the years ahead.

The monitoring and oversight function is critical to the success of the effort to restore
Philadelphia to good fiscal health. Cooperation between PICA, the Mayor, and the City
Council is indispensable to that goal. If we succeed, it will be for the benefit of present and
future generations of Philadelphians.
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CHARLES L. ANDES
o Pmlade]pmahasbeenhkeadesperatelylnmanmshedtothehospryamhﬂancc
Wﬂlhehveordxe'? Will the City's cash hold out, or will the City go under? =~ -

The critical patient is treated first at the trauma center, where doctors stand ready to
apply the most extreme measures to save his life, Mayor Rendell's Five-Year Financial Plan
is Philadelphia’s "trauma p]an" where the most severe medicine is ]ustlﬁed where only the
failure to take drastic action is inexcusable.

The initiatives described in the Five-Year Plan must be tried because the City's
condition is critical. Not every initiative will work. The Plan recognized this by discounting
the estimated savings. But the probability that all initiatives will not succeed is not an
argument against undertaking them; rather it is a powerful argument for trying them all — and
evenr more.

Personnel initiatives in the Plan are discounted by 25 %, other initiatives by 40% in the
first year to 20% in the later Plan years. While only time will tell what percentage of the
initiatives' goals will actually be achieved, my view is that the discount for personnel
initiatives is too small, and that it will require the cooperation of the City’s unions to achieve
the Plan's goals.

Unfortunately, the unions have shown little willingness to cooperate. It would be very
much to the average union member's advantage to recognize that the City is in desperate
shape, and that the future of every single City employee is in jeopardy, as well as the jobs of
many. It is time for the unions to work with the Mayor to save the jobs of thousands of union
- members. The alternative of lost jobs is appalling.

It should be noted that the Mayor's alternate strategy, laying off City workers, while an
acceptable budget alternative, is not a good management alternative. It does little long term
good to eliminate jobs, but to be stuck with crippling work practices (such as no lay-offs) and
costly beneﬂts (such as 47 to 62 paid days off a year).

The City must completely overhaul the work practices and motivation and
compensation arrangements of its employees in order to have a reasonable chance to put
Philadelphia back on the road to efficient government, reduced costs, acceptable service and
fiscal integrity. I hope that the City unions would recognize that a structural rearrangement of
the City workforce is in their long range interests. I also hope that the Mayor will stay the
course on basic reform with the unions. The immediate dispute, a 99 million dollar "give
back”, is only the beginning of what must be done to achieve significant reform

This is not 2 new trail we are asking Philadelphia to blaze. Many other govemments
around America have done it. Cities, school boards, counties, states, even Federal
government units, have demonstrated that introducing competition into government, and
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ailowing government employees the freedom to use their heads and be rewarded for it, pays
off for them in the same way it has for private industry. '

So I applaud Mayor Rendell, his administration, and President Street and City Council
for having the grit to develop Philadelphia’s "trauma plan”. 1 encourage them to hang tough
to implement the Plan's initiatives. I urge them to incorporate the recommendations of the
business task force into the next revision of the Five Year Plan. And, finally, to make o
fundamental changes in the way the City works by amending the City Charter. Only when all

of these major efforts have been accomplished will we have a city that effectively and
efficiently delivers a high level of service to its citizens. :
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