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September 22, 2005

To the Citizens of the City of Pittsburgh:

For more than two decades, Pittsburgh faced an untenable financial picture, where
our revenues did not meet our required expenditures because of an outmoded, unfair and
loop-hole ridden tax structure.

In 2004 we achieved historic tax reform in Harrisburg, enabling Pittsburgh to
replace our outdated tax structure with a new, modern tax package whereby all users of
City services now pay their fair share.

This historic tax reform enabled us to eliminate the Mercantile Tax and greatly
reduce the Business Privilege Tax, and provided us with a road map for eliminating the
Business Privilege Tax. In place of these two job killing taxes, we are now able to enact
a Payroll Expense Tax and an Emergency Municipal Services Tax. This new tax
structure eliminated many of the exemptions and exclusions that had come into effect
over the years whereby nearly 50% of all businesses were no longer contributing to the
City’s bottom line. Today, we are successfully implementing this new tax structure,
while ensuring that Pittsburgh remains a competitive place to do business.

In addition to the desperately needed reform of our antiquated tax structure, we
are continuing to work cooperatively with the Intergovernmental Cooperation Authority
(ICA), the Act 47 Coordinators and City Council to hold the line on expenditures and to
secure additional important cost savings not included in the original Act 47 Plan.

The sum of our efforts as I present the 2006 Operating and Capital revenue and
expenditure plan is that Pittsburgh is turning the financial corner. All three independent
New York financial rating agencies have restored Pittsburgh’s credit score to investment
grade and we are on pace to end 2005 with a significant surplus, as confirmed by the
independent Act 47 Coordinators.

Despite the tremendous strides we have already taken to reduce the cost of City
government and to implement our new, modernized tax structure, the City still faces
many critical challenges in the coming years.
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This is the second budget submitted under the provisions of Act 47 and it is an
austere, yet balanced budget. In fact, the original 5-Year Financial Plan and Forecast
called for the City to expend more than $430 million in 2006, yet we have held the line
on expenditures and are only projecting to expend approximately $415 million in the
coming fiscal year.

The uncertainty of gaming revenues, higher than anticipated health care costs, out
of control gasoline prices and the withdrawal of the School Board from an agreement to
pay half the cost of school crossing guards has forced the City to budget conservatively
for 2006. In fact, the 2006 Operating Budget that I submit today calls for the City to
spend less in 2006 than required by either the 5-Year Financial Forecast in the Act 47
Plan or the ICA recommendations.

Because of the uncertainty of the gaming revenue and the inability of the
Commonwealth to identify an appropriate alternative revenue stream, I have not included
the $3.8 million in gaming revenue that the Governor’s Office, the Legislature and the
ICA required us to budget in the original 5-Year Financial Plan. This has forced us to
eliminate nearly $4 million in appropriations for critically needed staff from the 2006
budget proposal. This reduction in staffing can only be accomplished by maintaining a
significant, non-public safety bureau hiring freeze throughout 2006. We have already
been forced to reduce our staffing levels beyond what I deem prudent, but City
departments will be required to continue to do more with less for the foreseeable future.

Notification by the School District that it will no longer fund half of the cost
associated with providing school crossing guards is a significant challenge for Pittsburgh
in 2006. Because of this action, crossing guards are only funded through June of 2006.
Pittsburgh has been given reassurances by the PA Department of Community and
Economic Development and the Department of Budget that they will work diligently to
identify an appropriate alternative source of funding for these positions.

Despite these challenges, we must continue to provide the highest level of public
safety services to our neighborhoods. To that end, this budget provides for an increase in
the Police Bureau that will return it to the level of 900 officers.

As previously noted, the City has significantly improved its credit worthiness
which will provide the opportunity for the City to once again enter the capital markets to
provide much needed capital money for infrastructure improvements and purchases. The
2006 Capital Budget calls for the City to purchase much needed vehicles for our aging
fleet, including new refuse packers, fire apparatus, public works trucks and police
cruisers. Furthermore, this will enable the City to pave streets, demolish vacant and
abandoned houses and other critical projects in 2006.

This is the final budget presentation of my administration, and I want to take this
opportunity to thank the citizens of Pittsburgh for giving me the opportunity to serve as
Mayor for the past 12 years. It has been both an honor and a privilege and I have enjoyed
immensely the challenge of moving our great City forward.



o Together, we have achieved so much that we can all be proud of. We built new

'g hiking and biking trails along our riverfronts. We constructed two new world class
- ballparks and built the world’s largest certified green building as our new convention
o center. We reshaped our old industrial property into thriving new residential, retail and
‘5 } entertainment communities. We transformed our public housing complexes into vibrant
new neighborhoods. We rebuilt all of our playgrounds to the highest safety and quality
standards. We built a new neighborhood on a 60 year old slag heap with the award
winning Summerset at Frick Park. We achieved meaningful tax reform and reshaped the
City’s spending patterns, all without raising the property tax or wage tax in 12 years.
And we have ensured that Pittsburgh remains a wonderful place in which to live, work

and play.
& Together, we have made Pittsburgh a new and revitalized destination City.
" ‘;‘
' Thank you Pittsburgh.
Sinctel
om Murphy

Mayor
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City of Pittsburgh

Tom Murphy, Mayor
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Executive Summary

The 2006 Operating & Capital Budget and Five-year Financial Plan (the Plan) reflect the requirements of
the City’s adopted Act 47 Plan and approved by the Intergovernmental Cooperation Authority for Cities of
the Second Class (the “ICA”). All expenditures and revenues were reviewed by the Act 47 coordinators
for compliance with the Act 47 Plan.

%,

7

Expenditures

Presentation The Plan is presented in a format that enables easier year-to-year comparisons and it
conforms to traditional municipal budgeting and financial reporting formats. The budget summary now
shows expenditures for the 2006 operating budget and the five-year financial plan consisting of three
principal components:

1. Departmental Operating Expenditures;

2. Non-departmental Operating Expenditures such as pension, health benefits, workers’
compensation; and

3. Debt Service.

The expenditure trends in these three categories differ significantly largely because only departmental
operating expenses are controllable on an annual basis; whereas legacy costs, including pension, health
benefits, workers” compensation and debt service, are subject to increases mandated by law, contract or, as
with healthcare, the marketplace. A Summary of Expenditures: 2003 — 2004 Actuals and 2005 — 2010
Estimates follows and best illustrates the long-term effect of cost containment efforts delineated in the Act
47 Plan adopted by the City and submitted herein.

Departmental operating expenses reflect salary and operating costs for the City’s operating units, such
as public safety, public works, general services, law, finance, and parks and recreation, under the
budgetary control of the Mayor and City Council but subject to the terms of collective bargaining
agreements and statutory and other legal requirements.

The principal cost reductions in 2006 departmental operating expenses include wage freezes; a
restructured Fire Bureau; limited consolidation of services with Allegheny County; and contracted services
with third parties. Departmental operating expenditures hold the line on expenditures as in the 2005
budget.

Compared to the 2004 budget of $207.4 million, departmental operating expenses of $195.2 million in
2010 represent a real decline in expenditures, both in absolute amount and relative to normal increases in
the cost of living. In each of the five plan years departmental operating expenditures remain below
2004 budgeted levels.
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Non-departmental operating expenditures include pension, health benefits and workers’ compensation,
utilities, judgments, and tax refunds. Under the terms of the Plan, the annual rate of increase is limited to

9% in 2006 despite double-digit increases in health care costs for all major employers. A lower rate of
increase during Plan years 2007 —2010 reflects the effects of pension and health care plan changes enacted
since 2003 and those included in the Act 47 plan to contain costs over time.

Even accounting for rising healthcare and pension costs, total operating expenditures (departmental and
non-departmental combined) for 2006 show a decline equal to 1.31%.

Debt service and capital expenditures reflect the annual obligations under the terms of outstanding debt
and small borrowings going forward.
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The following chart illustrates the relative changes in the three major expenditure categories over the plan
period. : .

General Fund Expenditures
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Total General Fund expenditures The growth rate in total General Fund expenditures, including
operating expenditures, debt service and capital funding, shows a decline in 2006 and markedly slowed
throughout the Plan years. By 2010 total expenditures are expected to be $450.9 million, or an increase of
a little more than 2% per year over the five-year plan period, principally as a result of coritinuing increases
in non-departmental expenditures such as health benefit, pension and workers’ compensation costs. Debt

service increases and non-departmental expenditures increase modestly to a 2010 level that is lower than
the amount budgeted in 2004.

The total 2006 expenditures in this Plan represent a reduction of $18 million from the original Act 47 Plan
2006 baseline of $455 million adopted by the City, indicating further efforts to cut spending.



