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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replace our outdated tax structure with a new, modern tax package whereby all users of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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