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OFFICE OF CITY CONTROLLER ﬁennsylhania Phone: 412-255-2055
Michael E. Lamb, Controller Fax: 412-255-8990

April 29, 2009

The Honorable Mayor, Members of
City Council, and the Citizens of
The City of Pittsburgh, Pennsylvania:

I am pleased to submit The Comprehensive Annual Financial Report (CAFR) of the City
of Pittsburgh (City) for the year ended December 31, 2008. The City’s charter mandates
that only a general purpose financial statement be issued by May 1¥. This does not
include component units, statements mandated under GASB Statement No. 34, footnotes,
and the statistical section. This year we are issuing a full CAFR by May 1* that meets
Government Finance Officers Association standards and that allows the City to get an
unqualified opinion from the City’s independent auditors.

We believe that the enclosed data is accurate in all material respects and is reported in a
manner designed to present fairly the financial position and results of operations of the
various funds of the City. This statement will enable the reader to gain an understanding
of the City’s financial activities. Responsibility for both the accuracy of data, and the
completeness and fairness of the presentation, rests with the management of the City.
This report contains all the funds of the City.

Maher Duessel, Certified Public Accountants, have issued an unqualified (‘clean’)
opinion on the City’s financial statements for the year ended December 31, 2008. The
independent auditor’s report is located in front of the Management’s Discussion and

Analysis (MD&A).
The MD&A immediately follows the independent auditor’s report and provides a

narrative introduction, overview, and analysis of the financial statements. The MD&A
complements this letter of transmittal and should be read in conjunction with it.

Profile of the Government

The City, incorporated in 1816, is located in the south-western part of the State of
Pennsylvania. It currently occupies 58.3 square miles and serves a population of
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334,563. The City is empowered to levy property taxes on real estate and earned income
taxes on residents that live within the boundaries of the City. In addition, the City levies
taxes on employees that work within the City and on businesses that operate within the
City. Other usage taxes are charged when using certain facilities within the City. See the
Revenues section of this letter that explains all taxes.

The City operates on a strong elected mayor and a council, elected by district, form of
government. The Mayor is the chief executive of the City and the council has all the
legislative authority. The Mayor appoints the heads of the various departments. The
Mayor is elected for a four-year term and the council members are elected for staggered
four-year terms with the even numbered districts being elected in one year and the odd
numbered districts being elected two years later.

The City provides a full range of services, including police, fire, and emergency medical
services; construction and maintenance of City property and infrastructure; sanitation
services: and recreation and cultural activities. The Pittsburgh Water and Sewer
Authority, Urban Redevelopment Authority, Stadium Authority, and Parking Authority
are component units of the City and are shown as such in the financial statements and the
notes to the CAFR.

Council is required to adopt a final operating and capital budget for the next year by the
last day of the fiscal year, which is December 31. The annual budget is the basis of the
City’s financial planning and control. The operating budget is prepared on a
departmental basis. The department heads may spend within a budget classification (e.g.,
salaries, supplies, rentals, miscellaneous) as they see fit. Any transfers between
classifications or departments have to be approved by council. The Mayor’s Office also
prepares a five-year plan annually. Most of the strategic and development planning is
done by the Urban Redevelopment Authority.

FINANCIAL INFORMATION

Internal Control: Management of the City is responsible for establishing and maintaining
an internal control structure designed to ensure that the assets of the City are protected
from loss, theft, or misuse and to ensure that adequate accounting information is
compiled to prepare financial statements in accordance with accounting principles
generally accepted in the United States of America. The internal control structure is
designed to provide reasonable, but not absolute, assurance that these objectives are met.
The concept of reasonable assurance recognizes that: (1) the cost of a control should not
exceed the benefits likely to be derived and (2) the evaluation of costs and benefits
requires estimates and judgements by management.

Budget Control: Budget control is maintained at the line item level on a departmental
basis. Activities of the General Fund, the Special Revenue Fund (Community
Development Fund only), and the Capital Projects Fund are controlled by an annual
legally appropriated budget. Capital Projects are also controlled on a multi - year basis.
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ECONOMIC CONDITION

Located at the confluence of the Ohio, Monongahela, and Allegheny Rivers, the City
serves as the seat for Allegheny County (County). The City is the largest of the County’s
130 municipalities. Downtown Pittsburgh is commonly known as the Golden Triangle
and serves as the regional center for Southwestern Pennsylvania, Eastern Ohio, and
Northern West Virginia.

Economic Background

The City continues to build and strengthen its economy not only by expanding existing
businesses, but also by working to attract new businesses and industries to the region.
The primary goal is to assist businesses both small and large in developing and enhancing
working relationships among economic development practitioners throughout the state.
By supporting the growth of the existing business core and marketing its competitive
advantages to attract new businesses, the City has modernized its economy. While
nationally the number of jobs has declined, the City has increased its number of job from
2006 to 2008 by 1.6%. As of February 13, 2009, the City’s unemployment rate was 6.3%
compared to 6.7% for the state and 7.6% nationally.

Initiatives such as “one-stop service providers” allow firms doing business in the City to
be assigned a project coordinator who will serve as a single point of contact throughout
the development process. Tax credits granted by both the federal government and the
Commonwealth of Pennsylvania provide financial incentives for companies to hire new
employees. The City also contains three State Enterprise Zones which enable businesses
located within those designated areas to enjoy more favorable interest rates and tax
incentives. The City has several sites included among the Commonwealth’s Keystone
Opportunity Zones, which exempt a majority of state and local taxes for a number of

years.

Over the past couple of years, the City has focused on the revitalization of its downtown
core, making aesthetic improvements to reestablish it as a regional destination point.
With the formation of a Business Improvement District in 1996, the Pittsburgh
Downtown Partnership spearheaded improvements in maintenance, safety, and
marketing. Several large-scale economic development projects are underway. The
projects include Piatt Place, the redevelopment of the former Lazarus/Macy’s department
store into 180,000 square feet of Class A Office space with 47 luxury residential units on
the upper floors and the construction of Three PNC Plaza, a $170 million, 25-30 story
building which will house Class A office space, a hotel, and residential units.

The City is also working to make downtown the region’s chief entertainment destination.
The expansion of the convention center and the construction of two new sports facilities
have attracted visitors from the surrounding regions and all over the world. In 2007,
ground was broken for a new casino on the North Side and in 2008 construction was
started on a new arena in upper downtown to replace the current Mellon Arena which
would have the Pittsburgh Penguins as their prime tenant. Downtown housing has been
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on the rise. According to the Downtown Living Initiative, nearly 3,900 people will call
downtown home by 2008, up 60% from 1990. By fall 2006, an estimated 1,000 new
condos and apartments were available downtown with an additional 1,000 units to
coming on line in 2008. The downtown office climate is getting a boost from long-time
Pittsburgh companies who have recently built new offices, such as ALCOA, GNC, Bank
of New York Mellon, PNC Bank, Seagate, Del Monte, Heinz, Highmark Blue Cross/Blue
Shield, and Kvaerner Metals. Corporate offices of the University of Pittsburgh Medical
Center were relocated to the Central Business District in 2008.

The City has also implemented an aggressive strategy to reclaim the City’s valuable
riverfront property and reuse industrial sites left behind by the decline of the steel mills.
Through the Urban Redevelopment Authority, the City has acquired land and prepared
sites to lay the groundwork for economic development. A variety of technology
companies and university researchers have located their operations at the Pittsburgh
Technology Center. Through the Urban Redevelopment Authority, the City purchased
the 130 acre former LTV South Side Works site in late 1993. The site has been
developed into a mixed use development including housing, office space, warehousing,
restaurants, retail, entertainment, and light-industrial and high-technology space. The
University of Pittsburgh Medical Center (UPMC) has finished an 80,000 square-foot
distribution center and a 45,000-square foot office and laboratory facility called
Pittsburgh Life Sciences Center is under construction. Over 500,000 square feet of office
space is either under construction or in the planning stages. The Mon Con/Hot Metal
Bridge that once carried molten steel across the Monongohela River has been renovated
to allow cars and pedestrians to travel between the South Side Works and the Pittsburgh
Technology Center. In addition, residential and commercial developments completed on
Washington’s Landing on the banks of the Allegheny River proved that the strategy of
land acquisition and site preparation can be used effectively as an economic development

strategy.

The City is also strengthening and revitalizing its neighborhoods, encouraging new
housing, and mixed-use development throughout the City, providing both new and
existing residents a higher quality of life. The City has also partnered with developers to
attract new stores and restaurants back into the neighborhoods, such as a new Shop N
Save in the Lawrenceville Shopping Center and a Home Depot and Whole Foods in East
Liberty. Both Home Depot and Whole Foods exceeded corporate projections at these
sites. Whole Foods at this site is currently a corporate-wide leader in sales. Spurred by
this success more than $90 million in private investments is now underway or due to
begin construction in this corridor, including a full-service 140 room Holiday Inn, 84
market rate condominiums, 110,000 square feet of commercial space, and 640 parking
spaces.

The most dramatic development in the City, however, may be its rebirth as a hub for the
technology industry. The University of Pittsburgh and Carnegie Mellon University lead
the way in research of biotechnology, bioengineering, robotics, and information
technology. Increases in university research and development spending are a significant
sign that the City’s universities are working to commercialize technology development.
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This R & D spending will spin off new companies, new jobs, and new wealth. During
the past 15 years, the City has more than doubled its number of technology driven firms,
creating over 1,200 new enterprises. Today, nearly 2,400 high technology firms employ
over 90,000 individuals, accounting for roughly nine percent of the total workforce in
Greater Pittsburgh. In fact, the Pittsburgh region now ranks in the top ten in the nation in
total employment of computer software professionals. The City is also the third largest
environmental technology hub in the country. In aggregate, technology companies have
produced over 30,000 new jobs since 1980, sharply offsetting job losses from other
industries in the region.

In cooperation with the Pittsburgh School District, the City has created a program called
Pittsburgh Promise. If a student in the Pittsburgh School District meets certain criteria,
the City promises to provide scholarships up to $5,000 per year to any accredited post-
secondary institution within Pennsylvania. In 2008, more that 650 students took
advantage of this promise. This should help to grow the City’s population and make it
attractive for families to stay or move into the City.

The overall outlook for the City in the 21* century and beyond is promising. The City’s
investments and initiatives of the past several years are leading to more business
development and increased residential construction.

REVENUES

Real Estate Tax - Real estate property in the City is assessed by the County Board of
Property Assessment, Appeals, and Review at a rate of 100% of its fair market value.
The rates for 2008 were 10.8 mills on buildings and on land. A mill is $1 on each $1,000
of assessed value. The 2008 total assessed valuation for the City is $13,254,877,546 vs.
the 2007 total of $13,325,234,154, a decrease of approximately .5%.

Earned Income Tax - This tax is levied at the rate of 1% on the wages or net profits
earned by residents of the City.

Business Privilege Tax - The City taxes the gross receipts from operating or conducting
a service business, trade or profession in, or attributable to, the City at a rate of one mills

in 2007.

Parking Tax - A tax equal to 40% of the consideration paid for each parking transaction
is levied on the patrons of non-residential parking places in the City; e.g. on a $11.20
parking fee, $3.20 is tax, or 40% of the $8 underlying parking charge. The rate is to be
reduced to 37.5% in 2009 and 35% in 2010.

Amusement Tax - This tax is levied at a rate of 5% on the admission price paid by
patrons of all manners and forms of for profit amusement within the City. Non-profits
are exempt from the amusement tax. :

Deed Transfer Tax - A tax of 2% of the consideration paid for real property transfers is
levied upon the transfer of an interest in real property situated in the City.
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Institution Service Privilege Tax - Certain receipts of non-profit, non-charitable
organizations conducting or operating a service or service institution in the City are taxed
at a rate of six mills.

Local Services Tax - A $52 tax levied upon each individual whose principal place of
employment is located in the City, regardless of residency. If an employee’s income is
less than $12,000, they only pay $10. In 2008, the name of this tax was change from
Emergency and Municipal Service Tax and it begun to be collected quarterly as opposed
to annually.

Payroll Preparation Tax - This tax is imposed on all for-profit employers at a rate of
.55% of the total wages of all employees who work in the City. This tax is paid quarterly
based on the payroll of the previous quarter. The installments are due February 28, May
31, August 31, and November 30.

Facility Usage Fee — A 3% tax on wages earned by non-resident athletes and performers
that work at certain facilities that have been subsidized with public money.

Tax Payments - Real estate taxes are payable in three installments, but a 2% discount
was granted if paid by February 10™. If payment is not made on time, interest is charged
at the rate of 10% per annum, and is added to the balance of the tax due for the year.

RISK MANAGEMENT

The City is self-insured for purposes of workers' compensation benefits. Provisions are
recorded in the General Fund for benefits estimated to be payable from available spendable
financial resources. As non-current amounts mature, they are liquidated from General Fund
resources. In order to qualify for and maintain self-insurance status, the City must comply
with certain Commonwealth of Pennsylvania requirements. The requirements for 2008 are
as follows: (1) maintain an irrevocable trust fund; the City's contribution to the General
Fund is determined annually in negotiations with the Commonwealth of Pennsylvania
Department of Labor, (2) satisfy the financial responsibility requirements established by the
Commonwealth of Pennsylvania, (3) establish liability reserves based upon expected future
payments for all claims outstanding one year or more at the end of the fiscal year. The City
complied with all of the above requirements during 2008. The irrevocable trust, which is
recorded as an expendable trust fund, may only be used in the event of default by the City
under the self-insurance regulations.

The City is exposed to various risks of loss related to torts; theft of, damage to, and
destruction of assets; injuries to employees; and natural disasters. The City covers all claim
settlements and judgments, not covered by insurance, within its General and Capital Projects

Funds.

AWARDS

The Government Finance Officers Association (GFOA) awarded a Certificate of
Achievement for Excellence in Financial Reporting to the City for its CAFR for the fiscal
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year ended December 31, 2007. The Certificate of Achievement is a prestigious national
award recognizing conformance with the highest standards for preparation of state and
local government financial reports.

In order to be awarded a Certificate of Achievement, a government unit must publish an
easily readable and efficiently organized CAFR whose contents conform to program
standards. Such a CAFR must satisfy both accounting principles generally accepted in
the United States of America and applicable legal requirements.

A Certificate of Achievement is valid for a period of one year only. The City has
received a Certificate of Achievement for the last sixteen consecutive years (fiscal years
ended 1992-2007). We believe that our current CAFR continues to conform to the
Certificate of Achievement program requirements and we are submitting it to the GFOA
to determine its eligibility for another certificate.

ACKNOWLEDGEMENTS

The preparation of this report could not be possible without the concerted effort of the
entire staff of the Controller's Office. The continued efforts of the accounting department
are gratefully appreciated. [ would like to thank the employees of the various
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Respectfully submitted,
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Michael E. Lamb | /
City Controller
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MaherDuessel

Certified Public Accountants ll Purswing the Profession Whale Pramating the Public Good*

Independent Auditor’s Report

The Honorable Members of Council
City of Pittsburgh, Pennsylvania

We have audited the accompanying financial statements of the governmental activities, the aggregate
discretely presented component units, each major fund, and the aggregate remaining fund information of
the City of Pittsburgh, Pennsylvania (City), as of and for the year ended December 31, 2008, which
collectively comprise the City's financial statements, as listed in the accompanying table of contents.
These financial statements are the responsibility of the City's management. Our responsibility is to
express opinions on these financial statements based on our audit. We did not audit the financial
statements of the Public Parking Authority of Pittsburgh (Parking Authority) and the Stadium Authority
of the City of Pittsburgh (Stadium Authority), which collectively represents 17% of the assets and 18% of
the revenues of the aggregate discretely presented component units. These financial statements were
audited by other auditors whose reports thereon have been furnished to us, and our opinions, insofar as
they relate to the amounts included for the Parking Authority and the Stadium Authority, are based solely

upon the reports of the other auditors.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes examining,
on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by management, as well
as evaluating the overall financial statement presentation. We believe that our audit and the reports of

other auditors provide a reasonable basis for our opinions.

In our opinion, based on our audit and the reports of other auditors, the financial statements referred to
above present fairly, in all material respects, the respective financial positions of the governmental
activities, the aggregate discretely presented component units, each major fund, and the aggregate
remaining fund information of the City as of December 31, 2008 and the respective changes in financial
position thereof and the respective budgetary comparison for the General Fund and Community
Development Fund for the year then ended in conformity with accounting principles generally accepted in

the United States of America.

As more fully discussed in Note 1(B), the City is considered a distressed community under the provisions
of the “Municipalities Financial Recovery Act” (Act 47) of the Commonwealth of Pennsylvania. Under
the provisions of Act 47, the City adopted a financial recovery plan (Plan), which among other things,
permits the City to increase certain tax rates and fees, levy new taxes, and requires reduction of certain
spending levels. The Plan is intended to enable the City to maintain services at the current level. The
implementation of the Plan is subject to periodic review by the Pennsylvania Department of Community

and Economic Development.

The Management's Discussion and Analysis on pages i through xiv, and the pension and other post-
employment benefits schedules on pages 95 through 98 are not a required part of the financial statements
but are supplementary information required by accounting principles generally accepted in the United
States of America. We have applied certain limited procedures, which consisted principally of inquiries of

Pittsburgh || Three Gateway Center —Six West - Pittsburgh, PA 15222 p412.471.5500 (412.471.5508
Harrisburg || 3211 North Front Street—Suite 101 « Harrisburg, PA 17110 p717.232.1230 £717.232.8230
Butler || 112 Hollywood Drive - Suite 204 « Butler, PA 16001 p724.285.6800 724.285.6875

www.md-cpas.com




The Honorable Members of Council
City of Pittsburgh, Pennsylvania
Independent Auditor’s Report

Page Two

management regarding the methods of measurement and presentation of the required supplementary
information. However, we did not audit the information and express no opinion on it.

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the City’s financial statements. The introductory section, combining and individual other
governmental fund financial statements, Capital Projects Fund budgetary comparison, and statistical
section are presented for purposes of additional analysis and are not a required part of the financial
statements. The combining and individual other governmental fund financial statements and the Capital
Projects Fund budgetary comparison have been subjected to the auditing procedures applied in the audit
of the financial statements and, in our opinion, are fairly stated in all material respects in relation to the
financial statements taken as a whole. The introductory section and statistical section have not been
subjected to the auditing procedures applied in the audit of the financial statements and, accordingly, we

express no opinion on them.

Watiern Duessel

Pittsburgh, Pennsylvania
April 29, 2009






Management’s Discussion and Analysis

As management of the City of Pittsburgh (City), we offer readers of the City’s financial
statements this narrative overview and analysis of the financial activities of the City for the fiscal
year ended December 31, 2008. We encourage readers to consider the information presented
here in conjunction with additional information that we have furnished in our letter of
transmittal, which can be found at the beginning of this report, and in the basic financial
statements and supplementary information.

Financial Highlights

e The liabilities of the City exceeded its assets at the close of the most recent fiscal year by
$561.9 million. As of December 31, 2008, the City, in its statement of net assets, has a net
asset unrestricted deficit of $640.6 million. The accumulated deficit results principally from
the City’s outstanding general obligation bonds being issued over the years to finance
projects that do not result in recording assets; specifically, to fund the payments to the
Pension Trust Fund ($240.0 million outstanding as of December 31, 2008), the City’s
borrowings to finance economic development efforts (including projects to the City’s
Authorities, principally the URA), and maintenance expenditures on City infrastructure and
equipment needs.

The City’s total net assets increased by $29.9 million in 2008.

As of the close of the current fiscal year, the City’s governmental funds reported combined
ending fund balances of $193.7 million, an increase of $8.8 million from the previous year.
Approximately 89% of this total amount, $171.4 million, is available for spending at the
City’s discretion (unreserved fund balance).

e At the end of the current fiscal year, unreserved fund balance for the General Fund was $46.5
million (compared to $84.1 million in 2007) or 11.1 % of total General Fund expenditures
and debt service transfers for 2008, down from 21.7% in 2007 and 18.5% in 2006.

The City’s gross bonded debt amounted to $723.1 million at the end of the fiscal year.

Overview of the Financial Statements

This Management’s Discussion and Analysis is intended to serve as an introduction to the City’s
basic financial statements.

The financial section of this report consists of three parts: Management’s Discussion and
Analysis, the basic financial statements (including notes to financial statements and detailed
budgetary comparison schedules), and combining and individual fund statements. The basic
financial statements present two different views of the City through the use of government-wide
statements and fund financial statements:

The first two statements (pages 1 - 3) are government-wide financial statements that provide
long-term and short-term information about the City’s overall financial status.

The remaining statements (pages 4 through 23) are fund financial statements that focus on
individual parts of City government, reporting operations in more detail than the government-
wide financial statements.



The governmental funds financial statements describe how general government services were
financed such as public safety and sanitation.

Fiduciary fund statements provide information about the retirement plans for City employees in
which the City acts solely as a trustee or agent for the benefit of others. Fiduciary funds are not
reflected in the government-wide statements because the resources cannot be used to support

City activities.

The financial statements include notes that provide an explanation for certain information in the
financial statements and also provide more details for this information. The statements are
followed by a section of required supplementary information that further explains and supports
the information in the financial statements. Figure A-1 shows how the required parts of this
annual report are arranged and relate to one another. In addition to these required elements, a
section with combining statements provides details about the other governmental funds that are
presented in single columns in the basic financial statements. The following diagram shows how
the required components of this comprehensive annual financial report are arranged and relate to

one another.

Figure A-1
REQUIRED COMPONENTS OF THE COMPREHENSIVE ANNUAL FINANCIAL REPORT

Management’s Basic Required
Discussion and Financial Supplementary
Analysis Statements Information
|
| |
Government-wide Fund Notes to
Financial Financial Financial
Statements Statements Statements

Summary < —» Detail

il



Figure A-2 summarizes the major features of the City’s financial statements. The remainder of
this overview section of Management’s Discussion and Analysis explains the structure and
contents of each of the statements.

Figure A-2
Major Features of City’s Government-Wide and Fund Financial Statements

Scope

Required financial statements

Accounting basis and
measurement focus

Type of asset/liability

information

Type of inflow/outflow
information

Fund Statements

Government-wide
Statements

Entire City government
(except fiduciary funds)

 Statement of net assets
= Statement of activities

Accrual accounting and
economic resources focus

All assets and liabilities, both
financial and capital, and
short-term and long-term

All revenues and expenses
during year, regardless of
when cash is received or paid

Governmental Funds

The activities of the City that
are not proprietary or
fiduciary, such as police, fire,
and recreation

* Balance sheet

< Statement of revenues,
expenditures, and
changes in fund balance

Modified accrual accounting
and current financial resources
focus

Only assets expected to be
used up and liabilities that
come due during the year or
soon thereafter; no capital
assets included

Revenues for which cash is
received during or soon after
the end of the year;
expenditures when goods or
services have been received
and payment is due during the
year or soon thereafter

Fiduciary Funds

Instances in which the City is
the trustee or agent for
someone else’s resources, such
as the retirement plans for City
employees

» Statement of fiduciary net
assets

= Combined statement of
changes in fiduciary net
assets

Accrual accounting and
economic resources focus

All assets and liabilities, both
short-term and long-term; the
City’s funds do not currently
contain capital assets, although
they can

All revenues and expenses
during the year, regardless of
when cash is received or paid

GOVERNMENT-WIDE FINANCIAL STATEMENTS

The government-wide financial statements report information about the City as a whole using
accounting methods similar to those used by private-sector companies. The statement of net
assets includes all of the City’s assets and liabilities. All of the current year’s revenues and
expenses are accounted for in the statement of activities regardless of when cash is received or

paid.

The government-wide financial statements are designed to provide readers with a broad
overview of the City’s finances, in a manner similar to a private-sector business.

The statement of net assets presents information on all of the City’s assets and liabilities, with
the difference between the two reported as net assets. Over time, increases or decreases in net
assets may serve as a useful indicator of whether the financial position of the City is improving
or deteriorating.
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The statement of activities presents information showing how the government’s net assets
changed during the most recent fiscal year. All changes in net assets are reported as soon as the
underlying event gives rise to the change that occurs, regardless of the timing of related cash
flows. Thus, revenues and expenses are reported in this statement for some items that will only
result in cash flows in future fiscal periods (e.g., uncollected taxes and earned but unused
vacation leave).

The government-wide financial statements include not only the City itself (known as the primary
government), but also component units of the Urban Redevelopment Authority (URA),
Pittsburgh Water and Sewer Authority, Public Parking Authority, and the Stadium Authority.
Financial information for these component units is reported separately from the financial
information presented for the primary government itself.

The government-wide financial statements can be found in the financial section of this report.
The two government-wide financial statements report the City’s net assets and how they have
changed. The statement of net assets includes all of the City’s assets and liabilities, except
fiduciary funds. Net assets - the difference between the City’s assets and liabilities - is one way
to measure the City’s financial health, or position. Over time, increases or decreases in the
City’s net assets are an indicator of whether its financial health is improving or deteriorating.
The statement of activities focuses on how the City’s net assets changed during the year.
Additional non-financial factors such as changes in the City’s real property tax base and general
economic conditions must be considered to assess the overall position of the City. The primary
features of government-wide financial statements are reflected in Figure A-3.

Figure A-3
Government-wide Financial Statements

Governmental Activities

Measurement Focus: Economic Resources
Accounting Basis: Accrual

=_—[ g'L
Statement of Net Assets Statement of Activities
Assets Net Program (Expense) Revenue
- Liabilities + General Revenues
=Net Assets = Change in Net Assets

e Governmental activities - Most of the City’s basic services are included here, such as the
police, public works, recreation, and general administration. Property and earned income
taxes, charges for services, and state grants finance most of these activities.

FUND FINANCIAL STATEMENTS

The fund financial statements provide more detailed information about the City’s most
significant funds, not the City as a whole. Funds are accounting groups that the City uses to keep
track of specific sources of funding and spending for particular purposes. A fund is a group of
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related accounts that is used to maintain control over resources that have been segregated for
specific activities or objectives. The City, like other state and local governments, uses fund
accounting to ensure and demonstrate compliance with finance-related legal requirements. All
of the funds of the City can be divided into two categories: governmental funds and fiduciary
funds. Some funds are required by State law.

The City has two kinds of funds:

Governmental Funds - Most of the City’s basic services are included in governmental
funds, which focus on (1) how cash and other financial assets can readily be converted to
cash flow in and out and (2) the balances left at year-end that are available for spending.
Consequently, the governmental funds financial statements provide a detailed short-term
view that helps you determine whether there are more or fewer financial resources that can
be spent in the near future to finance the City’s programs. The relationship between
governmental activities (reported in the statement of net assets and the statement of
activities) and governmental funds is described in a reconciliation that follows the
governmental fund financial statements. Governmental funds are used to account for
essentially the same functions reported as governmental activities in the government-wide
financial statements. @ However, unlike the government-wide financial statements,
governmental funds financial statements focus on near-term inflows and outflows of
expendable resources, as well as on balances of expendable resources available at the end
of the fiscal year. Such information may be useful in evaluating a government’s near-term
financing requirements.

Because the focus of government funds is narrower than that of the government-wide
financial statements, it is useful to compare the information presented for governmental
funds with similar information presented for governmental activities in the government-
wide financial statements. By doing so, readers may better understand the long-term
impact of the government’s near-term financing decisions. Both the governmental fund
balance sheet and the governmental fund statement of revenues, expenditures, and changes
in fund balance provide a reconciliation to facilitate this comparison between governmental
funds and governmental activities.

The City maintains individual governmental funds. Information is presented separately in
the governmental fund balance sheet and in the governmental fund statement of revenues,
expenditures, and changes in fund balance for the General Fund, the Debt Service Fund, the
Community Development Fund, and the Capital Projects Fund, all of which are considered
to be major funds. Data from the other six governmental funds (non-major funds) are
combined into a single, aggregated presentation (other governmental funds).

The City adopts an annual appropriated budget for its General Fund, Capital Projects Fund,
and Community Development Fund. A budgetary comparison statement has been provided
for these funds to demonstrate compliance with these budgets.

The basic governmental fund financial statements can be found on pages 4-18 of this
report.

Fiduciary Funds — (Pension Trust Funds and Agency Funds) - The City administers three
pension plans. One is for the municipal employees and the others are for police officers
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and firemen. These plans cover essentially all full-time employees. The City is
responsible for ensuring that the assets reported in these funds are used for their intended
purposes. All of the City’s fiduciary activities are reported in a separate combined
statement of fiduciary net assets and a statement of changes in fiduciary net assets. We
exclude these activities from the City’s government-wide financial statements because the
City cannot use these assets to finance its operations.

Fiduciary funds are used to account for resources held for the benefit of parties outside the
government. Fiduciary funds are not reflected in the government-wide financial statements
because the resources of those funds are not available to support the City’s own programs.
Agency funds are custodial in nature and do not involve measurement of results of
operations.

The basic fiduciary fund financial statements can be found on pages 19-20 of this report.

Notes to financial statements - The notes provide additional information that is essential to a
full understanding of the data provided in the government-wide and fund financial statements.
The notes to the financial statements can be found on pages 24-94 of this report.

Other information - In addition to the basic financial statements and accompanying notes, this
report also presents certain required supplementary information concerning the City’s progress in
funding its obligation to provide pension benefits to its employees. Required supplementary
information can be found on pages 95-98 of this report.

Government-wide Financial Analysis

In the case of the City, liabilities exceeded assets by $561.9 million at the close of the most
recent fiscal year.

By far the largest portion of the City’s deficit in net assets is its unrestricted deficit of $640.6
million. This deficit is partially offset by investment in capital assets less any related debt still
outstanding used to acquire those assets of $28.4 million. The City uses these capital assets to
provide services to citizens; consequently, these assets are not available for future spending and
the assets have been financed with debt in an amount that exceeds the capital assets carrying
value.

Although the City’s investment in capital assets is reported net of related debt, it should be noted
that the resources needed to repay this debt must be provided from other sources, since the
capital assets themselves cannot be used to liquidate these liabilities.
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Summary of Condensed Net Assets
The following table presents a condensed summary of net assets:
City of Pittsburgh’s Net Assets

Governmental Activities
($ millions)

2008 2007
Assets
Current assets:
Unrestricted assets $ 167 $ 207
Restricted assets 65 20
Capital assets 177 181
Total assets 409 408
Liabilities
Current liabilities 138 130
Long-term liabilities, outstanding 833 870
Total liabilities 971 1,000
Net Assets
Invested in capital assets,
net of related debt 28 28
Restricted 50 4
Unrestricted (640) (624)
Total net assets $ (562) $ (592)

At the end of the current fiscal year, the City reports a $561.9 million net deficit for the
governmental activities due in part to its debt burden outstanding. This is consistent with the

prior fiscal year.

Summary of Changes in Net Assets

The following table shows the revenues and expenses of the primary government.
Governmental activities - Governmental activities increased the City’s net assets by $29.9
million. Key elements in the increase in net assets were increases of $7.8 million in Earned

Income Taxes, $2.3 million in Payroll Preparation Tax, $2.7 million in Amusement Tax, offset
by the reduction of the Parking Tax of $3.4 million. The remaining amounts are as follows:
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City’s of Pittsburgh Activities

Governmental Activities

($ millions) 2008 2007
Revenues:
Program revenues:
Charges for services $ 4 3 45
Operating grants and contributions 73 66
Capital grants and contributions 21 23
Total program revenues 138 136
General revenues:
Real estate taxes 128 129
Earned income taxes 65 57
Business privilege taxes 9 9
Local services taxes 14 16
Payroll preparation taxes 47 45
Parking taxes 46 49
RAD sales taxes 20 21
Deed transfer taxes 17 17
Amusement taxes 11 9
Nonprofit payment for municipal services 1 5
Facilities usage tax 3 3
Other taxes 2 2
Unrestricted investment earnings 4 10
Miscellaneous 1 3
Total general revenues 368 375
Total revenues 506 511
Expenses:
General government 73 68
Public safety 231 242
Highways/streets 67 57
Sanitation 17 21
Economic development 33 34
Culture and recreation 12 10
Interest on long-term debt plus amortz.
of issuance cost and premium/discounts 43 43
Total expenses 476 475
Change in Net Assets 30 36
Net Assets:
Beginning of year (592) . (628)
End of year $ (562) $ (592)

Highways/Streets accounted for an increase in expenditures of $10 million, an increase in
General Government spending of $5 million, and an increase in Culture and Recreation of $2
million. The increases in Highways/Streets and General Government are mainly due to an
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increase in street resurfacing and the purchase of new vehicles. Public Safety accounted for a
decrease of $11 million due to a decrease in workers compensation expenses.

Expenses of the governmental statement of activities are shown below by functional area:

Culture and Debt Service
Recreational 12% General Government

3% 16%

Economic Development
4%

Sanitation

3%

Highw ays and Streets
14%

Public Safety
48%

General Fund tax revenues (73% of total revenue) are presented below by type of tax:

. Local services
Bus Priv. 4%

3%

Other
14%

Real Estate

m\ 35%

Parking 3
13%

Payroll prep ' Earned Income
13% 18%
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Governmental Funds

Governmental funds - The focus of the City’s governmental funds is to provide information on
near-term inflows, outflows, and balances of spendable resources. Such information is useful in
assessing the City’s financing requirements. In particular, unreserved fund balance may serve as
a useful measure of a government’s net resources available for spending at the end of the fiscal

year.

Revenues for the General Fund totaled $451.0 million in 2008, a decrease of $2.2 million, or by
.5%, compared to 2007. The net increase of $9.0 million in tax revenue was mostly due to an
increase of $8.2 million in earned income tax, a $2.7 million increase in the amusement tax, and
a $1.7 million increase in the payroll preparation tax, offset by a $3.4 million decrease in the
parking tax and decreases in other taxes. All other taxes were relatively stable.

In addition to the above General Fund tax revenues, the City collected $17.2 million in the
Community Development Fund, $3.8 million in Capital Projects, and $35.7 million in Other
Governmental Funds mostly from pass-thru of federal and state monies.

At the end of the current fiscal year, the City’s governmental funds reported combined ending
fund balances of $193.7 million, an increase of $8.8 million from 2007. Approximately, 31% of
this total fund balance, or $59.8 million constitutes unreserved, undesignated fund balance,
which is available for spending at the government’s discretion. The remainder of the fund
balance is reserved to: 1) liquidate contracts and purchase orders encumbered in the prior period,
$19.0 million; 2) pay debt service $48.3 million; 3) other reserved purposes, $2.0 million; and 4)

held for capital projects $64.6 million.

The General Fund is the chief operating fund of the City. At the end of the current fiscal year,
unreserved fund balance of the General Fund was $46.5 million, while total fund balance for the
General Fund was $52.9 million. As a measure of the General Fund’s liquidity, it may be useful
to compare both unreserved fund balance and total fund balance to total fund expenditures.
Unreserved fund balance represents 9.5% of total General Fund expenditures and operating
transfers, while total fund balance represents 10.8% of General Fund expenditures and operating
transfers. A fund balance percentage of 15-20% of expenditures is typically considered a sign of

financial health.

The fund balance of the City’s General Fund decreased by $36.6 million during the current fiscal
year and increased by $9.0 million in 2007.

Expenditures and uses, including debt service payments/transfers, for the General Fund in 2008
increased to $491.6 million, compared to $448.2 million in 2007 representing an increase of
9.7% or $43.4 million overall. This increase is due mainly to a $27 million transfer to the
Capital Projects Fund and a $45.4 million transfer to the Debt Service Fund. Due to the $27
million transfer, the City will not have to issue capital bonds until at least 2012.

Transfers to the Debt Service Fund of $84.7 million combined with debt subsidies of $13.4
million totaled $98.1 million compared to $80.2 million in 2007. The debt subsidies are for the
URA and Public Auditorium Authority and are commitments made by the City over the life of
their bonds. Debt and debt subsidies accounted for 19.9% of the expenditures illustrating the




magnitude of the City’s annual debt service. The City’s normal debt service percentage is
between 22%-25%.

The Debt Service Fund has a total fund balance of $48.3 million, all of which is reserved for the
payment of debt service. The net increase in fund balance during the current year in the Debt
Service Fund was $46.9 million, due mainly to a transfer from the General Fund.

The Community Development Fund had intergovernmental revenues of $17.2 million and
expenditures of $17.2 million. The Capital Projects Fund had $3.8 million of revenues, $25.7
million in maintenance costs, $0.5 million in capital related expenditures, and paid $8.4 million
in operating transfers. The Capital Projects Fund, fund balance decreased by $3.1 million in
2008 to $78.3 million as of December 31, 2008.

General Fund Budgetary Highlights

Actual General Fund revenues were above the budgeted revenues by $7.4 million mainly due to
increases in Deed Transfer Tax by $2.7 million, Earned Income Tax by $4.8 million, Payroll
Preparation Tax by $2.4 million, and Amusement Tax by $2.3 million. In addition, the final cash
basis expenditures exceeded the final cash basis revenues by $33 million, in effect having a
deficit for the year. Some revenue sources exceeded budget estimates; real estate, earned income
tax, deed transfer tax, local services tax, payroll preparation tax, and amusement tax all
contributed to about $16.1 million of the increase. But other revenue stream unfavorable
variances offset this; payment in lieu of taxes by $2.0 million, federal and state grants by $2.0
million, interest earnings by $3.4 million, and Sport & Exhibition Authority payments by $2.5
million. Final budget General Fund expenditures were greater than original budget by $6.2
million or about 1.9% and were less than the actual expenditures by $47.4 million or 1.0%.

During fiscal year 2008, City Council amended the budget primarily for the following reasons:

e To appropriate funds to pay prior year commitments in the form of encumbrances for
General Fund purchase orders authorized and issued, but for which goods and services were
not received nor paid for by December 31, 2007 totaled $6.2 million.

Capital Asset and Debt Administration

Capital assets - The City’s investment in capital assets for its governmental-type activities as of
December 31, 2008, amounts to $177.2 million net of accumulated depreciation. This
investment in capital assets includes building and building improvements, land, machinery and
equipment, furniture and fixtures, vehicles, infrastructure, capital lease, and construction-in-

progress.

Major capital asset events during the current fiscal year were limited due to the lack of working
capital to invest in assets. The only major increase in assets was the purchase of $7.3 million in
vehicles. Also, furniture, machinery, and equipment totaling $.4 million were purchased.
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City of Pittsburgh’s Changes in Capital Assets

Governmental Activities

($ millions) 2008 2007

Land and land improvements $ 46 3 46
Construction in progress 3 3
Buildings and building improvements 89 89
Furniture and fixtures 4 4
Machinery and equipment 4 3
Vehicles 54 49
Infrastructure 178 178
Capitalized leases 15 13

Total capital assets 393 387

Less accumulated depreciation for:

Buildings and building improvements (76) (74)
Furniture and fixtures 4) 4)
Machinery and equipment 3) 3)
Vehicles (38) (36)
Infrastructure 91) (86)
Capitalized leases 4) (3)
Total accumulated depreciation (216) (206)
Total capital net assets $ 177  § 181

More detailed information about capital assets is provided in Note 6 to the financial statements.

Long-term debt - At the end of the current fiscal year, the City had total debt outstanding of
$723.1 million which comprises debt backed by the full faith and credit of the government.
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City of Pittsburgh’s Outstanding Debt

Governmental Activities

($ millions) 2008 2007

General obligation bonds:

Beginning balance at January 1 $ 764 § 803
Debt issued and other 69 -
Refinanced bonds (69) -
Principal payments and other 41) (39)

Ending balance at December 31 $ 723§ 764

More detailed information about long-term debt is provided in Note 9 of the financial statements.

Significant Events

In November 2003, the City sought municipal self-help as a “financially distressed” municipality
under the Municipalities Financial Recovery Act (Act 47). The PA Department of Community
and Economic Development (DCED), after review of the City’s application and advice of its
legal and financial experts, agreed. The Act 47 coordinators issued their Recovery Plan on June
11, 2004, which was adopted by the City Council on June 29, 2004.

Subsequent to the City’s designation as financially distressed under Act 47, the State legislature
under Act 11 established an Intergovernmental Cooperation Authority (ICA) to provide fiscal
oversight for the City for a period of seven years. Act 11 stipulated that the ICA is to operate
concurrently and equally with the Act 47 coordinators.

In accordance with specific requirements under Act 11 and with the support and approval of both
the Act 47 coordinators and ICA oversight committee, the City submitted on November 5, 2004
its 2005 Operating and Capital Budgets and Five-Year Financial Forecast and Performance Plan.
The Plan called for both expenditure cut backs and proposed a new tax levy structure.

Expenditure reductions and controls included: salary freezes City-wide for at least two years,
Public Safety cost reduction achieved primarily through the renegotiation of the Firefighter
contract, reductions to all elected officials’ budgets, and regular reporting requirements verifying
adherence to the Plan’s budget.

On November 21, 2004, the State Legislature approved legislation providing the City with new
taxing authority that was intended to balance its 2005 and subsequent operating budget allowing
for a surplus each year to build a General Fund fund balance of $21.9 million by 2009. As of
December 31, 2008, the City has exceeded these expectations by having a General Fund fund
balance of $52.9 million. Taxes included: a 0.55% tax on the gross payroll of all for-profit
businesses, $52 on individuals working in the City, 3.0% tax on wages earned by non-resident
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sports players and performers using the stadium and arena, a shift in earned income away from
the school district and to the City beginning in 2007, elimination of the $4.0 million payment of
regional asset district sales tax to the school district, and a gradual reduction in the City’s parking
tax beginning in 2007. The tax package provided for the gradual reduction of the business
privilege tax and total elimination of the mercantile tax.

On September 11, 2008, the City closed on $66.8 million of refinancing bonds. The refinancing
saved the City $2.9 million in debt service costs (cash flow) between the new bonds and the old

bonds refinanced over the next nine years.

Cash Position

During 2008, the City continued efforts begun in the latter half of 2003 to control costs, improve
collections, and maintain solvency. These efforts combined with remaining available fund
balance produced benefits into 2008 by allowing the City to meet its beginning of the year
obligations without executing a bank note at the beginning of 2009. The City expects cash flows
to be sufficient enough in 2009 to maintain a positive cash position.

Due to the revenue increase combined with the cost reductions in the budget, at the end of 2008,
the City projected a 2009 General Fund ending cash balance of $98.2 million, an increase of $3.4
million, or 7.6%, in liquidity over one year ago. There is every indication at this time that this
projection is realistic and that there should be no need to seek outside funding for continuing
operations into early 2012.

Requests for information

This financial report is designed to provide a general overview of the City’s finances for all those
with an interest in the government’s finances. Questions concerning any of the information
provided in this report or requests for additional financial information should be addressed to the
Controller’s Office, First Floor, City County Building, 414 Grant Street Pittsburgh, PA 15219.
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CITY OF PITTSBURGH, PENNSYLVANIA

STATEMENT OF NET ASSETS

Assets

DECEMBER 31, 2008

Current assets:

Cash, cash equivalents, and investments

Restricted cash

Investments - restricted

Real estate taxes (net of allowance for uncollectible
accounts of $16,562,702)

Accounts receivable, net

Accrued interest receivable

Due from other governments

Due from component unit

Taxpayer - assessed taxes receivable

Inventory

Notes receivable

Other receivables

Grant receivable

Prepaid expenses

Total current assets

Noncurrent assets:
Restricted assets:

Cash and cash equivalents
Investments
Accrued interest receivable
Insurance escrow
Replacement escrow
Accounts receivable - parking

Total restricted assets

Capital assets:
Capital assets not being depreciated:
Land and land improvement
Construction-in-progress

Capital assets being depreciated:
Buildings and building improvements
Parking facilities
Machinery and equipment
Utility plant
Non-utility plant
Furniture and fixtures
Vehicles
Infrastructure
Capital lease
Less accumulated depreciation

Total net capital assets

Leasehold improvements

Other assets

Bond issuance costs, net of amortization
Loans/notes receivable

Property held for redevelopment
Development fund

Total noncurrent assets

Total Assets

See accompanying notes to financial statements.

1

Primary
Government
Governmental Component
Activities Units

$ 138,251,971 280,374,398
48,765,619 13,834,766

- 4,713,153

12,597,895 -

- 22,990,211

176,411 901,115
5,546,901 6,936,057
266,783 -
17,442,054 -

- 1,564,000

- 522,290

9,490,088 14,510,201

- 205,000

- 198,096
232,537,722 346,749,287
- 22,366,000

- 134,182,978

- 484,000

- 48,628

- 115,526

- 894,462

- 158,091,594

45,602,091 38,837,950
3,069,189 39,013,616
88,778,564 72,241,505

- 159,583,182

3,932,186 6,055,081

- 583,079,000

- 16,228,000

4,051,988 -
54,590,095 -
177,810,167 2,241,369
15,434,653 -
(216,091,589) (264,536,652)
177,177,344 652,743,051

- 7,368,681

- 1,334,110

- 24,934,984

- 97,280,866

- 24,273,125

- 2,971,206
177,177,344 968,997,617
409,715,066 1,315,746,904

(Continued)



STATEMENT OF NET ASSETS

DECEMBER 31, 2008
(Continued)

Liabilities

CITY OF PITTSBURGH, PENNSYLVANIA

Current liabilities:

Accounts payable - wastewater treatment
Accrued expenses and deferred income
Accounts and retainage payable

Accrued payroll and related obligations
Accrued interest payable

Accrued worker's compensation

Unfunded post-retirement employee benefits
Accrued compensated absences

Accrued claims and judgments

Unearned revenue

Due to other governments

Capital lease liability, current portion

Note due to City of Pittsburgh, current portion
Bonds and loans payable, current portion

Total current liabilities

Noncurrent liabilities:

Unearned revenue

Other liabilities

Accrued payroll - related obligations
Note due to the City of Pittsburgh

Bonds and loans payable, net of unamortized premiums/

discounts and bond issuance costs
Accrued workers' compensation
Accrued compensated absences
Accrued claims and judgments
Capital lease liability
Advance from the City of Pittsburgh

Total noncurrent liabilities

Total Liabilities

Net Assets

Primary
Government
Governmental Component
Activities Units
- 13,757,000
- 1,263,085
11,644,179 3,533,249
13,596,314 44,335,913
13,451,826 11,135,129
19,354,471 -
16,821,009 -
16,503,705 -
1,205,000 -
- 14,606,448
837,423 -
550,308 B
- 2,220,000
44,325,000 66,217,261
138,289,235 157,068,085
- 356,000
- 6,268,125
- 1,150,000
s 2,425,000
678,767,248 916,846,866
124,438,033 -
10,938,351 -
6,500,000 -
12,658,714 -
- 22,775,168
833,302,346 949,821,159

Invested in capital assets, net of related debt
Restricted for:

Capital projects

Debt service

Employee benefits

Endowments

Public Parking Authority

Urban development

Lending programs

Multi-family Housing Program
Unrestricted net assets

Total Net Assets

971,591,581

1,106,889,244

See accompanying notes to financial statements.

2

28,406,314 (34,560,536)
- 19,180,271
48,287,359 9,955,996
1,267,802 -
757,829 -
- 12,296,820
- 30,904,573
- 80,975,306
-- 5,433,180
(640,595,819) 84,672,050
(561,876,515) 208,857,660

(Concluded)



Functions/Programs

Primary government:

Governmental activities:

General government

Public safety

Highway and streets

Sanitation

Economic development (includes debt
subsidies to URA of $13,186,551)

Culture and recreation (includes debt subsidies to
Public Auditorium Authority of $257,838)

Interest on long-term debt plus bond issuance
cost and amortization of premiums and discounts

Total primary government

Total component units

CITY OF PITTSBURGH, PENNSYLVANIA
STATEMENT OF ACTIVITIES

YEAR ENDED DECEMBER 31, 2008

Program Revenues

Net (Expense) Revenue
and Changes in Net Assets

Primary
Government

Charges for Operating Grants Capital Grants and Governmental
Expenses Services and Contributions Contributions Activities Component Units
$ 72,646,015 $ 20,182,426 $ 44,860,185 3 6,244,940 $ (1,358,464) § -
230,989,104 18,821,117 13,032,539 2,288,546 (196,846,902) -
67,275,379 2,983,073 12,047,997 4,946,888 (47,297,421) -
16,568,056 232,010 535911 - (15,800,135) -
32,919,201 - - 5,783,512 (27,135,689) -
12,075,955 1,673,694 2,155,499 1,502,973 (6,743,789) -
43,066,831 - - - (43,066,831) -
$ 475,540,541 $ 43,892,320 ) 72,632,131 3 20,766,859 (338,249,231) -
$ 264,401,726 $ 194,424,633 3 61,582,197 3 4,766,000 _(3,628,896)
General revenues:
Real estate taxes 128,532,482 -
Eamed income taxes 65,108,103 -
Business privilege taxes 9,460,665 -
Local services tax 13,743,861 -
Payroll preparation tax 46,733,471 -
Parking tax 45,920,603 -
Sales taxes from the Regional Asset District 20,178,425 -
Deed transfer tax 17,071,424 -
Amusement tax 11,593,318 -
Nonprofit payment for municipal services 778,417 -
Facilities usage tax 2,791,302 -
Public service privilege 1,298,789 -
Mercantile tax 34,388 -
Other taxes 55,391 -
Unrestricted investment earnings 4,147,306 11,530,879
Donations and endowments 575,000 -
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