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COMMONWEALTH OF PENNSYLVANIA
DEPARTMENT OF COMMUNITY & ECONOMIC DEVELOPMENT


IN RE:	:	REQUEST FOR TERMINATION OF
	:	STATUS UNDER SECTION 255.1 OF
CITY OF PITTSBURGH	:	THE MUNICIPALITIES FINANCIAL
ALLEGHENY COUNTY	:	RECOVERY ACT
	:


REQUESTING PARTY:

The Mayor of the City of Pittsburgh, in conjunction with the Act 47 Recovery Plan Coordinator, Eckert, Seamans, Cherin & Mellot, LLC and Public Financial Management. 

[bookmark: _Toc395260352][bookmark: _Toc395260537][bookmark: _Toc395282912]Departmental Determination/Order
1. On December 29, 2003, the City of Pittsburgh (the “City”) was designated a financially distressed municipality pursuant to the Municipalities Financial Recovery Act (“Act 47”), codified at 53 P.S. 11701.101 et seq.
2. On November 16, 2017, the City of Pittsburgh, Act 47 Coordinator recommended in the Coordinator Rescission Report the termination of distressed status under Act 47, Section 255.1. 
3. A public hearing was held December 20, 2017, in accordance with Section 255.1 (a).
4. In considering whether distressed status shall be terminated, Section 255.1 requires a consideration of whether:
a) Operational deficits of the municipality have been eliminated and the financial condition of the municipality as evidenced by audited financial statements prepared in accordance with generally accepted accounting principles and projections of future revenues and expenditures, demonstrates a reasonable probability of future balanced budgets absent participation in this act.
b) Obligations issued to finance the municipality’s debt have been retired, reduced, or reissued in a manner that has adequately refinanced outstanding principle and interest and has permitted timely debt service and reasonable probability of continued timely debt service absent participation in this act.
c) The municipality has negotiated and resolved all claims or judgments that would have placed the municipality in imminent jeopardy of default.
d) The reasonably projected revenues of the municipality are sufficient to fund ongoing necessary expenditures, including pension and debt obligations, and the continuation or negotiation of collective bargaining agreements and the provision of municipal services. Projections of revenues shall include any anticipated tax or fee increases to fund ongoing expenditures for the first five years after termination of distressed status.
53 P. S. 11701.255.1 (a)
5. First, the City has achieved operating surpluses in nine of the last 12 years. The years when this was not the case were characterized by large strategic transfers to address legacy costs or timing issues in revenue transfers. When the Act 47 Recovery Plan was adopted by the City in 2004, the City’s budget shortfall was estimated to be over $34m in 2004, over $70m in 2005, and nearly $80m in 2006 without corrective action. With the approval of new revenues by the General Assembly, expenditure reductions, including the conclusion of new labor agreements with the majority of the City’s bargaining units and the implementation of many of the initiatives identified in the Recovery Plan, the City eliminated its deficits and achieved positive operating balances. The increase in tax revenue was mostly due to the new payroll preparation tax and increases in other taxes. By the end of 2005, the City turned a projected $70m deficit into an operating surplus of more than $19m. More than a decade later, the City maintained operating surpluses and by 2016 finished the year with a $33.9m positive operating surplus, or 6.1% of the City’s total revenue. As of the end of 2016, the City’s financial statement shows $98.8m in unassigned fund balance, or 17.7% of operating revenues. This demonstrates a reasonable probability of future balanced budgets and year-end operating surpluses absent participation in Act 47. 
6. Second, the City has no cash borrowings or loans which are required to be repaid in order to exit Act 47 oversight. In addition, there is a reasonable probability of continued timely debt service payments being made going forward absent participation in Act 47. 
7. Third, as of December 31, 2016, the City has an outstanding claim and judgment balance of $20.5m (or 3% of general fund expenditures), primarily due to a lawsuit filed in 2013 that has a potential large judgment. Looking forward, the City anticipates that it will continuously resolve these outstanding claims or judgments on a rolling basis without burdening the operating budget. Based on the City’s current and anticipated estimates, the Coordinator does not believe that the amounts of those claims and judgments will place the City in any imminent jeopardy of financial default.       
8. [bookmark: _GoBack]Fourth, the Coordinator’s five-year projections indicate a positive balance each year from 2018 to 2022. Instead of building up a larger unreserved fund balance, the City plans to make annual transfers to the capital budget to fund “pay-as-you-go” projects. The combination of the positive annual results and the transfers to the capital budget result in an unassigned fund balance that ranges from $63.9m to $72.7m per year. Reasonable projected revenues of the City are sufficient to fund ongoing necessary expenditures, including pension and debt obligations and the continuation or negotiation of collective bargaining agreements and the provision of municipal services for the first five years after a termination of distressed status. 

AND NOW, this the _____ day of February, 2018, upon review of the record of the hearing held on December 20, 2017, the recommendations of departmental staff and the Recovery Plan Coordinator, along with other considerations, the above-captioned request is granted.

	IT IS ORDERED that the status of the City of Pittsburgh, Allegheny County, as a distressed municipality under the Municipalities Financial Recovery Act, Act 47 of 1987, as amended, is terminated. 





	By:	______________________________
		Dennis M. Davin
		Secretary 































REPORT OF THE HEARING OFFICER




        
















                                                      FINDINGS OF FACT 


A public hearing was held in the City of Pittsburgh, Allegheny County on December 20, 2017 to receive testimony relative to the Act 47 Coordinator’s and City’s request to the Department of Community and Economic Development (DCED) to make a determination that the conditions that led to the designation of distress on December 29, 2003 are no longer present under Act 47 of 1987, as amended, the Municipalities Financial Recovery Act. The purpose of the hearing was to gather information on the City’s financial condition to assist the Secretary of DCED to determine the City’s financial condition and to inform the officials, employees and citizens of the City of Pittsburgh of the Act 47 rescission process. 

The information that follows was presented through testimony given by the Recovery Plan Coordinator; City of Pittsburgh, Director of Office of Management and Budget; City Council, Budget Director; Member of City Council; Executive Director of the Intergovernmental Cooperation Authority for Cities of the Second Class; and a DCED regional staff member. 

Evidence was presented that demonstrates the eligibility of the City to have the designation of distressed status rescinded under the Municipalities Financial Recovery Act, Act 47 of 1987, as amended. No testimony was received that contradicts the evidence presented at the public hearing. 

In summary, the City of Pittsburgh has addressed and alleviated the conditions that led to the initial designation of distressed status in 2003. In addition, the City has addressed the factors for the Secretary of DCED to consider cited in Section 255.1 of Act 47 of 1987, as amended supporting the recommendation of the Coordinator to rescind the distress designation. Section 255.1 requires that a public hearing be held prior to consideration of rescission of distressed status. Notice of the public hearing was advertised in accordance with Section 255.1 of Act 47 and the Sunshine Act. 

The City of Pittsburgh revenue and expenditure history, general fund cash balance history and revenue and expenditure projections indicate a documented financial recovery as indicated in the Coordinator’s Rescission Report required under Section 255.   

The Coordinator’s Rescission Report documents the City of Pittsburgh financial condition and position. The Rescission Report demonstrates that operating deficits have been eliminated and the financial condition of the City demonstrates a reasonable probability of future balanced budgets; obligations issued to finance the City’s deficit have been retired, reduced or reissued; all claims or judgments that would have placed the City in imminent jeopardy of financial default have been negotiated and resolved; and the City is projected to have positive operating balances for the first five-years after the termination of distressed status. 

The City presently has a consistent series of revenue streams to provide realistic and affordable service levels going forward. It is now incumbent upon the City to remain vigilant and to proactively manage the provision of City services within the context of the fiscal and management resources available to the City. 

The Coordinator Rescission Report provides five guiding principles that the City should follow for long-term sustainability without Act 47 oversight. 1) Ensure recurring revenues cover recurring expenditures; 2) Adopt a long-term financial plan in conjunction with the annual budget; 3) Make annual contributions to the employee pension plans at no less than the actuarially recommended levels; 4) Continue to make pay-as-you-go contributions to the capital improvement plan; and 5) Maintain sufficient reserves. 

The Hearing Officer, Marita Kelley, Deputy Executive Director of the Governor’s Center for Local Government Services made opening remarks welcoming everyone to the public hearing and stated the public hearing is being held in accordance with Act 47 of 1987, as amended. Ms. Kelley stated the purpose of the proceeding was to receive testimony on whether the City of Pittsburgh’s Act 47 distress designation should be rescinded under the Municipalities Financial Recovery Act, Act 47 of 1987, as amended based upon the Act 47 Coordinator’s recommendation in the Coordinator’s Rescission Report, dated November 16, 2017. 
      
Act 47 Coordinator, Gordon Mann and Vieen Leung of Public Financial Management (PFM); Sam Ashbaugh, Director of the Office of Management and Budget; Councilwoman Natalia Rudiak; Bill Urbanic, City Council Budget Director; Renny Clark, Executive Director of the Intergovernmental Cooperation Authority for Cities of the Second Class; and Michael Foreman, DCED Local Governmemt Policy Specialist with the Governor’s Center for Local Government Services, southwest regional office provided testimony in support of rescission of the distress designation. 

Gordon Mann, Act 47 Coordinator with PFM  recommended  that the distress designation be rescinded. The recommendation is being made based upon four criteria in Act 47 that the Secretary of DCED is to consider in making his decision whether to rescind the distress designation. One deals with the elimination of operating deficits through balanced budgets over the last fifteen years with limited exception. A second one indicates that there is a reasonable projection that the City’s finances will be balanced going forward leading to long-term sustainability. Projections show revenues exceeding expenditures over the next five years as required by Act 47 when considering a rescission.  

Mr. Mann stated that the third and fourth criteria do not apply to Pittsburgh. Obligations issued to finance the City’s debt have been retired, reduced or reissued in a manner that has adequately refinanced outstanding principle and interest, and has permitted timely debt service and reasonable probability of continued timely debt service absent participation in Act 47. The last one is that the City has negotiated and resolved all claims or judgments that would have placed the municipality in imminent jeopardy of default. 

Mr. Mann noted that the City is on course to make the recommended contribution to its employee pension plans and plans to continue to set money aside on an ongoing basis for capital projects and toward retiree health insurance. The City also plans to maintain reserves that it needs to deal with cash flow issues and unanticipated contingencies.

Upon exit from Act 47 oversight, Mr. Mann identified five guiding recommendations the City should follow to remain viable. The first one is to make sure the City adopts balanced budgets on an annual basis. The second is to continue to do multi-year budgeting. A third recommendation is to maintain sufficient revenues with a target year-end cash balance carryover of at least 10% of expenditures. Mr. Mann concluded by recommending that the City maintain sufficient reserves going forward.  

Vieen Leung, Act 47 Coordinator with PFM presented information on two of the guiding recommendations, pertaining to pension liabilities and capital financing.  . With regard to the former, the funding level of the City’s pension plans improved by contributing more than is required through the minimum municipal obligation payment while under Act 47 oversight. The Act 47 Coordinator is recommending that the City continue to fund at a minimum on an annual basis the actuarially recommended level going forward. 

Ms. Leung continued by stating that the City needs to keep funding capital investments on a pay-as-you-go basis rather than through incurring new, additional indebtedness.  

Michael Foreman, Local Government Policy Specialist with DCED serves as a liaison with the City of Pittsburgh, Act 47 Coordinator and DCED relative to the Act 47 process. Mr. Foreman stated that the City entered Act 47 in 2004 with an initial adopted recovery plan along with a series of amendments adopted by the City since then. 

The current amended recovery plan of 2014 set five objectives in order to exit Act 47 oversight. They are: 1) eliminating operating deficits while preserving basic service; 2) reducing the City’s debt burden to provide more resources to support daily operations; 3) increasing the City’s pension contributions recommended by its actuary; 4) maintaining a fund balance at an appropriate level as described by the Act 47 Coordinator to avoid borrowing for operations and provide the ability to address revenue shortfalls or expenditure increases; and 5) directing more funding to the City’s capital budget with a priority given to roads, bridges, police and fire stations and other critical infrastructure. 

Mr. Foreman continued by stating that as a result of the City meeting the five objectives, the City experienced recurring positive annual operating results. The City is adopting balanced budgets annually with revenue outpacing expenditures; therefore, stabilizing its finances. Legacy costs for retiree healthcare, pensions, workers’ compensation and debt are being addressed to warrant rescission of the distress designation. 

In addition, the City is contributing to employee pension plans above the minimum municipal obligation amount and improving their funding status. The City has reduced workers’ compensation liability through settlement of existing claims. Retiree healthcare for new employees is eliminated. The City established an other post-employment benefits (OPEB) trust fund to hold funds to cover the long-term liability of retirees for healthcare insurance with an annual allocation from the operating budget. OPEB contributions are increasing on an annual basis. 

Moreover, Mr. Foreman indicated that the City is implementing a debt policy, guiding capital borrowing and debt management decisions. The City is implementing a multi-year capital improvement program with projects identified based on priority. A capital projects coordinator monitors the process with a focus on timely implementation of projects and to handle financial reporting. The City’s progress with State oversight is duly noted.

Mr. Foreman went on to note that Act 47 provides four factors the DCED Secretary shall consider in determining whether the conditions that led to a determination of municipal distress are no longer present. The factors focus on: 1) eliminating operational deficits and adopting future balanced budgets; 2) retiring, reducing or reissuing obligations issued to finance the City’s debt; 3) negotiating and resolving all claims or judgments that would have placed the City in imminent jeopardy of financial default; and 4) the City is projected to have positive operating balances for the first five years after termination of distressed status.

As a result, the City achieved operating surpluses in 10 of the last 14 years of which the City is showing an increase in its unallocated fund balance over the last two years. The City has no borrowings or loans which are required to be repaid in order to exit Act 47.

The Act 47 Coordinator Rescission Report indicates that regarding claims and judgments, the amount of current and anticipated estimates will not place the City in any imminent jeopardy of financial default. The five-year operating balances indicate a positive amount and will allow for annual transfers to the capital budget. Projections indicate positive trends. In addition, the Act 47 Coordinator Rescission Report provides five principles to achieve long-term sustainability. They are: 1) ensure revenues cover expenditures; 2) adopt a long-term financial plan in conjunction with the annual budget process; 3) make annual contributions to employee pension plans at no less than the level recommended by the actuary; 4) continue to make “pay-as-you-go” contributions to the capital improvement plan budget; and 5) maintain sufficient reserves.

In closing, Mr. Foreman endorsed the recommendation being made by the Act 47 Coordinator to rescind the distress designation, as a result of Pittsburgh meeting the five objectives outlined in the current amended recovery plan and as documented in the November 16, 2017, Coordinator Rescission Report filed with the City Clerk for public comment. Rescission is appropriate because the City meets the four factors in Act 47 that demonstrate the conditions that led to a determination of financial distress are no longer present that are addressed above in my testimony.  

Sam Ashbaugh, Director of the Office of Management and Budget with the City of Pittsburgh stated that the City has experienced balanced budgets every year, received positive operating results, continues to place more money into pension funds as recommended by the recovery plan, maintained a healthy fund balance, increased the City’s investment in critical infrastructure and limited other initiatives to improve City government operations. Mr. Ashbaugh went on to say that the current Administration established a much better and effective working relationship with City Council and City Controller’s Office. 

Mr. Ashbaugh, on behalf of Mayor Peduto and the leadership team, highlighted some of the progress made over the last four years and why the City believes it is ready to exit Act 47 oversight. Under the current amended recovery plan, the City has been able to achieve positive operating results that have helped to meet fund balance targets that are necessary to maintain the City’s financial viability. In terms of the pension funding status, in the first quarter of 2014 the pension fund was only 59% funded. As of the last evaluation in the Fall of 2017, the fund was 61% funded. Most importantly, Mr. Ashbaugh noted the City is projected to invest $232m more into the pension fund above the minimum municipal obligation (MMO) over the next five years. That continues a similar trend of what the City accomplished over the last four years.

In terms of debt service, Mr. Ashbaugh stated that when the current Administration began in 2014 almost 20% of the City’s general fund was going toward the repayment of debt. The City has reversed course. In 2019, debt service is projected to be only 13.4% of the City’s general fund. Most importantly that number will drop over the next few years to an even lower amount;  therefore, placing less of a burden on the City’s general fund. The City is able to accomplish this while maintaining or implementing a new round of capital investments and responsible borrowing over the next four years in line with the City’s debt policy. By 2022, annual debt service expenditures will be almost 30% less than what they were in 2013, which is a significant improvement. 

Healthcare costs and workers’compensation claims were noted in the current Act 47 recovery plan , as areas where the City needed to critically manage its expenditures. Because of a number of initiatives, the City has been able to slow down the rate of growth by moving to a self-insured arrangement for healthcare, as well as increasing the City’s investment in employee wellness programs, which produceed positive outcomes. Through the City’s commitment to workplace safety and employee safety programs there has been a reduction in the number of injuries.

In terms of capital investment, Mr. Ashbaugh explained that after years of disinvestment the City has been able to make strategic investments in critical assets and infrastructure, including roads, bridges and facilities. The City has been developing long-term investment and maintenance plans for all of the City’s assets to provide guidance in the future. Relative to financial management practices, Mr. Ashbaugh highlighted that the City reformed both the operating and capital budgeting processes to align with recommended best practices. The City has improved its revenue forecasting process, including the use of better economic data for more accurate and objective forecasts, in cooperation with City Council, the City Controller and Act 47 oversight bodies. 

Mr. Ashbaugh went on to say that the City has centralized and professionalized management functions, which has allowed the City to deliver better customer service to city department operations. The City also professionalized the finance function with developed and documented financial policies to guide the City. Financial policies and procedures and internal controls have been improved to allow the City to operate more efficiently and effectively. 

Mr. Ashbaugh concluded his testimony by indicating the City needs to focus on long-term financial stability upon exiting Act 47 oversight by carefully managing employee compensation costs, operating more efficiently and effectively, and not significantly expanding the city workforce without the ability to pay. The City needs to evaluate the five-year financial impact of any new program initiatives as to affordability and to strategically prioritize where to invest scarce capital resources. Mr. Ashbaugh thanked the Act 47 Coordinator for their work over the years as well as the Intergovernmental Cooperation Authority (ICA) leadership that has worked diligently over the last several years. Mr. Ashbaugh also thanked the Office of City Controller and City Council Budget Office, Councilwoman Rudiak and the rest of City Council for their work and collaboration throughout the last few years.

Councilwoman Natalia Rudiak of the City of Pittsburgh provided testimony. Ms. Rudiak indicated that she has served as the Chair of the Finance Committee over the last four years. Ms. Rudiak stated that she is very proud that the recently adopted city operating budget of $554m and $104m capital budget puts the City on solid financial footing, as the end of Act 47 oversight draws near.The five-year plan projects $356m in operating and bond funds and $100m more in matching private and federal sources of funding. 

Councilwoman Rudiak continued by stating that the five-year plan also makes an unprecedented commitment to Pittsburgh’s pension funding by moving to “pay-as-you-go,” by putting more money into the pension plans than benefits being paid out without considering return on investment. This will allow the principal investment return to grow. If this is continued for the next ten years the City’s pensions will be more than 80% funded and be out of distressed status by 2028. 

Ms. Rudiak reflected on her tenure as a member of Council over the past eight years. In 2010 Council enacted the City’s first Neighborhood First Capital Budget Reform Act, which began as a recommendation of the Act 47 recovery plan. The capital budget process transitioned from a list of unfunded promises to projects emanating from the community and a list of priorities. As Finance Chairperson, she oversaw the Committee amending the legislation in 2015 to address the unfunded projects, which led to a positive balance in the capital fund while maintaining the integrity of the legislative process. In 2014, Council started to have a positive working relationship with the Mayor to work to improve not only the finances of the City but also to bring about systemic change.

In 2016, Ms. Rudiak indicated that the City developed a gift acceptance policy to institute proper accounting and ethical standards for the City. Together the Administration and City Council amended the rules on purchasing by allowing for the expansion of cost-effective options for the City while maintaining accountability. Councilwoman Rudiak stated that she is proud of working with the Council Budget Office and Administration in which City Council has codified some of the best practices recommended by the Act 47 Coordinator, including the five-year plan and requiring the commitment on pension funding that exceeds State funding requirements.  Ms. Rudiak is proud to have worked with the Council Budget Office to further amend Ordinance 19 to include a budgeting process as well as a “pay-as-you-go” pension funding. 

Councilwoman Rudiak thanked the Administration for all of its accomplishments, especially the modernization of departments. When coming into office as a member of Council in 2010, havingcome from the private sector, Ms. Rudiak indicated that she was shocked to find some of the City’s finance operations still used Excel to develop multi-million dollar budgets. The City has modernized the budget process and implemented new software and tracking systems. 

As the Finanace Committee Chairperson, she worked together with the Administration and City Council to improve the last four budgets and five-year plan with the City that has resulted in changing its financial position from one of fiscal uncertainty to one that not only gives the City a stronger outlook, but one that also addresses the future for the City’s children and low and moderate income families. Ms. Rudiak stated that this is one of her proudest accomplishments, where the City was able to balance its budget, but also do right by the City’s taxpayers and families. 

Ms. Rudiak went on to say that there have been times when she was pressured to support exiting Act 47. The City was not then ready to leave the program before it was fiscally healthy. She indicated that Pittsburgh is now healthy and ready to exit Act 47 oversight. 

In conclusion, Councilwoman Rudiak thanked Council’s Budget Office, Mr. Urbanic and Mr. Strelic, as well as her fellow councilmembers, the Peduto Administration and the unsung heroes of the financial management team from Act 47. Ms. Rudiak, who is finishing her term of office on Council, expressed her trust in the integrity and grace of City Council to pass continued balanced budgets in the future with the support of the Mayor’s Administration as well. 

Bill Urbanic, Budget Director of City Council of the City of Pittsburgh, testified that one of the things he is most proud of about City Council, as well as the Administration, is the codification of best practices for the City to follow going forward. The Act 47 oversight process has brought about a cultural change in the way employees think and act and their perspective on the ability of the City to afford essential and necessary public services. It has lead to the conclusion that Pittsburgh is ready to exit Act 47 oversight. 

Mr. Urbanic thanked former Mayor Murphy for introducing Act 47 to the City, former Governor Rendell for his support, the General Assembly, the ICA, current and former members of City Council, the Peduto Administration, former DCED staff member, Fred Reddig, who worked with the City as a liaison, City unions for their cooperation and the Act 47 oversight team.  

Renny Clark, Private Citizen and Executive Director of the Intergovernmental Cooperation Authority for Cities of the Second Class, offered testimony as a resident and Executive Director of the ICA. On behalf of the citizens of Pittsburgh, Mr. Clark thanked the Act 47 oversight team for taking on an ominous task under very difficult circumstances and doing outstanding work. Through perseverance, in working with four administrations, the Act 47 oversight team stayed the course, leading to this request to exit Act 47 oversight and a positive outcome.     

Marita Kelley, Deputy Executive Director for the Governor’s Center for Local Government Services, thanked those in attendance and who testified and commended the Mayor and City Council for their commitment and due diligence to get the City to where it currently is and that they should be  proud of their efforts. Ms. Kelley recognized the commitment and hard work of the Act 47 Coordinator and its collaboration with management, Mayor and City Council, and acknowledged the Coordinator’s diligence and perseverance in working with the City throughout its service as Act 47 Coordinator. 

Ms. Kelley advised that the Department will respond to the request for a rescission of the distress designation and will proceed accordingly and provide its findings and a recommendation to DCED Sectetary Dennis Davin. 

Ms. Kelley concluded the public hearing by thanking everyone for their attendance and commended City elected officials and management for their efforts and progress on behalf of DCED. Ms. Kelley indicated the DCED Secretary will make his decision on the City’s request to terminate the distress designation as required under Act 47.  


CONCLUSION 

The City of Pittsburgh’s financial condition and position has significantly improved during the fourteen year recovery period. The commitment of the Mayor, City Council, City Administration and staff in working with the Act 47 Coordinator and DCED during the fourteen years the City was in the Act 47 program is admirable. The Coordinator’s Rescission Report reflects the City’s improved financial condition and position and forms the basis for supporting the recommendation of the Act 47 Coordinator that the City of Pittsburgh’s distress designation should be rescinded at this time.   
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