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Summary:

Pittsburgh; General Obligation

Credit Profile

US$60.0 mil GO bnds ser 2017 due 09/01/2036

Long Term Rating A+/Stable New

Pittsburgh GO

Long Term Rating A+/Stable Affirmed

Rationale

S&P Global Ratings assigned its 'A+' rating to Pittsburgh, Pa.'s series 2017 general obligation (GO) bonds and affirmed

its 'A+' rating on the city's outstanding GO debt. The outlook is stable.

The rating reflects our opinion of the city's:

• Adequate economy, with access to a broad and diverse metropolitan statistical area (MSA);

• Strong management, with "good" financial policies and practices under our Financial Management Assessment

(FMA) methodology;

• Adequate budgetary performance, with an operating surplus in the general fund but an operating deficit at the total

governmental fund level in fiscal 2015;

• Strong budgetary flexibility, with an available fund balance in fiscal 2015 of 14.3% of operating expenditures;

• Adequate liquidity, with total government available cash at 12.5% of total governmental fund expenditures and

75.8% of governmental debt service, but access to external liquidity we consider strong;

• Very weak debt and contingent liability position, with debt service carrying charges at 16.4% of expenditures and

net direct debt that is 82.7% of total governmental fund revenue, and a large pension and other postemployment

benefit (OPEB) obligation, but rapid amortization, with 86.0% of debt scheduled to be retired in 10 years; and

• Strong institutional framework score.

The bonds are secured by the full faith and credit pledge of the city. We understand bond proceeds will be used to fund

the city's various capital improvement projects.

Adequate economy

We consider Pittsburgh's economy adequate. The city, with an estimated population of 307,398, is in Allegheny

County in the Pittsburgh MSA, which we consider to be broad and diverse. It has a projected per capita effective

buying income of 97.6% of the national level and per capita market value of $60,789. Overall, market value was stable

over the past year at $18.7 billion in 2015. The county unemployment rate was 4.8% in 2015.

Pittsburgh's local economy continues to benefit from the ongoing growth and diversification of the area economy.

Although the educational, health, and financial service industries continue to be the leading employment sectors

(anchored by such long-standing institutions as the University of Pittsburgh, University of Pittsburgh Medical Center,

Carnegie Mellon University, and PNC), recent interests and investments in artificial intelligence are contributing to
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growth in city's advanced manufacturing industry. Uber opened its Advanced Technology Center in Pittsburgh in 2016

and currently employs about 700 people. Additionally, Ford announced in February 2017 its plan to invest $1 billion in

Argo AI, a Pittsburgh-based artificial intelligence company, over the next five years to help develop its autonomous

vehicle. Approximately 200 new jobs are expected to be created by the end of this year as a result. These ventures are

currently in the city's Strip District and are generating some of the redevelopment efforts in this area.

Supporting the city's employment growth is the increase in residential development. According to city officials,

residential permit issuance increased by 10.1% from 2014 to 2016 compared to the 12% growth in commercial

permits. Currently, over $1.3 billion is being invested in mixed-use development over the next few years, which should

contribute to the stability of the city's overall tax base.

Strong management

We view the city's management as strong, with "good" financial policies and practices under our FMA methodology,

indicating financial practices exist in most areas, but that governance officials might not formalize or monitor all of

them on a regular basis.

Under oversight from the Intergovernmental Cooperation Authority and Act 47, the city implemented a number of

financial practices that have improved financial management and which we believe are now well embedded. Revenue

and expenditure assumptions are conservative, in our opinion, with actual results typically outperforming the budget.

Assumptions also factor in historical and projected trends, tying to the city's multiyear financial and capital forecasts.

Financial performance is monitored and reported to city officials in detailed revenue and expenditure reports that

compare year-to-date actuals against the budget. Investments adhere to a formal policy that was incorporated into the

city's code, with at least quarterly reports provided to officials on both holdings and performance. Multiyear forecasts

are performed for both operations and capital. The effectiveness of the five-year financial forecast and capital plans

have improved since they were initially introduced and provide the city with greater discipline when budgeting. The

plans are updated annually and project sources are identified for each capital project.

City officials are currently looking to codify a policy requiring reserves to be maintained at 16.7% of expenditures, but

no lower than 12.5%, a level it is currently exceeding. Management adopted a formal debt policy in 2011, the

parameters of which include limiting debt service to 17% of general fund expenditures with a goal of reducing this ratio

to 12% within 10 years. Given the city's efforts to reduce its debt burden by reducing the amount of new debt being

issued and aggressively paying down its existing debt, we believe the 12% target could be achieved within its targeted

timeline.

Adequate budgetary performance

Pittsburgh's budgetary performance is adequate, in our opinion. The city had surplus operating results in the general

fund of 2.8% of expenditures, but a deficit result across all governmental funds of negative 2.1% in fiscal 2015.

Pittsburgh's continued efforts to control expenditures have enabled it achieve structural balance in two of the last three

fiscal years. Although audited results are not yet available for fiscal 2016, city officials indicate the city could report

revenues over expenditures of roughly $32 million, or 6.5% of budgeted expenditures. The fiscal 2017 budget assumes

no use of reserves and no tax rate increases. City officials project the fiscal year could end with general fund revenues

over expenditures equivalent to approximately 1.2% of budgeted expenditures. Fiscal 2018 was initially projected to
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post an operating deficit of $9.3 million as part of the amended recovery plan dated June 24, 2014. However, as

indicated in the five-year forecast, fiscal 2018 is likely to end with a projected surplus in the general fund.

Pittsburgh's primary general fund revenue sources are real estate tax (26% of fiscal 2015 general fund revenue), earned

income tax (17%), payroll preparation tax (12%), and parking taxes (10%). The city also receives about $10 million in

annual gaming revenue from the state for its share of the 2% local share of slots revenue. Despite the recent change in

the distribution of this revenue, the city secured a one-year agreement with Rivers Casino, which is located in the city,

to provide this funding through fiscal 2017, thus avoiding any budget interruptions. Federal and commonwealth grants

collectively account for about 1.3% of revenue, but the city and its agencies receive a significant amount of support

from commonwealth and federal governments. Due to the recent commonwealth and federal legislation on funding to

sanctuary cities, the potential effect on Pittsburgh could be significant. We will continue to monitor this situation as it

develops.

The city has been declared a "distressed" municipality under Act 47 since December 2003, but officials are planning to

exit the program at the end of 2018. Due to management's efforts to date and its determination to exit Act 47 on stable

financial footing, officials believe it has adequately addressed and met the necessary targets outlined in the 2014

recovery plan on its legacy costs. Additionally, we do not believe the city's exit will have any negative impacts on its

financial position since Act 47 did not establish any additional revenues for the city.

Strong budgetary flexibility

Pittsburgh's budgetary flexibility is strong, in our view, with an available fund balance in fiscal 2015 of 14.3% of

operating expenditures, or $71.4 million.

The city has consistently maintained strong available reserves over the last three fiscal years. Given the positive

performance estimated for fiscal 2016, city officials expect another increase in the available fund balance, projecting to

represent just under 16% of expenditures. Fiscal 2017, which was not budgeted with any use of reserves, is projected

to end with a surplus, which could bring reserves to the city's policy target of 16.7%. Based on the city's budgetary

projections for fiscal 2018, we expect reserves will be maintained at strong-to-very strong levels.

Adequate liquidity

Although we view the city's liquidity position as adequate, with total government available cash at 12.5% of total

governmental fund expenditures and 75.8% of governmental debt service in 2015, it has been relatively stable and is

not expected to deteriorate in the near future. Estimated results for fiscal year ended Dec. 31, 2016, indicate an

increase and the city has not relied on any cash flow borrowing in recent years. Additionally, we believe Pittsburgh's

frequent issuance of GO debt during the past 15 years illustrates strong access to capital markets. The city is not

currently exposed to any contingent liquidity risks and we do not consider its investments aggressive.

Very weak debt and contingent liability profile

In our view, Pittsburgh's debt and contingent liability profile is very weak. Total governmental fund debt service is

16.4% of total governmental fund expenditures, and net direct debt is 82.7% of total governmental fund revenue.

Approximately 86.0% of the direct debt is scheduled to be repaid within 10 years, which is, in our view, a positive

credit factor.
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Pittsburgh is continuing its efforts to lower its debt burden by rapid amortization of its existing debt while limiting

issuance of any new debt. Most of the city's debt service is front loaded, contributing to rapid amortization and

resulting in declining debt service through fiscal 2032. Debt service carrying charges are projected to decline to

approximately 8.8% of operating expenditures in fiscal 2019, when the city plans to issue next. The city does not have

any current exposure to variable-rate debt or swaps.

In our opinion, a credit weakness is Pittsburgh's large pension and OPEB obligation. The total funded ratio for all three

plans, as reported on a GAAP basis, was approximately 31% in fiscal 2015. However, this does not include dedicated

annual future parking tax revenue of $13.4 million, which is not recognized as an asset under GAAP but is treated as

such under Pennsylvania Act 44. When recognizing this dedicated revenue on an actuarial basis, the funded ratio is

58%. However, this is a decline from the 62% reported in fiscal 2011, following a one-time contribution of $45 million

and the addition of the parking tax revenue. Other actions the city has taken to address this liability include gradually

increasing contributions to levels recommended by the actuary, which are based on a 30-year instead of the 40-year

amortization schedule the city had followed since 1998. The dedicated future parking tax revenue of $13.4 million will

increase to $26.8 million beginning fiscal 2018 and the city is lowering its assumed rate of return to 7.25% from 7.5%,

which is expected to raise its annual contributions by $4 million beginning fiscal 2021. Pension contributions in fiscal

2015 represented a significant 148.8% of the MMO (due to the dedicated parking revenue) and about 10.9% of total

governmental funds expenditures.

Although Pittsburgh has made strides in addressing its underfunded pensions for its nonuniform, fire, and police

employees, the plans remain poorly funded. In our opinion, given the very weak funding levels on a GAAP basis, we

are concerned that without additional efforts, increasing supplemental contributions above the MMO might be

insufficient to address this liability.

As of the Jan. 1, 2014 valuation, the unfunded OPEB liability was $564.1 million. The city continues to fund this

liability through pay-as-you-go financing, but it created an OPEB trust fund to which it contributed $2.5 million in fiscal

2015. As of fiscal 2015, the fund had a net position of $11.4 million. Total contributions to OPEBs and its trust fund of

$25.6 million represented about 4.4% of total governmental funds expenditures. The city eliminated OPEB benefits for

new hires (only police and fire employees hired before 2005 are eligible), which should help mitigate the growth of this

liability.

Strong institutional framework

The institutional framework score for Pennsylvania home-rule cities, other than Philadelphia, is strong.

Outlook

The stable outlook reflects our opinion of Pittsburgh's continued efforts to address its remaining legacy costs while

maintaining structural balance and strong reserves. Furthermore, we expect that the city's ability to exit Act 47 should

be achievable without any significant financial or managerial effects. Currently constraining the rating is the city's high

unfunded pension liability.

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT MARCH 22, 2017   5

1819243 | 302253518

Summary: Pittsburgh; General Obligation



Upside scenario

The ability of the city to adequately address its poorly funded pensions, holding all other factors, could lead to an

upgrade.

Downside scenario

Conversely, if pension or other pressures contribute to weakening of any of the city's financial factors, the rating could

be lowered.

Related Research

• S&P Public Finance Local GO Criteria: How We Adjust Data For Analytic Consistency, Sept. 12, 2013

• Incorporating GASB 67 And 68: Evaluating Pension/OPEB Obligations Under Standard & Poor's U.S. Local

Government GO Criteria, Sept. 2, 2015

Ratings Detail (As Of March 22, 2017)

Pittsburgh GO

Long Term Rating A+/Stable Affirmed

Pittsburgh GO (BAM)

Unenhanced Rating A+(SPUR)/Stable Affirmed

Pittsburgh GO

Unenhanced Rating A+(SPUR)/Stable Affirmed

Many issues are enhanced by bond insurance.

Certain terms used in this report, particularly certain adjectives used to express our view on rating relevant factors,

have specific meanings ascribed to them in our criteria, and should therefore be read in conjunction with such criteria.

Please see Ratings Criteria at www.standardandpoors.com for further information. Complete ratings information is

available to subscribers of RatingsDirect at www.globalcreditportal.com. All ratings affected by this rating action can

be found on the S&P Global Ratings' public website at www.standardandpoors.com. Use the Ratings search box

located in the left column.
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