COMMONWEALTH OF PENNSYLVANIA
DEeparTMENT OF CommMunITY & EcoNomic DEVELOPMENT

DEPARTMENTAL DETERMINATION/ORDER

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. '

On Nevember 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.

A public hearing was held December 20, 2017, in accordance with Section 255.1 (a).

First, the City has achieved operating surpluses in nine of the last 12 years.

Second, the City has no cash borrowings or loans which are required to be repaid in order to exit Act 47
oversight, and there is a reasonable probability of continued timely debt service payments being made going

forward absent participation in Act 47.

Third, as of December 31, 2016, the City has an outstanding claim and judgment balance of $20.5m
{or 3% of general fund expenditures).

Fourth, the Coordinator’s five-year projections indicate a positive balance each year from 2018 to 2022.
AND NOW, this the I z o 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.

“m

Tom Wolf

By:

By: = . _'"_v-h,ﬂ'i i
Pennis M Datine- __4,.)“"—

DCED Secretary
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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 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 DCED regional staff member through their testimony.

Evidence was presented that demonstrates the eligibility of the City to have the designation of
distress 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 distress 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 distress 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 Governoir’s Center for Local
Governmemnt Services, southwest regional office provided testimony in support of rescission of
the distress designation.

Gordon Mann, Act 47 Coordinator with Public Financial Management (PFM) is recommending
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

1s 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 Public Financial Management (PFM) presented
information on two of the guiding recommendations. They deal with pension liabilities and
capital financing contributions on an annual basis. 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 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) increase the City’s pension
contributions recommended by its actuary; 4) maintain 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) direct more funding to the City’s
capital budget with a priority on 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 is duly noted with State oversight.

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) obligations issued to finance the City’s debt have been retired,
reduced or reissued; 3) all claims or judgments that would have placed the City in imminent
jeopardy of financial default have been negotiated and resolved; 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 ten of the last fourteen 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 5 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 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 to rescind the distress
designation by the Act 47 Coordinator as a result of Pittsburgh meeting the five objectives
outlined in the current amended recovery plan as documented in the Coordinator Rescission
Report dated November 16, 2017 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 and workers’compensation were a key factor noted in the Act 47 current recovery
plan of where the City needs 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 produce a lot of positive outcomes. Through the City’s commitment to
workplace safety and employee safety programs there is 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 practices. The City has improved its revenue
forecasting process including 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 documented and developed
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 is 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, the Committee amended the legislation in 2015 to address the unfunded
projects and created 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 its accomplishments, especially the
modernization of departments. When coming into office as a member of Council in 2010 coming
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, together the Administration and City Council have
worked 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 outlet but one that also addresses the future for our children and low and moderate
income families. Ms. Rudiak stated that this is one of her proudest accomplishments that the City
was able to balance its budget but also do right by our taxpayers and our 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 yet ready to leave the program before it was fiscally healthy. Pittsburgh
is now healthy 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, 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 from 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 Intergovernmental Cooperation Authority for
Cities of the Second Class, current and former members of City Council, 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 Intergovernmental Cooperation Authority for Cities of the Second Class (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 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 is currently being
proud of their efforts. Ms. Kelley recognized the commitment and hard work of the Act 47
Coordinator and collaboration with management, Mayor and City Council, and acknowledged
the Coordinator’s diligence and perseverance working with the City through its time in the Act
47 program.



Ms. Kelley advised that the Department will respond to the request for a rescission of the distress
designation and will proceed accordingly and provide these 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 over the fourteen years in the Act 47 program working with the Act 47 Coordinator and
DCED is admirable. The Coordinator’s Rescission Report reflects the improved financial
condition and position that have occurred and form the basis for the recommendation of the Act
47 Coordinator that the City of Pittsburgh should have the distress designation rescinded at this

time.



NOTICE OF PUBLIC HEARING



NOTICE

NOTICE IS HEREBY GIVEN that the Commonwealth of Pennsylvania, Department of
Community and Economic Development has scheduled a Special Meeting to hear testimony
presented on behalf of the City of Pittsburgh, Allegheny County, PA with respect to the
recommendation from the Act 47 Coordinator to consider a rescission of the City’s Act 47
determination pursuant to the Municipalities Financial Recovery Act, Act 47 of 1987 as
amended.

The hearing on the request will be held on December 20, 2017 at 3:00 p.m., at the Council
Chambers, 5 Floor City-County Building, 414 Grant Street, Pittsburgh, PA 15219 before a
hearing officer duly appointed by the Department. The public is invited to attend. Those
individuals requiring special accommodations to attend the hearing should contact the
Department at least three (3) days prior to the hearing. For further information contact: Marita
Kelley, (888) 223-6837, 4™ Floor Commonwealth Keystone Building, Harrisburg, Pennsylvania

17120.
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HEARING OFFICER:

Since this is an
administrative headaring, we can only
accept testimony. We cannhot respond to
questions and challenges at this

hearing.

Before I begin, I want to
mention that as the Hearing Officer, my
name is Marita Kelley. And I've been

dssigned by the Secretary toe conduct
this administrative hearing. But also,
I'm a native Pittsburgher. I grew up
in the City of Pittsburgh in
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HEARING OFFICER:

The Act 47 coordinator,

Gordon Mann, from Eckert Seaman Public

Financial Management will be the

to present the testimony.

Thank you, Mr. Mann.

MR. MADNN:

first

Thank you, Madame Hearing

Officer.

We're here to speak about
the City of Pittsburgh and our
recommendation that the Act --- that

the City's status of a distressed

municipality under Act 47 be rescinded.
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how this can ultimately be the last
hearing ever under Act 47 for
Pittsburgh, not just for now but into
the future in terms of providing some
guldance to prevent any future return

to oversight here.

As Marita mentioned, I

represent Public Financial Management.

We're an independent financial advisory
group 1n Philadelphia. We're also the

£

Act 47 coordinators for the City of
Reading and the City of New Castle. In
New Castle, we serve as Act 47
coordinator with my colleague here to
my right, Joel Lennon. Eckert Seamans
has also been the Act 47 coordinator in
Chester and Johnstown and the Boroughs
of Rankin and Ambridge.

And off camera at the
moment, my colleague, Vieen Leung, and
our subject matter expert on capital
and on pension, she'll talk in a little
bit.

And two other people who

I just wanted toc get in the record,
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getting to today, in what we
a successful exit. But those

deserve to be
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d one final time.
The law provides ---

47 provides four criteria for

tary to consider in making a
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The four criteria --- the
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the City, 1I'11l] read

here, has eliminated all

deficits and that the

condition of the City

tes a reasonable probabdility
balance budgets.
And 1f you had to
cur work over 15 years or so
ides, you would probably have
slides that are here. This
a loock at what the general
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nues expenditures

the City of Pittsburgh since

re Pittsburgh went into Act 47

where there was about a $27

eficit . Blue bar bigger than

And then the results since

the most part, on a

e, for

ear basis, they are reversed

test. The

ntended as an eye

nclusion here is the City has

ncing its budget pretty much

Sargent's

Court Reporting Service, Inc.

(814) 536-8908




10
11

12

14
15
16

17

19
20
21

2

24
25

an ann
g3

Act

iscernin
Sspending
But those
targeted
needs tha
the

projects.

has
annual ba
will zcont
believe ¢t
checks th

our pr
technical
cu
work. Pe
chamber,

gmrrernt

ual basis for the last

nge being In oversight

47 and the ICA.

There are a couple

If you have a really

g eye, vyou'll notice th

1s highexr than the reve

read largely because o

nvestments. And the ¢t

[

t drove the City's seco

t 47 pension and capita

And we'll talk about

+

But aside from that

balanced its budget on

sis. And we beliewve th

inue into the future.

hat that's --- that the

at box.

know,

And, vyou

esentation here is fair

+ I'1ll pause to say tha

lmination of a lot

cple who have sat here

current mayor, former

ouncil members, former

whil

15

under

14

years

at th
nues.,
E
wo re
nd st

1

(=

al

ay

thecse.

, the

an
at th
S0 we

City

at

&€ most

ly
t kh4
th

in

counc

=)

cof people's

is

mayors,

il

Sargent's

Court Reporting Service,
(B14) 536-8908

iy I




Lad

tn

16
17

18

20
21
22
23
24

20

| &8

people wh

p here and speak
department
nd the employees
f the nine unions
cllective Bargain
with the
time around.

The tax

Q
-
t
b
43}
ct

it or not, ar

Lture now

QO
prad
wn
-
=
o
(@]

They d

And this ha

ollaborative and

who's bee

oversight side

ncluding the curr

S0

t
Q
[

id presentation

o something that

when

not given

ears ago, WwWhen th

hether the City o

ven continue to

The

this 1is a

be

fourth

get to

rt

o don'

on the micropho

leaders. The u
share in this.
negotiated

ing Agreements
recovery plan ¢t
They deserve c¢
payers, whether

e paying a diff

D

they wer

than

eserve credit £

o]

s really been
a team effort.
n good partners

the

[+7]
b
n

cver v e

ent vear.
rather
effo

of a team

was not simple,

the City start

ey were guestio
f Pittsburgh wo
solvent.

criteria,

edit

[

they

erent

dry,

and
ed 15
ned

uld

look

Sargent's
(814)

Court Reporting Service,

536-8908

I fve




{a)

10
17
12
13

14

21
22

&3

25

th

pr
th

th

pa
sh

v

3l

(]
0

ard,

heth

J
o+
<

T

= (45
o at
tr

th
bt
]
o8

over
the
nabl

roje

ally

ayor

e

e

a

16

alks about whether there's
r the City has the chance to
s budget going forward. And

art of the ICA's cversight,
required to do¢ a five-year
in 1ts annual budget. So
of the process 1s simplified
ome ways. We worked with the
ce department, and always
the 15 yvears, to review and
ccuracy and the
ness of the assumpticns in
tion.
So what you have here 1is

the projections that underlie

s budget, which then Council
final form yesterday. And 1t
ve-year projection of

nd expenses. And it shows

the key thing here is that

re anticipated to be in

expenditures. It's expected
lance budget cver the next
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important to us, the City is

to make the recommended

its employee pension

City's going to continue to

money on an ongoing basis

ocjects. The City's going to

money towards retiree

urance . And it's going to

he reserves that it needs to

cash flow issues and

ted contingencies.

And none of those things

nlarly exgiting., But they're

and the the

rks legs of

you will, for being

y sustainable. And those are

t in the City's budget.

believe the City meets this

cr exit of the oversight.

The last thing we wanted

ocut briefly is to move away
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of this year, we met with the Mavor,
Controller Lemb, all of the individual

ndful of other
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people to say that we
time to review the City's finances
again and take a look at this qguesticn
of rescission.

And what we heard
uniformly from pecople whe don't always
agree on things understandably was both
an agreement that the City was ready to
get out, but concern that the City
could return to the past practices that
led to oversight 15 years ago. It's
now been 15 years under oversight.

Cocuncil President Krause
made this point to me, and 1t was

something I had never thought about

until he sailid it to me. He said, you
know, I dcn't have any councilmembers
here. We have a budget director. But

I don't have any councilmembers here
who have been through a budget proccess,
other than through oversight. So what

does that look like when oversight
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r you can pay Ifor them on an
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urring revenues pay for our
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pened in Pittsburgh since oversight
pened. And it's happened again for
nclilmembers. It's happened for

ocrs and finance directors. Even as
se persons and personalities have
nged over the years, this has
tinued.

It's happened at the

icn level. For the most part in the

t round of negotiations, the unions

e cooperative participants in saying

is 18 what we'd like to do, and this
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ing forward. When Act 47 is over,
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e Bargaining Agreements

There will be annual budgets
r. There will be new programs

nitiatives every year. And

wer to those proposals and

ns doesn't have to be no.
not the point here. The answerzrs
ve to be ¢can we afford them on
ing basis
City Finance 1is fortunate

it has a number of wvery
s very sStrong people at the top
organization. We've worked with
osely. And I personally have

pressed by their henesty and

houghtfulness and their

ty

ns.

of

technical

here, the

in evaluating these
They should continue to be
that process going forward.
The second item is more

in terms of when we began

City would pass the budget on

a one-year basis. Under the ICA
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do a multi-year budget. We believe
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opportunity tc review it in time.
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This 1is not just things

that accountants care about. This
something that banks and credit
institutions care azbout. And why t
matters is the higher your credit

rating 1is the easier and cheaper it

to borrow money, which means the le
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MS. LEUNG:
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gradually ramped up 1ts
evel to above the minimum
obligation that the State
The City has flushed the
ax through liabilities. The

also transferred about 545

=

n 2011 just in pension funds.

efforts led to an increase in

n

ng status as shown on the

Moving forward, we're
ing that the City keep on
t the minimum, the actuarially
ed level. You can see to the
the graph there, we're at 5§57
f improvement since 20009.
1ll lower than the national
hich is about 75 percent. And
considered as moderately
d according to the Act.

The fourth recommendation

ave 1s to keep on making pay-

contributions to the capital
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fund. When the City first entered
oversight, the distress level was very,
very high. In 2004, I believe debt

service percentage expenditure was

n

about 23 percent. Just to give you a
context of how high that 1is, the City
in 2011 adopted a policy that capped
that amount at 12 percent. What that

the City, over the next

t

does 1is 1le
couple of years since they entered
oversight, spend a lot of pay-as-you-go
contributions on capital investments.
We made the City go on a debt diet.
What that means is the City didn't get
any additional general contribution box

until 2012.

Then immediately after

that, there's a bar chart there where
there's a drop. You see that
significant drop in 2019. Essentially,

the amount in 2019 is about 50 percent

currently

1]

less than what the City i
paying these different expenditures.

We recommend that the

City keep on managing this debt burden
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alsc recommend tha
paying its capital investments through

pay-as-you-go contributicns. We see

-

that, again, 1in the City's budget that
was just passed. Each year the City is
assigning a portivn of this fund
balance to the capital investments and
that way every year can contribute some
pay-as-you-go <contribution to capital

I recommend that the City

plan.
continue to do so0.

MR. MANN:

The last item is to
maintain sufficient reserves. The

government is not in the business of

making money. That's not why the
government exists. But 1t neesds money
to do the things that it does exist to
do. And it needs reserves.

It can't balance 1its

checkbook to the penny every month.

That's not responsible. That's not
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stable. That's not sustainable.
Governments need some level of
reserves. And the target that we set

t recovery plan

=
wm

initially in the f1
was roughly five percent of your

pending budget. We bumped 1t up to

n

ten percent.

The nmnational average; as
the BHearing Offiper is epxbainly Very
well aware from her work with GFOA, 1is
actually 17 pereent. We felt that ten

percent was a reasonable target, given

it

all of the other things tha the City
has to do with employee pensions, with
retiree health insurance, with capital,
and with all the other day-to-day
operations of the City.

Maintaining those
reserves is key. T think mest of the
people in the room understand this.
But for those who may be hearing this
testimony or reading a report later,
that's not a slush fund and that's not

extra money. That"s not Waste.: That's

necessary.
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continue to do

Those are the five
principles that we believe the City has
within its power to enact to stay on
Ehe rPodid tg fisgel recevery. We
believe the City meets the criteria now
for exiting. We believe in the
officials and the folks who are here,
that they have the capacity to stay on
that path.

And so after 15 years and
a number of long nights, I think we're
very happy to, again, submit our final
recommendaticen --- hopefully our final
recommendation that the City exit
oversight.

HEARING OFFICER:

Thank you, Mr. Mann. I
appreciate that.

Mr. Foreman?
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ME. FOREMAN:

Thank you very much. For

the record, my name is Michael Foreman,

F-O-R-E-M=-A-N. I work with the

Department of Community and Economic

Development in the Governor's Center

for Local Government Services 1in

®

Southwest Regional 0ffic

the

And as of August lst, I

served as a liaison between the

Department, the Act 47 coordinator

team, and the City o©of Pittsburgh,

succeeding Fred Reddig who fulfilled

that role in the past for several years

working with the City of Pittsburgh.

The City has entered the

Act 47 oversight program in 2004.

There have been recovery plan

amendments since then that have

continued to foster recovery that has

led us to today. The current amended

recovery plan of 2014 set five

objectives 1in order to exit Act

oversight. They are eliminating

47

operating deficits while preserving
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debt are being addressed to warrant
rescission of the distressed
designation.

IThée City d4s centributing

to employee pension plans at 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 i1s eliminated.

The City established
other post-employment benefits trust
fund to hold monies to cover the long-
term liability of retirees for health
insurance with an annual allocation
from the operating budget. The other
post-employment benefit contribution is
increasing on an annual basis. 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 based on
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the distress

As a result, the City

surpluses in 10 of

4 years, of which the City is

increase 1in 1its unallocated

last two

the years.

ce cver

loans,

13}
o
=

no borrowing

Q
[6)]

regquired to be repaid in

Act 47.

The Act 47 coordinator

report 1indicates that

the

and

claims judgements,

current and anticipated

will not place the City in

inancial

Hh
h
5

nt jeopardy o

The five-year operating
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financial distress are no longer
present, that I've addressed above.,
Thank you.

HEARING OFFICER:

Thank you, Mr. Foreman.
Representing Mayor Bill
Peduto and the administration 1is Sam
Ashbaugh, the chief financiel officer.
Mr. Ashbaugh?

MR. ASHBAUGH:

Great. Thank you very

much .

HEARING OFFICER:

You're welcome.

MR. ASHBAUGH:

With the framework of the

014 recovery plan that got us =--- the

N

City has produced balance budgets every

year, received positive operating

J—

results, continued to put more money
into the pension funds as recommended
by the plan, maintained a healthy fund
palance, dncreased ocur investment 1in

critical dinfrastructure and limited

other initiatives to improve city
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l need to be partners in these

On behalf of Mayor Peduto
d the rest of the leadership team, I
uld like to highlight some of the
ocgress we've made over the last four
ars and why we believe we are ready
exit Act 47. Before the latest
endment to the plan was adopted, the

demonstrated

-t

iginal 2014 forecas

nere would be minimal positive

operating results over the next five

ars. After the plan was implemented

d we had a number of initiatives to

ide us, and due to the way we've

naged the City's finances, we'wve been

able to achieve positive operating

results that have helped us to achieve

necessary to maintain the City'

he fund balance targets that are

0]
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financial standing.
In terms of the pension
funding status, in the first quarter of

2014, the pension fund was only 59

percent funded. As of the last
evaluation this fall, the fund was 61
percent funded. And most importantly,

we are projected to invest $232 million
additional into the pension fund over
the MMO over the next five vyears. That
continues a similar trend of what we
accomplished over the last four years.
In terms of debt service,
when this administration began in 2014,
almoest 20 percent of the City's general
fund was going to debt. It wasn't
going teoc pay current employee's
salaries., It wasn't going te, you
know, buy vehicles for public safety or

public works to deliver board services

h

or do other good things or the

was going to

—
ot

residents of the City.
pay for debt.
We've turned that ship

around. And in 2019, debt service 1is
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Tt

xpenditures to balance the budge
Due To a number of
nitiatives, we have slowed the rate of

rowth by moving to a self-insured

s
jei}
n

rrangement fcr healthcare as well
ncreasing cur investment in employee

ellnes programs, which proeduce a lot

]

f pesitive outcomes.
And through our
ocmmitment to workplace safety and

mployee safety, we have reduced the

umbers of injuries, both those

in

egulring medical attention, as well a

hose that require lost time. So our
mployees are healthier. They're at
ork . There are available to deliver
ervices to the residents in the

eighborhocods of the City, and it's
csting us less money overall.

In terms of capital

nvestment, after years of
isinvestment, we've been able toc make
trategic investments in critical

ssets and infrastructure, including

ur roads, bridges, facilities. And we
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developling long-term
and maintenance plans for

ty's assets to guide us in

the future.

management

the coprdi

operating
align with
practiges

those form

forecasts;,

oversight

and profes

functions,

be

department

We've also

finance

In terms of financial
practices, as highlighted by
nator, we reformed both the
capital budget processes toO
the way of recommended

and continue to implement

We've also improved our
recagsting progess. S99 we ~~=
better economic data so we
accurate and professional

in cooperation with the City
he controller and the
bodi &5 .

We've also centralized

sionalized management

which has allowed us to

tter customer service to city
s, who are our customers.

teg professionalize the

nction have documented and
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t few years. I would also
k the city controller and
s budget office, and
Rudiak, and the rest of
embers for their work and
n throuwghout the last few
couldn't have done all this
work together.
So I just want to thank
allowing us the
tc be here today and share
on why the city 1is ready
47 .
HEARING OFFICER:
Thank you, Mr. Ashbaugh.
thats
Councilwoman Rudiak,

would you like to provide comment,
please?

M5. RUDIAK:

Thank you. So my name 1is
Natalia Rudiak. I am the financing
chair of City Council. I have been for
the past four vyears. I have some
remarks about the budget that we just
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passed, as well as the ive-year plan.
So excuse me 1if I repeat myself in
today's testimony. And I will also be

delivering a budget address next

Thoursday a2t 10:200 a.m. in our Final

&
o
n
7
(=]
e

ta]
=
o
m

meetimg wf Clty Ceouvmedil, add
accomplishments that we've made over
the years.

So I'm very proud that
this year the operating budget that we
passed, the $554 million operating
budget that we passed and the $104
million capital budget puts the City on
solid footing at the end of the Act 47
distress status. This five-year plan
as was stated has projected $356
million in city operating and bond
funds and $100 million more in matching
private and federal sources.

The five-year plan also
makes an unprecedented commitment to
our city's pension by moving to pay-as-
you-go, by putting more into the
pension than benefits paid out without

considering investment return. And I
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Of course, I was not
I'm one of the young'n

T there are some very

and have counsel

r their past votes.
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about what
as a councilmembe
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came back and amended the legislation
in 2015 to clean up most of the

unfunded projects and created a

apital fund,

8]

positive balance in the

egrity o©of the

rt

while maintaining the in
legislative process. In 2014, we

positive effort with

A1l

started to form
the Mayor, as Mr. Ashbaugh stated, to

work to improve not only the finances

h

o the City, but also to bring about

systemic change.

In 2016, we developed a
gift acceptance policy to perform
proper accounting and ethical
accountability for the €City. And
together, we amendsd the rules on
purchasing by allowing the expansion of
cosft—~effentive aptiens far the ECity,
while maintaining accountability.

I'm also extremely proud
that working with our council budget
coffice and administration, we'wve
codified some of the best practices
from Act 47 through Ordinance 19 by

having this council officially vote on
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the five-year plan every year and

requiring the commitment on pension

funding that exceeds state
reqguirements.,

I'm proud to have

worked

with our council budget office again to

further amend Ordinance 19 in the past

month to include a budgeting process of

that earlier budget, as well as

you-go pension.
I 2lso want to tha

administration for all the

accomplishments that, again, Mr.

pay-as-

nk the

Ashbaugh stated, but particularly the

modernization of departments. I
remember that when I started in 2010,
having come from the private sector, I

was shocked to find that some of our

finance operations still use Excel to

develop multi-million dollar budgets.

But we have really worked on

modernizing our budgets and

implementing new software and tracking

sgystems.

As the finance cha

1F;
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48
together we have worked on and improved
the last four budgets and five-year
plan with the City that has resulted in
changing the City's financial position

tainty Lo one

H

from one of fiscal unce
that not only gives us a stronger
outlet, but one that also addresses the
future for our children and low and

And this 1is

L]

moderate-income familie
perhaps one of my proudest
accomplishments, that we were able to,
again, balance the budget, but also do
right by our taxpayers and our
families.

There have been times on
this council when I have been pressured
to support exiting Act 47. But it
hasn't been easy over the past few
years. And like & sick patient, I
didn't think that we were necessarily
ready to leave the hospital before we
were healthy. But I do think that we
are healthy now.

and I want to thank,

particularly our council's budget
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office, Mr. Urbanic and Mr. Strelic, as
well as my fellow councilmembers. And
I think I saw two come in the room,

Councilwoman Gross and I think I saw

Councilman Gilman. They've beesn here
before. And again, I want to thank the
Mayor's administration, and the unsung

heroes of our financial management team
from Act 47.

So I'"ve held the finance
chair over the past four years. And
unfortunately, I won't be here next
year to be a part of the Council that
passes our first budget, but I have
trust in the integrity and grace of our
council teo pass continued budgets in
the future that have integrity and that
the Mayor administration to support
that process as well. So thank wvyou

very much.

HEARING QOFFICER:

Thank you, Councilwoman.
Councilwoman Gross, would
you like to speak?

M5. GROSS:
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No, thank you.

HEARING OFFICER:

Ckay.

I understand Councilman
Gilman left? Ckay. I didn't want to
miss anyone.

Okay. Mr. Urbanic, weuld

you like to speak?

MR. URBANIC:

However, I'd l1ike to just
make a couple comments. Pretty much
everything's been said regarding the
financial end. And 1 could repeat some
af d&€. But I think, you know, one of
the things I'm most proud of from my
council, and as well as for the
administration, would be the

codification of your plan.

What Act 47 brought to us
--- and I think it's just not the law,
but truly the men and women that have
worked with us all the way back from
Jim Roberts and Dean Kaplan, Jim 1s
enjoying being retired. And Jim, I'd

like to hear from every once in a

Sargent's Court Reporting Service, Inc.
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while. We became --- at one point
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people le

your capacity then.

But there

huge changes that happened and ¢

the City all at once. I really

thank Mayor Murphy for helping t

identify Act 47 to start in this

process.

And what I think

changed has been a cultural

And the meost difficult thing

since my 27 years tenure here 1is

most difficult to change is not

money amount, but the different

centract and such, 1t's really c

culture and heow people think,

were a lo

I've

and

were
only a

en't 1in

t of
ame to
want to

@]

really

change.
found
what's
the
union
hanging

g e
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able to behave later on. And that's
happened here in the City. And that's
why I truly think we're ready to get
ocut of Act 47.

We started --- I'd just
--- I really just really want to thank
people. Especially Governor Rendell,
Michael Masters that came up with a ta=x
package reform for us. I would suggest
payroll taxes utilized by all
municipalities in the state, I'd like
to see 1t applied to non-profits as
well, but that's @another state
legislature ---.

HEARING OFFICER:

That's not for here.

MR. URBANIC:

Right. The state
legislature, I'd like to thank them as
well, too, for hearing us, for
assembling the law surrounding this, as
well as supplying us with the ICA. I
think the burdens of opinionsg,

including those coming from our

firefighter's union, and particularly
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Joe King, who was an adversary, but
helped to form this. It's bringing
together those opposite opinions and
forging ahead. That helped us change
that culture and ease us on.

Se really, I'd just like
to thank a2all those folks involved.

Fred, I think to thank as well, too,

yvour predecessor ©on this. He's always
available. As well as the folks at
PFM. If there was ever a qguestion,
they were always avallable. And I

think that made a lot of difference in
how the City was able to adapt and
behave. And I particularly want to
thank my council and past councils as
well, too. It's a difficult change,
specifically for them, too.

From a budgetary aspect,
they were cut into a third financially.
They watched recreation centers close
in their council districts. They
watched employees, long-time employees
go. 200 police officers prior to Act

47 coming in and over 1,000 employees
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Peduto, who was =&a
ade one of those difficult
want to thank him.

More recently; I waht to

thank Sam Ashbaugh as well, tooc, for

work
b e din
whil
ma ki
chan

was

gut .
the

word
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guite dif

e ready t
The cha
employees

of cauti

for my counci

and
caut

the

administr
iocus. Bu

good goal

ly with Council and
of those best practices
employee himself and
y to make some of those

it

t

where maybe in the pas
fienlt te do.

But yeah, mine's mcre
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unions want to see the City succeed as
well, too. And I think we're all on
the same page at this point.

We're going to have
differences of opinions. Sti1ill a
little bit more framework needs to be
helped out possibly on the state. But

I think we're ready. So thank you.

HEARING OFFICER:

Thank you, Mr. Urbanic.

Appreciate 1it.

Anyone else from the
administration or Council that would
like to speak? Is there anyone from an
elected office who would like to speak?

Are there any other
interested parties in the audience that
would like to speak? Yes, please. Gf: ,
you're not sworn 1in, though.

MR. CLARK:

Yes, I am.

HEARING OFFICER:

OCh, yvou were. Okay.

Sorry. I just wasn't sure.

MR. CLAREK!:

0
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Thank you, sir.

Anyone else that would
ike to provide testimony?

OQkay - Hearing none, I
ocould like te thank those in attendance
t today's hearing. Thank you and
ongratulations to the City of
ittesbwrgh, the fine City eof
ittsburgh, Mayor Peduto, members of
he City Council, and the recovery
eam.

The Department of
ommunity and Economic Development will
espond to your reguest for a

escission, and we will proceed with

ne Act 47 exit process. The CED wi1ill
resent these findings to Secretary
ennis Davin for his consideration and
fficial determination of rescission.

Thank you, again. And
ow, I will close the hearing.

b * * % * * * *

(s

HEARING CONCLUDED AT 3:51 P.M.

* * * * kS = * *

Sargent's Court Reporting Service, Inc.
(814) 536-8908
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CERTIFICATE
I hereby certify that the foregoing
proceedings, a hearing held before Chairwoman
Kelley, was reported by me on 12/20/2017, and
that I Juliette Hoffman read this transcript and

that I attest that this transcript is a true and

accurate record of the proceeding.

ﬁril/

urt Reporter

Juliette Hoffman

Sargent's Court Reporting Service, Inc.
(B14) 536-8908
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