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CITY OF PHILADELPHIA
NOTES TO FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2000

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The financial statements of the City of Philadelphia have been prepared in conformity with generally
accepted accounting principles (GAAP) as applied to governmental units. The Governmental Accounting
Standards Board (GASB) is the accepted standard setting body for establishing governmental accounting
and financial reporting principles. The more significant of the City's accounting policies are described below.

1. REPORTING ENTITY

The City of Philadelphia was founded in 1682 and was merged with the county in 1854. Since 1951
the City has been governed largely under the Philadelphia Home Rule Charter. However, in some
matters, including the issuance of short-term and long-term debt, the City is governed by the laws of
the Commonwealth of Pennsylvania.

As required by generally accepted accounting principles, the financial statements of the City of
Philadelphia include those of the primary government and its component units. The component units
discussed below are included in the City's reporting entity because of the significance of their
operational or financial relationships with the City. The financial statements of these component units
have been included in the City's reporting entity either as blended component units or as discretely
presented component units.

As used both on the face of the financial statements and in the footnotes, the term “Primary
Government” includes both City funds and Blended Component Units while the term “Component
Units” includes only Discretely Presented Component Units.

A. BLENDED COMPONENT UNITS

Pennsylvania Intergovernmental Cooperation Authority (PICA) - PICA was established by act of
the Commonwealth of Pennsylvania to provide financial assistance to cities of the first class and is
governed by a five member board appointed by the Commonwealth. Currently, the City of
Philadelphia is the only city of the first class. The activities of PICA are reflected in two of the
governmental fund types (Special Revenue and Debt Service) and one account group (General Long
Term Debt).

Philadelphia Municipal Authority (PMA) - PMA is governed by a five member board appointedxli
by the City and was established to issue tax exempt bonds for the acquisition and use of certain
equipment and facilities for the City. The activities of PMA are reflected in three of the
governmental fund types (Special Revenue, Debt Service and Capital Improvement) and both
account groups (General Fixed Assets and General Long Term Debt).

B. DISCRETELY PRESENTED COMPONENT UNITS

The component unit columns in the applicable combined financial statements include the combined
financial data for the organizations discussed below. They are reported in a separate column to
emphasize that they are legally separate from the City. However, in order to retain their identity,
applicable combining statements have been included as part of this report. In addition, a separate
Statement of Changes in Fund Balances and a Statement of Current Funds Revenue, Expenditures
and Other Changes is presented for the Community College of Philadelphia in conformity with
accounting principles specific to colleges and universities.

Community College of Philadelphia (CCP) - CCP was established by the City to provide two year
post-secondary education programs for its residents. It is governed by a Board appointed by the City,
receives substantial subsidies from the City, and its budgets must be submitted to the City for review
and approval.

Penn's Landing Corporation (PLC) - Penn's Landing Corporation was established to assist the City
and the Commonwealth of Pennsylvania and their agencies in the rehabilitation, renewal and
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management of the historic site on the bank of the Delaware River known as Penn's Landing. The
Corporation is governed by a 20 member board with 10 members appointed by the City. It receives
substantial subsidies from the City and its budgets must be approved by the City.

Pennsylvania Convention Center Authority (PCCA) - The Pennsylvania Convention Center
Authority was established to develop, promote and operate a convention center facility in the
Philadelphia metropolitan area.

Philadelphia Housing Authority (PHA) - PHA was established to provide low cost housing and
other social services to the residents of the City. It is governed by a five member board with four
members appointed by the City. Its fiscal year ends on March 31.

Philadelphia Housing Development Corporation (PHDC) - PHDC was established to promote the
development of low cost housing within the City. It is governed by a 35 member board with 25
members appointed by the City and the remaining 10 designated by virtue of their City position.

Philadelphia Parking Authority (PPA) - PPA was established by the City to coordinate a system of
parking facilities and on-street parking on behalf of the City. It is governed by a five member board
appointed by the City. Its fiscal year ends on March 31.

Redevelopment Authority of the City of Philadelphia (RDA) - RDA was established to rehabilitate
blighted sections of the City. It is governed by a five member board appointed by the City and must
submit its budgets to the City for review and approval.

School District of Philadelphia (SD) - The School District was established by the Educational
Supplement to the Philadelphia Home Rule Charter to provide free public education for the City's
residents. Its board is appointed by the City and must submit a lump sum statement of revenues and
expenditures to the City for approval.

Community Behavioral Health (CBH) - CBH is a not-for-profit organization established by the
City’s Department of Public Health to provide for and administer all behavioral health services
required by the Commonwealth of Pennsylvania. Its board is made up of City officials and City
appointees.

Philadelphia Authority for Industrial Development (PAID) - PAID was formed under the
Industrial Development Authority Law to issue tax-exempt debt to finance eligible industrial and
commercial development projects. PAID is the delegate agency responsible for administration of
certain state grants for major development projects in the City.

Philadelphia Gas Works (PGW) - PGW was established by the City to provide gas service to
residential and commercial customers within the City of Philadelphia.

The financial statements for the various component units have been reformatted to conform with the
statement format utilized by the City. However, individual financial statements can be obtained
directly from their administrative offices by writing to the addresses below.

Administrative Offices

Pennsylvania Intergovernmental Cooperation Authority Philadelphia Municipal Authority

1429 Walnut Street, 14th Floor Land Title Building

Philadelphia, PA 19102 100 South Broad Street, Suite 1525
Philadelphia, Pa 19110

Community College of Philadelphia Philadelphia Parking Authority

1700 Spring Garden Street 3101 Market Street, 2nd Floor

Philadelphia, PA 19130 Philadelphia, PA 19104
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Penn’s Landing Corporation
121 North Columbus Boulevard
Philadelphia, PA 19106

Pennsylvania Convention Center Authority
1101 Arch Street
Philadelphia, PA 19107

Philadelphia Housing Authority
2012 Chestnut Street, 2nd Floor
Philadelphia, PA 19103

Philadelphia Housing Development Corporation
1234 Market Street
Philadelphia, PA 19107

Philadelphia Gas Works
800 West Montgomery Avenue
Philadelphia, PA 19122

C. AUDIT RESPONSIBILITY

Redevelopment Authority of the City of Philadelphia
1234 Market Street, 16th Floor
Philadelphia, PA 19107

School District of Philadelphia
2120 Winter Street
Philadelphia, PA 19103

Community Behavioral Health, Inc.
Philadelphia Department of Public Health
1101 Market Street

Philadelphia, PA 19107

Philadelphia Authority for Industrial Development
2600 Centre Square West

1500 Market Street

Philadelphia, PA 19102

The financial statements of the above component units (except for the School District of
Philadelphia), as well as the financial statements of the Municipal Pension Fund and the Gas Works
Retirement Reserve Fund have been audited by auditors other than the Office of the Controller of
the City of Philadelphia. The table below indicates the percentage of certain financial information
that was subject to audit by those other auditors :

General General
Special Capital Debt Trust and Fixed Long-Term Component
Revenue Projects Service Enterprise Agency Assets Debt Units
Total Assets 21% 12% 100% 0% 98% 11% N/A 50%
Total Liabilities 3% 2% 100% 0% 100% N/A 37% 58%
Total Revenues 19% 13% 100% 0% 99% N/A N/A 31%

D. RELATED ORGANIZATIONS

Hospitals & Higher Education Facilities Authority (HHEFA) - HHEFA was created to provide
funds through the issuance of revenue or special obligation bonds and notes to assist nonprofit
hospitals, nonprofit religious or hospital-affiliated sub-acute care facilities, nonprofit nursing homes,
and higher education facilities in projects determined to be primarily for the health and safety of the
citizens of the Philadelphia area. HHEFA is administered by a five member board appointed by the
mayor. Management of the HHEFA is not designated by the City nor does the City have the ability
to significantly influence operations. The City does not subsidize the operations of the HHEFA and
does not guarantee its debt service. HHEFA has not been included as a component unit of the City's
reporting entity because there is no accountability for fiscal matters to the City.

Private Industry Council of Philadelphia (PIC) - PIC was created to provide a training-based
bridge connecting the City's unemployed with its area employers and prepares them for permanent
unsubsidized employment through various types of training programs. PIC is governed by a 29
member board selected from the private sector by elected City officials. However, financial
dependency rests with the Commonwealth of Pennsylvania. Management of PIC is not designated
by the City nor does the City have the ability to significantly influence operations. PIC has not been
included as a component unit of the City's reporting entity because there is no accountability for
fiscal matters to the City.
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2. FUND ACCOUNTING

The City of Philadelphia uses funds and account groups to report on its financial position and the
results of its operations. Fund accounting is designed to demonstrate legal compliance and to aid
financial management by segregating transactions related to certain government functions or
activities. A fund is a separate accounting entity with a self-balancing set of accounts. An account
group, on the other hand, is a financial reporting device designed to provide accountability for certain
assets and liabilities that are not recorded in the funds because they do not directly affect net
expendable available financial resources. Funds are classified into three categories: governmental,
proprietary and fiduciary. Each category, in turn, is divided into separate "fund types".

Governmental funds are used to account for all or most of the City's general activities, including the
collection and disbursement of earmarked monies (Special Revenue Funds), the acquisition or
construction of general fixed assets (Capital Improvement Funds), and the servicing of general
long-term debt (Debt Service Funds). The General Fund is used to account for all activities of the
City's general government not accounted for in some other fund.

Proprietary funds are used to account for activities similar to those found in the private sector,
where the determination of net income is necessary or useful to sound financial administration.
Goods and services from such activities can be provided either to outside parties (Enterprise Funds)
or to other departments or agencies primarily within the government (Internal Service Funds).

Fiduciary funds are used to account for assets held on behalf of outside parties, including other
governments, or on behalf of other funds within the City. When these assets are held under the
terms of a formal trust agreement, a Pension Trust Fund, a Nonexpendable Trust Fund or an
Expendable Trust Fund is used. The terms "nonexpendable" and "expendable” refer to whether or
not the City is under an obligation to maintain the trust principal. Agency Funds generally are used
to account for assets that the City holds on behalf of others as their agent.

3. BASIS OF ACCOUNTING AND MEASUREMENT FOCUS

A. PRIMARY GOVERNMENT

Governmental Funds and Expendable Trust Funds account for their activities using a current
financial resources measurement focus. With this measurement focus, only current assets and
current liabilities generally are included on the balance sheet. Operating statements of these funds
present increases (i.e. revenues and other financing sources) and decreases (i.e. expenditures and
other financing uses) in net current assets. These funds, as well as the Agency Funds, use the
modified accrual basis of accounting, under which revenues are recognized in the accounting period
in which they become both measurable and available. "Measurable" means the amount of the
transaction can be determined. "Available” means collectible within the current period or soon
enough thereafter to be used to pay liabilities of the current period. General property taxes,
self-assessed taxes, sales tax and investment earnings are recorded when earned as they are
measurable and available. Grant revenues are recognized as revenue when grant expenditures have
been recorded. Licenses and permits, charges for services, fines and forfeits and miscellaneous
revenues are recorded as revenues when received in cash because they are generally not
measurable until actually received. Expenditures are recorded in the accounting period in which the
fund liability is incurred, if measurable, except expenditures for debt service, prepaid expenditures,
and other long-term obligations which are recognized when paid. Expenditures for claims and
judgments, compensated absences, and other long-term obligations are accrued if expected to be
liquidated with available resources. During Fiscal Year 2000, the City began including Program
Income in the Grants Revenue Fund. This inclusion resulted in the recording of additional revenues
and expenditures in the fund.

Proprietary Funds, Pension Trust Funds and Non-Expendable Trust Funds are accounted for
on a flow of economic resources measurement focus. With this measurement focus, all assets and
all liabilities associated with the operation of these funds are included on the balance sheet. Fund
equity (i.e., net total assets) is segregated into contributed capital and retained earnings components.
Proprietary fund-type operating statements present increases (e.g., revenues) and decreases (e.g.,
expenses) in net total assets. These funds use the accrual basis of accounting where revenues are
recognized in the accounting period in which they are earned and expenses are recognized at the
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time the liabilities are incurred. Under GASB Statement No. 20, “Accounting and Financial Reporting
for Proprietary Activities”, Proprietary Funds will continue to follow FASB pronouncements issued on
or before November 30, 1989 unless those pronouncements conflict with or contradict GASB
pronouncements and will follow FASB standards issued after that date which do not conflict with
GASB standards. Water revenues, net of uncollectible accounts, are recognized as billed on the
basis of scheduled meter readings. Aviation revenue from Passenger Facility Charges is reserved
for capital purposes. Pension Trust Funds recognize employer and plan member contributions and
benefits and refunds paid in the period in which they are due and payable.

B. COMPONENT UNITS

The School District of Philadelphia prepares their financial statements in a manner similar to the
City and utilizes the full range of governmental and proprietary fund types as well as both account
groups.

The financial statements of the Community College Fund have been prepared on the accrual
basis. The College has elected to present its financial statements in accordance with the provisions
of the Audit Guide for Colleges and Universities published by the American Institute Of Certified
Public Accountants. The statement of current funds revenues, expenditures and other changes is a
statement of financial activities of current funds related to the current reporting period. It does not
purport to present the results of operations or the net income or loss for the period as would a
statement of income or a statement of revenues and expenses

In prior years, the Philadelphia Housing Authority presented their financial statements in a
governmental GAAP format. At the request of the US Department of Housing & Urban
Development, the Authority converted its reporting to the enterprise method, focusing on the flow of
economic resources. Accordingly, the beginning fund equity has been restated as follows:

Fund Equity as stated at March 31, 1999 $ 1,154,571,449

Adjustment to restate beginning balance
Elimination of amount to be provided for

retirement of general long term debt (55,632,722)

Inclusion of Blended Component Units 13,697,315
Correction of property ledger 45,059,252
Establish Turnkey llhomes for resale balance 14,374,032
Recognition of prior years accumulated depreciation (620,216,061)
Elimination of conduit-type debt 53,369,851
Elimination of HUD-held debt amortization fund (2,501,620)
Net Adjustment to restate beginning balance (551,849,953)
Equity at March 31,1999 $ 602,721,496

The remaining component units prepare their financial statements in a manner similar to that of
proprietary funds.

4. CASH AND INVESTMENTS

A. PRIMARY GOVERNMENT

The City utilizes a pooled Cash and Investments Account to provide efficient management of the
cash of most City funds. In addition, separate cash accounts are maintained by various funds due to
either legal requirements or operational needs. For Proprietary and Non-Expendable Trust Funds, all
highly
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liquid investments (except for Repurchase Agreements) with a maturity of three months or less when
purchased are considered to be cash equivalents.

The City reports investments at fair value. Short-term investments are reported at cost which
approximates fair value. Securities traded on national or international exchanges are valued at the
last reported sales price. The fair value of real estate investments is based on independent
appraisals. Investments which do not have an established market are reported at estimated fair
value.

Cash and investments are reflected as follows in the financial statements and related footnotes:

(Amounts In Thousands)

Statement Presentation Footnote Presentation

Cash On Deposit and On Hand $ 53,336 Cash & Cash Equivalents (Note I1l.1) $ 190,360
Equity In Treasurer's Account 6,209,140
Investments 217,021 Investments (Note 111.3) 7,949,871
Included In Restricted Assets 1,073,797
Other Assets 586,937

Total Cash & Investments $ 8,140,231 Total Cash & Investments $ 8,140,231

B. COMPONENT UNITS

The School District utilizes a pooled Cash and Investments Account to provide efficient management
of the cash of most School District funds. In addition, cash balances are maintained in separate
accounts by various funds due to either legal requirements or operational needs.

The investments of the various component units are carried at amortized cost or cost that
approximates fair value as prescribed by GASB Statement 31.

Combined cash and investments and amounts held by fiscal agents of the component units are
reflected as follows in the financial statements and related footnotes:
(Amounts In Thousands)

Statement Presentation Footnote Presentation

Cash On Deposit and On Hand $ 63,205 Cash & Cash Equivalents (Note I1l.1) $ 375,261
Equity In Pooled Cash and Investments 101,745
Investments 157,835
Amounts Held BY Fiscal Agent 46,543 Investments (Note 111.3) 506,289
Included In Restricted Assets 512,222
Total Cash & Investments $ 881,550 Total Cash & Investments $ 881,550

INVENTORIES

A. PRIMARY GOVERNMENT

All inventories are valued at moving average cost except for the following:

* Industrial and Commercial Development Fund inventory represents real estate held for resale
and is valued at cost.

e Governmental fund inventories consist of expendable supplies held for future use. These
supplies are recorded as expenditures at the time they are purchased. The inventories are fully
offset by a fund balance reserve to indicate that they do not constitute "available spendable
resources” even though they are a component of net current assets.
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B. COMPONENT UNITS
All inventories are valued at moving average cost except for the following:

e Gas Works inventory consists primarily of fuel stock and gases which are stated at the lower of
average cost or market.

e School District Food Services Fund inventories include food donated by the Federal Govern-
ment which was valued at government cost or estimated value. All other food or supply invento-
ries were valued at last unit cost and will be expensed when used.

e School District General Fund inventory includes books, school opening, custodial, summer
school and other supplies specifically acquired for use in the subsequent fiscal year. These
supplies are delivered to schools and other locations prior to the end of the fiscal year but are
recognized as expenditures in the following fiscal year. Accordingly, a fund balance reserve has
not been established.

* Housing Development Corporation inventory represents properties held for disposition or sale
and are valued at the lower of cost or market.

* Redevelopment Authority inventory represents real estate held for resale and is valued at
appraised value.

* Housing Authority inventories are valued at lower of cost or market, cost being determined on
a First-in, First-out basis

6. PROPERTY, PLANT AND EQUIPMENT

A. PRIMARY GOVERNMENT

Property, plant and equipment acquired or constructed for general governmental operations are
expensed in the fund making the expenditure and capitalized at cost in the General Fixed Assets
Account Group. Costs recorded in the General Fixed Assets Account Group do not include interest
incurred as a result of financing the assets’ acquisition or construction. Property, plant and
equipment acquired for Proprietary Fund operations are capitalized in the respective fund to which
they apply. Property, plant and equipment is stated at cost.

The City transfers Construction In Process to one or more of the major asset classes when project
expenditures are equal to or have exceeded 90% of the encumbered amount on new facilities
(except for the Aviation Fund which uses 80% as the determining percentage), when the
expenditures are for existing facilities or when they relate to specific identifiable items completed
during the year which were part of a larger project.

Where cost could not be determined from the records available, estimated historical cost was used
to record the value of the assets. Assets acquired by gift or bequest are recorded at their fair market
value at the date of gift. Upon sale or retirement, the cost of the assets and the related accumulated
depreciation, if any, are removed from the accounts. Maintenance and repair costs are charged to
operations.

Public Domain (“infrastructure™) general fixed assets consisting of certain improvements other than
buildings, including roads, bridges, curbs and gutters, streets and sidewalks and lighting systems, are
not capitalized along with other general fixed assets.

Cost of construction for Enterprise Fund fixed assets includes all direct contract costs plus overhead
costs. Overhead costs include direct and indirect engineering costs and interest incurred during the
construction period for projects financed with bond proceeds.

Interest is capitalized on proprietary fund assets acquired with tax-exempt debt. The amount of

interest to be capitalized is calculated by offsetting interest expense incurred from the date of the
borrowing until completion of the project with interest on invested proceeds over the same period.
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Depreciation on the fixed assets for all Proprietary Funds is provided on the straight line method
over their estimated useful lives: buildings - 20 to 50 years; equipment and storage facilities - 3 to 25
years; and transmission and distribution lines - 50 years. Contributed capital is reduced by the
depreciation expense on those assets which were financed by externally restricted grants.

B. COMPONENT UNITS

Depreciation is not provided for fixed assets recorded in the general fixed assets of the School
District. Depreciation on the fixed assets for all other component units is provided on the straight
line method over their estimated useful lives: buildings - 15 to 50 years; equipment and storage
facilities - 3 to 25 years; and transmission and distribution lines - 50 years. Contributed capital is
reduced by the depreciation expense on those assets which were financed by externally restricted
grants.

7. AMORTIZATION OF BOND DISCOUNT/ISSUANCE COSTS

In governmental fund types, bond discounts and issuance costs are recognized in the current period.
Bond discounts and issuance costs for Proprietary Funds are deferred and amortized over the term of
the bonds using the bonds outstanding method, except for the Gas Works Fund and the Redevelopment
Authority Fund which use the interest method and the straight line method, respectively.

8. INSURANCE

The City, except for the Airport and certain other properties, is self-insured for most fire and casualty
losses to its structures and equipment and provides statutory worker's compensation, unemployment
benefits, and health and welfare to its employees through a self-insured plan. A reserve for payment of
reported worker's compensation claims and incurred but unreported claims has been recorded in the
accompanying financial statements as Other Long-Term Obligations.

9. TAXLEVIES

Property Taxes are levied on a calendar year basis. The City's property taxes, levied on assessed
valuation as of January 1, are due and payable on or before March 31. Taxes levied are intended to
finance the fiscal year in which they become due. Current real estate rates are $8.264 on each $100
assessment; $4.519 for the School District and $3.745 for the City. Delinquent charges are assessed at
1.5% per month on all unpaid balances as of April 1. Real Estate tax delinquents are subject to lien as of
the following January 1. The City has established real estate improvement programs that abate, for
limited periods, tax increases that result from higher assessments for improved properties. Certain
incremental tax assessments are earmarked to repay loans from the City to developers who improve
properties under Tax Increment Financing agreements.

10. DEFERRED REVENUES

A. PRIMARY GOVERNMENT

Deferred revenues represent funds received in advance of being earned, or receivables which will be
collected and included in revenues of future fiscal years. In the General Fund, deferred revenues
relate principally to property tax receivables which were levied in the current and prior years but will
not be available to pay liabilities of the current period.

B. COMPONENT UNITS

Deferred revenue of the School District consists primarily of uncollected real estate taxes which
were levied in the current and prior years but will not be available to pay liabilities of the current
period. It is estimated that substantially all of the year-end balance will be received and recognized
as revenue in the subsequent year. Deferred revenues of the School District Categorical Fund
represents unearned grants.
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Community College Fund student tuition and fees received prior to June 30 which are applicable to
the Summer Il and Fall terms have been deferred and will be included in income in the subsequent
year.

11. CLAIMS, JUDGMENTS AND COMPENSATED ABSENCES

Claims, judgments, and compensated vacation absences are recorded as expenditures in the
Governmental Funds and Expendable Trust Funds when paid or when judgments have been rendered
against the City. Unpaid vacation leave at year end and lawsuits which the City Solicitor has deemed to
be a probable loss to the City are recorded in the General Long-Term Debt Account Group. These
unpaid amounts will be paid from expendable available resources provided for in the budgets of future
years. For Proprietary Funds, vacation leave is recorded as an expense when earned. Pending lawsuits
deemed by the City Solicitor to have a probable loss to the City are recognized as expenses and the
entire amount of the liability is recorded in the appropriate proprietary fund. Sick leave balances are not
accrued in the financial statements because sick leave rights are non-vesting.

12. ENCUMBRANCES

Encumbrance accounting, under which purchase orders, contracts, and other commitments for the
expenditure of monies are recorded in order to reserve that portion of the applicable appropriation, is
employed as an extension of formal budgetary integration in the Governmental Funds and Expendable
Trust Funds. Except for encumbrances expected to be financed by grants from other governments,
encumbrances outstanding at year-end are reported as reservations of fund balances since they do not
constitute expenditures or liabilities. Encumbrances expected to be financed by grants are not reported
since the method of accounting for grant activity, as described in Note 1.3.A, does not result in the
creation of a fund balance.

13. COMPONENT UNIT ACCRUED LIABILITIES, NOTES PAYABLE AND FIXED LIABILITIES

Accrued liabilities, notes payable and fixed liabilities of the Philadelphia Housing Authority (PHA) are
comprised primarily of accrued interest and notes or bonds payable which are the obligations of HUD.
Such obligations were issued by HUD to finance the acquisition, construction or rehabilitation of housing
units utilized by PHA in the Public Housing Program. HUD pays the annual debt service on these
obligations through annual contribution contracts.

14. MEMORANDUM ONLY - TOTAL COLUMNS

Total columns on the general purpose financial statements for the primary government and reporting
entity are captioned "Memorandum Only" to indicate that they are presented only to facilitate financial
analysis. Data in these columns does not present financial position, results of operations, or cash flows in
conformity with generally accepted accounting principles. Neither is such data comparable to a
consolidation. Interfund eliminations have not been made in the aggregation of this data.

. LEGAL COMPLIANCE

1. BUDGETARY INFORMATION

The City's budgetary process accounts for certain transactions on a basis other than generally accepted
accounting principles (GAAP basis). In accordance with the Philadelphia Home Rule Charter, the City
has formally established budgetary accounting control for its operating and capital improvement funds.

The operating funds of the City, consisting of the General Fund, six Special Revenue Funds (County
Liquid Fuels Tax, Special Gasoline Tax, Hotel Room Rental Tax, Grants Revenue, Community
Development and HealthChoices Behavioral Health Funds) and two Enterprise Funds (Water and
Aviation Funds), are subject to annual operating budgets adopted by City Council. These budgets
appropriate funds for all City departments, boards and commissions by major class of expenditure within
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each department. Major classes are defined as: personal services; purchase of services; materials and
supplies; equipment; contributions, indemnities and taxes; debt service; payments to other funds; and
miscellaneous. The appropriation amounts for each fund are supported by revenue estimates and take
into account the elimination of accumulated deficits and the reappropriation of accumulated surpluses to
the extent necessary. All transfers between major classes (except for materials and supplies and
equipment, which are appropriated together) must have councilmanic approval. Appropriations that are
not expended or encumbered at year end are lapsed. Departmental comparisons of budget to actual
activity are located in the City's Supplemental Report of Revenues and Obligations.

The City Capital Improvement Fund budget is adopted annually by the City Council. The Capital
Improvement budget is appropriated by project for each department. All transfers between projects
exceeding twenty percent for each project's original appropriation must be approved by City Council. Any
funds that are not committed or expended at year end are lapsed. Comparisons of departmental project
actual activity to budget are located in the City's Supplemental Report of Revenues and Obligations.

RECONCILIATION BETWEEN LEGAL AND GAAP STATEMENTS

The legally enacted basis schedules presented differ from the modified accrual basis of accounting as
explained in Note I. 3 above. These schedules differ from the GAAP basis statements in that both
expenditures and encumbrances are applied against the current budget, adjustments affecting activity
budgeted in prior years are accounted for through fund balance or as reduction of expenditures and
certain interfund transfers and reimbursements are budgeted as revenues and expenditures. In addition,
annual budgets are not adopted for the City Debt Service Fund, or any of the Municipal Authority or
PICA Funds for which budgetary statements are therefore not presented.

The following schedule reconciles the difference between the legally enacted basis and generally
accepted accounting principles (GAAP) basis presentations for governmental fund types:

A. REVENUES

(Amounts In thousands)

Special Capital
General Revenue Improvement
Revenues On GAAP Basis $ 2,571,902 $ 1,429,189 $ 27,454
Revenues Of Non-Budgeted Funds -- (274,029) (3,453)
Prior Year Revenue Adjustments - Net (21,860) 1,241 (139)
Interfund Transfers and Reimbursements 218,178 -- 52,203
Other (12,720) (94,840)
Revenues On Legal Basis $ 2,755,500 $ 1,061,561 $ 76,065
B. EXPENDITURES
(Amounts In thousands)
Special Capital
General Revenue Improvement
Expenditures on GAAP Basis $ 2,469,697 $ 731,311 $ 158,472
Expenditures of Non-Budgeted Funds -- (11,046) (3,767)
Current Year Operating Encumbrances 94,863 39,911 134,535
Current Year Grant Encumbrances -- 29,206 --
Expenditures Made Against Prior Year Encumbrances (52,900) (61,235) (66,208)
Interfund Transfers and Reimbursements 211,818 495,015 1,850
Other (12,233) (93,200) -
Expenditures and Encumbrances On Legal Basis $ 2,711,245  $ 1,129,962 $ 224,882
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3. AMENDMENTS

During the year, classification adjustments and supplementary appropriations were necessary for City
funds. Therefore, budgeted appropriation amounts presented are as subsequently amended by the City
Council.

As part of the amendment process, budget estimates of City-related revenues are adjusted and

submitted to City Council for review. Changes in revenue estimates do not need City Council approval,
but are submitted in support of testimony with regard to the appropriation adjustments.

4. OBLIGATIONS IN EXCESS OF APPROPRIATIONS

Obligations exceeded appropriations in one Special Revenue Fund for the fiscal year as shown below:

Fund Expenditure Classification
Hotel Room Rental Tax Fund Contributions, Indemnities and Taxes $ 1,641,050

. DETAILED NOTES ON ALL FUNDS AND ACCOUNTS

1. CASH

Statutes require banks to collateralize City deposits at amounts equal to or in excess of the City's
balance. Such collateral is to be held in the City's name by the Federal Reserve Bank or the trust
department of a commercial bank other than the pledging bank.

At year-end, the carrying amount (book balance) of deposits for the City and the bank balance were
$190.4 million and $190.1 million, respectively. The amount of the total cash balance per bank records is
classified into three categories of custodial credit risk: (1) cash that is insured or collateralized with
securities held by the City or by its agent in the City's name, (2) cash collateralized with securities held
by the pledging financial institution's trust department or agent in the City's name, and (3)
uncollateralized bank accounts.

The deposits of the City and its component units are classified as follows at year-end:

(Amounts In Thousands)

Custodial Credit Risk Category

1 2 3 Total Bank Book

Balance Balance
Primary Government $ 100 $ 133,307 $ 56,699 $ 190,106 $ 190,360
Component Units $ 29,244 $ 16 $ 361,121 $ 390,381 $ 375,261

From February to early June, uncollateralized deposits of the City and School District significantly
exceeded the amounts reported at year end. This was due to cyclical tax collections (billings for taxes
are mailed in January and payable in March).
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SECURITIES LENDING

The Board of Directors of the Municipal Pension Fund (Pension Fund) and the Sinking Fund Commission
(on behalf of the Philadelphia Gas Works Retirement Reserve Fund (PGWRR)) have each authorized
management of the respective funds to participate in securities lending transactions. Each fund has
entered into a Securities Lending Agreement with its custodian bank to lend its securities to
broker-dealers.

The Pension Fund lends U.S. Government and U.S. Government Agency securities, domestic and
international equity securities and international fixed income securities and receives cash and securities
issued or guaranteed by the federal government as collateral for these loans. Securities received as
collateral can not be pledged or sold except in the case of a borrower default. The market value of
collateral must be at least 102% (in some cases 105%) of the underlying value of loaned securities. The
Pension fund has no restriction on the amount of securities that can be lent. The Pension Fund’s
custodian bank indemnifies the Fund by agreeing to purchase replacement securities or return cash
collateral if a borrower fails to return securities or pay distributions thereon. The maturity of investments
made with cash collateral generally did not match the maturity of securities loaned during the year or at
year-end. The Pension Fund experienced no losses from securities transactions during the year and had
no credit risk exposure at June 30.

The PGWRR lends U.S. Treasury, federal agency, and DTC-eligible corporate debt and equity securities
and receives cash, U.S. Treasury and federal agency securities and letters of credit as collateral for
these loans. Securities received as collateral can not be pledged or sold except in the case of a borrower
default. The market value of collateral must be 102% of the total of the market value of loaned
securities plus any accrued interest. The PGWRR placed no restrictions on the amount of securities that
could be lent. The PGWRR'’s custodian bank does not indemnify the PGWRR in the event of a borrower
default except in cases involving gross negligence or willful misconduct on the custodian’s part. Maturity
of investments made with cash collateral are generally matched with maturity of loans. The PGWRR
experienced no losses and had no credit risk exposure at June 30th.

INVESTMENTS

A. PRIMARY GOVERNMENT

Statutes authorize the City to invest in obligations of the Treasury, agencies, and instrumentalities of
the United States, repurchase agreements, collateralized certificates of deposit, bank acceptance or
mortgage obligations, certain corporate bonds, and money market funds. The Pension Trust Fund is
also authorized to invest in corporate bonds rated AA or better by Moody's Bond Ratings, common
stocks and real estate.

The investments of the City are categorized below to give an indication of the level of risk assumed
by the entity at year-end. Category 1 includes investments that are insured or registered or for which
the securities are held by the City or its agent in the City's name. Category 2 includes uninsured and
unregistered investments for which the securities are held by the counterparty's trust department or
agent in the City's name. Category 3 includes uninsured and unregistered investments for which the
securities are held by the counterparty, or by its trust department or agent, but not in the City's name.
Investments at year-end consist of:
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(Amounts In Thousands)

Category Fair
Investment Type 1 2 3 Value
Repurchase Agreements $ -- $ 307,766 $ 63,325 $ 371,091
U.S. Government Securities 464,313 33,111 26,658 524,082
U.S. Government Agency Securities 989,870 -- 23,378 1,013,248
Corporate Bonds 977,571 -- 707 978,278
Corporate Equities
Not On Securities Loan 3,140,052 -- 1,942 3,141,994
On Loan For Securities Collateral 1,661 -- -- 1,661
Closed-Ended Mutual Funds -- -- -- --
Mortgages 56,823 - -- 56,823
Other Investments 203,366 18,909 70,718 292,993
Total Categorized Investments  $ 5,833,656 $ 359,786 $ 186,728 6,380,170
Short Term Investment Pools 252,390
Real Estate 3,889
Partnerships 25,362
Financial Agreements 127,076
Investments Held By Broker-Dealers Under Securities Loans With Cash Collateral:
U.S. Government Securities 393,524
Corporate Bonds 5,517
Corporate Equities 175,006
Securities Lending Investment Pool 586,937
Total Investments $ 7,949,871

Securities lent at year end by the Municipal Pension Fund and the PGW Retirement Reserve Fund
for cash collateral are presented as unclassified in the schedule above. Securities lent for securities
collateral are classified according to the category for the collateral.

The Municipal Pension Fund owns approximately 70.8% of total investments and 86.4% of the
investments in Category 1.

COMPONENT UNITS

The investments of the City's component units are categorized below, based on the criteria described
above, to give an indication of the level of risk assumed by the entity at year-end and consist of:

(Amounts In Thousands)

Category Fair

Investment Type 1 2 3 value
Repurchase Agreements $ 204,904 $ -- $ -- $ 204,904
U.S. Government & Agency Securities 174,233 -- 64,645 238,878
Corporate Equity 10 -- -- 10
Other Investments -- -- 38,282 38,282
Total Categorized Investments  $ 379,147 $ -- $ 102,927 482,074
Short-Term Investment Pools 24,215
Total Investments $ 506,289
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AMOUNTS HELD BY FISCAL AGENT

Restricted Assets - Cash and Cash Equivalents include Proprietary Fund Amounts Held By Fiscal Agent
which consist entirely of year-end cash and investment balances related to the net proceeds of PAID's
Airport Revenue Bonds, Series 1998A. In accordance with GASB Interpretation No. 2, these bonds are
considered by PAID to be conduit debt. Therefore, no asset related to the bond proceeds is reported in
PAID's December 31, 1999 financial statements. Instead, the proceeds (which are held by a fiscal agent
and disbursed at the City's direction to pay for capital improvements) are shown as assets of the City.
These cash and investment balances are included in the amounts categorized in Notes 1ll.1 and 111.3
above.

INTERFUND RECEIVABLES AND PAYABLES

A. PRIMARY GOVERNMENT

Interfund receivable and payable balances among Primary Government funds at year end are as

follows:
(Amounts In Thousands)
Due From Other Funds Due To Other Funds

General Fund $ 9,227 $ 699
Special Revenue Funds:

Community Development Fund -- 5,366

PICA Administrative Fund 235 3,861
Debt Service Funds:

PICA Debt Service Fund - 235
Trust and Agency Funds

Departmental Custodial Funds 699
Total Primary Government Interfund Receivables and Payables $ 10,161 $ 10,161

B. COMPONENT UNITS

Interfund receivable and payable balances among the Primary Government and Component Units at
year end are as follows:
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(Amounts In Thousands)

Due From Other Funds Due To Other Funds

Primary Government

General Fund $ 17,399 $
Special Revenue Funds:

Hotel Tax Fund - 5,230

Grants Revenue Fund - 848

HealthChoices Behavioral Health Fund - 19,594

Community Development Fund - - 1,075 26,747
Capital Improvement Funds:

City Capital Improvement Fund 410

Component Units
Philadelphia. Housing Development Corp. 1,923 410

Philadelphia Gas Works - 3,000

Philadelphia Parking Authority - 21,894

School District of Philadelphia

Community Behavioral Health 26,400

Philadelphia Authority for Industrial Development 922 3,661

Pennsylvania Convention Center Authority 5,230 34,475 17,399 46,364
52,284 73111

Timing Differences Between Fiscal Years:
» Community Behavioral Health amounts Due
From the HealthChoices Behavioral Health Fund

represent amounts due at December 31, 1999 (6,806)

» Gas Works amounts Due to General Fund at
August 31, 1999 represents rent for the period
July 1, 1999 to August 31, 1999. - (3,000)

Philadelphia Authority for Industrial Development
amounts Due To Primary Government represent

sales and rental proceeds due at December 31, 1999 (922) (3,661)

Parking Authority Fund Due To Aviation
Fund March 31, 2000 represents parking
income paid in June 2000 -- (21,894)

Total Interfund Receivables and

Payables With Component Units $ 44,556 $ 44,556

0 0

COMPONENT UNIT FINANCIAL INSTRUMENTS

The Redevelopment Authority (RDA) has entered into mortgage loan and note receivable agreements
for approximately $9.4 million and $25.3 million, respectively, in connection with the RDA's activities. In
addition to specific property collateralizing the mortgage loans, they are insured for at least 90% of the
outstanding balance depending on the specific revenue bond program. In addition, the RDA held certain
FNMA and GNMA investments for $24.6 million and $10.8 million respectively at year-end in connection
with their Bottom Line and Housing Opportunities bond programs. These investments are collateralized
by the underlying properties.
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7. CHANGES IN GENERAL FIXED ASSETS

A. PRIMARY GOVERNMENT
The following schedule reflects the combined changes in general fixed assets for the City and
Municipal Authority during the year.
(Amounts In Millions)
Beginning Ending
Balance Additions Retirements Transfers Balance
Land $ 4009 $ $ -- $ 75 % 408.4
Buildings 1,170.3 (0.1) 41.1 1,211.3
Other Improvements 315.6 -- (70.4) 16.8 262.0
Equipment 456.6 50.4 (5.4) 1.2 502.8
Transit 172.9 -- -- 172.9
Leased Equipment 0.1 -- (0.1) --
Construction In Process 314.0 100.7 (66.5) 348.2
Totals $ 2,830.4 $ 151.1 % (75.9) $ 0.0 $ 2,905.6

B. COMPONENT UNITS

The following schedule reflects the combined changes in general fixed assets for the School District
of Philadelphia during the year.

(Amounts In Millions)

Beginning Ending

Balance Additions Retirements Transfers Balance
Land $ 86.3 $ 42 % -- $ -- $ 90.5
Buildings & Improvements 1,233.1 50.5 (8.2) 90.0 1,365.4
Equipment 164.3 10.6 (0.6) - 174.3
Construction In Process 124.0 70.9 -- (90.0) 104.9
Totals $ 1,607.7 $ 136.2 $ (8.8) $ $ 1,735.1

8. PROPERTY, PLANT AND EQUIPMENT

A. PRIMARY GOVERNMENT

The following is a summary of the property, plant and equipment of the City's Enterprise Funds at

year-end:
(Amounts In Millions)
Total
Water Aviation Enterprise

Fund Fund Funds
Buildings & Improvements $ 1,209.2 $ 1,067.6 $ 2,276.8
Equipment 1,465.9 27.7 1,493.6
Construction In Process 112.8 155.4 268.2
2,787.9 1,250.7 4,038.6
Accumulated Depreciation (1,207.0) (462.1) (1,669.1)
1,580.9 788.6 2,369.5
Land 5.9 71.9 77.8
Totals $ 1,586.8 $ 860.5 $ 2,447.3
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B. COMPONENT UNITS

The following is a summary of the property, plant and equipment of the City's Component Units at

year-end:
(Amounts In Millions)
Pennsylvania Redevelopment
Penn's Convention Philadelphia Authority Philadelphia Community Community Philadelphia Total
Landing Center Parking of the City Gas Behavioral College of Housing Component
Buildings & Improvements $ 54 $ 3409 % 1455 % 88 $ 1076 $ - $ 1087 $ 12954 % 20123
Equipment 22 88 26.1 16 11514 50 297 378 1,262.6
Construction In Process 39 - - - 70.2 - - - 741
115 349.7 1716 104 1,329.2 50 1384 1,3332 3,349.0
Accumulated Depreciation 3.7) (64.0) (49.5) (4.8) (478.0) (2.7) (62.1) (652.4) (1,317.2)
78 285.7 1221 56 851.2 23 76.3 680.8 2,031.8
Land 22 10 - 0.5 53 - 157 29.4 54.1
Totals $ 100 $ 2867 % 1221 %, 61 $ 8565 % 23 8 920 $ 710.2 20859

(1) Amounts are presented as of the close of their fiscal year on March 31, 2000
(2) Amounts are presented as of the close of their fiscal year on August 31, 1999
(3) Amounts are presented as of the close of their fiscal year on December 31, 1999.

9. NOTES PAYABLE

A. PRIMARY GOVERNMENT

The City, through the Office of Housing and Community Development (OHCD) has entered into an
agreement with the Philadelphia Housing Authority (PHA) whereby PHA will loan the City an amount
not to exceed $4.5 million which will be secured with a non-interest bearing Promissory Note for
which the City is liable. The City will draw down against the authorized loan on an "as needed" basis.
The loan will be repaid annually commencing June 30, 2001. The proceeds will be used to fund the
Blight Removal Program. The City anticipates that these expenditures will be reimbursed through
future grant funds received through the Community Development Block Grant. Through June 30,
2000, the City received $1.3 million.

B. COMPONENT UNITS

e The Philadelphia Gas Works, pursuant to the provisions of certain Ordinances and Resolutions,
may sell short-term notes in a principal amount which, together with the interest thereon, will not
exceed $100 million outstanding at any one time. These notes are intended to provide additional
working capital. They are supported by an irrevocable letter of credit and a subordinated security
interest in the Fund's revenues. The notes outstanding at year end (August 31, 1999) had an
average weighted interest rate of approximately 3.40% and terms to maturity of 36 to 191 days.
The principal amount outstanding was $75.0 million.

e The Redevelopment Authority has issued a series of Mortgage Notes Payable with an
outstanding balance at year end of $31.3 million related to various projects of the Authority.
These notes have interest rates ranging from 0% to 10.56%. Aggregate minimum principal
payments on these notes are as follows:
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Eiscal Year Amount
2001 $ 19,567,582
2002 326,803
2003 337,075
2004 347,981
2005 436,060

Thereafter 10,379,435
Total $ 31,394,936

The Community College of Philadelphia borrowed $30.6 million under an agreement with the
Hospitals and Higher Education Facilities Authority dated June 1, 1994. Of the proceeds, $14.9
million was used to retire Series 1989 bonds. This debt is considered to be defeased and the
liability has been removed from the College's Plant Fund. This portion of the obligation is
payable over 15 years at interest rates ranging from 3.75% to 6.15% with an average annual
debt service payment of $1.5 million. The remaining $15.7 million was used to fund capital
projects. This portion of the debt was refinanced by the note described below. The remaining
payments are scheduled through fiscal year 2006 at interest rates ranging from 5.3% to 5.95%
with average annual debt service of $844,568.

In May, 1999 the College entered a loan agreement with the Hospitals and Higher Education
Facilities Authority to borrow $9.6 million. Of the proceeds of $9.3 million (net of bond discount
and issuance costs), $300,000 was used for capital improvements. The remaining $9.1 million
was used to purchase U.S. Government Securities which were deposited with an escrow agent to
provide for future debt service payments on the 1994 Series Bonds for the years 2007-2014. As
a result, that portion of the 1994 Bonds are considered defeased and the related debt has been
removed from the College's Plant Fund. The 1999 series debt is payable over 15 years at inter-
est rates ranging from 3.4% to 4.88% with average annual debt service of $993,000. The call
date on these bonds is May 1, 2004.

Under a revolving loan agreement dated October 1, 1996 with the State Public School Building
Authority, the College borrowed $1,005,200 for lighting conversion and related energy projects.
The College borrowed an additional $155,100 in August, 1997. The loans are scheduled to be
repaid over a five year period through October 1, 2001 at a fixed annual rate of 6.25% and
combined annual debt service payment of $207,641.

In July, 1998 the College entered a loan agreement with the Hospitals and Higher Education
Facilities Authority to borrow $9.4 million to fund capital projects. This obligation is payable over
20 years at interest rates ranging from 3.9% to 5.23% with an average annual debt service
payment of $757,387.

The combined principal balance outstanding at year end for all notes was $33.5 million with
combined repayments as follows:
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Period Amount
2000 to 2001 $ 2,211,385
2001 to 2002 2,217,952
2002 to 2003 2,155,000
2003 to 2004 2,275,000
2004 to 2005 2,385,000
2005 to 2018 22,245,000

Total $ 33,489,337

* The Philadelphia Parking Authority in prior years borrowed a total of $18.3 million in the form
of bank notes ranging in maturity from 3-15 years and in interest rates from 5.1-6.5%. The
proceeds of these notes were used to finance the purchase of automobiles to be used in opera-
tions, a parking facility, building improvements and the development of a records department.
Of the total amount, a $6,000,000 note whose proceeds were used to finance the parking facility
was retired by proceeds from the Parking Revenue Bonds, Series 1999 (see note 111.10.B.(2).

The total outstanding principal balance of these notes at March 31, 2000 was $10,993,701
subject to the following repayment schedule:

Eiscal Year Amount
2001 $ 354,852
2002 358,689
2003 5,081,980
2004 406,786
2005 433,204

Thereafter 4,358,190
Total $ 10,993,701

10. DEBT PAYABLE

A. PRIMARY GOVERNMENT LONG-TERM DEBT PAYABLE

(1) General Obligation Debt Payable

The City is subject to a statutory limitation established by the Commonwealth of Pennsylvania for
bonded indebtedness (City General Obligation Bonds) payable principally from property taxes. The
statutory limit for the City is $1.2 billion. The City General Obligation Debt net of cash and
investments available for bond retirement is $899.4 million, leaving a legal debt borrowing capacity
of $342.1 million.

The following schedule reflects the changes in long-term debt as shown in the Combined General
Long-Term Debt Account Group for the fiscal year:
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(Amounts In Millions)

Beginning Retirements Ending
Balance Additions & Transfers Balance
General Obligation Bonds:
Term Bonds $ 1,388.4 $ -- $ (56.7) $ 1,331.7
Refunding Bonds 304.9 -- (25.0) 279.9
Serial Bonds 387.9 -- (34.9) 353.0
Total G.O. Bonds 2,081.2 - (116.6) 1,964.6
Obligations Under Capital Leases 68.0 -- (4.5) 63.5
Other Long-Term Obligations:
Indemnity Claims 42.0 45.8 (29.7) 58.1
Worker's Compensation Claims 75.3 29.5 (32.6) 72.2
Termination Compensation Payable 97.2 64.1 (54.3) 107.0
Pension Service Agreement 1,297.4 5.6 -- 1,303.0
Total Other Obligations 1,511.9 145.0 (116.6) 1,540.3
Total Long-Term Debt $ 3,661.1 $ 145.0 $ (237.7) $ 3,568.4

In addition, both blended component units have debt that is classified on their respective balance
sheets as General Obligation debt payable. The following schedule summarizes the General
Obligation Bonds outstanding for the City, the Municipal Authority and PICA:

(Amounts In Millions)

Interest
Rates Principal Due Dates
Governmental Funds:
City 1.0 % to 115 % $ 648.7 Fiscal 2001 to 2028
Municipal Authority 2.35 % to 8.625 % 356.5 Fiscal 2001 to 2019
PICA 4.00 % to 6.0 % 959.4 Fiscal 2001 to 2023
1,964.6
Enterprise Funds
Water Fund 1.0 % to 7.75 % 15.5 Fiscal 2001 to 2012
Aviation Fund 5.0 % to 11.5 % 23.0 Fiscal 2001 to 2005
38.5
Total General Obligation Bonds $ 2,003.1

Also, the City has General Obligation Bonds authorized and unissued at year end of $348.0 million
for Governmental Funds and $303.6 million for Enterprise Funds.
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The debt service through maturity for the General Obligation Debt is as follows:

(Amounts In Millions)

City Funds Blended Com ponent Units

General Fund Water Fund Aviation Fund Municipal Authority PICA
Principal Interest Principal Interest Principal Interest Principal Interest Principal Interest
$ 427 % 325 $ 23 % 0.2 $ 116 $ 1.0 $ 21.8 $ 226 $ 576 $ 49.4
42.1 30.5 1.7 0.1 3.7 0.5 24.7 21.7 61.2 46.1
39.9 28.5 1.1 0.1 2.6 0.4 25.6 20.6 36.6 42.6
38.4 26.4 1.1 0.1 2.7 0.2 24.7 19.5 35.5 40.8
22.8 24.4 1.2 0.1 2.4 0.1 21.6 18.5 47.0 39.0
462.8 278.8 8.1 0.3 -- -- 238.1 150.7 721.5 324.5
$ 648.7 $ 4211 $ 155 % 09 $ 23.0 $ 22 $ 356.5 $ 2536 $ 959.4 $ 542.4

(2) Revenue Debt Payable

Several of the City's Enterprise Funds have issued debt payable from the revenues of the
particular entity. The following schedule summarizes the Revenue Bonds outstanding at year end:

(Amounts In Millions)

Interest
Rates Principal Due Dates
Water Fund 1.41 % to 10.0 % $ 1,738.7 Fiscal 2001 to 2028
Aviation Fund 4.5 % to 6.1 % 962.2 Fiscal 2001 to 2028
Total Revenue Debt Payable $ 2,700.9

The debt service through maturity for the Revenue Debt Payable is as follows:

(Amounts In Millions)

Fiscal Water Fund Aviation Fund
Year Principal Interest Principal Interest
2001 $ 59.1 $ 88.1 $ 19.2 % 31.1
2002 61.4 85.8 26.6 41.2
2003 63.9 83.4 28.4 49.8
2004 66.7 80.7 29.9 48.3
2005 69.5 77.9 31.5 46.6
Thereafter 1,418.1 635.4 826.6 550.6
Totals $ 1,738.7 $ 1,051.3 $ 962.2 $ 767.6

(3) Defeased Debt

As of the current fiscal year end, the City had defeased certain bonds by placing the proceeds of
new bonds in irrevocable trusts to provide for all future debt service payments on the old bonds.
Accordingly, the trust account assets and the liability for the defeased bonds are not included in the
City's financial statements. At year end, $1,599.5 million of bonds outstanding pertaining to the
following funds and account groups are considered defeased:
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(Amounts In Thousands)

Governmental Funds:

General Long-Term Debt $ 31,375

PICA 934,665

Municipal Authority 154,155
Enterprise Funds:

Water Fund Revenue Bonds 479,265

Total $ 1,599,460

During the current fiscal year, the City issued the following refunding bonds to defease existing
debt:

* In July, 1999 the City issued $33.0 million of Water and Wastewater Revenue Refunding
Series 1999 Bonds. The proceeds of these bonds were used to refund a portion of the 15th
Series Water and Wastewater Revenue Bonds maturing from 2000 through 2005 in the amount
of $32.3 million. The cash flows required by the new bonds are $3.3 million less than the cash
flow required by the refunded bonds. The economic gain on the refunding (the adjusted present
value of these reduced cash flows) was $3.2 million. This early extinguishment of debt resulted
in an accounting loss of approximately $1.6 million representing the difference between the
reacquisition price of $33.9 million and the amount of debt extinguished of $32.3 million. The
resulting loss will be amortized over the life of the refunded bonds at a rate of $0.3 million
annually through July, 2005.

(4) Short -Term Borrowings

The City has statutory authorizations to negotiate temporary loans for periods not to extend beyond
the fiscal year. The City repaid $270.0 million in Tax and Revenue Anticipation Notes by June 2000
plus interest. In accordance with statute there are no temporary loans outstanding at year end.

(5) Arbitrage Liability

The City has several series of General Obligation and Revenue Bonds subject to federal arbitrage
requirements. Federal tax legislation requires that the accumulated net excess of interest income
on the proceeds of these issues over interest expense paid on the bonds be paid to the federal
government at the end of a five-year period. The present value of the estimated liability at year
end has been calculated for each issue independently and recorded in the appropriate fund or
account group. At June 30, the Water Fund and Aviation Fund had recorded liabilities of $7.6
million and $3.5 million respectively.

COMPONENT UNIT LONG-TERM DEBT PAYABLE

(1) General Obligation Debt Payable

One discretely presented component unit, the School District of Philadelphia, has debt that is
classified as General Obligation debt payable. The General Obligation Bonds outstanding at year
end total $891.4 million in principal, with interest rates from 3.4% to 6.9% and have due dates from
2002 to 2029.

The following schedule reflects the changes in long-term debt for the School District's General
Long-Term Debt Account Group for the fiscal year:
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(Amounts In Millions)

Beginning Retirements Ending

Balance Additions & Transfers Balance
General Obligation Bonds $ 822.1 $ 179.7  $ (110.4) $ 891.4

Other Long-Term Debt:

Severance Payable 137.0 21.4 (11.1) 147.3
Termination Compensation Payable 247.6 25.2 (16.3) 256.5
Other 61.7 43.1 (24.9) 79.9
446.3 89.7 (52.3) 483.7
Total Long-Term Debt $ 1,268.4 $ 269.4 $ (162.7) $ 1,375.1

Debt service to maturity on the School District's general obligation bonds at year end is
summarized as follows:

(Amounts In Millions)

Fiscal
Year Principal Interest
2001 $ 20.2 $ 55.0
2002 39.7 38.3
2003 34.6 43.4
2004 36.2 41.8
2005 38.0 40.1
Thereafter 722.7 472.1
Totals $ 891.4 $ 690.7

(2) Revenue Debt Payable

Several of the City's Proprietary Type Component Units have issued debt payable from the
revenues of the particular entity. The following schedule summarizes the Revenue Bonds
outstanding at year end:

(Amounts In Millions)

Interest
Rates Principal Due Dates
Convention Center Authority 5.75 % to 6.875 % $ 267.7 Fiscal 2001 to 2020
Parking Authority 3.5 % to 5.75 % 353.8 Fiscal 2001 to 2029
Gas Works 4.4 % to 7.7 % 878.2 Fiscal 2000 to 2029
Redevelopment Authority 4.05 % to 10.25 % 61.0 Fiscal 2001 to 2029
Total Revenue Debt Payable $ 1,560.7

In June, 1998 the Gas Works issued revenue bonds as described in the Defeased Debt section
below.
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The Philadelphia Parking Authority had 2 new revenue bond issues during the year:

* Series 1999A Parking Revenue Bonds in the amount of $47,390,000 with interest rates from
4.0% - 5.25% maturing through 2029. These bonds were issued In May, 1999 to retire existing
bank notes in the amount of $10.3 million and to fund the acquisition and development of
various parking facilities.

* Series 1999 Airport Parking Revenue Bonds in the amount of $155,660,000 with interest rates
from 4.4% - 5.625% maturing through 2029. These bonds were issued to fund two new airport
parking garages and other parking facility capital projects at the airport.

In December 1999, the Redevelopment Authority issued $2.0 million in principal of Multiple
Draw 1999 Series B bonds with an initial interest rate of 4.9% due on August 1, 2002. The
proceeds of the bonds will be used to redeem various outstanding bond issues.

The debt service through maturity for the Revenue Debt Payable of Component Units is as follows:

(Amounts In Millions)

Pennsylvania Redevelopment
Convention Philadelphia Philadelphia Authority of the City

Fiscal Center Authority Parking Authority ¥ Gas Works T of Philadelphia
Year Principal Interest Principal Interest Principal Interest Principal Interest
2001 $ 6.7 $ 17.6 $ 4.7 $ 10.6 $ 34.6 $ 48.4 $ 1.2 % 3.7
2002 7.2 17.1 5.9 10.6 35.3 47.8 6.1 3.7
2003 7.6 16.7 8.8 10.5 35.1 46.5 0.9 3.4
2004 8.1 16.2 9.2 10.3 32.6 46.7 1.1 3.3
2005 8.6 15.6 9.6 10.2 31.4 45.6 1.6 3.1
Thereafter 229.5 134.7 315.6 153.1 709.2 359.8 50.1 51.3

Totals $ 267.7 % 217.9 $ 353.8 $ 205.3 $ 878.2 $ 594.8 $ 61.0 $ 68.5

T - Gas Works amounts are presented as of its fiscal year ended August 31, 1999.
T - Parking Authority amounts are presented as of its fiscal year March 31, 2000.

(3) Defeased Debt

At year end, $993.6 million of defeased bonds are outstanding from the following Component Units
of the City as shown below:

(Amounts In Millions)

Pennsylvania Convention Center Authority $ 260.6
Philadelphia Parking Authority 55.9
Philadelphia Gas Works t 460.1
School District of Philadelphia 217.0

Total $ 993.6

t - Gas Works amounts are presented as of August 31, 1999

In July, 1999 the Gas Works issued $176.3 million of new debt for the purpose of retiring
approximately $59.3 million of existing debt and establishing funds to support capital spending.
The refunding of existing debt at lower interest rates resulted in an accounting loss of $8.9 million
but a new present value savings of $6.5 million. As of PGW's August 31, 1999 fiscal year-end, the

45



CITY OF PHILADELPHIA
NOTES TO FINANCIAL STATEMENTS (Continued)
FOR THE FISCAL YEAR ENDED JUNE 30, 2000

$100.00 million raised to support capital construction activity remains on deposit in a restricted
account for capital purposes.

(4) Other Long-Term Debt

* The School District had loans payable of $2.1 million at year-end consisting of an interest-free
federal asbestos loan expected to be repaid over the next seven years.

11. LEASE COMMITMENTS AND LEASED ASSETS

A. CITY AS LESSOR

The City's operating leases consist principally of leases of airport facilities, recreation facilities,
certain transit facilities and various other real estate and building sites.

Rental income for all operating leases for the year was as follows:

(Amounts In Thousands)

Primary Government Component Units
Governmental Proprietary
Funds Funds
Minimum Rentals $ 14,822 $ 13,115 $ 852
Additional Rentals 6,296 72,298
Total Rental Income $ 21,118 $ 85,413 $ 852

As of year end, future minimum rentals receivable under noncancelable operating leases are as

follows:
(Amounts In Thousands)
Primary Government Component Units
Fiscal Year Ending Governmental Proprietary

June 30 Funds Funds
2001 $ 7,516 $ 14,993 $ 1,474
2002 5,245 14,523 1,242
2003 4,494 13,527 1,201
2004 2,718 13,275 1,142
2005 2,747 13,275 1,075
Later Years 1,934 125,512 19,051
$ 24,653 $ 195,105 $ 25,185
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CITY AS LESSEE

(1) OPERATING LEASES

The City's operating leases consist principally of leases for office space, data processing
equipment, duplicating equipment and various other items of property and equipment to fulfill
temporary needs.

Rental expense for all operating leases for the year was as follows:

(Amounts In Thousands)

Primary Government Component Units
Governmental Proprietary
Funds Funds
Minimum Rentals $ 33,507 $ 10,865 $ 39,914
Additional Rentals -- -- --
Total Rental Expense $ 33,507 $ 10,865 $ 39,914

As of year end, future minimum rental commitments for operating leases having an initial or
remaining noncancelable lease term in excess of one year are as follows:

(Amounts In Thousands)

Primary Government Component Units
Fiscal Year Ending Governmental Proprietary
June 30 Funds Funds
2001 $ 4,522 % 449 $ 18,699
2002 4,614 488 15,311
2003 4,579 251 12,205
2004 4,211 112 8,378
2005 3,936 -- 7,030
Later Years 5,560 -- 18,166
Total $ 27,421 $ 1,300 $ 79,789

(2) Capital Leases

Capital leases consist of leased real estate included in the General Fixed Assets Account Group.
As of year end, future minimum rental commitments of the City under capital leases are as follows:

(Amounts In Thousands)

Primary Government

Fiscal Year Ending General Long
June 30 Term Debt

2001 $ 4,106

2002 4,105

2003 4,105

2004 4,103

2005 4,106

Thereafter 90,274

Future Minimum Rental Payments 110,799

Interest Portion of Payments (52,884)

Obligation Under Capital Leases $ 57,915
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12. DEFERRED COMPENSATION PLANS

A. PRIMARY GOVERNMENT

The City offers its employees a deferred compensation plan in accordance with Internal Revenue
Code section 457. As required by the Internal Revenue Code and Pennsylvania laws in effect at
June 30, 2000, the assets of the plan are held in trust for the exclusive benefit of the participants and
their beneficiaries. In accordance with GASB Statement No. 32, Accounting and Financial Reporting
for Internal Revenue Code Section 457 Deferred Compensation Plans, the City does not include the
assets or activity of the plan in its financial statements.

B. COMPONENT UNITS

The Gas Works offers its employees a deferred compensation plan in accordance with Internal
Revenue Code section 457. As of the Gas Works' fiscal year ended August 31, 1999 the Plan was
amended to comply with subsection (g) of the code through the creation of trust in which all assets
and income of the Plan are to be held for the exclusive benefit of participants and their beneficiaries.
As a result, the company no longer owns the assets of the Plan nor has a contractual liability to Plan
participants.

13. RETAINED EARNINGS/FUND BALANCE RESERVATIONS AND DESIGNATIONS

The City and its component units have reserved or designated portions of several funds’ Retained
Earnings or Fund Balances. Following is a description of all such reservations and designations:

Reserved for Debt Service - An account used to segregate a portion of Retained Earnings for debt
service resources legally restricted to the payment of long-term debt principal and interest amounts
maturing in future years.

Reserved for Capital Purposes - An account used to segregate a portion of Retained Earnings for
resources legally restricted to expenditures of a capital nature.

Reserved for Rate Stabilization - An account used to segregate a portion of Retained Earnings
required to segregate assets to offset future deficits and corresponding rate increase requirements.

Reserved for Inventories - An account used to segregate a portion of Fund Balance to indicate that
inventory does not represent available, spendable resources even though it is a component of
assets.

Reserved for Encumbrances - An account used to segregate a portion of Fund Balance for
expenditure upon vendor performance.

Reserved for Self-Insurance - An account used to segregate a portion of Fund Balance for the
School District's Weekly Indemnity Insurance coverage.

Reserved for Debt Service Principal - An account used to segregate a portion of Fund Balance for
debt service resources legally restricted to the payment of long-term debt principal maturing in future
years.

Reserved for Debt Service Interest - An account used to segregate a portion of Fund Balance for
debt service resources legally restricted to the payment of long-term debt interest amounts in future
years.

Reserved for Trust Principal - An account used to segregate a portion of Fund Balance to indicate
that a portion of the Trust Fund Assets do not represent available, spendable resources.

Reserved for Intergovernmental Financing - An account used to segregate a portion of Fund
Balance to finance possible future General Fund deficits and capital programs.

Reserved for Intergovernmentally Financed Programs - An account used to segregate a portion
of Fund Balance legally restricted to programs to improve the City's financial status.
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Reserved for Program Purposes - An account used to segregate a portion of Fund Balance for the
purpose of maintaining and operating the City's Community College and Housing Authority.

Reserved for Managed Care - An account used to segregate a portion of Fund Balance that is
required to be held in reserve to ensure adequate funding for costs of managed behavioral health
care.

Reserved for Tax Lien Proceeds - An account used to segregate a portion of Fund Balance
representing amounts received by the School District that will be made available in future years.

Reserved for Public Safety Emergency Phone System - An account used to segregate a portion
of Fund Balance legally restricted for the improvement of the emergency phone system.

Reserved for Employees Pension Benefits - An account used to segregate a portion of Fund
Balance for the specific operation of the Municipal Pension Trust Fund.

Designated for Trust Purposes - An account used to segregate a portion of Unreserved Fund

Balance for the specific operation of the various Trust Funds.

Designated for Behavioral Health Programs - An account used to segregate a portion of
Unreserved Fund Balance used for behavioral health programs.

A. PRIMARY GOVERNMENT

The following is a summary by fund type of all reservations and designations of the Primary

Government:

(Amounts In Thousands)

Special Debt Capital Trust and
General Revenue Service Improvement Enterprise Agency
Eund Eunds Eunds Eunds Eunds Eunds Total

Retained Earnings:

Reserved for Capital Purposes $ $ -- $ -- $ 55,451 $ 55,451

Reserved for Rate Stabilization 183,949 183,949
Total Retained Earnings $ $ -- $ -- $ 239,400 $ 239,400
Reserved Fund Balance:

Reserved for Inventories $ 14,321 -- $ -- $ -- $ -- $ 68 14,389

Reserved for Encumbrances 109,432 1,186 -- 126,880 -- 290 237,788

Reserved for Intergovernmental Financing 73,690 - 73,690

Reserved for Intergovernmentally

Financed Programs 29,274 -- 29,274

Reserved for Debt Service Principal -- 99,801 99,801

Reserved for Debt Service Interest -- --

Reserved for Managed Care 30,881 30,881

Reserved for Public Safety Emergency Phone

System 4,004 -- 4,004

Reserved for Employees Pension Benefits -- 5,416,453 5,416,453

Reserved for Trust Principal -- -- -- -- 4,298 4,298
Total Reserved Fund Balance $ 123,753 139,035 $ 99,801 $ 126,880 $ -- $ 5,421,110 5,910,578
Unreserved Fund Balance:

Designated for Behavioral Health Programs $ 75,213  $ -- $ -- $ -- $ -- 75,213

Designated for Trust Purposes -- -- -- -- 8,933 8,933
Total Designated Unreserved Fund Balance $ 75,213 % -- $ -- $ -- $ 8,933 84,146
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B. COMPONENT UNITS

The following is a summary by entity of all reservations and designations of the various component
units:

(Amounts In Thousands)

Redevelopment

Community Philadelphia Authority of the School
College of Parking City of District of
Philadelphia Authority Philadelphia Philadelphia Total
Retained Earnings:
Reserved for Debt Service $ -- $ 26,697 $ 4,035 $ -- $ 30,732
Reserved Fund Balance:
Reserved for Inventories $ -- $ -- $ -- $ 1,599 $ 1,599
Reserved for Encumbrances -- -- -- 123,742 123,742
Reserved for Self-Insurance -- -- -- 2,864 2,864
Reserved for Debt Service Principal -- -- -- 37,773 37,773
Reserved for Debt Service Interest -- -- -- 16,900 16,900
Reserved for Tax Lien Proceeds -- -- -- 7,637 7,637
Reserved for Trust Principal -- -- -- 2,481 2,481
Reserved for Program Purposes 77,110 -- -- -- 77,110
Total Reserved Fund Balance $ 77,110 $ -- $ -- $ 192,996 $ 270,106
Unreserved Fund Balance:
Designated for Trust Purposes $ -- $ -- $ -- $ 2,559 $ 2,559
Total Designations $ -- $ -- $ -- $ 2,559 $ 2,559

14. UNRESERVED FUND BALANCE/RETAINED EARNINGS DEFICIT

Funds experiencing an Unreserved Fund Balance or Retained Earnings deficit at year-end are as
follows:

Enterprise Funds:

Water Fund $ 47,578,994
Capital Improvement Funds:
City Capital Improvement Fund 70,126,665

15. CONTRIBUTED CAPITAL

Several of the City's Proprietary Funds and its component units have contributed capital from local and
other sources as part of their fund equity. The following is a summary of changes in their respective
contributed capital.
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A. PRIMARY GOVERNMENT

(Amounts In Thousands)

Industrial and
Commercial Primary
Development Government

Water Fund Aviation Fund Fund Total
Local Other Local Other Local
Beginning Balance $ 28,676 $ 435,838 $ 44,042 $ 189,803 $ 20,100 $ 718,459
Grants Received -- -- -- 2,811 -- 2,811
Contributions Received 6 -- -- -- 107 113
Credit Arising From Depreciation -- (15,794) -- (12,580) -- (28,374)
Ending Balance $ 28,682 $ 420,044 $ 44,042 $ 180,034 $ 20,207 $ 693,009

B. COMPONENT UNITS

(Amounts In Thousands)

Community School Philadelphia Component
Philadelphia Housing Pennsylvania Convention Behavioral District of Housing Unit
Development Corp, Center Autharity Health * Philadelphia Authority Total
Local Other Local Other Local
Beginning Balance $ 2550 $ 593 $ 19910 $ 97,100 $ 2571 % 7238 $ - $ 129,962
Contributions Received (302) - 692,028 691,726
Ending Balance $ 2550 $ 593 $ 19910 $ 97,100 $ 2269 $ 7238 $ 692,028 $ 821,688

*-  Information for CBH is presented for its fiscal year ended December 31, 1999.

16. INTERFUND TRANSACTIONS

During the course of normal operations the City has numerous transactions between funds including
expenditures and transfer of resources to provide services. These transactions are recorded as operating
transfers and are reported as other financial sources (uses) in the Governmental Funds, operating
transfers (expenses) in the Proprietary Funds, and as City Appropriations in the Community College
Fund in accordance with the basis of accounting for educational institutions as described in Note 1.3.B.

Transfers between fund types during the year were:
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A. PRIMARY GOVERNMENT

(Amounts In Thousands)
Transfers In Transfers Out

General Fund $ 168,981 $ 124,148
Special Revenue Funds:

Grants Revenue Fund -- 16,621

Municipal Authority Administrative Fund -- --

PICA Administrative Fund 1,090 1,090 277,099 293,720
Debt Service Funds:

City Debt Service Fund 79,436 --

Municipal Authority Debt Service Fund 45,375 --

PICA Debt Service Fund 100,312 225,123 -- --
Capital Improvement Funds:

City Capital Improvement Fund 52,203 --

Municipal Authority Capital Improvement Fund -- 52,203 26,203 26,203
Proprietary Funds:

Water Fund -- 4,138
Trust and Agency Funds:

Departmental Non-Expendable Trust Funds -- 43

Departmental Expendable Trust Funds 855 855 -- 43
Total Interfund Transactions $ 448,252 $ 448,252

B. COMPONENT UNITS

(Amounts In Thousands)
Transfers In Transfers Out

Primarv Government
General Fund $ 49,198 $ 87,670
Special Revenue Funds:

Hotel Tax Fund -- 17,232

Grants Revenue Fund -- 33,615

HealthChoices Behavioral Health Fund -- 388,449

Community Development Fund -- -- 39,098 478,394
Capital Improvement Funds:

City Capital Improvement Fund -- 1,850
Proprietary Funds:

Water Fund -- 2,876

Aviation Fund 21,894 --

Component Units
School District of Philadelphia --

Philadelphia Gas Works -- 18,000

Penn's Landing Corporation 1,100 --

Pennsylvania Convention Center Authority 46,404 17,399

Philadelphia Housing Development Corporation 27,766 --

Philadelphia Parking Authority -- 35,693

Philadelphia Authority for Industrial Development 47,238 6,231
Redevelopment Authority of the City of Philadelphia 44,946

Community Behavioral Health 334,344 501,798 -- 77,323

Community Behavioral Health transfers represent
activity for the fiscal period ended December 31,
1999 and is not compatible w ith the reporting
period of other entities. 54,105 --

General Fund and Capital Improvement Fund transfers to Community
College of Philadelphia reflected as Contribution Revenue in
conformance w ith GAAP for educational institutions. 21,118 --

Total Interfund Transactions $ 648,113 $ 648,113
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IV. OTHER INFORMATION

1. PENSION PLANS

The City maintains two single employer defined benefit plans for its employees and several of its
component units. One blended component unit, PICA, and three discretely presented component units -
the School District of Philadelphia, the Pennsylvania Convention Center Authority, and the Community
College - participate in state administered cost-sharing multiple employer plans. In addition, two
discretely presented component units - PHA and RDA - maintain their own single employer defined
benefit plans.

A. SINGLE EMPLOYER PLANS

The two plans maintained by the City are the Municipal Pension Plan (City Plan) and the Gas Works
Plan (PGW Plan). The two plans maintained by the City's component units are the Philadelphia
Housing Authority Plan (PHA Plan) and the Redevelopment Authority of the City of Philadelphia
Retirement Plan (RDA Plan).

Financial statements for the City, PGW, and RDA pension plans are prepared using the accrual
basis of accounting. Employee and employer contributions are recognized as revenues in the period
in which employee services are performed. All assets of the PHA pension plan are invested in an
Immediate Participating Guaranteed (IPG) contract.

Required Supplementary Information calculated in accordance with GASB Statement No. 25 is
presented in audited financial statements of the respective pension plans. Copies of these financial
statements may be obtained by contacting the Director of Finance of the City of Philadelphia.

(1) City Plan

(8) Plan Description

The Philadelphia Home Rule Charter (the Charter) mandates that the City maintain an
actuarially sound pension and retirement system. To satisfy that mandate, the City’s Board
of Pensions and Retirement maintains the single-employer Municipal Pension Plan (the
Plan). The plan covers all officers and employees of the City and officers and employees of
five other governmental and quasi-governmental organizations. By authority of two
Ordinances and related amendments passed by City Council, the Plan provides retirement
benefits as well as death and disability benefits. Benefits vary by the class of employee. The
plan has two major classes of members - those covered under the 1967 Plan and those
covered under the 1987 Plan. Each of these two plans has multiple divisions.

Retirement Benefits

An employee who meets the age and service requirements of the particular division in which
he participates is entitled to an annual benefit, payable monthly for life, equal to the
employee’s average final compensation multiplied by a percentage that is determined by the
employee’s years of credited service. The formula for determining the percentage is different
for each division. If fund earnings exceed the actuarial assumed rate by a sufficient amount,
an enhanced benefit distribution to retirees, their beneficiaries, and their survivors shall be
considered. A deferred vested benefit is available to an employee who has 10 years of
credited service, has not withdrawn contributions to the system and has attained the
appropriate service retirement age. Members of both plans may opt for early retirement with
a reduced benefit. The Deferred Retirement Option Plan (DROP) was initiated on October
1, 1999. Under this plan employees that reach retirement age may accumulate their
monthly service retirement benefit in an interest bearing account at the Board of Pensions
for up to four (4) years and continue to be employed by the City of Philadelphia.
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Death Benefits

If an employee dies from the performance of duties, his/her spouse, children or dependent
parents may be eligible for an annual benefit ranging from 15% to 80% of the employee’s
final average compensation. Depending on age and years of service, the beneficiary of an
employee who dies other than from the performance of duties will be eligible for either a
lump sum benefit only or a choice between a lump sum or an annual pension.

Disability Benefits

Employees disabled during the performance of duties are eligible for an immediate benefit
equal to contributions plus a yearly benefit. If the employee subsequently becomes
employed, the benefit is reduced by a percentage of the amount earned. Certain employees
who are disabled other than during the performance of duties are eligible for an ordinary
disability payment if they apply for the benefit within one year of termination. If the employee
subsequently becomes employed, the benefit is reduced by a percentage of the amount
earned.

Membership
Membership in the plan as of July 1, 1999 was as follows:

Retirees and beneficiaries currently receiving benefits 31,891
Terminated members entitled to benefits but not yet receiving them 814
Active members 30,985

Total Members 63,690

The Municipal Pension Fund issues a separate annual financial report. To obtain a copy,
contact the Director of Finance of the City of Philadelphia.

Funding Policy

Employee contributions are required by City Ordinance. For Plan 67 members, employees
contribute 3%% of their total compensation that is subject to Social Security Tax and 6% of
compensation not subject to Social Security Tax. Plan 87 contribution rates are defined for
the membership as a whole by Council ordinance. Rates for individuals are then determined
annually by the actuary so that total individual contributions satisfy the overall rate set by
Council.

The City is required to contribute the remaining amounts necessary to fund the Plan, using
an acceptable actuarial basis as specified by the Home Rule Charter, City Ordinance and
State Statute. Court decisions require that the City’s annual employer contributions are
sufficient to fund:

The accrued actuarially determined normal costs

Amortization of the unfunded actuarial accrued liability determined as of July 1, 1985.
The portion of that liability attributable to a class action lawsuit by pension fund
beneficiaries (the Dombrowski suit) is amortized in level installments, including interest,
over 40 years through June 30, 2009. The remainder of the liability is amortized over 34
years with increasing payments expected to be level as a percentage of each year's
aggregate payroll.

Amortization in level dollar payments of the changes to the July 1, 1985 liability due to
the following causes over the stated period:

nonactive member’s benefit modifications (10 years)

experience gains and losses (15 years)

changes in actuarial assumptions (20 years)

active members’ benefit modifications (20 years )
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The total required employer contribution for the City and other participating employers for the
current year was 14% of covered payroll of $1,176.9 million.

Administrative costs of the Plan are paid out of the Plan’s assets.

(c) Annual Pension Cost
The actuarial valuation used to compute the current year's required contribution was
performed as of July 1, 1998. Methods and assumptions used for that valuation include:
* the entry age actuarial cost method

a five-year smoothed market value method for valuing investments

a level percentage closed method for amortizing the unfunded liability

an annual investment rate of return of 9%

projected annual salary increases of 5% (including inflation)

annual inflation of 3.5%

no post-retirement benefit increases

For the current year, the City contributed the Annual Pension Cost of $164.5 million and
made an additional payment of $15 million to reduce the unfunded liability.

The Annual Pension Cost and related percentage contributed for the three most recent fiscal
years are as follows:

Fiscal Year Annual
Ended Required Percentage
June 30 Contribution Contributed
(In Millions)
1998 $252.0 100.00%
1999 $256.7 100.00%
2000 $164.5 100.00%

(d) Summary of Significant Accounting Policies
Financial statements of the Plan are prepared using the accrual basis of accounting.
Contributions of employees and employers are recognized as revenues in the period in
which employee services are performed. Benefits and refunds paid are recognized when due
and payable in accordance with the terms of the plan. Investments are valued as described
in Footnote [.4.A.

(2) Gas Works Plan

(8) Plan Description
The Gas Works sponsors a public employee retirement system (PERS), a single-employer
defined benefit plan to provide benefits for all its employees. The PGW Pension Plan
provides retirement benefits as well as death and disability benefits. Retirement benefits vest
after 10 years of credited service. Employees who retire at or after age 65 are entitled to
receive an annual retirement benefit, payable monthly, in an amount equal to the greater of:

» 1.25% of the first $6,600 of Final Average Earnings plus 1.75% of the excess of Final
Average Earnings over $6,600, times years of credited service, with a maximum of 60%
of the highest annual earnings during the last 10 years of credited service, applicable to
all participants

OR

* 2% of total earnings received during the period of credited service plus 22.5% of the first
$1200 of such amount, applicable only to participants who were employees on or prior to
March 24, 1967.

Final-average earnings is the employee's average pay, over the highest 5 years of the last
10 years of credited service. Employees with 15 years of credited service may retire at or
after age 55 and receive a reduced retirement benefit.
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Total membership of the PGW plan as of September 1, 1998 consisted of:

Retirees and beneficiaries currently receiving benefits and

terminated members entitled to benefits but not yet receiving them 2,152
Current Employees 1,977

Total Members 4,129

The City of Philadelphia issues a publicly available financial report that includes financial
statements and required supplementary information for the PGW Plan. The report may be
obtained by writing to the Director of Finance of the City of Philadelphia.

Funding Policy

Benefit and contribution provisions are established by City ordinance and may be amended
only as allowed by City ordinance. Covered employees are not required to contribute to the
PGW Pension Plan. The Gas Works is required by statute to contribute the amounts
necessary to finance the Plan.

The funding policy of the PGW Plan provides for periodic employer contributions at
actuarially determined rates that, expressed as percentages of annual covered payroll, are
sufficient to accumulate assets to pay benefits when due. Level percentage of employer
contribution rates are based on the actuarial accrued liability as determined by using the
Projected Unit Credit actuarial funding method. The actuarial asset value is equal to the
value of fund assets. The unfunded actuarial accrued liability is being amortized over 10
years. Contributions of $787,000 (approximately 3.46% of covered payroll) were made to the
PGW Plan during the year.

Historically, payments to beneficiaries of the PGW Plan are made by the Fund and not from
the assets of the Plan. During the year, payments to beneficiaries exceeded the Fund's
actuarially computed pension contribution and a withdrawal of $26.5 million from the pension
assets was necessary to meet beneficiary payment obligations.

Annual Pension Cost

PGW's annual pension cost for the current year was $787,000, equal to its required
contribution. This represented the net of (a) $5,927,000 for normal cost less $5,140,000
amortization of the excess plan assets over the pension benefit obligation. The annual
required contribution for the current year was determined as part of an interim actuarial
valuation update performed as of September 1, 1998 using the projected credit unit method.
Significant actuarial assumptions used include an annual rate of return on investments of
8.25%, projected salary increases of 4.25% per year (both of which include an inflation
component of 3% and do not include post-retirement benefit increases) and age 62 as the
assumed retirement age

The Annual Pension Cost and related percentage contributed for the three most recent fiscal
years is as follows:
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Fiscal Year Annual
Ended Required Percentage
Auqust 31 Contribution Contributed

(In Thousands)

1997 $4,590 100%
1998 $3,334 100%
1999 $ 787 100%

Summary of Significant Accounting Policies

The financial statements of the Plan are prepared on the accrual basis of accounting.
Employer contributions are recognized as revenues in the period in which employee services
are performed. Investment income is recognized as earned. Gains and losses on sales and
exchanges are recognized on the transaction date. Plan investments are reported at fair
value based on quoted market price for those similar investments.

(3) Component Unit - Philadelphia Housing Authority Plan

(@)

(b)

(c)

Plan Description

The Philadelphia Housing Authority contributes to a single-employer Public Employees'
Retirement System (PERS), administered by an insurance company (the PHA Pension Plan)
covering all permanent employees. The PERS issues separate, stand-alone financial
statements. The Authority's payroll for employees covered by the PHA Plan for the year was
approximately $75.7 million. The PHA Pension Plan provides retirement benefits as well as
death and disability benefits. Employees who retire at or after age 65 receive an annual
retirement benefit equal to 2.5% of average earnings multiplied by the years of service not to
exceed 25 years, plus 1.25% of average earnings multiplied by years of service in excess of
25 years.

Funding Policy

Funding policies are determined by collective bargaining agreements and employment
policies. Covered employees are required to contribute 5.5% of pre-tax salary to the PHA
Pension Plan. The Philadelphia Housing Authority is required to contribute an amount equal
to employee contributions.

Annual Pension Cost

Actuarially determined contributions are required to provide sufficient assets to pay benefits
when due. The Authority’s funding policy is set by collective bargaining agreements and
employment policies. The policy is to contribute 5.5% to the PERS along with the
employees’ required contributions of 5.5% of total salary. Significant methods and
assumptions used to calculate the actuarially required contributions are:

the entry-age normal method

annual rate of return on investments of 8%
projected salary increases of 5.5% per year
an annual rate of inflation of 3.5%

no post-retirement benefit increases

The Authority’s actuarially required contributions and percentage contributed for the last

three fiscal years of the Plan are summarized below. The required contribution for the
current year was approximately 5.3% of covered payroll.
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Fiscal Year Annual
Ended Required Percent
October 31 Contribution Contributed
1997 $2,951,006 116.7%
1998 $3,162,422 116.8%
1999 $3,274,378 122.5%

(4) Component Unit - Redevelopment Authority Plan

(@)

(b)

(c)

Plan Description

The Redevelopment Authority contributes to the Redevelopment Authority of the City of
Philadelphia Retirement Plan (the Plan) which is a single-employer defined benefit pension
plan. The Plan does not issue a stand-alone financial report.

Substantially all full time Authority employees are eligible to participate in the Plan. Benefits
vest after five years of service. Authority employees who retire at or after age 55 with five
years of credited service are entitled to an annual retirement benefit, payable monthly for
life, in an amount equal to 2.5% of their final monthly salary multiplied by the number of
months of credited service up to 240 months plus 2% of final monthly compensation
multiplied by months of credited service in excess of 240 months up to a maximum of 420
months. The Plan also provides death and disability benefits which are determined in a
manner similar to the retirement benefits.

Funding Policy

The plan’s funding policy provides for actuarially determined periodic employer contributions
which account for benefits that increase gradually over time so that sufficient assets will be
available to pay benefits when due. The rate for the Authority’s employee group as a whole
has tended to remain level as a percentage of annual covered payroll. Authority employees
are required to contribute 6% of their salary to the Plan. The Authority is required to
contribute the remaining amounts necessary to fund the Plan as defined under Act 205 of
the Commonwealth of Pennsylvania Code.

Annual Pension Cost

The contribution for the Plan for fiscal 2000 of $911,944 (approximately 14% of covered
payroll, representing normal cost) was determined in accordance with actuarially determined
requirements computed through the actuarial valuation performed as of January 1, 2000
using the entry age normal actuarial cost method. The Authority contributed $566,428
(approximately 9% of current covered payroll) and the employees contributed $345,516 (5%
of current covered payroll).

Significant actuarial assumptions include a 7.75% rate of return on investment assets,
projected salary increases of 6% per year (4% for merit and promotion, 2% for inflation) and
no post-retirement benefit increases.

The net pension obligation at year end was $61,724 computed as follows:

Annual Required Contribution $ 595,832
Interest On Net Pension Obligation 2,464
Adjustment to Annual Required Contribution (4,124)
Annual Pension Cost 594,172
Contributions Made (566,428)
(Increase) Decrease In Net Pension Obligation 27,744
Net Pension Obligation - Beginning of Year 33,980
Net Pension Obligation - End of Year $ 61,724
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The Authority’s actuarially required contributions and percentage contributed for the last
three years (beginning with transition year 1998 from GASB No. 5 to GASB No. 27) are
summarized below.

Fiscal Year Annual
Ended Required Percent Net Pension
June 30 Contribution Contributed Obligation
1998 $503,398 104% ($108,229)
1999 $555,702 74% $33,980
2000 $594,172 95% $61,724

B. MULTIPLE EMPLOYERS PLANS

One of the City’s blended component units and three of its discretely presented component units
participate in two defined benefit plans (PSERS and SERS) and one (Community College)
participates in two defined contribution plans (TIAA-CREF and Fidelity Investments) as described

below.

The payroll for Community College employees covered by any of the four multiple employer plans
was $37.4 million and the total payroll was $52.8 million. Contributions to the four plans by the
College during the fiscal year totaled approximately $3.5 million representing 9.33% of covered

payroll.
payroll.

College employees contributed approximately $1.9 million representing 5% of covered

(1) Public School Employee Retirement System (PSERS)

(@)

(b)

Plan Description

School Districts and Community Colleges in the Commonwealth of Pennsylvania participate
in the State administered Public School Employees Retirement System (PSERS) which is a
cost-sharing multiple-employer defined benefit plan. PSERS provides retirement and
disability benefits, legislatively mandated ad hoc cost-of-living adjustments and healthcare
insurance premium assistance to qualifying annuitants. Authority to establish and amend
benefit provisions rests in the Public School Employees’ Retirement Code (the Code).

PSERS issues a comprehensive annual financial report which includes financial statements
and required supplementary information for the plan. A copy of the report can be obtained by
writing to :

Public School Employees' Retirement System

P.O. Box 125

Harrisburg, PA 17108-0125

Attn: Donna C. Peterson, Office of Financial Management & Budget

Funding Policy

Contribution policy is established by the Code and requires contributions from active
members, employers and the Commonwealth. Most active members contribute at 5.25% of
qualifying compensation. Members joining the PSERS on or after July 22, 1983 contribute at
6.25%. The employer rate is actuarially determined. The rate for fiscal year 2000 was 4.36%
for pension and 0.25% for health insurance premium assistance.
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The School District’s contributions for the last three years are as follows:

Fiscal Year Annual
Ended Required Percentage
June 30 Contribution Contributed
1998 $87,216,980 100%
1999 $63,377,697 100%
2000 $47,875,041 100%

(2) State Employees Retirement System (SERS)

(@)

(b)

Plan Description

PICA and Convention Center Authority employees and certain Community College
employees are eligible to participate in the Pennsylvania State Employees Retirement
System (SERS). which is a cost sharing multiple employer plan. The SERS provides
pension, death and disability benefits. Retirement benefits vest after 10 years of credited
service. Employees who retire at age 60 after 3 years of service or with 35 years of service if
under age 60, are entitled to a normal annual retirement benefit. The general annual benefit
is 2% of the member's highest three year average salary times years of service. The
General Assembly has the authority to establish and amend benefits of the SERS. Ad hoc
cost-of-living adjustments are provided at the discretion of the General Assembly.

Funding Policy

The SERS funding policy is set by the SERS Board. Active members are required to
contribute periodically at statutory rates, generally 5% of gross pay. The amount is recorded
in an individually identified account that accumulates interest at 4% per year as mandated by
statute. Accumulated employee contributions and credited interest vest immediately and are
returned to the employee upon termination of service if the employee is not eligible for other
benefits.

Employer contributions are an actuarially determined percentage of payroll such that they,
along with employee contributions and an actuarially determined investment rate of return,
are adequate to accumulate assets to pay benefits when due. The rate for fiscal year 2000
was 4.02%.

Contributions of the Convention Center Authority for the last three years were as follows:

Fiscal Year Annual
Ended Required Percentage
June 30 Contribution Contributed
1998 $201,104 100%
1999 $193,337 100%
2000 $152,255 100%
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Contributions of PICA over the past three years were as follows:

Fiscal Year Annual
Ended Required Percentage
June 30 Contribution Contributed
1998 $28,064 100%
1999 $29,017 100%
2000 $23,745 100%

According to the retirement code, all obligations of the SERS will be assumed by the
Commonwealth should the SERS terminate.

During the year and as of year end, the SERS did not hold securities issued by the City or
other related parties.

The SERS issues a publicly available financial report that includes financial statements and
required supplementary information which may be obtained by writing to:

State Employees’ Retirement Board
Commonwealth of Pennsylvania

30 North Third Street

Harrisburg, PA 17108-1147

(3) Teacher's Insurance and Annuity Association-College Retirement Equities Fund
(TIAA-CREF) and Fidelity Investments

(a) Plan Description

Community College employees are also eligible to participate in the Teacher's Insurance and
Annuity Association - College Retirement Equities Fund (TIAA-CREF). TIAA-CREF is a
defined contribution plan and, as such, benefits depend solely on amounts contributed to the
plan plus investment earnings. Full-time faculty and administrative employees are eligible to
participate from the date of employment, and clerical employees have a one year waiting
period. Part-time faculty may participate after earning four (4) seniority units, as defined in
the Collective Bargaining Agreement. College policy and collective bargaining agreements
require that both the employee and the college contribute amounts, as set forth below, based
on the employees earnings.

The College's contributions for each employee (and interest allocated to the employee's
account) are fully vested. Participants who leave the employ of the college for reasons other
than retirement or disability, and are not transferring to another institution with TIAA-CREF,
may repurchase their contributions provided they have not participated in the program for
more than 5 years. Death benefits in the amount of the full current value of accumulation is
provided to the beneficiary of participants who die prior to retirement. A variety of payment
options are available. The College has 899 employees participating in this plan.

(b) Funding Policy
The employer’s contribution requirement for full-time faculty and administrators and other
staff is 10% of the base contract amount. For visiting lecturers, the rate is 5% of the base
contract. For Part-time faculty, the rate is 5% of all earnings. For all employees, the
employee’s contribution requirement is 5% of base salary.

2. ACCUMULATED UNPAID SICK LEAVE

City and certain component unit employees are credited with varying amounts of sick leave according to
type of employee and/or length of service. City employees may accumulate unused sick leave to
predetermined balances. School District employees have an unlimited maximum accumulation and Gas
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Works' employees' sick leave is noncumulative. Non-uniformed employees (upon retirement only) and
uniformed employees (upon retirement or in case of death while on active duty) are paid varying
amounts ranging from 25% to 50% of unused sick time, not to exceed predetermined amounts.
Employees who separate for any reason other than indicated above, forfeit their entire sick leave. The
City budgets for and charges the cost of sick leave as it is taken.

3. POST EMPLOYMENT BENEFITS

A. PRIMARY GOVERNMENT

In addition to providing pension benefits, the City provides certain post-employment health care and
life insurance benefits for retired employees, dependents and/or beneficiaries through provisions of
City ordinances, civil service regulations and agreements with its various employee bargaining units.
The City provides these benefits for from one to four years after retirement depending upon the
classification of the employee at his/her retirement. Substantially all of the City's employees may
become eligible for those benefits if they reach normal retirement age while working for the City.
These and similar benefits for active employees are provided through a combination of a
self-insurance program and insurance companies whose premiums are based on the benefits paid
during the year. The cost of providing these health benefits and life insurance for approximately
2,885 eligible retirees amounted to $16.6 million and $3.7 million, respectively.

B. COMPONENT UNIT

The School District provides life insurance benefits for approximately 8,365 retired employees
through a self-insurance program. A retired employee is eligible for this benefit if covered for 10
years as an active employee and retired at age 60 with 30 years of service or age 62 with 10 years of
service or any age with 35 years of service. Benefits are recognized as expenditures in the School
District General Fund when claims are paid. Total coverage as of year end amounted to $16.0
million and the cost of life insurance for the year for retirees was $662,239.

The Gas Works provides certain health care and life insurance benefits for approximately 1,968
retired employees and their dependents. The Gas Works recognizes the cost of providing these
benefits by charging the annual insurance premiums to expense. Total premiums incurred for health
care amounted to $23.4 million, of which approximately 46% relates to retirees and their dependents.
Total premiums for group life insurance amounted to $984,000, of which approximately 28% relates
to retirees.

4. PENNSYLVANIA INTERGOVERNMENTAL COOPERATION AUTHORITY (PICA)

The Pennsylvania Intergovernmental Cooperation Authority (PICA), a body corporate and politic, was
organized in June 1991 and exists under and by virtue of the Pennsylvania Intergovernmental
Cooperation Authority Act for Cities of the First Class (the Act). Pursuant to the Act, the Authority was
established to provide financial assistance to cities of the first class. The City currently is the only city of
the first class in the Commonwealth of Pennsylvania. Under the Act, PICA is administered by a
governing Board consisting of five voting members and two ex officio non-voting members. The
Governor, the President pro tempore of the Senate, the Minority Leader of the Senate, the Speaker of
the House of Representatives and the Minority Leader of the House of Representatives each appoints
one voting member of the Board.

The Act provides that, upon PICA's approval of a request of the City to PICA for financial assistance,
PICA shall have certain financial and oversight functions. First, PICA shall have the power to issue
bonds and grant or lend the proceeds thereof to the City. Second, PICA also shall have the power, in its
oversight capacity, to exercise certain advisory and review powers with respect to the City's financial
affairs, including the power to review and approve five-year financial plans prepared at least annually by
the City, and to certify noncompliance by the City with its current five-year financial plan (which
certification would require the Secretary of the Budget of the Commonwealth to cause certain
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Commonwealth payments due to the City to be withheld).

PICA bonds are payable from the proceeds of a PICA tax on the wages and income earned by City
residents. The City has reduced the amount of wage and earnings tax that it levies on City residents by
an amount equal to the PICA tax so that the total tax remains the same. PICA returns to the City any
portion of the tax not required to meet their debt service and operating expenses. In Fiscal 2000 this
transfer amounted to $157.9 million.

5. SEGMENT INFORMATION FOR ENTERPRISE FUNDS

The City maintains several Enterprise Funds which provide water and sewer, airport and industrial and
commercial development services. Segment information for the year is as follows:

(Amounts in Thousands)
Industrial &
Commercial

Water Aviation Development
Eund Eund Eund Total

Operating Revenues $347,782 $128,284 $2,800 $478,866
Depreciation and Amortization Expense 81,264 45,332 -- 126,595
Operating Income/(Loss) 49,084 (12,971) 44 36,157
Operating Grants 7,378 21 173 7,572
Operating Transfers In/(Out) (7,014) 21,894 -- 14,880
Net Income/(Loss) (40,047) 29,095 (1,785) (12,736)
Current Capital:

Contributions 6 -- 107 113

Transfers 15,794 12,580 -- 28,374
Property, Plant & Equipment Additions (68,077) (155,020) -- (223,097)
Net Working Capital 12,139 (36,009) 24,569 699
Bonds and Other Long-Term Liabilities 1,533,495 929,673 -- 2,463,168
Total Equity 585,096 468,219 25,859 1,079,174
Total Assets 2,232,092 1,514,849 26,281 3,773,222

6. RELATED PARTY TRANSACTIONS

The City is associated, through representation on the respective Board of Directors, with several local
governmental organizations and certain quasi-governmental organizations created under the laws of the
Commonwealth of Pennsylvania. These organizations are separate legal entities having governmental
character and sufficient autonomy in the management of their own affairs to distinguish them as
separate independent governmental entities. A list of such related party organizations and a description
of significant transactions with the City, where applicable, is as follows:

A. SOUTHEASTERN PENNSYLVANIA TRANSPORTATION AUTHORITY (SEPTA)

During the year the City provided an operating subsidy of $51.5 million to SEPTA. In addition, the
City received $3.9 million in fixed rental payments on certain properties leased to SEPTA. Through
various agreements executed in 1968, SEPTA purchased the properties of Philadelphia
Transportation Company (PTC). SEPTA issued $55.0 million of revenue bonds principally to finance
the acquisition and then leased the PTC properties to the City for annual rentals equivalent to the
debt service on the SEPTA bonds. The City then leased these properties back to SEPTA together
with all the City's transit properties for the same rentals (equivalent to the debt service on the SEPTA
bonds). SEPTA is not obligated to pay the rent if they have insufficient earnings. The debt service on
the SEPTA bonds paid by the City during the year amounted to $4.7 million. The unpaid principal
balance at year end was $12.2 million. The SEPTA bonds require annual debt service payments
through the year 2002.
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B. OTHER ORGANIZATIONS

The City provides varying levels of subsidy and other support payments (which totaled $35.8 million
during the year) to the following organizations:

* Philadelphia Commercial Development Corporation
* Philadelphia Health Management Corporation

* Philadelphia Industrial Development Corporation

7. RISK MANAGEMENT

A. PRIMARY GOVERNMENT

The City is exposed to various risks of loss related to torts; theft of, damage to, and destruction of
assets; errors and omissions; injuries to employees; and natural disasters. The City (except for
Aviation Fund operations, the Municipal Authority and PICA) is self-insured for fire damage, casualty
losses, public liability, Worker's Compensation and Unemployment Compensation. The Aviation
Fund is self-insured for Workers' Compensation and Unemployment Compensation and insured
through insurance carriers for other coverage.

The City covers all claim settlements and judgments, except for those discussed above, out of the
resources of the fund associated with the claim. Risk management activities, except those covered
by insurance carriers, are currently reported in the City's General, Water, Aviation, and Pension
Funds. The long-term portion of claims related to the General Fund are reported in the General
Long-Term Debt Account Group. Claims expenditures and liabilities are reported when it is probable
that a loss has occurred and the amount of the loss can be reasonably estimated. These losses
include: an estimate of claims that have been incurred but not reported; the effects of specific,
incremental claims adjustment expenditures, salvage, and subrogation; and unallocated claims
adjustment expenditures.

At June 30, the amount of these liabilities was $139.0 million for the Primary Government. This
liability is the City’s best estimate based on available information. Changes in the reported liability
since June 30, 1998 resulted from the following:

(Amounts in Millions)

Current Year

Beginning Claims and Changes Claim Ending

Liability In Estimates Payments Liability

Fiscal 1999 $111.2 $90.1 ($71.5) $129.8
Fiscal 2000 $129.8 $80.0 ($70.8) $139.0

The City's Unemployment Compensation and Workers’ Compensation coverages are provided
through its General Fund. Unemployment Compensation coverage is funded by a pro rata charge to
the various funds. Payments for the year were $1.8 million for Unemployment Compensation claims
and $34.4 million for Workers’ Compensation claims.

During the last three (3) fiscal years, no claim settlements have exceeded the level of insurance

coverage for operations using third party carriers. None of the City's losses have been settled with
the purchase of annuity contracts.
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B. COMPONENT UNITS

The City's Component Units are exposed to various risks of loss related to torts; theft of, damage to,
and destruction of assets; errors and omissions; injuries to employees; and natural disasters. They
are principally insured through insurance carriers. Each entity has coverage considered by
management to be sufficient to satisfy loss claims. These losses include: an estimate of claims that
have been incurred but not reported; the effects of specific, incremental claims adjustment
expenditures, salvage, and subrogation; and unallocated claims adjustment expenditures.

At June 30, the combined amount of these liabilities was $83.3 million for the City's Component
Units. This liability is the best estimate based on available information. Changes in the reported
liability since June 30, 1998 resulted from the following:

v

(Amounts in Millions)

Current Year

Beginning Claims and Changes Claim Ending

Liability In Estimates Payments Liability
Fiscal 1999 $88.8 $43.4 ($49.6) $82.6
Fiscal 2000 $82.6 $55.2 ($54.5) $83.3

The School District Weekly Indemnity, Unemployment Compensation and Workers’ Compensation
coverages are provided through its General Fund. The cost of Weekly Indemnity coverage is shared
equally by the School District and covered employees. Unemployment Compensation coverage is
funded by a pro rata charge to the various funds. Payments for the year were $17.2 million for
Weekly Indemnity, $1.4 million for Unemployment Compensation claims and $23.2 million for
Workers’ Compensation claims. Amounts collected in excess of claims incurred for the School
District's Weekly Indemnity Plan are included in the School District General Fund as a Reservation
of Fund Balance.

During the last three (3) fiscal years, no claim settlements have exceeded the level of insurance

coverage for those components using third party carriers. None of the losses of any of the
Component Units have been settled with the purchase of annuity contracts.

8. COMMITMENTS

A. PRIMARY GOVERNMENT

The City entered into a Lease and Service agreement with the Pennsylvania Convention Center
Authority in December 1989 for a term of 50 years. Under the terms of this agreement, the City
leases to the Authority the land on which the Authority constructed and operates a Convention
Center. To this end, the Authority issued $296.0 million in 1994 Series A Revenue Bonds, due
September 1, 2019. Under its terms, the agreement cannot be terminated by the City and the
obligation of the City to pay an annual service fee, out of current revenues, is absolute and
unconditional as long as the Revenue Bonds are outstanding. Said service fee, which began in July
1992, will be sufficient to cover the debt service on the above-mentioned bonds net of certain other
amounts and credits permitted. Without consideration for the additional payments and credits
permitted, future Lease and Service payments by the City over the life of the bonds are as follows:
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(Amounts In Millions)
Fiscal Year Ended

June 30 Commitments
2001 $ 24.3
2002 24.3
2003 24.3
2004 24.3
2005 24.3

Thereafter 364.1
Total $ 485.6

B. COMPONENT UNITS

e The School District's outstanding contractual commitments at year end for construction of new
facilities, purchase of new equipment, and various alterations and improvements to facilities
totaled $118.6 million.

e The School District is also an Intermediate Unit (IU) established by the Commonwealth to
provide programs for special education and certain non-public school services. Conceptually, the
cost of operating an IU for a fiscal year is partially financed by Commonwealth appropriation. In
certain instances (transportation and institutionalized special education) the School District
reimburses the Commonwealth for the funds advanced in the previous year. The amount
advanced for transportation of special education students is reimbursed in full less the
Commonwealth's share of such cost as determined by a formula based on the number of
students transported, route distances, and efficiency of vehicle utilization. The Commonwealth
has agreed to defer a scheduled payment of $21.3 million until fiscal year 2002. The amount
advanced for instruction of special education students is partially reimbursed in an amount
representative of the cost of educating an equivalent number of general education students.

e In April 1992 the Federal Energy Regulatory Commission (FERC) issued order No. 636 which
requires the Gas Works' suppliers to, among other things, unbundle all services performed and
to implement a straight fixed-variable rate design. FERC Order No. 636 also requires PGW to
pay transition costs. At August 31, 1993 the pipelines had received FERC authorization to
commence billing a portion of their costs. PGW's total exposure to costs stemming from this
order is not fully determinable until pipeline suppliers file for cost recovery. Based on their
approved filing and in anticipation of future filings for known costs, it is estimated that PGW's
liability for transition costs on August 31, 1999 is approximately $3.0 million. Therefore, PGW
has recorded both a deferred debit and deferred credit on the Balance Sheet in that amount. As
of August 31, 1999, PGW has paid approximately $23.6 million of principal and interest for
FERC Order No. 636 transition costs to its pipeline suppliers. Such amounts have been
recovered through the normal Gas Cost Rate (GCR).

* At year-end, Penn's Landing Corporation reported as deferred revenue $12.7 million in

unexpended funds from a grant received from the Delaware River Port Authority for the
demolition, construction, and purchase of specific assets.

9. CONTINGENCIES

A. PRIMARY GOVERNMENT

(1) Claims and Litigation

Generally, claims against the City are payable out of the General Fund, except claims against the
City Water Department, City Aviation Division, or Component Units which are paid out of their
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respective funds and only secondarily out of the General Fund which is then reimbursed for the
expenditure. Unless specifically noted otherwise, all claims hereinafter discussed are payable out
of the General Fund or the individual Enterprise Fund. The Act of October 5, 1980, P.L. 693, No.
142, known as the "Political Subdivision Tort Claims Act", established a $500,000 aggregate
limitation on damages arising from the same cause of action or transaction or occurrence or series
of causes of action, transactions or occurrences with respect to governmental units in the
Commonwealth such as the City. The constitutionality of that aggregate limitation has been upheld
by the United States Supreme Court. There is no such limitation under federal law.

Various claims have been asserted against the City and in some cases lawsuits have been
instituted. Many of these claims are reduced to judgment or otherwise settled in a manner requiring
payment by the City. At year end the aggregate estimate of loss deemed to be probable is
approximately $124.7 million. Of this amount, $6.2 million is charged to current operations of the
Enterprise Funds. The remaining $118.6 million pertaining to the General Fund has been recorded
in the Long-Term Debt Account Group.

In addition to the above, there are other lawsuits against the City in which some amount of loss is
reasonably possible. These lawsuits relate to General Fund and Enterprise Fund operations. The
aggregate estimates of the loss which could result if unfavorable legal determinations were
rendered against the City with respect to those lawsuits is approximately $103.6 million to the
General Fund and $4.3 million to the Enterprise Funds.

Significant cases included in the current litigation against the City are as follows:

* The Local Economic Revitalization Tax Assistance Act ("LERTA") enables local governments
to provide property owners with partial real estate tax exemptions when the property owner
improves his property or engages in new construction. Pursuant to this authority, City Council
amended the City Code to grant such tax exemptions to property owners. Until 1991, the
Ordinance provided that the exemption begins in the year after the City issues the building
permit and runs for five (5) years.

Erie County enacted an identical ordinance which a taxpayer challenged. Commonwealth Court
invalidated that ordinance, holding that LERTA only empowers municipalities to enact
ordinances which provide that the exemption begin to run the year after the property owner
completes construction, rather that the year after the county issues the building permit.

From 1978 until 1991, the Board of Revision of Taxes, pursuant to its authority under the
Code, granted real estate abatements to property owners who either engaged in new
construction of or made improvements to commercial property. The abatements commenced
in the year after the City issued a building permit and terminated five years later.

Taxpayers in several appeals have challenged the Board's termination of the real estate tax
abatements, relying on the Erie County case, and requested that the Court invalidate that
section of the Code. Common Pleas Court ruled that taxpayers had waited too long to
challenge the real estate tax abatement. Commonwealth Court reversed this decision and
ordered the abatements to be extended with no credit to the City for the earlier improper
abatements. The Supreme Court granted permission to the City, School District and Board of
Revision of Taxes to appeal. Oral argument was heard October 20, 1999 and the ruling is
pending.

The Board of Revision of Taxes has determined that, if the abatement were to be invalidated,
the taxpayers could be ordered to pay as much as $18 million in back taxes, including interest.
Taxpayers claim they are owed approximately $17 million plus interest.

* In June, 2000, the Pennsylvania Supreme Court struck down the exemption set forth in
Pennsylvania’s personal property tax for stock holdings in corporations that pay Pennsylvania
capital stock or franchise tax. The Court severed the exemption, and directed Montgomery
County (the lead defendant ) to provide the taxpayer with meaningful backward-looking relief,
which could include, refunds or reassessment of the tax without the exemption against all
taxpayers. The City of Philadelphia had previously imposed this tax until 1996, and is subject
to timely refund claims for the years 1993 through 1996 totaling approximately $36 million tax
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principal (total collections for those years was approximately $64 million). The City is also a
defendant in a putative class action, which is currently stayed pending their decision regarding
backward-looking relief.

In November, 2000 the City determined to assess the tax without the exemption for 1996, and
pay timely refund claims for 1993 through 1995. The City estimates that collections for 1996
should be sufficient to cover the cost of refunds for the three previous years.

* While not presently in litigation the City is in discussion with owners of homes that were
destroyed in the 1985 Move confrontation and is seeking to end participation in all
reconstruction of and repairs to all properties. Current repairs are estimated at $8.5 million for
60 homes. The City has suspended repairs under the warranties originally given for these
homes in order to seek an alternative solution with the homeowners. In the event these
settlement discussions are unsuccessful, the homeowners may seek recovery. The City
anticipates the cost for any claims could exceed $10 million.

(2) Guaranteed Debt

The City has guaranteed certain debt payments of three of its component units. As such, the City's
General Fund has a potential financial obligation toward the extinguishment of this debt, either by
replacing the various reserve funds, if used, or the actual payment of principal or interest. At June
30, principal balances outstanding were as follows:

(Amounts In Thousands)

Redewvelopment Authority of the City of Philadelphia $ 3,835
Philadelphia Parking Authority 111,190
Philadelphia Authority for Industrial Development 10,965

$ 125,990

(3) Single Audit

The City and School District receive significant financial assistance from numerous federal, state
and local governmental agencies in the form of grants and entitlements. The disbursement of funds
received under these programs generally requires compliance with terms and conditions specified
in the grant agreements and is subject to audit. Any disallowed claims resulting from such audits
and relating to the City or its component units could become a liability of the General Fund or other
applicable funds. In the opinion of City officials the only significant contingent liabilities related to
matters of compliance are the unresolved and questioned costs in the City's Single Audit of Federal
Financial Assistance for the fiscal year ended June 30, 2000, which amounted to $535.3 million for
all open program years as of December 15, 2000. Of this amount, $453.4 million represents
unresolved cost due to the inability to obtain audit reports from subrecipients for the year ended
June 30, 2000 due to timing differences in audit requirements, $51.4 million represents questioned
costs due to the inability to obtain subrecipient audit reports for the fiscal years June 30, 1999 and
prior and $30.5 million represents questioned costs related to specific compliance requirements
which have yet to be resolved.

(4) HUD Section 108 Loans

As of the end of the fiscal year, the Federal Department of Housing and Urban Development (HUD)
had disbursed $181.4 million in loans to the Philadelphia Industrial Development Corporation
(PIDC). The funds, which were used to establish a loan pool pursuant to a contract between the
City and HUD, are being accounted for and administered by PIDC on behalf of the City. Pool funds
are loaned to businesses for economic development purposes. Loan repayments and investment
proceeds from unloaned funds are used to repay HUD. Collateral for repayment of the funds
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includes future Community Development Block Grant entitlements due to the City from HUD. The
total remaining principal to be repaid to HUD for all loans at the end of the year was $169.6 million.

B. COMPONENT UNITS

The School District is a party to various claims, legal actions, arbitrations and complaints arising in
the ordinary course of business which aggregate to a total potential liability of $6.3 million. In the
opinion of the General Counsel of the School District, it is unlikely that final judgments or
compromised settlements will approach the total potential liability. The School District annually
budgets an amount that management believes is adequate, based on past experience, to provide for
these claims when they become fixed and determinable in amount. In addition, the School District
has recorded in its Long-Term Debt Group of Accounts the total cumulative potential liability of $30.6
million for Workers' Compensation, $3.4 million for Unemployment Compensation claims and $22.5
million for claims and judgments.

In Nine Penn Center et al. v. Board of Revision of Taxes et al., several property owners challenged
the type of real estate tax abatement granted them by the Board of Revision of Taxes and sought
nearly $22 million in refunds, $11 million of which would have been from the School District. The
Common Pleas Court had upheld the Board’s finding that the taxpayers were not entitled to the
refunds. The taxpayers appealed the case to the Commonwealth Court where they were successful
in winning a reversal. The City appealed the decision to the Supreme Court and in October, 2000,
the court reversed the intermediate appeal court’s judgment in favor of the taxpayers.

In Mosaica Academy Charter School, et al. V. Commonwealth of Pennsylvania, School District of
Philadelphia et.al. The Commonwealth Court rendered adversely to the School District in July, 2000

after determination that the School District lacked standing to challenge the Bensalem School
District’s granting of a charter. Approximately 60% of the schools enrollment of 450 students are
Philadelphia residents. The cost to the district for fiscal year 2001 will be $1.6 million. In August,
2000, the District appealed the decision to the Pennsylvania Supreme Court, however it was
dismissed because the Commonwealth Court’s decision was still pending. In December, 2000, the
Commonwealth Court awarded Mosaica $265,000 for the cost of attorney’s fees. An additional
appeal is pending.

In 1973 the Pennsylvania Human Relations Commission (PHRC) brought suit against the School
District in Pennsylvania Commonwealth court to end historical de facto racial segregation. Over the
next 20 years the District implemented various reform plans, which the Court determined, from time
to time, were inadequate to cure the problem of racial isolation in the schools. The district moved to
join the City of Philadelphia and the Commonwealth in the action in 1995 as possible sources of the
additional funding required to support the reforms.

In August, 1996, the Commonwealth Court filed an Opinion and Order entering judgment in favor of
the School District and against the Commonwealth. The Commonwealth Court determined the
School District was entitled to additional resources for 1996-97 of $45.1 million and ordered the
Commonwealth to submit a plan detailing the means by which these funds would be transmitted to
the School District for fiscal year 1997 as well as in future years if necessary. The Pennsylvania
Supreme Court, having previously assumed plenary jurisdiction, vacated the Commonwealth Court’s
Order in September, 1996 and stayed all further proceedings in the Commonwealth Court until
further notice.

In May, 1999, the Supreme Court ruled that the Commonwealth Court had erred in joining the
Commonwealth and the City as defendants in the lawsuit, because they were not parties in the
original proceedings before the Commission. As a result, any increased state funding to support the
desegregation effort through this litigation has been precluded. In August 1999, the District filed an
extension status reporting addressing steps it had taken to comply with Commonwealth Court’s 1996
remedial order. The Commonwealth requested additional information and an updated status report
was submitted in May, 2000. In December, 2000, the Court requested information on contracts
designed to increase safety in the schools and a response was filed the same month. All
assessments of the fiscal impact of this case are pending.
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* The School District was notified by the Pennsylvania Department of Education (PDE) that the
results of an audit conducted by the Auditor General for the years ending June 30, 1991, 1992 and
1993 revealed that the School District over-reported student enrollment in Fiscal Year 1991 which
established the base for all school subsidies through Fiscal Year 1999. The determination of subsidy
reimbursement from the PDE's Director, Bureau of Budget and Fiscal Management, was $20 million
through fiscal year 1999. The School District appealed. A similar audit was undertaken which
concluded with the PDE asserting an additional $20 million claim for alleged over reporting of
enrollment in school years 1994-95 through 1996-97. The district denies the claim and is in the
process of producing documentation. In May, 2000, in consideration of the District's agreement to
stay funding litigation against the Commonwealth, the Commonwealth postponed all potential
collection actions. However, in December, 2000, the PDE sent the School District a proposed
settlement calling for payments equaling $4.73 million per year for three years beginning during the
2001-2002 school year. A decision is pending.

10. PENSION OBLIGATION BONDS

In fiscal 1999, the Philadelphia Authority for Industrial Development (PAID) issued $1.291 billion in Pension
Funding Bonds. These bonds were issued pursuant to the provisions of the Pennsylvania Economic
Development Financing Law and the Municipal Pension Plan Funding Standard and Recovery Act (Act 205).
The bonds are special and limited obligations of PAID. They are not obligations of the City. The City
entered into a Service Agreement with PAID, whereby the City will pay directly to the trustee designated by
PAID, amounts sufficient to make the required payments of principal and interest on the bonds. The City had
recorded $1.297 billion in its General Long-Term Debt Account Group as a result of the Pension Service
Agreement.

Act 205 requires the City to budget its minimum municipal pension contribution for the following year. This
minimum annual contribution is referred to as the “Minimum Municipal Obligation” or “MMQO”.  The
calculation of the MMO depends upon the actuarial cost components that are determined by the actuarial
valuations. The components of the MMO are the City’s projected normal costs, administrative expenses and
amortization payments to fund the Unfunded Actuarial Accrued Liability. The City is authorized under Act
205 to reduce or eliminate the Unfunded Actuarial Accrued Liability, which was $1.365 billion as of July 1,
1999, the date of the latest actuarial valuation.

The net proceeds of the bond sale of $1.25 Billion were deposited with the Municipal Pension Fund. The
proceeds were included as employer contributions in the accompanying statement of changes in net plan
assets. The deposit of the proceeds reduced the Unfunded Actuarial Accrued Liability by that amount. The
deposit resulted in reductions to the City's MMO payments for Fiscal Year 2000 and the City expects that
such deposit will result in reductions of the City’s MMO payments in future fiscal years.

11. SUBSEQUENT EVENTS

* In July, 2000, the City issued $250 million of Tax and Revenue Anticipation Notes to supplement the
receipts of the General Fund of the City for the purpose of paying general expenses of the City prior to
the receipt of taxes and other revenues to be received in the current fiscal year. The proceeds will be
invested until needed and repaid by the end of the fiscal year.

* In November 2000, City Council approved an ordinance authorizing a loan to the Philadelphia Gas
Works to meet an unanticipated emergency created by a cash flow crisis. The loan of up to $45 million
will allow the company to bridge the gap between when the natural gas is purchased and when the
revenue from a proposed rate increase would begin to be realized. To date, $25 million has been loaned
to PGW.
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* In December 2000, the City issued an additional $50 million of Tax and Revenue Anticipation Notes to
supplement the receipts of the General Fund of the City for the purpose of paying general expenses of
the city prior to receipt of taxes and other revenue to be received in the current fiscal year. The
proceeds will be invested until needed and repaid by the end of the fiscal year.

* City Council authorized the Mayor to enter into agreements with the local professional baseball and
football teams whereby the City agreed to make $80 million in repairs and improvements to Veteran's
Stadium and to pay $23 million for a new football practice facility if the legislation necessary to finance,
develop and construct two new stadiums was not in place by November 3, 2000. The deadline to
finalize the stadium agreements was not met, however the City and the teams have continued
negotiations extending the deadline. City Council has passed a series of ordinances relating to site
acquisitions and additional legislation is pending.

* In January, 2001, the City sold $295 million of general obligation bonds. The interest rates on the bonds
range from 3.4% to 5.5%. The proceeds of the bonds will be used for general capital purposes.

* In November 2000, the School District made settlement on the issuance of $153.0 million of General
Obligation Bonds. The bonds were issued in two series. Series A bonds in the amount of $130 million
will finance Capital Improvement Programs. Series B interest free qualified zone academy bonds in the
amount of $23.0 million will finance specifically identified capital projects.
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PENSION PLANS - SCHEDULES OF FUNDING PROGRESS

City Plan

(Amounts In Millions)

UAAL as a
Actuarial Actuarial Actuarial Unfunded Percent of
Valuation Value of Accrued AAL Funded Covered Covered
Date Assets Liability (AAL) (UAAL) Ratio Payroll Payroll
(a) (b) (b-a) (a/b) (c) (b-a)lc
07/01/1997 $2,660.9 $5,318.1 $2,657.2 50.03% $1,067.7 248.87%
07/01/1998 $2,921.3 $5,586.1 $2,664.8 52.30% $1,128.2 236.20%
07/01/1999 $4,496.8 $5,862.1 $1,365.3 76.71% $1,178.6 115.84%
Gas Works Plan
(Amounts In Thousands)
UAAL as a
Actuarial Actuarial Actuarial Unfunded Percent of
Valuation Value of Accrued AAL Funded Covered Covered
Date Assets Liability (AAL) (UAAL) Ratio Payroll Payroll
(a) (b) (b-a) (a/b) (c) (b-a)lc
09/01/1996 $349,675 $301,883 ($47,792) 115.83% $98,549 -48.50%
09/01/1997 $390,631 $338,825 ($51,806) 115.29% $96,380 -53.75%
09/01/1998 $393,878 $356,367 ($37,511) 110.53% $94,735 -39.60%
PHA Plan
(Amounts In Thousands)
UAAL as a
Actuarial Actuarial Actuarial Unfunded Percent of
Valuation Value of Accrued AAL Funded Covered Covered
Date Assets Liability (AAL) (UAAL) Ratio Payroll Payroll
(a) (b) (b-a) (a/b) (c) (b-a)lc
10/31/1995 $129,042 $132,041 $2,999 97.73% $54,098 5.54%
10/31/1996 $129,042 $132,041 $2,999 97.73% $63,856 4.70%
10/31/1997 $138,642 $142,350 $3,708 97.40% $65,608 5.65%
RDA Plan
(Amounts In Thousands)
UAAL as a
Actuarial Actuarial Actuarial Unfunded Percent of
Valuation Value of Accrued AAL Funded Covered Covered
Date Assets Liability (AAL) (UAAL) Ratio Payroll Payroll
(a) (b) (b-a) (a/b) (c) (b-a)lc
01/01/1998 $42,383 $40,234 ($2,149) 105.34% $4,705 -45.70%
01/01/1999 $43,189 $40,935 ($2,254) 105.50% $5,088 -44.30%
01/01/2000 $43,929 $42,368 ($1,561) 103.69% $5,010 -31.17%
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