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INTRODUCTION

Philadelphia International Airport (“PHL”) and Northeast Philadelphia Airport (“PNE”)
(collectively the “Airport”) are owned by the City of Philadelphia (the “City”) and operated by the
Department of Aviation (the “Department”). The following discussion and analysis of the financial
performance and activity of the Department is to provide an introduction and understanding of the
basic financial statements of the City’s Aviation Fund (“Aviation Fund”) for the fiscal year ended
June 30, 2022, with selected comparative information for the fiscal year ended June 30, 2021.

This discussion has been prepared by management and should be read in conjunction with the
financial statements and the notes thereto that follow this section. The financial statements
presented are for the Aviation Fund only and are not intended to present fairly the financial position
of the City as a whole or the results of its operations and cash flows. The Annual Comprehensive
Financial Report of the City provides complete financial information as to the City and its
component units. Complete financial information for the City and its component units can be found
at: https://www.phila.gov/INVESTOR/Pages/reports.aspx.

The accounting policies of the City of Philadelphia, as reflected in the accompanying Aviation
Fund financial statements, conform to accounting principles generally accepted in the United
States of America for local government units as prescribed by the Governmental Accounting
Standards Board. Accounting principles generally accepted in the United States of America for
proprietary funds, such as the Aviation Fund, require that both earnings and expenses be recorded
as they accrue, and that depreciation of fixed assets be recorded as an expense. The financial
statements for fiscal year 2022 are presented in accordance with accounting principles generally
accepted in the United States of America.

The financial statements contained in the Financial Section of this document are reconcilable with
the Basic Financial Statements contained in the City’s Annual Comprehensive Financial Report
for fiscal year 2022, which are audited by the Office of the Controller of the City of Philadelphia.
Previous balances were not adjusted for the adoption of Governmental Accounting Standards
Board Statement No. 87.

For purposes of calculating Scheduled Airline rentals, fees and charges, and demonstrating
compliance with the Rate Covenant, Aviation Fund accounts are maintained on the accrual basis
of accounting adjusted to meet the particular requirements of the General Airport Revenue Bond
Ordinance of the City. Using this basis of accounting, revenues are recorded as they are earned,
and operating expenses are recorded as they are incurred. In addition, principal payments on debt
are recorded as an element of expense in lieu of depreciation, and equipment purchases and other
capital outlays funded from operations are charged to expense in the year of acquisition.

For purposes of budgeting, Aviation Fund accounts are maintained on the modified accrual basis
of accounting also referred to as the “legally enacted basis.” Under this basis, revenues are
recorded in the year received. Obligations are recognized and recorded as expenses at the time
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they are paid or encumbered. A reserve is maintained for encumbrances at the close of the fiscal
year, intended to be sufficient to liquidate the estimated related obligations.

BACKGROUND INFORMATION ON THE AVIATION FUND

The Aviation Fund is an enterprise fund of the City. Enterprise funds are established by
governmental units to account for services that are provided to the general public based on user
charges, and they are operated in a manner similar to business-type activities. The Aviation Fund
was created and authorized as part of the fiscal year 1974 Operating Budget Ordinance approved
by City Council on June 7, 1973 and made effective July 1, 1973.

The Aviation Fund is self-supporting, using no local tax dollars to operate. The Aviation Fund
uses aircraft landing fees, terminal building rentals, concession revenue and other facility charges
to fund annual expenses. The Airport’s capital program is funded by airport revenue bonds issued
by the City, commercial paper (“CP”), federal and state grants, passenger facility charges
(“PFCs”), customer facility charges (“CFCs”), and operating revenues.

DESCRIPTION OF PHILADELPHIA AIRPORT SYSTEM

PHL is classified by the Federal Aviation Administration (“FAA”) as a large air traffic hub
(enplaning 1.0% or more of the total passengers enplaned in the U.S.). According to data reported
for calendar year 2021 by Airports Council International — North America, PHL was ranked the
twenty-first busiest airport in the United States, serving 19.6 million passengers; twenty-eighth
busiest in the nation for aircraft operations; and fifteenth busiest in the nation for cargo tonnage.

The Airport serves residents and visitors from a broad geographic area that includes eleven
counties within four states: Pennsylvania, New Jersey, Delaware, and Maryland. The Airport
System consists of the following:

Philadelphia International Airport

PHL has approximately 2,598 acres located partly in the southwestern section of the City and
partly in the eastern section of Delaware County, about 7.2 miles from Center City Philadelphia.
The Airport’s runway system consists of parallel Runways 9L-27R and 9R-27L, crosswind
Runway 17-35, commuter Runway 8-26, and interconnecting taxiways. PHL’s terminal facilities
consist of seven terminal units totaling approximately 3.3 million square feet and include ticketing
areas, passenger and baggage screening areas, passenger hold rooms and other amenities, baggage
claim areas, a variety of food, retail and service establishments, and other support areas.

Outside of the PHL terminal area, PHL also has the following: six active cargo facilities; various
support buildings; training areas; an air traffic control tower; a fixed-base operator; corporate
hangars; a fueling supply facility; two American Airlines aircraft maintenance hangars; a first-
class office complex; a 14-story hotel; seven rental car facilities; a cell-phone lot; employee
parking lots; and five public parking garages.
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Northeast Philadelphia Airport

PNE is located on approximately 1,118 acres situated within the City limits, ten miles northeast of
Center City Philadelphia. PNE serves as a reliever airport for PHL and provides for general
aviation, air taxi, corporate, and occasional military use. The airport has no scheduled commercial
service. There are presently 85 T-hangars, ten corporate hangars and six open hangars for general
aviation activities.

City of Philadelphia Home Rule Charter Change

In November 2022, voters passed an amendment to Philadelphia’s Home Rule Charter establishing
the Department of Aviation to oversee Philadelphia International Airport and Northeast
Philadelphia Airport. Prior to the Charter amendment, the Division of Aviation operated the
airports under the oversight of the City’s Department of Commerce. The Department of Aviation
is now a standalone department that reports directly to the Mayor of Philadelphia. This change is
expected to increase autonomy in decision-making, streamline operations, and position the airports
to be more adaptable in an evolving market.

AIRPORT STATISTICS AND HIGHLIGHTS
Air Service

Fiscal year 2022 saw the lifting of COVID-19 restrictions and the return of passenger traffic. In
the first half of fiscal year 2022, passengers to domestic leisure destinations as well as to Mexico
and the Caribbean were strong and surpassed pre-COVID passenger levels. The spring of 2022
saw the return of 5 European destinations with seasonal Canadian destinations returning for
summer 2022. At the end of the fiscal year in June 2022, U.S. Government restrictions on inbound
testing of international visitors improved PHL’s international arrivals for the summer travel period
in 2022.

At fiscal year-end 2022, PHL offered 121 non-stop destinations, of which 92 were domestic and
29 were international. Seat capacity in fiscal year 2022 increased by 4.9 million or 48.9% over
fiscal year 2021, which was partially impacted by airline capacity constraints, bringing the fiscal
year 2022 total seat capacity to 14.9 million. Domestic seats increased 3.9 million or 41.1%, while
international seats increased 1.0 million or 205.0%.

In April 2022, PHL announced that AFCO Advance Cargo Partnership was selected to help
implement strategic cargo goals of expanded new facilities and improved technology for shippers
and handlers.

Passenger Activity

The total number of passengers served by the Airport in fiscal year 2022 was approximately 23.2
million, which is an increase of 78% from fiscal year 2021 passengers of 13.0 million, and a
decrease of 28% from fiscal year 2019, which was the last full year of pre-COVID activity.
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Domestic passenger traffic increased 69% in fiscal year 2022 when compared to fiscal year 2021.
However, fiscal year 2022 domestic passenger traffic was still 24% below fiscal year 2019 pre-
COVID levels. International passenger traffic continued its steady return as fiscal year 2022
activity nearly quadrupled the activity for fiscal year 2021. When compared to fiscal year 2019 or
pre-COVID levels, fiscal year 2022 international passenger traffic was close to 50% of 2019 levels.

PHL continues to serve as a major hub for American Airlines which, together with its regional
airline affiliates, accounted for approximately 7.8 million enplaned passengers, or 67% of the
Airport’s enplaned passengers in fiscal year 2022. American’s fiscal year 2022 activity was
influenced by supply side factors that constrained capacity despite growth in demand for air travel.
American has reduced operations on smaller regional aircraft as pilots transition to larger aircraft
amid the ongoing pilot shortage affecting most U.S. airlines. In fiscal year 2019, small regional
aircraft (with 50 seats or less) represented 19 percent of American’s scheduled systemwide
operations, falling to 10 percent in fiscal year 2022. This decrease in small regional aircraft
operations has been particularly impactful at PHL, where American operated more flights using
these aircraft in fiscal year 2019 than from any other hub. Delayed delivery of new aircraft,
particularly the Boeing 787, has also slowed American’s restoration of service on PHL
transatlantic routes that it operated before the COVID-19 pandemic. These supply side factors
generally do not represent long-term structural constraints. American has accelerated the hiring
and training of new pilots and continues to take delivery of new long-haul aircraft that will enable
restoration of capacity on transatlantic routes.

Enplanements and Operations Activity at PHL

Percentage

Fiscal Year Fiscal Year Increase Increase
2022 2021 (Decrease) (Decrease)
Domestic Enplanements (Outbound passengers): 10,669,355 6,286,436 4,382,919 69.7%
International Enplanements (Outbound passengers): 1,005,967 256,206 749,761 292.6%
Total Enplanements (Outbound passengers): 11,675,322 6,542,642 5,132,680 78.4%
Operations (Takeoffs & landings): 292,871 218,802 74,069 33.9%
Landed Weight (1,000-pound units): 17,188,595 12,674,117 4,514,478 35.6%

Cargo Activity

Overall cargo tonnage decreased by nearly 7 thousand tons or 1.1% from fiscal year 2021 to fiscal
year 2022. Cargo related to freight decreased by over 7 thousand tons, with a decrease in domestic
freight of over 20 thousand tons or 4.6%, which was offset by an increase in international freight
of 13 thousand tons or 10.2%. Cargo related to mail air service increased slightly by 259 tons, with
an increase of 1.7% in domestic mail, offset by a 66.7% decrease in international mail. In fiscal
year 2022, cargo tonnage handled by PHL’s passenger carriers accounted for 8.9% of the total,
and UPS accounted for 66.6% of the total.
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Cargo Activity at PHL
(amounts expressed in tons)

Percentage
Fiscal Year Fiscal Year Increase Increase

2022 2021 (Decrease) (Decrease)
Domestic Freight: 430,514 451,095 (20,581) (4.6)%
International Freight: 144,759 131,374 13,385 10.2%
Sub-Total Freight: 575,273 582,469 (7,196) (1.2)%
Domestic Mail: 62,795 61,729 1,066 1.7%
International Mail: 402 1,209 (807) (66.7)%
Sub-Total Mail: 63,197 62,938 259 0.4%
Total Cargo (Freight and Mail): 638,470 645,407 (6,937) (1.1)%

OTHER OPERATIONAL AND FINANCIAL HIGHLIGHTS
Airport-Airline Use and Lease Agreement

The Airport-Airline Use and Lease Agreement expired on July 1, 2022. The Airport and Airlines
continue to operate as they have previously under established procedures for annual review and
adjustment of airline rentals, fees, and charges so that the Airport System yields Amounts
Available for Debt Service at least sufficient to comply with the Rate Covenant established in its
General Airport Revenue Bond Ordinance. The Department is in the process of negotiating a new
Airline Agreement that it presently anticipates could take effect on July 1, 2023.

Parking Garage Debt Defeasance

Prior to calendar year 2022, the parking garages at PHL occupied leased land space and were
owned and operated by the Philadelphia Parking Authority (“PPA”). In January 2022, the Airport
defeased PPA’s airport parking bonds outstanding in the aggregate principal amount of $53.8
million, assumed ownership of airport parking garages from PPA, and terminated PPA’s leasehold
interest in airport land. Utilization of funds from the Airport’s commercial paper program and
available parking bond reserves allowed for the repayment of PPA’s outstanding airport parking
bonds. This transaction resulted in the Airport recording a revenue of $49 million for contributed
assets from PPA. The net book of the capital assets transferred was $87 million. The Airport
entered into a new parking management agreement with PPA that commenced on January 26,
2022.

Grant Funding
In fiscal year 2022, PHL and PNE were awarded the following grants:

e $22.5 million for PHL and $2.8 million for PNE for airport development projects from the
FAA’s Airport Improvement Program (“AIP”)
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e $1.0 million for PHL from the Pennsylvania Commonwealth Financing Authority for the
Baggage Tug Tunnel Rehabilitation project, Phase 11

e $600 thousand for PHL from the PennDot Bureau of Aviation — AIP match

e $1.1 million for PHL from the Transportation Security Administration (“TSA”) for Law
Enforcement Officer coverage at security checkpoints

e $555 thousand for PHL from the TSA for canine team expenses

Awards and Recognition

Uber Innovation Award: In March 2022, PHL was awarded Uber’s Innovation Award as part of
Uber’s inaugural Airport Award Initiative. PHL was recognized as the airport that adapted to
facilitate consistent service to its shared riders and passengers during an unprecedented time in
travel.

Outstanding Sustainability Infrastructure Development Award: In fall 2022, Airports Going Green
(AGG) awarded an Outstanding Sustainability Infrastructure Development Award to PHL for
work on an apron project that project utilized 90,000 cubic yards of an innovative ultra-light
foamed glass made from 100% post-consumer recycled glass. This translates to the reuse and
repurpose of 85 million glass bottles. In addition to helping reduce our waste stream, the ultralight
product reduced delivery haul trips by 85%, from 7,000 to only 1,000, which significantly
decreased the amount of carbon and other emissions for the construction project as a whole.

Diversity, Equity, and Inclusion Award: The Northeast Chapter of the American Association of
Airport Executives recognized PHL for their diversity, equity, and inclusion achievements. The
award recognizes the commitments an initiative advanced by the organization for achievement of
established goals within this area.

CFO of the Year Award: Tracy Borda, Chief Financial Officer (“CFO”), was recognized by two
different organizations, Airports Council International North America (ACI-NA) as Large Airport
Finance Professional of the Year, and the Philadelphia Business Journal as a winner of the CFO
of the Year Award. The awards recognize the hard work and dedication of CFOs and highlight
how they navigate and implement fiscal strategies that contribute to the success of the organization.

Environmental Stewardship

Airport Carbon Accreditation: Airport Carbon Accreditation is the only institutionally endorsed,
global carbon management certification program for airports. It independently assesses and
recognizes the efforts of airports to manage and reduce their carbon emissions through 6 levels of
certification: ‘Mapping’, ‘Reduction’, ‘Optimization’, ‘Neutrality’, ‘Transformation’ and
‘Transition’. The Airport is an early adopter of this standard. PHL moved up to Level 2 Reduction
in 2022 and is one of only 10 airports in North America to achieve this recognition. PNE has
achieved Level 1 Mapping status. PHL and PNE are the only two airports in the state of
Pennsylvania to achieve this accreditation.
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Sustainability Management Plan: The Airport completed its Sustainability Management Plan in
fiscal year 2022, which engaged staff, airport vendors and airlines, and various city agencies that
sets a course to integrate sustainability into airport operations and development by identifying
sustainability goals, quantitative metrics and targets, and initiatives to achieve those targets, as
well as the staff and entities providing leadership to each effort. Some of the high-level goals of
the plan include carbon neutrality by 2050; zero waste by 2035; 30% reduction of petroleum-based
fuel usage by 2030; and 100% use of renewable energy (either through production or purchase) by
2030.

Planning for Climate Change Resilience: The Airport recently completed its Climate Adaptation
and Resiliency Plan, a Hydrologic and Hydraulic (“H&H”) study showing the impact of projected
sea level rise and tidal surge, and a Stormwater Master Plan, all focused on reducing the impacts
of flooding and other climate change risks to PHL’s property and equipment. The Airport plans to
grow its resilience to such threats through repair and replacement of flood infrastructure, protection
of critical equipment, expansion of the airfield drainage and stormwater management system, and
continued collaboration with local, state and federal agencies to develop a climate impact
mitigation strategy.

More information on the Airport’s various sustainability initiatives can be found on the Airport’s
website at: https://www.phl.org/newsroom.

Outreach

The Airport’s outreach strategy aligns its goals around continuous vendor engagement through
training workshops and business events that provide individual networking for prime contractors
and small diverse businesses with a focus on upcoming Airport projects and opportunities.
Training events are provided in a variety of areas including how to do business with the City of
Philadelphia and Airport, the federal program certification process, and how to structure Airport
Concession Joint Venture Agreements.

Business Opportunity Forum: The Airport hosted its 10™ Annual Business Opportunity Forum on
September 30, 2022. Small and diverse businesses from the Philadelphia area met virtually to
understand the dynamics of doing business at PHL, learn about anticipated opportunities, and
network with airport leadership and prime contractors. The forum was attended by 320 participants
representing businesses and partnering agencies. Of the participants registered: 53% represented
minority or women-owned business enterprises.

Concession Relief: During 2022, the Airport continued its pandemic relief programs for its food,
beverage and retail concessions to ensure that Airport Concession Disadvantaged Business
Enterprise (“ACDBE”) operators were not disparately affected by the impact of the pandemic. For
calendar year 2022, ACDBE operators generated $78.3 million, which accounted for 45.5% of
total program sales.
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Additional information regarding the Airport’s outreach efforts and diversity initiatives can be
found on the Airport’s website at: https:// www.phl.org/newsroom.

Guest Experience

The Airport welcomed the return of the monthly live animal visits by the Philadelphia Zoo, which
brought different animals to PHL to educate and entertain passengers each month.

Focusing on physical accessibility, in addition to upgrading several public spaces to meet and
exceed the American with Disabilities Act (“ADA”) Standards, the Airport has created a page on
their website called, ‘Access for All’, which provides online help for people with all aspects of
travel from baggage to take off at https://www.phl.org/about/accessibility/access.

PHL continues its commitment of enhancing the guest experience through modernizing its
restrooms. In October 2022, PHL had a ribbon-cutting ceremony for the airport's newest restroom
set, which featured PHL’s first built-in lactation suite.

PHL launched the first phase of its Queue Management System Wait-Time Monitoring System at
Terminals D and E Security Checkpoints to provide passengers with accurate, real-time updates at
the security checkpoints via in-terminal digital signage and at PHL’s website. Providing this
information helps passengers plan their trip to the airport and decreases the stress at security,
boosting their overall satisfaction with the security experience.

Philadelphia’s music history was brought to travelers through an art exhibit showcasing the
legendary Philadelphia International Records. The exhibit highlighted 50 years of music produced
by the record label and rightfully called “The Sound of Philadelphia”. The exhibit is located near
Terminal A-East.

Details on several other PHL guest experience programs can be found on the Airport’s website at:
https://www.phl.org/newsroom.

FINANCIAL STATEMENTS OVERVIEW

The basic financial statements of the Aviation Fund are designed to provide the reader with a broad
overview of the organization’s finances. The financial statements are prepared in accordance with
Generally Accepted Accounting Principles (“GAAP”) promulgated by the Governmental
Accounting Standards Board (“GASB”).

The financial statements of the Aviation Fund are presented on an accrual basis, and accordingly,
income is recorded as earned and expenses as incurred. Operating revenues are comprised of
airline and non-airline revenues. Airline revenues are those paid by PHL’s agreement carriers and
include rents, landing fees, and passenger fees. Non-airline revenues are all other operating
revenues that do not qualify as airline revenue. These consist of parking, rental car, ground
transportation, concessions, advertising, utilities, and other operating revenue. Operating expenses
include salaries and employee benefits; purchased services; materials and supplies; and
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depreciation/amortization. Non-operating revenue and expense items include interest income,
interest expense, rental car-related Customer Facility Charges (“CFC”), airfare-related Passenger
Facility Charges (“PFC”), and operating grants.

Aviation Fund financial activity is presented in three financial statements:

The Statement of Net Position presents information on all Aviation Fund assets, deferred outflows
of resources, liabilities, and deferred inflows of resources as of the fiscal year-end; assets and
liabilities are classified as either current or non-current. The difference between (a) assets and
deferred outflows of resources and (b) liabilities and deferred inflows of resources is reported as
net position. Net Position is segregated into four components: net investment in capital assets;
restricted for capital projects; restricted for debt service; and unrestricted net position.

The Statement of Revenues, Expenses and Changes in Fund Net Position presents revenue and
expense activity for the current year. The difference between revenue and expense will either
increase or decrease total net position. The ending balance of net position resulting from this
increase or decrease is reflected on the Statement of Net Position.

The Statement of Cash Flows presents the actual inflow and outflow of cash by category during
the year. The difference between the inflow and outflow of cash increases or decreases the total
cash balance. The resulting ending cash balance is reflected on the Statement of Net Position.

The Aviation Fund financial statements can be found after the Management’s Discussion and
Analysis. The Notes follow and provide additional information that is essential to a full
understanding of the data provided in the Aviation Fund financial statements. In addition to the
basic financial statements and accompanying notes, government accounting standards require
presentation of Required Supplementary Information (“RSI”).

FINANCIAL HIGHLIGHTS
Net Position Summary

Total net position serves as an indicator of the Airport’s financial condition. At June 30, 2022, the
Aviation Fund’s net position was $1,165.8 million, a 9.6% increase over the fiscal year 2021. The
Aviation Fund’s unrestricted net position also increased $31.0 million, or 134.6%, in fiscal year
2022.

The following table summarizes the Airport’s assets, deferred outflows, liabilities, deferred
inflows and net position at June 30, 2022 and June 30, 2021:
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City of Philadelphia — Aviation Fund

Statements of Net Position

($000)
Dollar Percentage
Fiscal Year Fiscal Year Increase Increase

2022 2021 (Decrease) (Decrease)
Current assets $ 505,936 $ 330,849 $ 175,087 52.9%
Non-current assets 789,048 642,915 146,134 22.7%
Capital assets, net 2,285,675 2,192,137 93,538 4.3%
Total assets 3,580,660 3,165,901 414,759 13.1%
Deferred outflows 27,027 18,275 8,751 47.9%
Current liabilities 337,157 394,148 (56,992) (14.5)%
Non-current liabilities 1,987,976 1,689,336 298,640 17.7%
Total liabilities 2,325,133 2,083,485 241,648 11.6%
Deferred inflows 116,755 36,677 80,079 218.3%

Net position:

Net investment in capital assets 895,169 865,501 29,668 3.4%
Restricted for capital projects 93,942 61,317 32,626 53.2%
Restricted for debt service 168,718 160,221 8,497 5.3%
Unrestricted 7,968 (23,025) 30,994 134.6%
Total net position $ 1,165,798 $ 1,064,013 $ 101,785 9.6%

Assets

Current assets increased $175.1 million as a result of a $75.7 million increase in investments offset
by decreases of $2.2 million in market valuation allowances on investments as well as an increase
of $5.6 million increase in accounts receivable and a $95.7 million increase in lease receivable as
a result of implementing GASB Statement 87 (“GASB 87”).

Non-current assets increased $146.1 million due to a $136.8 million increase in investments, an
$11.7 million in restricted cash, and a $10.5 million increase in sinking fund reserves. The
increases were offset by decreases of $9.8 million in grants from other governments for capital
purposes and a $3.2 million decrease in restricted receivables.

Capital assets increased $93.5 million due to an $87.0 million increase from the transfer of assets
from PPA, which included parking garages, equipment, and other improvements. There was a
$29.8 million decrease in construction in progress, as well as an increase of $132.8 million in
building and equipment, which was offset by an increase of $114.2 million in accumulated
depreciation. Additionally, there was an $11.6 million increase in the right to use lease assets for
the combined totals for land and equipment as a result of implementation of GASB 87.

10
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Deferred outflows of resources

Deferred outflows of resources increased by a net of $8.7 million primarily from a $12.3 million
increase in pension plan liabilities offset by a $3.0 million accumulated decrease in fair value of
hedging derivatives.

Liabilities

Current liabilities decreased $57.0 million as compared to fiscal year 2021, primarily due to a
$115.4 million decrease in the current portion of taxable airport revenue notes; a $23.1 million
decrease in construction contracts payable; and a $9.8 million decrease in current maturities of
long-term bonded debt. These decreases were offset by increases of $45.0 million in commercial

paper notes; $27.3 million in unearned revenue; $8.2 million in accounts and vouchers payable;
$6.2 million accrued interest payable; and $4.2 million due to component units.

Non-current liabilities increased $298.6 million as compared to fiscal year 2021, primarily due to
a $112.9 increase in long-term taxable airport revenue notes; a $110.6 million increase in revenue
bonds net of current maturities; a $45.2 million increase in unamortized bond premiums; a $19.9
million increase in net pension liability; a $2.0 million increase in other post-employment benefits
liability; and an $11.1 million increase in leases payable due to the implementation of GASB 87.
The increases were offset by a decrease of $2.9 million in derivative instrument liability.

Deferred inflows of resources

Deferred inflows of resources increased $80.1 million in fiscal year 2022. This includes a $1.0
million deferred gain on bond refunding, a $96.9 million increase for deferred inflows for leases,
offset by a $17.1 million decrease in deferred inflows related to pensions.

Net investment in capital assets

Net investment in capital assets increased by $29.7 million, primarily due to a $87.1 million net
increase in capital assets, $122.8 million increase in unspent proceeds of capital debt, $17.9 million
increase in construction contracts payable, which were offset by decreases of $108.0 million in
non-current debt, $35.3 million in current debt, and $46.9 million in unamortized discount and
loss.

Restricted for capital projects

Restricted for capital projects represents funds available but restricted for construction of capital
assets, reduced by debt payable on those funds. The increase of $32.6 million in fiscal year 2022
is primarily a result of a $35.2 million increase in the portion of PFC balance reserved for ‘pay as
you go’, offset by a $10.8 million decrease in restricted assets used for construction purposes.
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Restricted for debt service

The restricted for debt service balance increased by $8.5 million. This increase was primarily
attributable to a $13.2 million increase in cash and investments in the sinking fund and decreases
of $2.8 million in restricted assets used for debt service and $2.0 million PFC designated for debt
service.

Unrestricted net position

Unrestricted net position increased by $31.0 million. The unrestricted portion is comprised of the
net position less the net investment in capital assets and restricted assets.

Summary of Revenues, Expenses and Changes in Net Position

Airport income before capital contributions is composed of operating and non-operating revenues,
net of expenses. Capital contributions represent federal and state grants for approved capital
projects, as well as the transfer of ownership of the parking garages from PPA to the Airport. The
change in net position represents the results of operations.

In fiscal year 2022, the Aviation Fund strengthened its financial position with total revenues,
including capital contributions, exceeding total expenses by $101.8 million. The following table
compares the changes in revenues, expenses and fund net position between June 30, 2022 and June

30, 2021:

City of Philadelphia — Aviation Fund
Statements of Revenues, Expenses and Changes in Fund Net Position

($000)

Dollar Percentage

Fiscal Year Fiscal Year Increase Increase

2022 2021 (Decrease) (Decrease)

Operating revenues $ 321,203 $ 288,424 $ 32,779 11.4%
Less: Operating expenses (346,082) (327,935) (18,147) 5.5%
Operating gain (loss) (24,879) (39,511) 14,632 (37.0)%
Non-operating revenue, net 55,159 56,482 (1,325) 2.3)%
Income before capital contributions 30,280 16,972 13,307 78.4%
Capital contributions 71,505 29,318 42,187 143.9%
Changes in net position 101,785 46,290 55,495 119.9%
Net position beginning of year 1,064,013 1,017,724 46,290 4.5%

Prior period adjustments - - - -
Net position end of year $1,165,798 $ 1,064,013 $ 101,785 9.6%
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Revenues

For fiscal year 2022, approximately 75% of all revenue came from operating sources, while the
remaining 25% came from non-operating sources, both of which are described below. Additional
information on Airport revenues can be found in Exhibit S-12 in the Statistical Section.

Operating Revenues

Operating revenue consists of airline revenue and non-airline revenue, which comprised 61% and
39% respectively in fiscal year 2022, and 75% and 25% in fiscal year 2021. Operating revenues
increased by $32.8 million or 11.4% in fiscal year 2022. The following table presents a
comparative summary of operating revenues by source for fiscal year 2022 and fiscal year 2021,
followed by explanations of changes in these categories between years.

Operating Revenues

($000)
Fiscal Year Fiscal Year Increase Increase
2022 2021 (Decrease) (Decrease)
Operating revenues

Rents $ 109,403 $ 129,802 $ (20,399) (15.7)%
Landing fees 64,622 76,702 (12,080) (15.7)%
Passenger fees 21,444 10,806 10,638 98.4%
Total airline revenues 195,469 217,310 (21,841) (10.1)%
Parking 27,317 724 26,594 3674.1%
Food/Beverage/Retail 20,297 8,818 11,479 130.2%
Rental cars 21,798 12,738 9,060 71.1%
Ground transportation 9,501 3,776 5,725 151.6%
Other operating 46,819 45,057 1,763 3.9%
Total non-airline revenues 125,734 71,114 54,620 76.8%
Total operating revenue $ 321,203 $ 288,424 $ 32,779 11.4%

Airline Revenues

- Rents derived from PHL’s signatory airlines decreased by $20.4 million or 15.7% from fiscal
year 2021 to fiscal year 2022 due to decreases in various terminal rental rates in fiscal year 2022
caused by projected increases in non-airline terminal concession revenues which are used to
offset the rents charged to the airlines.
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- Landing fees derived from PHL’s signatory airlines decreased by $12.1 million or 15.7% from
fiscal year 2021 to fiscal year 2022 primarily due to a decrease in the landing fee rate charged to
air carriers.

- Passenger fees derived from PHL’s signatory airlines increased by $10.6 million or 98.4% in
fiscal year 2022 due to an increase in passenger traffic. For fiscal year 2022, total passengers
increased 78% when compared to fiscal year 2021, including a significant increase in
international passenger travel.

Non-Airline Revenues

- Parking revenue in fiscal year 2022 increased by $26.6 million from fiscal year 2021 due to the
reopening of parking facilities after closures due to the COVID-19 pandemic and given increases
in demand.

- Food/Beverage/Retail revenue increased $11.5 million or 130.2% due to increases in passenger
activity.

- Rental car revenue increased $9.1 million or 71.1% in fiscal year 2022 due to an increase in
passenger activity.

- Ground transportation revenue increased $5.7 million or 151.6% due mainly to Transportation
Network Company (“TNC”) revenue improving as a result of increases in passenger traffic.

- Other operating revenue, which consists of fixed based operator rents, cargo and hangar rentals,
office space rental income, domestic gate-turn fees, advertising, catering, hotel, fuel flowage,
utilities and other miscellaneous revenue, increased $1.8 million or 3.9% due primarily to
increases in other tenant terminal building rentals, other area land rentals, and court awarded
damages.

Non-operating Revenues

- Non-operating revenues, which consist of PFCs, CFCs, interest income, and federal and state
grants for non-capital purposes, increased by $2.5 million or 2.3% in fiscal year 2022. The
following table presents a comparative summary of non-operating revenues by source for fiscal
year 2022 and fiscal year 2021, followed by explanations of changes in these categories between
years.

14



CITY OF PHILADELPHIA
AVIATION FUND
Management’s Discussion and Analysis (Unaudited)
June 30, 2022

Non-operating Revenues

($000)
Fiscal Year Fiscal Year Increase Increase
2022 2021 (Decrease) (Decrease)

Non-operating revenue
Passenger facility charges $ 48,553 $ 30,033 $ 18,522 61.7%
Customer facility charges 12,231 10,561 1,669 15.8%
Interest Income (8,753) 1,591 (10,344) (650.2)%
Lease Interest Revenue 2,599 - 2,599 0.0%
Operating grants 54,629 64,398 (9,768) (15.2)%
Other non-operating - 224 (224) (100.0)%
Total non-operating revenue $ 109,259 $ 106,806 $ 2,453 2.3%

- PFCs increased by $18.5 million or 61.7% due to an increase in enplanements.

- CFCs increased by $1.7 million or 15.8% due to an increase in deplanements and an increase in
demand for car rentals.

- Interest income decreased by $10.3 million or 650.2% in fiscal year 2022 due to a $4.6 million
decrease in investment earnings and a $5.7 million decrease for changes in market value
allowances in the operating, capital and sinking fund reserve accounts.

- Lease interest revenue increased due to recognition of interest revenue on leases as a result of
GASB 87 implementation.

- Grants from other governments for non-capital purposes (operating grants) decreased by $9.8
million or 15.2%, due to the drawing of less COVID-19 relief grant funding in fiscal year 2022
compared to the prior fiscal year. These grants were awarded by the federal government to PHL
and PNE to assist with the impacts of the COVID-19 pandemic, as follows:

o The Coronavirus Aid, Relief, and Economic Security Act (the “CARES Act”) funds of
approximately $116.4 million were awarded in fiscal year 2020, which were used to pay
debt service and operating expenses in fiscal years 2020 and 2021.

o The Coronavirus Response and Relief Supplemental Appropriation Act (“CRRSA”) of
approximately $28.9 million were awarded of which $25.5 million was used to pay debt
service and operating expenses in fiscal year 2022.

o The American Rescue Plan Act (“ARPA”) funds of approximately $115 million were
awarded of which $27.5 million was used to pay debt service expenses during fiscal year
2022.
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Expenses

Total Airport expenses result from a wide range of services both operating and non-operating.
Operating expenses include wages, benefits, purchased services, materials and supplies, and other
operating expenses, which account for 58% of total expenses; and depreciation and amortization,
which account for 29% of total expenses. Non-operating expenses make up the remaining 13%,
which includes debt service interest and other non-operating expenses.

The table below presents the major components of expense for fiscal year 2022 and fiscal year

2022, followed by an explanation of changes in these components.

Operating expenses

Personnel services

Employee benefits

Purchase of services

Materials & supplies/equipment

Other operating
Depreciation

Total operating expenses

Non-operating expenses
Debt service interest

Other non-operating

Total non-operating expenses

Total expenses

Operating expenses

Expenses
(5000)
Fiscal Year Fiscal Year Increase Increase
2022 2021 (Decrease) (Decrease)
$ 76,876 $ 74,137 $ 2,739 3.7%
38,727 49,041 (10,314) (21.0)%
105,600 89,510 16,088 18.0%
5,772 3,345 2,426 72.5%
4,890 5,363 473) (8.8)%
114,217 106,538 7,678 7.2%
346,082 327,935 18,146 5.5%
53,300 50,324 2,976 5.9%
859 - 859 -
54,160 50,324 3,835 7.6%
$ 400,241 $ 378,260 $ 21,981 5.8%

Operating expenses increased by $18.1 million or 5.5% in fiscal year 2022 and are comprised of

the following:

- Personnel services and employee benefits decreased by a net total of $7.6 million or 6.1% in
fiscal year 2022 due to employee attrition and decreases in pension obligations as a result of the
early retirement program offered by the Airport at the end of fiscal year 2021, offset by increases

in overtime pay.
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- Purchase of services increased by $16.1 million or 18.0% in fiscal year 2022 mainly due to
increases in contractual disbursements for professional services for repairs and maintenance,
restarting shuttle bus operations, and rental expenses.

- Materials and supplies/equipment increased $2.4 million or 72.5% due to an increase in
purchases of various supplies, offset by decreases in vehicle expenditures.

- Other operating expenses decreased by $473 thousand or 8.8% in fiscal year 2022 due to a
decrease in indemnities and taxes.

CAPITAL ASSETS AND CONSTRUCTION

The Airport’s investment in capital assets, net of accumulated depreciation, amounted to
approximately $2.3 billion at the end of fiscal year 2022. Most of the capital asset balance is in
runways, taxiways, and terminal buildings. Additional information regarding the Airport’s capital
assets is found in in the Footnotes Section under Footnote 3.

Capital Development

The Airport maintains an ongoing Capital Development Program (“CDP”) that addresses future
development needs, as well as repair and maintenance of existing facilities. The Airport’s CDP
contains approximately $1.3 billion in capital development projects, of which approximately $330
million was spent through the end of fiscal year 2022. The CDP focuses on terminal development
and rehabilitation, airfield improvements and pavement rehabilitation, apron improvements, land
acquisition, ground transportation projects, security and information technology enhancements,
support facilities, and improvements at PNE.

Below are highlights of major capital projects underway and recently completed. Additional
information about the Airport’s capital development program can be found on the Airport’s
website at: https://www.phl.org/about/cdp.

Major Capital Projects Underway

The following are some of the major capital projects currently underway and in various phases of
construction.

Master Plan: The Airport is in the process of finalizing an updated Airport Master Plan in 2023 to
better guide future development and to establish airfield, terminal, and landside triggers, planning
timelines and schedules to support long-term initiatives.

Taxiways:

e Taxiway P is being realigned between Taxiway U and Taxiway N to increase the runway-
taxiway separation to meet current FAA requirements and enhance airport operations. PHL
has received federal funding of $25.1 million for the $40.3 million approved project.
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e Taxiway Y is one of the key North-South taxiways at PHL and key to airfield efficiency
of taxiing operations. This rehabilitation project is also addressing airfield lighting and
signage, and site grading for safer movement of aircraft. This $16.0 million project recently
received a $1.0 million federal grant and is expected to be completed in 2024.

e Taxiway J is being rehabilitated and includes updating taxiway fillet geometry and airfield
electrical improvements to meet FAA design standards. This $28.0 million project is being
offset with $20.7 million in federal funding and is expected to be complete in 2025.

Cargo Facility Expansion: PHL is working toward expansion of its cargo facilities from a 450,000
square foot facility to a facility with over 1 million square feet. To advance this expansion, two
enabling projects have begun:

e Relocation of Tinicum Island Road — an approximate one-mile stretch is being relocated
to integrate recently acquired land into the airport property cargo expansion. This $25.0
million project has received $1.4 million in state grants and is expected to be completed
by mid-2024.

e FDR Park Wetland Mitigation — the Airport is collaborating with Philadelphia Parks and
Recreation Department on an approximately 45-acre site to be mitigated for wetland and
waterways impacts related to the airport’s West Cargo Expansion Program. Completion
of the project is expected in late 2024. This $30.0 million project has received $1 million
in state grants and is expected to be completed in 2024.

Restroom Renovation Program: As part of our continuous commitment to enhancing the guest
experience, PHL has been modernizing 48 sets of passenger-facing restrooms. This $130.0 million
program will continue to improve the quality and comfort of PHL’s facilities, accommodating
more travelers, expanding accessibility for persons with disabilities and implementing
sustainability measures. The restroom program has received $24.0 million from the FAA under
the Bipartisan Infrastructure Law funding.

Maintenance Facility and Gate Hardening: This project involves the construction of a new 8,700-
square-foot crew building and enhancements to Gate 11 to harden it to current requirements for
airport perimeter entrances. The overall expected cost is $20.0 million.

Improvements to Mechanical Systems — Concourses B and C: This $11.0 million project enhances
airflow to apron level office spaces in concourses B, C, and D.

Terminal D/E Curtainwall & Vestibule Upgrade — Phases 2 & 3: These phases replace entrance
door portals along the Departures Road at Terminals D and E. This $13.0 million multi-phased
project is expected to be completed in 2022.

Video Surveillance System Upgrades Phase 2: This $20.0 million phase 2a addresses surveillance
coverage within Terminals A East and A West. Phase 2b, which is also estimated at $20.0 million,
is in design with a 2023 expected bid opening timeframe.
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SEPTA Platform and Canopy Improvements: This project involves various improvements ranging
from platform upgrade, canopy roof replacements, vestibule replacement, to HVAC and LED light
upgrades. This $15.5 million project has received $925,000 in PA state funding to date.

Ramp Lighting Upgrade: This project consists of the replacement of airside ramp floodlights,
electrical/communication distribution, obstruction lighting at Terminal B, C, and D. This $13.0
million project is expected to be complete in 2024.

Biometrics: Biometrics is a federally mandated project to streamline the travel process and increase
security by matching passenger photos with the identification documents they present. A total of
twenty-five gates in Terminals A-East and A-West will have this technology installed as part of
this $10.0 million program.

Recently Completed Capital Projects and Acquisitions

Significant acquisitions, design and construction projects completed during fiscal year 2022
include the following:

Taxiways:

e Phase 1 of the Taxiway K reconstruction program was completed with Phase 2 expected
to be completed in 2023 at a total cost of $82.4 million, which was offset by federal and
state funding of $55.8 million.

e Taxiway J was repaired at a cost of $2.5 million.

D/E Apron Rehabilitation Projects: Select areas within the aircraft apron between Terminals D and
E and its 14-inch-thick concrete were replaced to assure safe aircraft operations. This project’s
final cost was $7 million.

Video Surveillance System — Phase 1: This $12.0 million phase addresses surveillance coverage
within the Customs and Border Protection area to meet security and operational requirements.
Phase two is in construction and incorporates the replacement of 1,000 additional cameras at an
estimated cost of $20.0 million.

DEBT ADMINISTRATION

As of June 30, 2022, the Airport’s total outstanding debt was $1.673 billion, a $143.3 million or
9.4% increase over fiscal year-end 2021, due to the issuance of new commercial paper, along with
a new money and refinancing transaction which closed in fiscal year 2022. Additional information
about the Airport’s debt is found in Exhibits S-14 through S-16 in the Statistical Section and in the
Footnotes Section under Footnote 8.

Airport Revenue Bonds

The Airport’s long-term debt is fixed rate 