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PURPOSE OF FINANCIAL CONDITION ASSESSMENT
Since 2015, the Commonwealth of Pennsylvania’s Department of Community and Economic
Development (“DCED”) has engaged Econsult Solutions, Inc., Fairmount Capital Advisors, Inc.,
and McNees Wallace & Nurick LLC (collectively, the “Recovery Coordinator”) to serve as the
Recovery Coordinator for the City of Chester (the “City”). In this capacity, the Recovery
Coordinator’s responsibilities include monitoring the financial progress of the City, providing
consultation and advice to the City’s elected officials and administrative staff, periodically
reviewing and updating the City’s financial Recovery Plan, and monitoring the City’s
implementation of the Recovery Plan.
Act 199, which amended Act 47 and was enacted in 2014, provides that municipalities operating
under a recovery plan shall be subject to a termination date five years from the effective date of
the most recent recovery plan. For the City of Chester, the relevant recovery plan for this timeline
is that which was adopted as of May 2013. Further, Act 199 requires that the Recovery
Coordinator complete a report, prior to the end of the five-year period, stating the financial
condition of the municipality and including one of the following findings: 1) conditions within the
municipality warrant a termination of distressed status, 2) conditions are such that the municipality
should be disincorporated, 3) conditions are such that the DCED secretary should request a
determination of a fiscal emergency, or 4) a three-year extension plan is warranted. This Financial
Condition Assessment report reflects the Recovery Coordinator’s assessment as required by Act
199.

SUMMARY HISTORY OF FISCAL DISTRESS IN CHESTER
The City of Chester entered Act 47 distress status in 1995. The City adopted its original Recovery
Plan in 1996 and adopted Recovery Plan amendments in 2006, 2013, and 2016. The City’s fiscal
condition continued to deteriorate from 1996 to 2006 when the City needed to obtain a deficitfunded loan to meet payroll and deliver basic services. The City’s fiscal situation improved
following the opening of Harrah’s Philadelphia Casino and Racetrack in 2008, and the City
operated within its budget for several years including establishing a reserve fund with excess
revenues. However, the City then began to fall into distress again as personnel costs climbed,
particularly in the police and fire ranks, due to historically bad interest arbitration awards. In
addition, the City failed to pay its minimal municipal obligations (“MMOs”) on the police, fire and
non-uniform pensions in the years 2014 to 2016, leading to a severely underfunded pension
situation, particularly with the Police and Officers & Employees (non-uniform) plans.
At the beginning of 2017, the City had accumulated approximately $28 million of unpaid
obligations. In addition, the City had defaulted on its 2016 Tax and Revenue Anticipation Note. In
January 2017, DCED issued an emergency $2 million loan and arranged an advance on gaming
host revenues from Harrah’s to the City to help with immediate cash flow needs. Addressing these
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obligations and funding day-to-day operations left the City facing another cash deficit by the late
summer of 2017. In August 2017, the City closed a debt issuance with a principal amount of
$19.21 million, including a $12 million unfunded debt borrowing to address a portion of its
outstanding liabilities. The unfunded debt issuance and financing of the past due obligations over
a 10-year period made repaying a portion of the City’s debt more manageable. However, by the
end of 2017, over $17 million of past due pension MMO obligations remained without a clear plan
for repayment. The City’s legacy costs, which consist of debt, pension, and other postemployment benefits, continue to place enormous pressure on the City’s finances, including both
the month-to-month cash flow and the long-term liabilities.

SUMMARY OF PROGRESS ADDRESSING FISCAL CHALLENGES
UNDER KIRKLAND ADMINISTRATION
As Mayor Kirkland’s administration took office in January 2016, and with the adoption of an
Amended Recovery Plan in 2016, the City and the Recovery Coordinator have cooperated in
taking important steps to move the City in the direction of fiscal recovery. The City hired a fulltime Chief Financial Officer (“CFO”) and a deputy CFO, key Amended Recovery Plan
recommendations, whose salaries are paid from a DCED grant. This has strengthened the City’s
finance, accounting, budget, debt and related functions, and has improved the ability of the City to
understand and address its fiscal problems. In addition, with the assistance of the Recovery
Coordinator, the City made significant progress toward financial stability by negotiating three
labor agreements in compliance with the Amended Recovery Plan. Notably, the City and the
Fraternal Order of Police (“FOP”), the labor union representing the City’s police officers, took a
critical first step to solving the pension crisis by enacting provisions in the new collective
bargaining agreement, which increased employee contributions and reduced benefits. In addition,
in 2017, the City took the following steps:
•
•
•
•
•

Increased the resident earned income tax (“EIT”) rate to 2.75 percent and reduced the
non-resident EIT rate to 1.05 percent;
Transitioned to a self-insured health benefits structure for its employees;
Contributed $4.2 million toward its MMO;
Took steps to address blight with the help of the PA Housing Alliance; and
Reversed its multi-year trend of $4 million-plus annual deficits, with operating revenues
basically equaling operating expenses.

DETAILED REVIEW OF THE LEGACY COSTS
At the beginning of 2017, the City had accumulated approximately $28 million of unpaid
obligations including over $14 million in past due MMOs, $6.9 million of health insurance premium
payments, $1.1 million of workers compensation premiums, and $2.3 million of other vendor
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payments. In addition, the City defaulted on its 2016 Tax and Revenue Anticipation Note and did
not immediately contribute its 2016 state pension aid to the pension fund.
Debt Issuance
In January 2017, DCED issued an emergency $2 million loan and arranged an advance on
gaming host revenues to the City to help with immediate cash flow needs. Addressing these
obligations and funding day-to-day operations left the City facing another cash deficit by the late
summer of 2017.
On August 31, 2017, the City closed a debt issuance with a total par amount of $19.21 million.
The issuance was comprised of a $12 million unfunded debt borrowing to address a portion of its
outstanding liabilities and a $7.21 million refunding component that restructured a direct bank
loan, which was issued in 2015. The unfunded debt component resulted in $10.8 million of
proceeds after costs of issuance and the funding of required reserves. The debt issuance
increased annual debt service by approximately $700,000 in 2018. The City’s annual debt service
obligations will be between $3.9 million and $4.0 million through 2025.

[space left intentionally blank; continued on next page]
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The following chart shows the City’s annual debt service obligations from 2018 through 2039:
Table 1 – Annual Debt Service, 2018-2039
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Source: City of Chester Finance Department (2018)

The unfunded debt issuance and financing of the past due obligations over a 10-year period made
repaying a portion of the City’s debt more manageable. However, by the end of 2017, over $17
million of past due pension MMO obligations remained without a clear plan for repayment. The
City’s legacy costs, which consist of debt, pension, and other post-employment benefits liabilities,
will continue to place enormous pressure on the City’s finances unless significant action is taken.
Pension Obligations
Chester administers three single-employer defined benefit pension plans: the Police Pension
Fund, Paid Firemen’s Pension Fund, and Officers & Employees Retirement System. These plans
essentially cover all full-time employees.
The Police and the Officers & Employees’ pension funds are severely underfunded and had
unfunded actuarially accrued liabilities of approximately $57.9 million and $6.3 million,
respectively, as of January 1, 2017. Police Pension Fund assets covered 31 percent of its fund’s
accrued liability, while Officers & Employee Pension Fund assets covered only 24 percent of its
fund’s accrued liability. The unfunded liability of the Police Pension Fund is actually much worse
than it appears because the financial statements include pension receivables as plan assets. As
noted above, the City owes approximately $17 million in MMO payments which must be taken
into account when doing a true evaluation of the plan’s assets.
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Table 2 - Summary of Actuarial Data as of 1/1/17
Fire

Police

Officers &
Employees

Actuarial Accrued Liability

$37,679,820

$83,380,853

$8,350,535

Actuarial Value of Assets

$32,822,001

$25,498,629

$2,019,149

$4,857,819

$57,882,224

$6,331,386

87%

31%

24%

Actuarial Categories

Unfunded Actuarial Accrued Liability
Funded Percentage of Accrued Liability

Source: Pension Actuarial Reports as of 1/1/17

The dangerously low funding levels are a result of increased benefit payouts and inadequate
employer contributions. The following is a summary of the City’s MMO over the past four years
compared to actual contributions:
Table 3 – Pension MMO Contribution Summary, 2013-2017
MMO by Pension Plan
Police
Fire
Officers & Other Employees
Total

2013
$2,906,548
$0
$606,847
$3,513,395

2014
$3,824,942
$207,303
$709,116
$4,741,361

2015
$5,408,043
$607,372
$1,032,155
$7,047,570

2016
$4,741,872
$118,972
$1,027,873
$5,888,717

2017
$5,235,369
$561,281
$754,857
$6,551,507

State Aid
City Contribution
Outstanding Year-End Balance

$1,491,594
$2,021,801
$0

$1,560,690
$0
$3,180,671

$1,497,759
$0
$5,549,811

$1,622,994
$0
$4,265,723

$1,766,478
$2,400,000
$2,385,029

Source: City of Chester Financial Audits (2013-2015), City of Chester Financial Department (2013-2017)

The City and the FOP took a critical first step to solving the pension crisis by enacting provisions
in the new collective bargaining agreement which increased employee contributions and reduced
benefits. Still, the police pension fund faces an immediate funding emergency. The City’s pension
consultant estimates that actual assets in the fund are sufficient to cover approximately 12
months of benefit distributions. In 2018, the City began making monthly deposits of $500,000 into
the fund; however, if the City does not identify a new funding source through revenue
enhancement, expense reduction, or asset monetization, the fund’s future is in serious jeopardy.
If the police pension fund is depleted and no other revenue source is established, the City would
have to pay the pension benefits from current General Fund revenues, which it cannot afford to
do.
The critically low funding status of the Police Pension Plan and the potentially disastrous impact
of its insolvency on the City’s General Fund cannot be overstated.
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Other Post-Employment Benefits
Other Post-Employment Benefits (“OPEB”) include benefits other than pension that are provided
to retirees including medical, prescription drug, dental, vision, hearing, life insurance, long-term
disability, long-term care, death benefits, and any payments made to the retiree that are to be
used for such coverage.
The new GASB rules require the use of accrual based accounting methods for disclosure of the
liabilities related to OPEB costs. The accrual based accounting recognizes costs when benefits
are earned, not when the benefit is actually paid.
Like most other governments, Chester uses a “pay-as-you-go” approach for funding OPEB costs.
The table below illustrates Chester’s enormous actuarially unfunded OPEB liability of $218
million.
Table 4 – City of Chester, OPEB Liability
Category
Actuarial Value of Plan Assets
Unfunded Actuarial Accrued Liability
Annual OPEB Cost
Pay-as-you-go Contribution for 2015
Net OPEB Obligation Beginning of Year
Net OPEB Obligation Year End
Net Change in OPEB Obligation

Amount
$218,494,504
$18,929,357
$5,016,917
$48,975,115
$62,887,555
$13,912,440

Source: City of Chester Financial Audits (2015)

Though the City is not required to pre-fund its OPEB obligation, this does not mean it is not a
critical financial concern. The City has begun to address this liability with new provisions in the
collective bargaining agreements that were ratified last year. The City must revisit these benefits
again during the next round of contract negotiations, and act to limit or eliminate these benefits
now for non-represented employees.

REVIEW OF OPERATING BUDGET
The City experienced severe operating deficits from 2013 through 2016. On August 12, 2016, the
City adopted a new Amended Recovery Plan to replace the prior recovery plan. The Amended
Recovery Plan reviewed the City’s recent financial history and presented certain financial
projections based upon the general pattern of revenues and expenditures of the City that show,
absent any action by the City, cumulative operating budget deficits growing significantly larger
over the course of the next five years, from approximately $16.3 million in 2016 to $37.4 million in
2020.
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The Amended Recovery Plan has over 80 initiatives that would eliminate the projected deficits
and set the City on a course to structural budgetary balance. The initiatives also address
operational issues, such as the City’s financial management infrastructure, and other underlying
causes of Chester’s financial distress, which are principally the City’s inability to reverse the
decades-long trend of tax base contraction. The Amended Recovery Plan includes
recommendations to grow the City’s economy, increase employment opportunities and stimulate
the growth of its various tax bases to generate revenues and reduce costs including overtime
costs. The following table shows the City’s operating and fund balance results from 2013-2017
and the 2018 budget:
Table 5 - General Fund Operating Results, 2013-2017, 2018 Budget

Revenues
Expenditures1

2013
Audited
$43,689,738
$45,916,833

2014
Audited
$43,064,682
$51,752,132

2015
Unaudited
$46,287,186
$54,219,894

2016
Unaudited
$45,300,071
$53,583,640

2017
Unaudited
$47,090,929
$47,086,384

2018
Budget
$47,729,679
$47,729,679

Surplus/(Deficit)

($2,227,095)

($8,687,450)

($7,932,708)

($8,283,570)

$4,545

$0

$4,088,224

$1,861,130

($6,826,320)

($14,759,028)

($23,042,598)

($12,238,052)

Beg Fund Balance
Debt Proceeds2

$10,800,000

End Fund Balance

$1,861,130

($6,826,320)

($14,759,028)

($23,042,598)

($12,238,052)

($12,238,052)

End Cash Balance

$2,573,436

$1,025,731

$494,211

$100,000

$100,000

$100,000

End Accts Payable

$5,780,677

$13,655,207

$21,503,130

$27,979,552

$18,327,529

$18,327,529

Source: City of Chester Financial Audits (2013-2015), City of Chester Financial Department (2013-2018)
1

Including net operating transfers

2

Unfunded Debt

2017 Financial Review and 2018 Budget
The implementation of the Amended Recovery Plan recommendations and other initiatives
helped improve operating results in 2017; however, overall, the City fell short of the targets set
forth in the plan. Assuming the full and timely implementation of the Amended Recovery Plan
recommendations, the forecasts showed “surpluses” of $4 million to $5 million beginning in 2017,
which would have been used to address the City’s daunting levels of unpaid obligations. The
City’s estimated 2017 revenues were basically equal to expenses, which represented significant
progress compared to previous years; however, the City failed to make headway in reducing its
liabilities.

[space left intentionally blank; continued on next page]
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Table 6 –General Fund Revenue and Expense Sources, 2017, 2018 Budget
2017 % Change from
2018 Final
2017
Actual 2017 Actual to
Revenue
Budget
Budget
(Unaudited) 1
2018 Budget
Real Estate Taxes
$10,019,935
$9,734,675
$9,694,647
3.4%
Taxes - Act 511
$12,298,190 $12,238,813
$11,803,376
4.2%
Fines
$450,000
$800,000
$231,401
94.5%
Licenses and Permits
$1,748,000
$1,771,123
$1,355,013
29.0%
Interest, Rents and Royalties
$5,461,164
$6,356,200
$5,594,191
-2.4%
Intergovernmental Revenues
$9,089,385
$9,934,635
$7,777,573
16.9%
Charges for Services
$6,956,575
$8,042,450
$7,790,682
-10.7%
Reimbursements
$1,406,430
$1,567,100
$1,721,528
-18.3%
Other Revenue
$300,000
$900,000
$1,122,518
-73.3%
Total General Fund Revenues
$47,729,679 $51,344,996
$47,090,929
1.4%
2018 Final
Budget

2017
Budget

Salaries
Overtime
Health Insurance
Other Benefits
Pension
Total Employee Costs

$17,349,631
$1,714,000
$8,816,599
$3,219,105
$7,051,761
$38,151,096

$16,485,957
$1,652,500
$7,800,000
$4,157,560
$6,451,507
$36,547,523

2017
Actual
(Unaudited)1
$16,709,797
$2,136,021
$8,422,706
$3,415,104
$4,166,478
$34,850,105

Insurances
Contract/Professional Services
Utilities
Materials and Supplies
Equipment and Maintenance
Other Expenses
Debt Service
Debt Reduction
Total General Fund Expenses

$1,070,269
$1,843,500
$703,322
$135,250
$597,500
$463,600
$4,293,509
$47,258,047

$1,187,353
$1,988,706
$1,507,110
$172,500
$763,300
$355,200
$3,477,554
$4,600,000
$50,599,247

$1,158,598
$1,701,957
$1,201,010
$259,679
$558,916
$171,247
$3,752,190
$2,685,801
$46,339,502

-7.6%
8.3%
-41.4%
-47.9%
6.9%
170.7%
14.4%

$471,632

$800,750

$746,881

-36.9%

$47,729,679
-

$51,399,997
-

$47,086,384
$4,545

1.4%

Expenditures

Transfers
Total Expenditures (incl.
Transfers)
Surplus (Deficit)

% Change from
2017 Actual to
2018 Budget
3.8%
-19.8%
4.7%
-5.7%
69.2%
9.5%

2.0%

Source: City of Chester Finance Department (2017-2018)
1

Does not include debt proceeds

The City realized just over $47 million of General Fund revenue in 2017 and budgets $47.7
million for 2018. The following is a summary of key 2018 revenue sources and developments:
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•

In 2017, the City collected just under the $9.7 million in current and delinquent real estate
tax revenue. The 2018 final budget anticipates over $10.0 million in real estate tax
revenue as a result of an expected increase in aggregate assessment value established
during the 2017 real estate assessment appeals process.

•

As recommended in the Amended Recovery Plan, the City increased the resident earned
income tax (EIT) rate to 2.75 percent and reduced the non-resident EIT rate to 1.05
percent in 2017. Delayed implementation of the new rates in 2017 created some
uncertainty regarding the overall annual impact of EIT rate changes. Although the
Amended Recovery Plan proposes a reduction of the resident EIT rate to 2.5 percent in
2018, the City and Recovery Coordinator believe it is prudent to maintain the increased
rate to account for the unexpected loss of other revenue, particularly from the reduction in
Covanta host fees. The 2018 non-resident EIT rate was reduced to 1.0 percent to comply
with state law. The final 2018 budget takes 2017 year-to-date collections into
consideration and assumes a modest increase in salary level to account for inflation
resulting in roughly $10.3 million in anticipated EIT revenue.

•

In 2017, the City collected over $1.6 million in other Act 511 taxes including local services
tax (LST) and business privilege tax (BPT). Although BPT rates remain at the 2017 level,
the 2018 budget reflects an anticipated continuation of the intensified business and
development activity observed in 2017.

•

Revenue from fines, licenses, and permits has historically been over-budgeted. As
recommended in the Amended Recovery Plan, the City began the implementation of an
electronic ticket issuing and tracking system in 2017 and has also engaged a third party
vendor to further enhance parking enforcement and revenue. The Recovery Coordinator
has not evaluated the proposal fully and cannot make a final conclusion on the overall
financial impact to the City until data is available to review. In addition, the City will
continue to receive blight assistance from the Housing Alliance of Pennsylvania, which
will further improve code enforcement efforts. As a result of these changes, the final 2018
budget includes an increase in fines, licenses, and permit revenue above 2017 collections
to $2.2 million.

•

Casino land lease and Act 71 host fee payments represent the largest revenue source in
the interest, rents, and royalties and intergovernmental revenue categories. As reflected
in the 2018 budget, state gaming legislation will result in $10 million in total 2018 slot
revenue while maintaining table revenue at approximately $1.4 million annually.

•

A new Covanta agreement became effective July 1, 2017, and, due to a large reduction in
the Delaware County Solid Waste tonnage fee, is expected to result in considerably less
annual revenue. The 2017 fourth quarter Covanta host revenue payment reflecting the
decreased DCSWA fee received in early January 2018 was $1.2 million, approximately
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$180,000 less than 2016 fourth quarter Covanta host revenue. The final 2018 budget
includes an anticipated $1.0 million reduction in annual Covanta host fee payments.
•

In 2017, the City received roughly $1.7 million in reimbursement revenue. The City
transitioned to a self-insurance worker’s compensation plan in 2017 and received
$540,000 in reimbursement revenue, just half of the budgeted amount. Reimbursement
revenue was conservatively reduced to $1.4 million in the final 2018 budget.

The City had $46.3 million of expenses in 2017 and budgeted $47.7 million of expenses,
including transfers, for 2018, which is due mostly to higher personnel and debt service costs.
Personnel related costs are the most significant budget driver representing nearly 80 percent, or
$38.2 million, of the operating budget. As outlined in the Amended Recovery Plan, the City’s
future financial stability is contingent upon the ability to significantly reduce personnel related
costs. Substantial progress toward achieving this goal occurred with the 2017 negotiation of new
International Association of Firefighters (IAFF), Teamsters, and FOP contracts in compliance with
the Amended Recovery Plan. As a result, the City achieved savings relative to the baseline
projections in the Amended Recovery Plan. However, because the contracts and the new police
shift implemented in late 2017 were not in effect for a full year, the total impact of these contract
changes is uncertain.
•

The final 2018 budget includes $17.3 million in total salary expenses, of which $4.3 and
$7.1 million are allocated to the fire and police departments, respectively. The City intends
to increase the complement to roughly 95 officers in 2018, while also eliminating all vacant
IAFF positions. In addition, positions that can be eliminated through attrition and efficiency
improvements related to the enforcement and collection of fines have been identified.

•

Overtime has historically been unpredictable and costly, reaching $4 million in recent
years. The City vastly improved the management of overtime in 2017 and finished the
year with just over $2.1 million in expenditures. The final 2018 budget further reduces
overtime to $1.7 million. The process of closely managing and tracking 2018 police and
fire department overtime has already started in early 2018.

•

In 2017, the City transitioned to a self-insured health benefits structure for its employees.
Under the new plan, the City pays premiums based on actual medical expenses incurred
by its employees rather than a set monthly premium. Expenses under this structure will be
more volatile and there is a risk of large unexpected expense spikes; however, the plan
includes caps to manage these increases to an extent. In 2017, $8.4 million in health care
expense was incurred. At the advice of its health insurance brokers, the City budgeted for
a 5 percent premium increase from 2017 actual expenditures, though the dollar amount
increase was slightly less than 5 percent due to lower employee headcount.

•

The City closed on an unfunded debt borrowing on August 31, 2017. Net proceeds to
operations totaled approximately $10.8 million, with a 7.5 percent coupon rate and an 8.0
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percent yield. The bonds increased annual debt service by approximately $700,000 in
2018. Debt service in 2018 includes the repayment of $350,000 of the $2 million Act 47
loan balance.

SUMMARY OF CHALLENGES REMAINING
The City Council adopted, by ordinance, the Amended Recovery Plan in 2016. As such, the
Amended Recovery Plan is to be adhered to as closely and timely as possible. Several important
steps recommended within the Amended Recovery Plan have been taken to improve the City’s
fiscal condition. Though the City made progress in reversing the trend of operating deficits in
2017, it still fell well short of the bottom-line financial parameters set forth in the Amended
Recovery Plan. To address the enormous level of unpaid obligations the City accumulated by
running severe deficits year after year, the Amended Recovery Plan called for annual operating
“surpluses” of $4 million to $5 million, which assumed that the Amended Recovery Plan
recommendations adopted by the City County were implemented. Since several of the key
recommendations from the Amended Recover Plan were not implemented in a timely fashion, the
savings anticipated were never realized. Here are the Amended Recovery Plan recommendations
that will still require action by City Council:
•
•
•
•

Restructuring and consolidation of the fire service;
Despite contracts that significantly reduced personnel costs, there are opportunities
for additional personnel cost savings defined in the Amended Recovery Plan;
Advancing economic development efforts, partially through the creation of an
economic development committee;
Realizing the maximum impact of other revenue sources such as weigh station fees.

The City’s inability to achieve a stronger operating result in 2017 and the weakening prospects for
achieving these results in the coming years casts serious doubt on the City’s capacity to emerge
from financially distressed status without dramatic action. In addition, operating budget
challenges will worsen in years to come. The City’s MMO is expected to increase by
approximately $3 million in 2019. Gaming related income, the City’s primary revenue source, is
expected to be flat. It will be difficult for the City to rely on real estate tax millage increases to
balance future budgets. The real estate tax collection rate is already very low and the City’s
taxing capacity is being pressured by the recent implementation of a significant Stormwater
Authority fee, which is extracting several million dollars from the economic base beginning in
2018.
Since the fiscal challenges are more severe than known when the 2016 Amended Recovery Plan
was drafted, the City must also implement initiatives that go beyond what is outlined in the Plan.
The City must explore the monetization of municipal assets, including a potential transaction
involving the Chester Water Authority, reconsider recommended reductions in resident earned
income tax rate, and consider further workforce reductions. The City is currently exploring the
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monetization - including the sale, lease, or some other monetization strategy - of the Chester
Water Authority and has executed a parking monetization deal.
The Recovery Coordinator supports the City’s efforts to enhance revenue through asset
monetization strategies; however, the City has not provided sufficient communication and
opportunities to review major initiatives. The City created a Stormwater Authority which proceeded
to impose significant charges on citizens and businesses, which could overburden residents,
hinder economic development efforts, and negatively impact the City’s ability to collect current
taxes and increase taxes in the future if necessary. The City has also proceeded with an asset
transaction with respect to the City’s parking system without providing sufficient information to the
Recovery Coordinator to determine the potential fiscal impact.
Finally, and most importantly, the City has been negotiating with the Chester Water Authority
regarding a potential monetization transaction, but the Recovery Coordinator has not had
sufficient opportunity to examine any proposed terms and hence cannot assess the potential
impact on the City’s long-term fiscal health. On Monday, March 12, 2018, the City provided to the
City’s financial advisor, outside counsel and the Recovery Coordinator a copy of a three-page
draft Mutual Letter of Intent between the City and the Chester Water Authority. The Recovery
Coordinator expressed serious concerns about the contents of the Letter of Intent, because the
Letter of Intent contains many provisions that restrict the ability of the City to consider its various
options with respect to the water system and requires that negotiations between the entities be
conducted with respect to one specified structure. That specified structure may or may not be the
best approach for the City. At its public meeting on the evening of March 14, 2018, the City
Council adopted a resolution approving the Letter of Intent in its then current form.

PLAN TO ADDRESS FISCAL CHALLENGES:
COORDINATOR’S RECOMMENDATION

RECOVERY

The Recovery Coordinator believes the best course of action moving forward is immediate
collaboration with the City of Chester to generate a three-year exit plan to begin to address past
obligations and the fiscal imbalance. The exit plan will include the following key recommendations:
•

We reiterate our recommendation that the City retain and consult with a financial advisor
and outside counsel of its choice as negotiations with the Chester Water Authority
proceed. We also reemphasize that the City should keep the Recovery Coordinator
informed as the process continues so that the Recovery Coordinator can evaluate the
matters being negotiated for potential impact on future fiscal condition. As we have stated
repeatedly over the past year, this potential monetization is the only option we can identify
that could produce sufficient funds to allow the City to achieve long-term fiscal balance.
The Recovery Coordinator recommends that DCED consider a grant to the City to help the
City pay its advisors on the water transaction.

•

The Recovery Coordinator believes that a three-year exit plan for the City is narrowly
warranted. After very careful assessment, it is clear that termination of distressed status is
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not warranted at this time; however, it is equally clear that the City could be facing a fiscal
emergency within one to three years. Consequently, the Recovery Coordinator
recommends that the City’s fiscal condition be reviewed again on a quarterly basis during
the three-year period to reassess if the conditions merit the declaration of a fiscal
emergency at that time. The City’s options for reversing its financial distress are limited
and shrinking. Chester officials must adhere strictly to the Amended Recovery Plan and
pursue additional corrective action to avoid future budget deficits and bankrupting its
pension funds.
•

Finally, and most importantly, the key to securing the City’s long-term fiscal health is
expanding its economic base and therefore the growth of its own local tax revenues.
Chester must successfully implement a strategy to stimulate community and economic
development and improve the overall quality of life for its residents and businesses. The
City cannot continue to provide the current level of services to its residents without
increasing the capacity of the tax base and generating more revenue. The City can boast
regional competitive advantages including its riverfront location, easy accessibility,
proximity to the Philadelphia and Wilmington markets, and prominent local institutions and
businesses such as Widener University, Crozer-Keystone Medical Center, the
Philadelphia Union soccer team and Talen Energy Stadium, and Harrah’s Philadelphia
Racetrack and Casino. The Recovery Coordinator has expertise in this area, is
knowledgeable about DCED economic development programs and initiatives, and will
continue to collaborate with the City on key economic development efforts.

The Recovery Coordinator and the City of Chester have effectively collaborated in the past to
negotiate three labor agreements and execute an unfunded borrowing, while continuing to
productively work together on a daily basis to manage cash and continually assess the fiscal
condition of the City. The successful implementation of a three-year exit plan will require
discipline. The Recovery Coordinator is dedicated to working with City officials to achieve a
positive result.
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