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The following three letters were provided by DCED in their initial RTKL response.
However, on the attached copies the redaction has been removed on the portions of
each letter labeled either “Chester Water Authority Update” or “Potential Sale of Chester
Water Authority”. No other redaction was removed.

1. Letter report from Econsult Solutions (Chester Act 47 Coordinator) to Pa DCED
(six (6) pages) dated May 9, 2017

2. Letter report from Econsult Solutions (Chester Act 47 Coordinator) to DCED
(seven (7) pages) dated June 28, 2017

3. Letter report from Econsult Solutions (Chester Act 47 Coordinator) to DCED
(seven (7) pages) dated August 7, 2017

Note that;

(a) the unsolicited offer letter that Aqua submitted to the Chester Water
Authority was delivered to the Authority on May 8, 2017;

(b) the Board of the Chester Water Authority voted unanimously (9-0) to reject
Aqua’s offer at their May 18, 2017 Board meeting.



Letter report from Econsult Solutions (Chester Act 47 Coordinator) to Pa DCED (six (6)
pages) dated May 9, 2017



| E C O N S U LT 1435 Walnut Street, Ste. 300

mmm SOLUTIONS pssmam

economics | policy | strategy econsultsolutions.com

May 9, 2017

Marita Kelley

Department of Community and Economic Development
Commonwealth Keystone Building

400 North Street, 4 Floor

Harrisburg, PA 17120-0225

Dear Marita:

Here is a summary of our recent work with the City of Chester (the “city” or “Chester”) through the date
of this letter.

First Quarter Financial Review

A summary of the 2017 First Quarter Financial Review (attached) was presented to mayor, council, and
other city officials on April 26, 2017. After examining the 2017 first quarter results, 2017 cash flow
projections, historical financial performance, and incorporating feedback from the previous Act 47
meeting, a report outlining the city’s 2017 first quarter financial position and financial outlook through
year-end was finalized.

Chester’s first quarter 2017 cash recsipts totaled approximately $9.3 million, accounting for 18 percent
of the budget. 2017 receipts were 2.6 percent below 2016 levels primarily due o reduced collsctions in
several major categories including real estate tax, eamed income tax, business privilege tax, land lease
payments, and miscellaneous revenue. Other categories including local service tax and the Act 71 host
foe exceeded 2016 performance. In addition, unexpected Covanta revenue was released by US Bank in
early 2017 due to overpayment in the fourth quarter of 2016. However, weak performance by major
income sources resulted in 2017 first quarter collections over $250,000 below 2016 first quarter

collections. Overall, after assessing 2017 first quarter performance, 2016 first quarter results, and 2016
year-end results,“

The first quarter budget versus actual expense report provided from the city did not include the correct
2017 budget, indicating the city is failing to rely on one of the most basic, essential reports available to

municipal managers. Operating expenditures in the first quarter were $6.7 million, which was just 14%
of the entlre 2017 operating budget. #
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Potential Sale of Chester Water Authority

A significant change in the overall economic picture came to light in the past few weeks. A major
investor owned regulated utility is seriously considering purchasing the Chester Water Authority. We
understand that an offer letter will be presented to the Authority on Monday, May 8. The Authority's
nine-member board has three appointees each from Chester City, Delaware County and Chester
County. Chester County s the sole incarporator of the Authority, and the entire board was previously
appointed by the city, but an amendment to the Municipality Authorities Act several years ago mandated
the current board structure. The purchase price is expected to be significant, and the net procaeds (after
the Authority's outstanding bonds are paid or defeased) would go o the Authority and from there itis
unclear who is entitled o the money. There are (and will be) many issues and questions as everyone
descends onto this deal, and the ultimate success or failure and distributions may be determined largely
by political considerations amongst the three jurisdictions and the state.

Addressing Short and Long Term Financlal Challenges

Next, the recent news that the sale of the Chester Water Authority
may potentially occur within the next year requires a re-assessment of the plan moving forward. If there
Is a potential for a sizable payout for the water assets, the wisdom and need to borrow nearly $20

million must be assessed.

— The city would continue to make monthly MMO payments, and a plan to direct a
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larger sum to the FOP pension fund would be re-evaluated once additional information regarding the
city's implantation of the Recovery Plan and the potential sale of water assets emerges.

First and foremost, under any sale scenario, the city’s immediate and medium term (12-18 months) cash
copditio ins hyper-critical.
Second, it Is critical that the

city not use the potential proceeds of the sale to be a signal to go back to the old ways of running $5-10
million annual operating deficits. It seems that we would want to make sure that the Act 47 efforts to
achieve a structural balance are kept on the frant bumer, or else the city’s dire fiscal conditions will
simply be pushed out a number of years. Also, it is likely that any final agreement on the sale and
distribution of proceeds would require some kind of structure/constraints for Chester’s use of its
proceeds. That should be a crucial role for DCED and Act 47 going forward.

Pension Minimum Municipal Obligation Payments

The Recovery Team and DCED should consider the appropriate time to meet with the Auditor
General to discuss recant developments involving the restricted use of pension bond proceeds and the
potential sale of the Chester Water Authority.

Financial Audits

We continue to monitor this situation closely and offer our assistance where possible.

Outstanding Past Payables

Table 1 provides a summary of the city's unpald liabliities, which totaled $28.4 million at the beginning of
the year. The largest obligations paid in the beginning of the year included the $2.9 million 2016 TRAN,
$3.8 million in past IBC premiums, and $1.1 million in definquent worker's compensation cbligations. It is
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important to note that $8.6 million of these payments were funded with the 2017 TRAN and emergency
DCED loan, resulting in new liabilities. Past years Independence Blue Cross premium payments and
unfunded pension minimum municipal obligations remain the largest outstanding pre-2017 payables.
The city also owes approximately $1.4 in other 2016 cutstanding vendor liabilities including PECO bills,
trash services obligations, and vehicle maintenance costs. This figure has decreased due to payments
towards 2016 past due vendor obligations made over the past month. As the city has continued fo
address 2016 obligations and defer payments fo maintain a positive cash position, roughly $840,000 in
2017 obligations accumulated through the end of April. Overall, the city still owes close to $28 million
(notincluding outstanding loans issued prior to 2017).

The summary of the city'’s cutstanding liabilities at the beginning of the year and its projected liabilities
assuming the closing of an unfunded debt borrowing presented in Table 1 has been updated to reflect
additional information received over the past month.

Table 1-Summary of Liabilities’

- — — Proj YE
vy Pre-2017 YTD Current Proj 2017 :
R Dz

20168 TRAN 2,800,000 2,800,000 -
IBC (2016) 3,800,000 3,800,000 - -
IBC (pre-2016) 4,100,000 - 4,100,000 4,100,000
Workers Comp (pre-2017) 1,100,000 1,100,000 - - .
Pension (2014/2015)" 9,200,000 - 9,200,000 9,000,000 200,000
Pension (2016)* 5,176,000 476,000 4,700,600 - 4,700,000
Other (2016)
Payments Made In 2017 323,000 323,000 - - -
From City Batch Report 1,367,808 . 1,367,908 - 1,367,808
Series 2009 443,000 443,000 - - -
Total 28,408,808 9,042,000 19,367,808 13,100,000 6,267,908
New Liabilities
Unfunded Debt 19,000,000
Unpaid 2017 Bills (from Batch Report) 840,000 840,000 .
2017 TRAN 6,600,000 5,600,000 .
Act 47 Loan 2,000,000 1,000,0C0 1,000,000
- - 8,440,000 20,000,000
Total Liabilities 28,409,908 27,807,808 26,267,808

1 The figures presantad In the table do not Includs Interest on minimum municipal pension obligations.

Econsuit Solutions | 1435 Walnut Street, Ste, 300 | Phiadelphio, PA 19102 | 215717-2777 | econsullsclutions.com

4



Fraternal Order of Police Negotiations

A critical element of Chester's ability to achi

eve financial stability is contingent upon a significant
reduction in personnel related expenditures.

Compliance with Information Requests

A letter was Issued to ity council and officials on December 23, 2016 expressing concern regarding a
lack of cooperation with the Recovery Team. The letter explicitly listed information the city was required
to provide including the following: a daily cash flow projection, weekly cash flow projections, monthly
budget to actual reports, Treasurer's reports, read only access to Pentamation and bank accounts, and

 other information requested by the Recovery Coordinator. A formal schedule of expected financial
reports was discussed and agreed upon with the city. *

e Recovery Team
communicates with the city on a regular basis and helps make adjustments to financial reports to
improve financial reporting and management.

Blight Training and Grant Assistance

The city was given grant funds to support blight training and technical assistance to strategically
address code enforcement, establish a vacant property registration program, and develop a
comprehensive blight plan. Dan Connelly and Brooke Queenan met with Winifred Branton and John
Kromer on May 2, 2017 to discuss the city's progress implementing the Recovery Plan and the role
blight training and assistance will play moving forward. The Recovery Team is working with Nafls
Nichols to determine the appropriate depariment to lead this initiative.
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Bi-Weekly Act 47 Meetings

Bi-weekly Act 47 standing meetings began in January and have been scheduled after each council
meeting moving forward. These meetings continue to be attended by DCED representatives, members
of the Recovery Team, Nafis Nichols, Councliman Morgan, and members of the city's finance
department. The new Deputy CFO also attended the April 26* meeting. Members of the Recovery
Team are also currently holding weekly calls to assist with the planning and execution of the pension
and unfunded debt financing. Outside mesetings and daily communication remain important to overall
collaboration with the city.

Financial Outlook

As new developments have emerged, it is critical for the team to evaluate the most prudent strategy
moving forward. As mentioned previously, the Recovery Team and DCED should consider the
appropriate time to meet with the Auditor General to discuss recent developments involving the
restricted use of pensicn bond proceeds and the potential sale of the Chester Water Authority.

If iou have any comments or questions conceming our recent activities, you may reach me I

Sincerely,

s

Brooke Queenan

cc: Stephen Mullin, Dan Connelly, Dave Unkovic, Andrea Mannino, Adam Santucci, Meg Gruwell
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Letter report from Econsult Solutions (Chester Act 47 Coordinator) to DCED (seven (7)
pages) dated June 28, 2017.
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June 28, 2017

Marita Kelley

Department of Community and Economic Development
Commonwealth Keystone Building

400 North Strest, 4% Floor

Harrisburg, PA 17120-0225

Dear Marita:

Here is a summary of our recent work with the City of Chester (the “City” or “Chester”) through the date
of this letter.

Financlal Developments Concerning Key Revenue Sources
Potential Sale of Chester Water Authority

On May 8, 2017, AQUA Pennsylvania submitted an unsolicited proposal outlining an offer to purchase
the Chester Water Authority (CWA) for a fotal of $320 million, equating to $250 million net after all debts
are satisfied. The CWA board unanimously rejected the acquisition offer but approved a study to
determine if the sale of the system would be advantageous for the customer base. This development
considerably alters the City's overall short and long term financial outlook.

On May 23, 2017, the Recovery Team sent a memo to the City Solicltor providing additional information
regarding AQUA'S acquisition offer (attached). The Recovery Team believes the City is entitied to a
significant portion of the proceeds of a sale of the Authority's assets, and; therefors, strongly suggests
the City obtain a seat at the table for any further discussions or considerations of a potential sale.
Although the Authority's board was expanded by 2012 legistation to include nine-members, three each
from Chester City, Delaware County and Chester County, the Clty of Chester remains the sole
incorporator with the right to terminate the Authority and take control of its assels. The'Recovery Team
advised the Clty to take the following steps:

1. Formally put the Authority on notice of the City's intention to play a role in the ongoing
evaluation of the potential sale of the Authority's assets.

2. Assemble a team of City representatives including the Recovery Team to work with the
Authority in the process of the evaluation of assets.

3. Meet with the City's appointed board members to ensure both parties are on the same page.

4. Consider hiring an expert to value the City's portion of the assets.
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