































































































meeting's agenda and will lead the meetings. These gatherings are intended for a small number
of attendees to focus on priority-setting and problem-solving and may result in follow-up
assignments and associated progress reports.

General Plan Provisions

The following outlines the general provisions of the City of Scranton’s 2015 Revised Recovery
Plan for 2015 - 2017, unless modified in a subsequent Revised Recovery Plan,

Capital Items/Budget. The City of Scranton shall develop a comprehensive list of capital needs
and funding sources. All capital budgets must be prepared and approved under the terms of the
City’s Home Rule Charter and any applicable laws.

With respect to Capital ftems/Budget:

. In general, it is the intent of the Act 47 Coordinator that the City shall fund these projects
to the greatest extent possible using federal and/or state grants (or grants from other
sources) as well as other “one-time” sources,

. In addition to the major capital projects, lesser capital purchases (especially vehicles,
other rolling stock, technology infrastructure, and like items) shail generally be funded
from funds budgeted for capital acquisition in the City’s General Fund.

. The City has considered in the past the strategy of meeting its capital needs for vehicles
and other rolling stock through the purchase of used equipment through dealers and
auctions, This strategy shall be further developed by written policies so that appropriate
controls on purchases ensure that the equipment purchased is in mechanically sound
condition.

. In accordance with the terms of the City’s Home Rule Charter, the Mayor shall annualty
submit a five-year Capital Budget for consideration and action by City Council. To the
extent possible, specific plans and dollar estimates as well as funding sources shall be
included along with timelines for project initiation and completion.

Insurance Costs and Risk Management. The City shall utilize professional risk managers to
ensure the sound management of the Workmen’s Compensation program and other City
insurance. The City, primarily through the Business Administrator, shall take action to comply
with the Trrevocable Trust Agreement, as amended, for funding the City’s workers’
compensation claims to ensure annual self-insurance certification from the Department of Labor
and Industry. Specifically, the City shall ensure that the highest priority is given to: the funding
requirements of the agreement including any unfunded liability, fulfilling the reporting
requirements delineated in the agreement, and securing the required annual actuarial estimates
which are to be used for budgeting the mandated funding.

In addition, the Business Administrator in conjunction with the City Attorney, Human Resources
Director, and professional risk managers shall review the City’s existing liability and property
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insurance policy. The Business Administrator shall make recommendations to the Mayor on
changes that might be undertaken in terms of overall coverage, deductible limits, and excess
insurance in order to provide for either enhancements in coverage or reduction in cost.

Delinquent Collection--Tax and Nontax Revenues. The City shall take all aggressive action
permitted by law to collect delinquent tax and non tax accounts including real estate and other
taxes as well as refuse collection and other fees. To this end, the City has engaged a third-party
collection firm. The City shall periodically evaluate these collection results to maximize its
return. The City shall also create a committee consisting of the City Attorney, Business
Administrator, City Treasurer, and such other individuals as deemed appropriate by the Mayor to
review the database of delinquent real estate and non-real estate collectibles. The purpose of this
review shall be to purge uncollectible accounts while aggressively pursuing the balance of
collectibles.

Delinquent Real Estate Tax Collection. The City shall appeal to its legislative delegation to
change Pennsylvania’s Real Estate Tax Sale Law, 72 P.S. Section 5860.101 et seq., to require
that Cities of Second Class A take part in the county tax claim bureau and to amend the Local
Tax Collection Law, 72 P.S. Section 5511.1, et seq., so as to provide Cities of Second Class A
with the opportunity to utilize all of the powers and remedies under this law including, but not
limited to, initiating litigation against individuals and/or entities which are delinquent in their
real estate tax obligations and obtaining judgments against the individuals and/or entities that
would be personal in nature and thereby go beyond the potential of attachment to the underlying
real estate. This would benefit the City of Scranton by providing an enforcement mechanism
that is not presently available under existing statutes which would aid the City in receiving the
tax revenue to which it is entitled in a more expeditious manner, Concurrently, the City shall
explore the legality of participating in the county’s tax claim bureau process.

Financial Management and Reporting. The City has made significant progress since 2002 in
developing a reliable financial and accounting system. However, many of the policies relevant
to the system are not compiled and available in a comprehensive plan. A systematic review of
existing financial reporting policies shall be undertaken. The plan shall delineate appropriate
policies and procedures which shall be in conformance with applicable state law, the City’s
Home Rule Charter, and Generally Accepted Accounting Principles (GAAP). The plan shall
include, but not be limited to:

U Utilization of a modified accrual accounting system.
. Full encumbrance accounting, including encumbrances for contracts,
] Streamlining the City’s purchasing and invoicing system including receipts of

metchandise purchased or services performed.

Development and use of information and data system technology.

Timely financial reporting on a monthly or demand basis.

Development of various cost-accounting processes.

A review of the financial management and reporting practices of the City’s component
units and the Single Tax Office, and requirements for audits where appropriate.

. Preparation for meeting recent GASB reporting requirements and a time line for meeting
their requirements.
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o Centralization of the accounting function to the maximum extent feasible.

o Review and integrate where possible the OECD financial system with that of the base
City system.

o Accounting for accrued personnel liabilities such as compensated absences and related
items.

o Review of budgeting practices including transfer procedures.

) Determination of a “date certain” for year-end cut-off including procedures for accrual
estimation.

o Recommendations on retaining additional trained accounting staff or contracted
accounting professionals.

) Development of financial procedures for emergency situations.

* In order to achieve the focus on financial management identified, the City shall begin a

dispersion of non-financial or department specific responsibilities away from the Office
of Business Administrator and to the responsible City department. The fundamental
objective of the operation of the Office of Business Administration should remain the
administration of the yearly budget and completion of the audit on a timely basis, The
Business Administrator’s office presently assumes responsibility for departmental
initiatives outside of its administrative code responsibilities. To achieve the identified
financial management objectives, the various City departments will assume greater
responsibility for direct department initiatives, such as Request for Proposal preparation
and execution to the greatest extent as allowed under the Home Rule Charter and
Administrative Code.

Audits. It shall be the goal of the City to receive all prior year audits required under ifs Home
Rule Charter and Administrative Code by the date specified in the Charter or Code. The City
shall pursue actions for non-compliance against the auditing firm as available under the request
for proposal for the particular audit. The City shall also insure that the audits performed for its
component units and other relevant entities are timely completed and forward to the City as
required by applicable law.

Investment Policy and Program. The City shall set forth a plan which defines investment
policies, fixes investment responsibilities, and provides for a clear investment process. The City
needs a formally adopted investment policy to protect officials from legal actions for
questionable investment practices. A properly prepared policy will also facilitate the protection
of the City’s liquid assets, the maintenance of sufficient liquidity to meet operating requirements,
and carning of market rates of return on investments.

An investment policy should:

. Fix investment responsibilities and identify the type of investment instruments that are
allowable and set forth investment diversification requirements.

. Set forth the procedures for identifying when idle “money” will be available for
investment and for how long a period of time it will be available.

. Specify means to be used in evaluating the performance of the investment ptogram

. 1dentify the City’s safekeeping and collateralization requirements.

e Specify reporting requirements by the officials responsible for implementing the

investment program.
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The City shall also consider joining an intergovernmental investment pool; such as, Pennsylvania
Local Government Investment Trust (PLGIT) or the investment pool operated by the State
Treasurer — INVEST. These intergovernmental investment pools are professionally operated
programs, and they often provide higher returns on investments and permit greater flexibility,
particularly if an investment must be retived before maturity.

After due consideration and review by all relevant parties, the Mayor shall authorize the
implementation of the investment policy and program. Should any of the proposals require
action by City Council, the Mayor shall promptly propose such ordinances/resolutions to
Council.

Update Human Resources Management Plan. Subject to other provisions of this 2015
Revised Recovery Plan, the City shall review and update its Human Resources Management Plan
where necessary. To the extent that any management practices are not in a unified and
comprehensive format, they shall be consolidated into the City’s Human Resources Management
Plan.

The Human Resources Management Plan shall contain, but not be limited to:

. The development of an integrated personnel database which will record and track for
each City employee such items as date of hire, medical insurance coverage, pension
eligibility, work attendance, holiday eligibility, vacation eligibility, sick time eligibility
and other related items. All data collected shall be subject to applicable legal
requitrements and individual employee confidentiality. The database shall have the
capability of providing relevant management reports.

o Policies for management (FLSA exempt) personnel relating to eligibility for benefits,
work schedule, vacations, sick leave eligibility, and termination procedures unless
provided for under state statute or City ordinances (including the Administrative Code}).
Criteria for exempt status under the Fair Labor Standards Act (FLLSA) shall be explained

in the Plan.

* Procedures for employees “reporting off” because of sickness, injury, or other reasons.

) The development of job descriptions and qualifications subject to any contractually
required consultation with the bargaining units.

. Staff training for employees to improve overall City efficiency with particular emphasis
on training in information technology.

] Cross training for all employees so that the absence of any one employee will not
endanger operational efficiency.

. Written guidelines for travel reimbursement while on City business.

. Policies for the use of City vehicles and/or reimbursement for use of an employee’s
vehicle while on City business.

. Compilation of all relevant policies and procedures in an updated Personnel Manual, The

Personnel Manual shall be completed and provided to all employees by September 1,
2016. The Personnel Manual shall be designed to aid in the understanding and adherence
to City policies and to minimize misunderstandings among personnel, The Personnel
Manual should—at a minimum-——include the following:
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— Mission statement and core values.

— Organization structure.

- Business hours, work schedules, overtime policies and time keeping procedures.

— Employee classifications, salary and overtime rates, and pay dates.

— Criteria set forth by the Fair Labor Standards Act relative to exempt and non-exempt
status.

— Holiday, vacation, sick leave, and other compensated absence policies,

— Attendance policies.

— Employee benefit plan descriptions and eligibility.

— Employee conduct policy and appropriate use of City equipment.

—~ Employee separation and termination procedures.

Inspections and Licenses. The City’s Department of Permits, Licensing, and Inspections is
responsible for the issuance of all licenses and building, housing, health, and zoning inspections
and enforcement. The City shall ensure that all its inspectors continue to maintain required
certifications, Further, the Department shall determine what new and additional requirements, if
any, have been imposed on the City by applicable law. The Director, in conjunction with the City
Business Administrator and Director of Information Technology shall explore data/informational
systems which may be used to facilitate the various permitting and licensing functions of the
department. :
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APPENDIX A

Finanecial Review

2009 - 2013
2014 Estimated Versus 2014 Budget

Introduction

The Act 47 Coordinator used the City’s audits and the most recent available financial data
provided by the City’s Business Administrator’s office to prepare this financial review and also
to provide the basis for the financial projections contained elsewhere in this 2015 Revised
Recovery Plan. The Act 47 Coordinator also analyzed current data monthly and asked various
questions to further confirm received data. The City’s financial statements are on a budget basis
which includes some, but not all, accruals.

General Fund Surplus / (Deficit) and Impact of One-Time Revenues

Table A.1 below illustrates the City of Scranton’s General Fund operating budget performance
for the years 2009 - 2013. The City experienced a General Fund operating budget deficit in three
out of five years during the historical review period, most recently in 2013. However, as
demonstrated in Table A.2 and Graph A.l, the City would have seen deficits for all five years
during the review period without the impact of one-time events. This is particularly true in 2012,
when the City would have experienced a $15.8 million deficit without funds from deficit
refinancing combined with a state loan and grant. In addition, without one-time events, deficits
in 2009 and 2010 would have been more severe.

By the Act 47 Coordinator’s definition, a one-time revenue source is revenue that a municipality
receives in a budget year that will not be available in future budget years. One-time revenue
sources can be included as an integral part of a municipality’s adopted budget or they may be
generated during the fiscal year from an unanticipated occurrence. The City has used various
one-time revenue sources during the historical teview period that include revenue from
delinquent taxes, asset sale proceeds (golf course), and a workers” compensation fund transfer, in
addition to the use of deficit refinancing and intergovernmental revenue from the state. Reliance
on one-time revenues sources to conduct municipal operations is not a best practice for
municipal budget operations. Municipal budgeting is best performed by reliance upon recurring,
stable revenue sources.
General Fund Surplus/(Deficit)
City of Scranton
2009 - 2013
(Excluding Annual Tax and Revenue Anticipation Notes)
Table A.1

2009 2010 2011 2012 2013 Change 2009 to 2013
73.607.872  69.185.642
S g
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Impact of One-Time Events on General Fund Surplus/(Deficit)
City of Scranton
2009 - 2013
(Excluding Annual Tax and Revenue Anticipation Notes)
Table A2

2009 2010 2011 2012 2013
: Aot Aot
Surplus/(Defieit) -85,352,356  -84,577,826 82,055,491

$7520499  -$2,732,850

Cne Time Events

Advance on Delinquent Real Estate Tax

orkers: Fu

Golf Course Proceeds
T

$12,685,636

Graph A.1

$20,009,000

$15,000,000

S10,000,000

$5,000,000

-53,000,000

-510,000,000

815,000,000

-5£20,000,000

2002 Actual 2010 Actual 2011 Actual 2012 Actust 2043 Actual
DSurpluy(Deftlty  mSurplus/teficit)y Wihout one time
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Revenue Review—2009 - 2013

Table A.3 below illustrates that the City’s operating revenues, excluding tax and revenue
anticipation notes, increased by 14.3 percent between 2009 and 2013 from $58.1 million in 2009
to almost $66.5 million in 2013. Revenues peaked in 2012, reflecting the considerable use of
one-time revenue sources.

General Fund Operating Revenues
City of Seranton
2009 - 2013
(Including One-Time Revenue Sources; Excluding Annual TRAN Revenue)

Table A.3

2011 2012 2013 Change 2009 - 2013

Tax Revenue

1,525,412
6,452,791

Source: Historical Data from City As Provided
Tax Revenue

Table A.4 below shows that total taxes grew by $5.9 million or 13.4 percent from 2009 to 2013
from $44.3 million in 2009 to $50.2 million in 2013, the peak for the historical teview period.

Total tax revenue fell to its lowest point in 2010 when total taxes dipped to $42.1 million.

Tax Revenue

City of Seranton
: 2009 - 2013
Table A.4

" Change
2009 2010 2011 2012 2013 2009 - 2013

T

(e
13.6

" Real Estate $14919,926 $14,580,300 $13,785260 $15,533,058 S$17,701,666 2,781,740

o e303
542,079,667

§44,279,662 $44,403,006 844,827,357 §50,196,210 5,916,548
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Real Estate Tax

Real estate taxes were the City’s second most productive tax, providing between 31.0 percent
and 35.3 percent of total tax revenue. Revenue from real estate taxes decreased from $14.9
million in 2009 to $14.6 million in 2010, and then declined again in 2011 when the millage rate
was lowered from 103.145 mills on land and 22.432 mills on improvements to 92,263 mills on
land and 20.065 mills on improvements, as shown in Table A.4A. Property taxes were raised in
2012 and 2013, and the City saw a corresponding increase in real estate revenues for that year, In
2014, real estate millage increased again to 184.867 mills on land and 40.202 mills on
improvements. Real estate tax rates rose 79.2 percent between 2009 and 2014.

Municipal Tax Rates (City Share of Taxes)

City of Scranton
2009 -2014
Table A 4A
Tax Rates Change

2009 -2014

Land Millage 103.145 1030145 92263

96.701 117975 184867 8172 79.2
Famed Income Tax Resident (%) 24 24 24 2.4 24 24 0 0.0

 fax Non

Act 511 Taxes

Earned income (EIT) was the City’s most productive tax, providing the City between 48.3
percent and 53.2 percent of total operating revenue during the historical review period. Revenue
from EIT fluctuated during the period, which occurred during the national economic downturn.
EIT collections decreased from 2009 to 2010, and then rose in 2011, dipped in 2012, and then
ended at the historical period high of $25.8 million in 2013. The change between 2009 and 2013 .
was an increase of almost $2.3 million or 9.7 percent from $23.5 million in 2009 to $25.8 million
in 2013. The increase in 2013 was likely the result of the new countywide tax collection process.

- In comparison to neighboring municipalities, the City levies a relatively high earned income tax
(EIT) rate of 2.4 percent on resident income. In addition, the Scranton School District levies a
1.0 percent EIT on City residents for a total 3.4 percent EIT rate on City residents.

The real estate transfer tax accounted for approximately 5 percent of total taxes in 2009, 2010
and 2013, resulting in approximately $2.3 million in revenue. The amount collected increased by
approximately $2 million annually in 2011 and 2012 due to the sale of several significant parcels
including two City hospitals. The higher real estate transfer tax revenue helped the City make up
the difference in 2011 and 2012 when real estate, mercantile and business privilege taxes were
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lowered. Local services tax revenue peaked in 2011 at $1.8 million and then fell to almost $1.5
million, rising again in 2013 to $1.6 million. The change between 2009 and 2013 was a decrease
of 1.8 percent.

Non Tax Revenue

During the review period, City revenue from all other revenue sources grew by $2.8 million or
23.9 percent from $11.9 million in 2009 to $14.7 million in 2013. The largest absolute increases
were in licenses and permits ($1.2 million); fines, forfeits and violations, ($566,356); refuse fees,
($410,822); miscellaneous revenues (372,772);, and intergovernmental reimbursements
($214,209). Refuse fees increased in 2013 after the City hired a new collection agency. The
growth in licenses and permits was. a reflection of major construction projects including, those
undertaken by the University of Scranton, and renovations of downtown buildings. Table A.S
below provides a summary of operating revenue from all other revenue sources.

General Fund Non Tax Revenue
City of Scranton
2009 - 2013

Table A.5

3 Change 2009 - 2013

2010 2011

Non Tax Revenue

118,99 10:822
" Penalties & Interest $40,962 $32,267 340,654 " $9,690 $102,962 62,000 1514
: Pon 75390 160,67 22790 59185 22990400 236,

3
Fines, Forfeits & 743,143 033,789 743,932 685,277 1,309,500 566356 762
Violations

210,427

344.787 845180 962,027 1192379 IR
47450 $13,080,685 1 51 373116 2837476

Other Financing Sources

Table A.6 summarizes other financing sources, which are primarily one-time events as described
earlier in the chapter. The most significant other financing source during the historical review
period was $20.0 million for deficit refinancing in 2012,
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General Fund Other Financing Sources

City of Scranton
2009 ~ 2013
Table A.6

2009 2010 2011 2012 2013 Change

$1.847,47 \S
1,532,058 6,888,136

1,951,105

20,070,000
000

“‘TutalOtherFinanciugSources §1,951,108  §3,379,530  S6,888,136 523,795,590  S1,525412 -425,693 —21.8‘

Revenue Review—2009-2013: Summary

The following summary regarding the City’s 2009-2013 historical General Fund operating
revenues and other sources can be made:

+ The City’s operating revenues increased by 14.4 percent compared to expenditure
growth of 9.1 percent.

« EIT and refuse fee revenues likely grew in 2013 because of new collectors,

« The City’s real estate tax revenue growth is stagnant and has only increased when
the City increases the millage rate. The City is unable to benefit from increasing
real estate market value due to Lackawanna County’s outdated reassessment.

o The City has chronically balanced its annual operating budgets or mitigated more
severe deficits through the use of one—time revenue sources.

¢ City revenue declined midway through the historical review period because of tax
decreases. The City was fortunate in that economic development produced
additional revenue for those two years that offset the tax revenue reduction or the
problem would have been even more severe. It should also be noted that the City
has no control over the production of development-related revenue, which is
dependent on outside forces.
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Expenditure Review—2009 - 2013

Table A.7 and Graph A.2 below both illustrate that the City’s operating expenditures increased
from $63.5 million in 2009 to $69.2 million in 2013. Total general fund operating expenditures
(excluding TRAN principal repayments) rose during the historical review period by $4.7 million
or 7.4 percent.

General Fund Operating Expenditures
City of Scranton

2009 - 2013
{Excluding Amnual TRAN Principal Repayments}

2010 2011 2013 Change 2009 - 2013

Pension

“Oher Famploges Experses

1,019,393 610,284 134,851
1,078,94 977 828,678 1,103,401
Utilities S 1,327,692 1,630,269 1415 '
- Other Dept. Expenditures 13,887 1 1903878

S6617,113  $6,711,079  $5,804,191

251,627 491,462 218,395 1,629,006

05051 7IT39 | 583007 318 568617
$8435,460  $8216,336  S8,078,532 S$18,595,579 511,958,901

Total Expenditures 563,476,817 562,401,768 $62,316,336 §73,607,872 S$69,185,642 54,667,850
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General Fund Operating Expenditures

City of Scranton
2009 - 2013
- (Excluding Annual TRAN Principal Repayments)
Graph A.2
$60,000,000
$50,000,000

$40,000,000 -

530,000,000 -

520,009,000 -

$10,000,000

2000 detaal 3610 Actual 3011 Acteat 2012 Actual 2013 Actual

B Personne Expenditures  ®Other Bepartmenta) Expenditures  ONon Deparimestal

Personnel Expenditures

Similar to most local governments, the services provided by the City of Scranton are labor-
intensive. People are needed to prevent and investigate crime, respond to fire emergencies,
maintain safe and clean streets, collect refuse and provide the delivery of other important
services of municipal government. Table A.8 below presents the City’s historic General Fund
personnel expenditures for 2009 through 2013.
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Historic Personnel Expenditures — All City Employees
City of Scranton
2009 - 2013
Table A.8

2013 Change 2009 - 2013

' .$19,'536,532 $21,316419 2,858,079
1,631,432
168300

13413227
305,253

“Total Other Personne
_Expenditures '
~Total Personnel Expenditures.

Source: Historical Data from

822,012,990 $22.343207 $22,099,995 $22.927.044
ity As Provided.

Total direct employee compensation increased by 10.3 percent between 2009 and 2013, Standard
salary saw the largest growth in direct compensation and the second highest absolute growth of
any personnel expenditure, rising by $2.9 million or 14.6 percent. Longevity experienced the
highest percentage growth in direct compensation, increasing by 50.9 percent or 3550,596.
Overtime costs fell by $542,582 or 31.7 percent.

Total other personnel expenditures increased by almost $2.7 million or 12.2 percent during the
historical review period, a greater amount than direct compensation, Pension costs were the main
factor for the growth. Pension experienced the largest absolute increase of any personnel
category, gradually rising from almost $3.9 million in 2009 to $4.5 million in 2012. In 2013,
pension costs grew by over $3 million to $7.6 million. The change from 2009 to 2013 was an
increase of $3.7 million. Pension actuarial valuations are performed every two years and will
vary based on the value of assets held on the date of valuation.

City health care expenditures for employee and retiree health care grew by only 1.3 percent from
2009 through 2013, from a total of $13.1 million in 2009 to $13.3 million in 2013. Health
insurance. costs peaked in 2011 at $15.2 million and then declined through 2013. Workers’
compensation related expenditures decreased by $1.5 million or 36.6 percent. Graph A.3
illustrates the proportion of City personnel expenditures in 2013.
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Personnel Expenditures General Fund

FY2013 Actual
City of Seranton
Graph A.3
Health Insurance
$13,303,285
. 26%
Workers'
Compensation
$2,618,505
5%
' Pension
Direct $7,579,642
Compensation 15%
$26,731,886
52%
Other Employee
Expenses
$1,189,231
2%

Other Departmental Expenditures

Other departmental expenditures fell by $3.0 million or 34.0 percent during the historical review
period from $8.8 million in 2009 to $5.8 million in 2013. The largest decrease was for landfill
expenditures. However, the $1 million drop in 2013 was a one-time event that deferred payment
to subsequent years. The City is repaying the full $1 million in annual payments from 2014
through 2016. Landfill costs returned to the contractual level in 2014 plus the extra payment
from the 2013 reduction. Capital expenditures dropped significantly over the historical review
period, decreasing from $1.0 million in 2009 to $151,596 in 2013. The change was a reduction of
$867,797 or 85.1 percent. This indicates the City’s failure to adequately invest in critical City
infrastructure and other capital assets, which may limit the City’s ability to adequately provide
future services to its residents. Other decreases included professional services ($205,046),
utilities ($137,213), and all other departmental expenditures ($651,844). Gas, oil, lubricants and
vehicle repair was the only category to increase, rising by 18.5 percent.
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Table A.9 below provides summary data on the City’s Other Departmental Expenditure

categories.
Other Departmental Expenditures
City of Scranton
2009 - 2013
Table A.9 ,
2009 2010 2011 2012 2013 Change 2009 - 2013

Other Déparhnenial &
Professional Services

610284 173,775

' Utilities

SAll Other | enl

'Total Other DepartmentﬂlEtpendltmes 58,797,893
Source: Historical Data from City As Provided

-82,993,702

Non-Departmental Ekpenditures _

Debt service, which represents the bulk of the City’s non-departmental expenditures, remained
relatively stable from 2009 through 2011 at between $6 million and $7 million. In 2012, debt
service almost doubled following the addition of costs for new borrowing, payment of a loan that
had been obtained by the Scranton Redevelopment Authority as an advance for proceeds on a
proposed tax lien sale, and payment on a state loan. Debt service costs dropped in 2013 when the
City refinanced. Also in 2012, the City became responsible for the portion of annual debt service
that the Scranton Parking Authority was unable to pay from SPA resources following default on
a SPA loan.

Table A.10 below provides summary data on the City’s Non-Departmental Expenditure

categories.
Non-Departmental Expenditures
City of Scranton
2009 -2013
Table A.10

2011

2010

""Non Departmenia! E\:pendltures

“Tan Series A & B Interest Exp 323,155 460,369 507,168 2,031,241 704930 381,775 1181

Other Operatlng Expenditure 251 627 491, 462 218,395 2,290,860 1,629,000 0 0.0
“OlherNonD 7397 IR0 S sesen
Total $8,435, 469 $8, 216 336 $8,078,532 $18,595,579 511,958,901 2,482,457 2194
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Expenditure Review—2009 —2013: Summary

During the review period, the following summary regarding the City’s General Fund operating
expenditures can be made:

o The City’s annual operating expenditures have increased by 9.1 percent over the past
5 years.

e Public services provided by the City are labor-intensive—employee-related
expenditures accounted for 74.3 percent of City’s operating expenditures in 2013.

o Pension expenditures have increased by 96.8 percent between 2009 and 2013 but
health care costs, which traditionally have experienced significant growth, remained
relatively flat.

+ Non-departmental expenditures increased in part because the City became responsible
for a portion of SPA debt.

+ Overtime declined in the fire department and public works from 2009 to 2013. Police
department overtime experienced significant increases in 2012 and 2013, That trend
appears to continue for the police department in 2014, while fire department overtime
is also expected to rise for that year.

o Almost all other departmental expenditures decreased during the historical review
period, including significant reductions in capital expenditures that could have
implications for city infrastructure and other capital needs in the future.

» Landfill spending was lowered in 2013 but that money must be repaid over three
years in addition to the City’s regular contractual landfill payment, thus providing
one-time relief for only one year while increasing costs in subsequent years.

+ In addition to its annual Personnel Expenses, the City of Scranton’s taxpayers are
responsible for long-term personnel liabilities that include retiree pension, retiree
health care and worker’s compensation.

2014 Operating Budget Review

The City’s adopted 2014 Operating Budget, as amended, projected revenues of $130.5 million
and expenditures of $130.2 million. The budget included an estimated borrowing of $28.0
million and payment of $22.0 million for the public safety union court settlement. The budget
increased the real estate tax rate to 184.867 mills on land and 40.202 on improvements or a 56.7
percent increase over 2013. The city also increased its refuse rate by 65.5 percent from $178 to
$300.

The Act 47 Coordinator has reviewed the 2014 Operating Budget’s preliminary and unaudited
operating revenues and expenditures. This review as shown in Table A.11 estimates a 2014
deficit of $4.8 million. The City did not borrow for or pay the court award in 2014, Net revenues
received are anticipated to fall short of budget estimates by $10.3 million. Net expenditures are
expected to be less budget estimates by $11.2 million.
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2014 Operating Budget
City of Scranton
Table A.11

2014
Estimated.
Revenues $88,471,090

Est vs. Budget

Budget
$130,536,998

-42,065,908  -32.2

litures

__Tax & Revenue Anticipation Note -512,200,000 -$16,0091{)00 3,800,000 -23.8
Net Expenditures §81,025,023  $92,195,163

ALI70,139 121

Revenue

As shown in Table A.12, the majority of 2014 revenue items are estimated to be lower than
budgeted amounts, with several categories expected to be $1 million or more under budgeted
amounts including intergovernmental reimbursements ($2.0 million), interfund transfers ($2.1
million), miscetlaneous revenue ($1.1 million), and licenses and permits ($1.0 million).
Intergovernmental reimbursements were less than budgeted primarily because SAFER grant
revenue was lower than anticipated and the amount received was booked as a credit against Fire
Department expenses. Interfund transfers were lower than budgeted as anticipated increases in
liquid fuels funding did not materialize. In addition, the City did not complete an asset sale that
was expected to provide $1.7 million.

The parking tax is expected to be $117,065 or 46.8 percent lower than budgeted. In terms of
other taxes, mercantile/business privilege taxes are projected to be under budgeted amounts by
$433,119 or 16.8 percent, while the real estate transfer tax is expected to generate motre revenue
than budgeted ($429,005 or 17.0 percent). The amusement tax, in its second year, was also one
of the few items that brought in more revenue than expected. The difference was an increase of
$44,685 or 14.9 percent.
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2014 Operating Revenues

Table A.12

2014 Est vs. Budget
. Estimated -~ Budget 3
Real Estate Taxes $27,552,292  $27,943,903 -391,611

0,00
300,000

Rent sic 000 5,000
Intergovernmental Reimbursements 2,950,982 4,976,090
43,762 300,0(

_Bond Proceeds Other
‘Total Operating Revenue

Expenditures

As shown in Table A.13, total employee expenditures are expected to be $1.7 million or 2.8
percent over budgeted amounts. Health insurance is anticipated to be over budgeted amounts by
$3.3 million or 23.4 percent, which balances against lower than expected expenditures for direct
compensation ($641,186), workers compensation ($703,402) and pension ($293,304).

Other departmental expenditures are projected to be lower than budgeted by $971,586 or 12.8
primarily because of reductions in landfill and utility costs. Interest and debt under non-
departmental expenses were paid in part through other revenue sources that are not reflected in
the 2014 estimated budget figures.

The TAN repayment is anticipated to be lower than budgeted because the City borrowed only
$13 million rather than the budgeted $17 million. Unpaid prior year expenses were paid but
recorded in 2013. As previously noted, a borrowing for the $22 million court award was not
obtained so the expenditure was not made. The combination of not paying the court award, along
with unpaid prior year expense and interest and debt payments that are not reflected in the
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comparison, are the major reasons that total estimated expenditures are $37.0 million or 28.4
percent lower than budgeted expenditures for 2014.

2014 Operating Budget--Expenditures
City of Scranton
Table A.13

2014 2014 Est vs. Budget

.He.alth:lnsurance 3,276,299

j.}ijorke

12,15'1,452 293,304

-74,664

__._Cépital Expenditures
- Liability/Casualty Insurance
Utilities

“Total Other Departmental Expenditures

Non-departmental Expenses

_Unpaid Pflor.‘Year Expenses - . 6, 793 6.5.6.

Total Expenditures $93,225,023 $130,195,163 -3”6’,”97'6',"139 -28.4
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2014 Year End Carryover
As net 2014 estimated expenditures exceeded net 2014 estimated revenues, the City did not have
enough cash on hand to satisfy its full 2014 pension payment or various outstanding bills, As

shown in Table A.14, 2014 is projected to end with a negative outstanding cash balance of $6.6
million as a result.

2014 Year End Outstanding Payables
City of Scranton
Table A.14

2014 Esti_[nated Year End Balances

2014 Qutstanding Balance -$6,600,000
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Appendix B
Debt Obligations, Pension, and Other Post-Employment Benefits

The City of Scranton uses various types of municipal borrowings to finance its operations both
short-term and long term. This is a common practice among many larger municipal corporations.
The City’s short-term general debt obligations include debt that has a maturity date of less than
one year, such as tax and revenue anticipation notes (TRANs). The City’s long-term debt
obligations include bonds and notes with a maturity date of longer than one year. Along with
long-term personnel expenses such as pension and health care, the City’s long-term debt
obligations will impact the City’s finances for decades into the future.

Debt Policy

The Act 47 Coordinator recommends that the City and the City’s Authorities implement a debt
management policy that would include comprehensive guidelines related to the issuance of debt.
This debt policy would establish criteria for the use of debt, establish guidelines for the City’s
guaranty of any Authority debt issues, insure compliance with the Debt Act, require the City and
its Authorities to retain appropriate debt management professionals if engaged in debt issuance,
and stipulate regular updates of the debt policy to ensure that the City and its Authorities use
their resources to meet the needs of the citizens of the City.

The City has retained Public Financial Management (PFM) as the City’s Financial Advisor.
PIM is the largest independent municipal financial advisor in the country and is assisting the
City in developing and evaluating its options and alternatives to improve the City’s
creditworthiness and access to the financial markets.

Long-Term Debt Obligations

As of January 1, 2015, the City’s General Fund is responsible for annual debt service payments
on 12 series of bonds and notes. The City’s current annual debt service payments range from
$10.6 million to $10.7 million from 2015 through 2020.

The City’s current annual debt service requirements do not include any amortization
requirements for the balance of the estimated $22.0 million Supreme Court award to the police
and firefighter unions. The two unions and the City have entered into a consent judgment
regarding the award, and the City continues to explore alternatives to develop a financing
structure for the award.

Short-Term Debt Obligations

The City’s short-term debt includes a 2015 Tax and Revenue Anticipation Note (TRAN) for
$13.0 million, plus interest, due on December 15, 2015. The 2015 TRAN is payable from the
revenues generated by the City’s 2015 taxes and revenues to be collected in 2015. The City’s
long-term and short-term debt obligations are illustrated in Table B.1 and Table B.2.
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Long-Term Debt Obligations
As of January 1, 2015
City of Scranton
Table B.1

Remaining Debt
_Outstanding Series Maturity Service Jan. 1, 2015

=Bonds Series'C 02012
_ Bonds Series A 0f}2013

Bonds Series of 2008 11/01/2026 8350411

‘Total'‘General Fund Debt Serviy

§132,898,690

Current Annual Long-Term Debt Service
As of January 1, 2015

2015 -2020
Table B.2
2015 2016 2017 2018 2019 2020
Debt Service $10,042,849 $10,646,211 $10,721,880 $10,634,372 $10,641,462 $10,640,353

Guaranteed Authority Debt

In addition to the City’s General Obligation debt service, the City guarantees the debt of the
Scranton Parking Authority (SPA). As a debt guarantor, the City is not directly responsible for
budgeting or making annual debt service payments on its guaranteed debt.

The SPA has not been able to generate sufficient net revenue from its operation of the SPA -
parking garages to provide the funds required to pay the annual debt service on the SPA’s
outstanding bonds. Annual debt service requirements on the SPA’s outstanding bonds amounts
to approximately $3.3 million, and the SPA has only been able to generate about $500,000 to
$1.0 million in net revenue per year for debt service In June 2012, the City Council refused to
transfer approximately $1.0 million that was budgeted to pay for the shortfall in the SPA debt
service to the SPA debt service account. As a result, the SPA defaulted on a debt payment and
the SPA bond trustee had to use the debt service reserve fund to make the required debt payment.
The trustee and the insurers of the SPA’s outstanding bonds then petitioned the Lackawanna
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County Common Pleas Court to appoint a receiver for the SPA. The receiver now oversees the
operations of the SPA parking garages.

The City has now been required to budget and pay approximately $2.9 million per year to fund
its guaranty on the SPA bonds. The City has issued a Request for Qualifications (RFQ} to solicit
and determine interest from the investment and financial community on the feasibility of a
proposed sale, concession, or lease of the SPA. Initial responses to the RF(Q were due to the City
by January 9, 2015, and the City has received ten responses to the RFQ. These initial series of
responses to the RFQ will be evaluated by the City and its Financial Advisor to determine which
respondents have met the guidelines established in the RFQ. Those firms meeting these
guidelines will then be offered the opportunity to conduct due diligence, access all documents
and information pertaining to City and SPA operations, and then develop definite proposals to
monetize the SPA operations. The City anticipates that the monetization process will be
substantially complete by September 30, 2015.

As of January 1, 2015, the total outstanding principal and interest of the Scranton Parking
Authority bonds amounted to $85.4 million. In November 2014, the SPA also refinanced two
defaulted bank loans amounting to approximately $3.0 million. These loans are not guaranteed
by the City. The City will include the operation of the on-street parking meter system in the
monetization proposed for the SPA garages. The parking meters generate approximately $1.3
million in annual revenue that currently flows to the City and not to the SPA.

Letter of Credit

The City of Scranton curtently has an outstanding $5.8 million PNC Bank Letter of Credit
(LOC) related to the Redevelopment Authority 2008 Bond issue that is due to expire in
November 2015. The City was able to negotiate a series of one-year term extensions of this LOC
beginning in 2011 when the original LOC term was scheduled to expire. The LLOC provides
credit enhancement and market liquidity for the Series 2008 Bond issue, which is guaranteed by
the City. If the LOC is not renewed while the Series 2008 Bonds are outstanding, the City would
be required to redeem the outstanding bonds at par plus accrued interest or refinance the
outstanding Series 2008 Bonds.

The City will need to seek an annual renewal of the LOC from PNC Bank, seek a replacement
for the LOC in the form of an altermative LOC or other form of credit enhancement for the Series
2008 Bonds, or refinance the Series 2008 Bonds.

Pension Funding and Other Post-Employment Benefits

While payments to the City’s combined pension funds and payments for retiree health care are
not considered debt under state law, these obligations require that the City make annual outlays
to support these payments to the City’s retired employees.

Combined as distressed pension plans since 1987 under the provisions of the Commonwealth’s
Act 205, the City’s police, firefighter, and non-uniformed pension funds provide annual pension
payments to the City’s retired employees. According to the Auditor General’s Compliance Audit
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of August 2014, as of January 1, 2013, the Scranton police pension fund has a funded ratio of
28.8%; the Scranton firefighter’s pension fund has a funded ratio of 16.7%; and the Scranton
non-uniformed pension fund had a funded ratio of 23.0%. The combined pension funds paid out
approximately $13.0 million in pension benefits to retirees in 2014, while receiving
approximately $5.0 million per year in investment earnings and contributions from current
employees. The City currently contributes approximately $9.0 million per year as its required
annual Minimum  Municipal Obligation (MMO) and the Commonwealth contributes
approximately $3.0 million in annual aid.

The City’s annual MMO is currently about 75 percent of the actuarially required contribution
under the provision of the Commonwealth’s Act 44, which has allowed municipalities to
“smooth” their MMOs for up to six years. The City’s ability to “smooth” its MMO will cease at
the end of 2016 fiscal year. For the 2017 fiscal year, the City’s MMO will increase to at least
$17.0 million, depending on the actuarial valuation of the combined funds, and is estimated to
total about $19.0 million per year by 2020.

The City currently spends approximately $14 million on health care for current and retired
employees. Since the City is self-insured for health care, it can be difficult to precisely separate
definitive health care payments to current employees and to retived employees. The City
estimates that retiree health care payments amount to approximately $7 million per year.

The City, as part of the overall plan to manage its legacy costs, must begin to establish an Other
Post-Employment Benefits (OPEB) trust fund and to initiate annual contributions to the trust
fund. A pay-as-you-go structure for retiree health care and other post-employment payments is
not a recommended best practice or a sustainable practice for long-term stability.

Refinance the City’s Debt

The current interest rate environment in the municipal market should provide an opportunity for
the City to refinance its outstanding debt obligations to lower debt service payments on the
Bonds and Notes outstanding. The City, however, does not have an existing investment grade
credit rating. Standard & Poor’s (S&P) reduced the City’s BBB- credit rating, which was the
lowest level of investment grade, to BB-, a speculative grade rating level, in September 2011.
The City then asked S&P to withdraw the public rating. Without an investment grade rating, and
with the history of the SPA default fresh in the marketplace, the City has encountered difficulty
in acquiring financing from the capital markets and from financial institutions. The City has paid
significant interest rate premiums to current market interest rates to borrow TANS and to issue
the 2012 and 2013 Series Bonds.

The City must continue the efforts already underway to rebuild the City’s creditworthiness,
including the reduction in the Scranton Parking Authority debt, continued balanced budgets,
improved cash flow management, and use of various options to improve the fiscal position of the
City pension system,
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