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PENNSYLVANIA-AMERICAN WATER COMPANY 

DIRECT TESTIMONY OF DANIEL D. CONNELLY 1 

Q. Please state your name and business address. 2 

A. My name is Daniel D. Connelly and my business address is 1435 Walnut Street, Suite 300, 3 

Philadelphia, Pennsylvania  19102. 4 

Q. By whom are you employed and in what capacity? 5 

A. I am employed by Fairmont Capital Advisors, Inc. as an independent municipal advisor to 6 

tax-exempt entities. 7 

Q. Please summarize your educational background and professional experience. 8 

A. I earned a Bachelor’s Degree in Business Administration with a major in Finance and 9 

second major in Japanese from the University of Notre Dame. I earned a Master of Public 10 

Administration with a certificate in public finance from the Fels Institute of Government at 11 

the University of Pennsylvania. 12 

I have fifteen years of government financial and management consulting experience. 13 

Since 2005, I have worked at Fairmount Capital Advisors, an independent municipal advisor 14 

registered with the Municipal Securities Rulemaking Board and U.S. Securities and 15 

Exchange Commission. In my role as municipal advisor, I provide independent advice to 16 

governmental and non-profit clients on debt issuance and financial management. I provide 17 

transaction management, credit analysis, covenant calculations, debt structuring, debt 18 

capacity, refinancing analysis, and rating agency strategy support to my clients. I am 19 

experienced with publicly issued and privately placed debt, fixed and variable rate 20 

structures, and interest rate hedging strategies. I passed my Series 50 municipal advisor 21 

certification examination at the first available opportunity, which was February 2016. 22 



2 

In addition to my traditional municipal advisor responsibilities, I also lead the firm’s 1 

government consulting practice. I have been the Act 47 financial Recovery Coordinator for 2 

the City of Chester, Pennsylvania and the Borough of Colwyn, Pennsylvania where my 3 

responsibilities include developing and monitoring the implementation of a multi-year 4 

financial recovery that eliminates deficits and sets the course for structural budgetary 5 

balance. As Recovery Coordinator, I work closely with elected and appointed municipal 6 

officials in the distressed communities as well as professionals from the Commonwealth of 7 

Pennsylvania’s Department of Community and Economic Development, the state agency 8 

charged with administering the distressed municipalities program. In addition, I have also 9 

developed multi-year financial plans for other Pennsylvania communities that are not part of 10 

the Act 47 program, but faced preliminary signs of distress. 11 

From 1999 to 2003, I worked as a management consultant for a firm called American 12 

Management Systems, Inc. (now part of CACI, International) where I provided business 13 

process consulting services for Department of Defense agencies. 14 

Q. Have you previously testified before regulatory agencies? 15 

A. No. 16 

Q. What is the purpose of your testimony? 17 

A. The purpose of my testimony is to discuss the relationship between the City of Scranton (the 18 

“City”) and the Scranton Sewer Authority (“SSA” or the “Authority”) and how the financial 19 

condition of the City affects that of the Authority and its long-term viability. 20 

Q. What is the Municipalities Financial Recovery Act? 21 

A. In 1987, the Commonwealth of Pennsylvania enacted the Municipalities Financial Recovery 22 

Act, commonly referred to as Act 47, with the stated public policy intent to “foster fiscal 23 
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integrity of municipalities so that they provide for the health, safety and welfare of their 1 

citizens; pay principal and interest on their debt when due; meet financial obligations to their 2 

employees, vendors and suppliers; and provide for proper financial accounting procedures, 3 

budgeting and taxing practices.” Act 47 provides participating communities with a set of 4 

tools to strengthen fiscal capacity - enhance revenues, reduce expenditures, and improve 5 

operational efficiency. The tools available through Act 47 include, but are not limited to, the 6 

ability for a municipality to petition the local county court of common pleas to increase 7 

certain tax rates above maximum rate allowed by law, file for emergency loans from the 8 

Commonwealth, and receive first priority for Commonwealth grants. 9 

Q. Who administers Act 47 and what are some of its key components? 10 

A. The Commonwealth’s Department of Community and Economic Development (“DCED”) is 11 

charged with administering Act 47, including making the determination of eligibility for the 12 

Act 47 program, appointing a Recovery Coordinator, approving the Recovery Coordinator’s 13 

plan, and overseeing its implementation. The Recovery Coordinator’s plan must include a 14 

quantification of all operating deficits for the current fiscal year and a projection of revenues 15 

and expenses for the next five fiscal years. The plan must include recommendations for 16 

eliminating deficits and alleviating the financially distressed status of the municipality. 17 

Act 47 details procedures for the publication, review, and final adoption of the 18 

Recovery Coordinator’s plan. Pursuant to Act 47, the municipal governing body either 19 

exacts an ordinance approving the plan, including enactment of necessary related ordinances 20 

and revisions to ordinances, or rejects the plan, which would trigger another set of 21 

procedures detailed in the Act. 22 
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If the Recovery Coordinator’s plan is adopted by the municipal governing body, the 1 

Recovery Coordinator is charged with implementing the plan. Though the Recovery 2 

Coordinator is responsible for overseeing the plan’s implementation, the principal 3 

responsibility for the conduct of financial affairs and operations remains with local officials. 4 

Q. What is the City’s status in Act 47? 5 

A. The City entered Act 47 in 1992 and has remained in the program since that time. The City 6 

has been unable to correct its structural budgetary imbalance and remains in a very weak 7 

financial position. The City’s current challenges result from the compounding effect of years 8 

of budgetary imbalance and tax base deterioration as evidenced by weak and declining 9 

economic and demographic characteristics. These factors have combined to have a 10 

detrimental impact on the local economy, which has the spiraling effect of exacerbating tax 11 

base erosion and worsening structural budget deficits. 12 

Like many urban areas throughout the United States, the City’s population has 13 

shrunk and its tax base has deteriorated. Scranton’s experience is consistent with the 14 

national trend since the mid-20th century of population shifting away from cities into the 15 

suburbs. The migration to the suburbs coupled with significant job losses in manufacturing 16 

led to a 31.7% population decline for Scranton from 1960 to 2010. Over the same time 17 

period, Lackawanna County’s population declined by 9.0%, while the state and national 18 

population grew by 12.9% and 76.5%, respectively (see Exhibit No. 14-A). 19 

Those households that did move into the cities tended to be lower income, which 20 

meant that the cities were hosting an increasing portion of the nation’s poor. The most recent 21 

American Community Survey shows that from 2011 through 2015, on average, 22.1% of 22 
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Scranton residents were below the poverty line compared with just 13.5% in Pennsylvania 1 

and 15.5% nationwide (see Exhibit No. 14-B). 2 

The shrinking tax base and growing liabilities have put pressure on the City to raise 3 

revenues to address budget deficits, provide essential services to its citizens, and fund legacy 4 

costs such as pension liabilities and retiree health care benefits. From 2009-2013, the City 5 

experienced General Fund operating deficits in three out of the five years, as shown in 6 

Exhibit No. 14-C. Moreover, these deficits mask the true size of the structural budget 7 

imbalance as the City employed several “one-time” revenue strategies over this time period, 8 

which by definition are non-recurring and will not remedy ongoing budget shortfalls. 9 

Exhibit No. 14-D summarizes one-time revenues from 2009-2013 and the deficits without 10 

these sources. 11 

Reversing the trend of tax base deterioration and promoting economic development 12 

is critical to achieving sustained budgetary balance. However, cities in Scranton’s position 13 

are often faced with undesirable choices that are counterproductive to these efforts. 14 

The City enacted a series of real estate tax increases from 2013 through 2015 in an 15 

attempt to eliminate projected deficits. The City also increased the Real Estate Transfer Tax 16 

Rate and reenacted an Amusement Tax. While increasing tax rates may have a positive 17 

budget impact in the short-run, in the medium to long-term, the higher tax rates discourage 18 

tax base growth and incentivize residents and businesses to relocate to other jurisdictions 19 

offering more appealing tax rate/service mixes. As those taxpayers flee, a circular problem 20 

emerges as pressure mounts to raise tax rates on remaining taxpayers reducing their 21 

incentive to stay in the City. 22 
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In addition, the increased tax rates will have a negative effect on tax collection rates, 1 

especially in a relatively low income city like Scranton. Eventually, the City will reach a 2 

point where raising tax rates will no longer result in increased revenues, even in the short-3 

term. 4 

Q. When is the last time the City passed a comprehensive update of its Recovery Plan? 5 

A. The City adopted a Revised and Updated Act 47 Recovery Plan in February 2015 (the “2015 6 

Plan”). The 2015 Plan describes a very weak current financial position and projects large 7 

and growing operating deficits into the future, absent significant corrective action. The 8 

baseline financial forecast in the 2015 Plan shows deficits growing from $3.2 million in 9 

2015 to $19.4 million in 2020 for a cumulative deficit over the five-year period of $79.6 10 

million (see Exhibit No. 14-E). The 2015 Plan details a number of recommendations to 11 

eliminate the projected deficits including, but not limited to, raising certain tax rates, 12 

refinancing debt, limiting personnel costs, and converting City assets including the Scranton 13 

Sewer Authority. The recommendation to pursue the conversion of the Authority is 14 

mandated by the 2015 Plan. The 2015 Plan also states that, if after implementing all of its 15 

mandated recommendations, the City still projects operating deficits, then the City shall 16 

increase its real estate tax millage in the amount necessary to eliminate operating deficits, 17 

meet its financial obligations, and maintain vital and necessary services. 18 

Q. Are there penalties for not implementing a Recovery Plan? 19 

A. Under Act 47, a municipality that does not comply with its adopted Recovery Plan is 20 

vulnerable to sanctions including the withholding of grant funds that support municipal 21 

services.  However, the most severe penalties are not the formal sanctions handed down by 22 

those overseeing the program. Rather, the penalties of inaction are incurred by allowing 23 
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deficits to persist and compound to the point where more draconian action and/or outside 1 

intervention is required. 2 

Q. When was the last time Act 47 legislation was updated and how are the updates 3 

relevant to the City? 4 

A. The Commonwealth enacted updates to Act 47 in 2014, which went into effect on January 1, 5 

2015. The updates included provisions that limited the distressed designation for 6 

municipalities in the Act 47 program. Under the new legislation, a municipality would no 7 

longer be able to remain in Act 47 for over 20 years like Scranton, which has been 8 

designated as distressed since 1992. Municipalities operating pursuant to a Recovery Plan as 9 

of the effective date of the amendment are subject to a termination date five years from the 10 

effective date of the most recent recovery plan or amendment. When the new legislation was 11 

enacted, Scranton’s most recent Recovery Plan was adopted in 2012, which set its 12 

termination date in August of 2017. As the termination date approaches, the new legislation 13 

charges the Recovery Coordinator with completing a report stating the financial condition of 14 

the municipality and including one of the following findings: 1) termination of distressed 15 

municipality status, 2) disincorporation, 3) determination of a fiscal emergency, or 4) a 16 

three-year exit plan. In the case of a determination of a fiscal emergency, the Governor is 17 

given special powers to implement an emergency action plan and the Governor may direct 18 

the secretary of DCED to appoint a receiver for the distressed municipality. Setting limits on 19 

the duration of distressed municipality status and the possibility of outcomes such as 20 

disincorporation or receivership is designed to promote fiscal discipline and the full 21 

implementation of adopted Recovery Plans. 22 

23 
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Q. Why was the  recommendation to convert the Scranton Sewer Authority important? 1 

A. The 2015 Plan recommended that the City “continue discussions with the SSA Board to 2 

determine a meaningful and substantive process that will provide the City with a significant 3 

source of funds or a continuing revenue stream that shall be used to reduce the unfunded 4 

liability of City pension funds.” This process led to the eventual sale of the Authority’s 5 

wastewater system. 6 

In addition to a challenging economic and demographic profile, the inability to 7 

control liabilities, such as unfunded pension obligations, have contributed to the City’s 8 

financial distress. The growth of these liabilities put pressure on the operating budget 9 

forcing the City to make difficult decisions between reducing essential services and raising 10 

tax rates on an already overburdened taxpaying population. The ability of the City to address 11 

existing liabilities is critical to Scranton controlling operating expenses and avoiding a fiscal 12 

emergency or the appointment of a receiver. 13 

Q. If the SSA  had not been sold, what would  the implications  have been for the City? 14 

A. In lieu of the Authority sale, the 2015 Plan recommended an increase in the real estate tax 15 

millage to close the operating budget gap, which would be in addition to recent millage 16 

increases in 2012, 2013, and 2014. Though the tax increases may help achieve a balanced 17 

operating budget in the short-term, as noted above, there are negative intermediate and long-18 

term consequences that must be considered. First, higher tax rates exacerbate local tax base 19 

deterioration and encourage businesses to migrate to other districts with more attractive tax 20 

burden and service offerings. Economic and tax base growth is key to the financial health of 21 

any municipality, but it is especially important to distressed communities such as Scranton, 22 

which have high tax burdens relative to nearby jurisdictions. 23 
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Second, the higher millage would strain already low tax collection rates. The City’s 1 

current real estate tax collection rate (after accounting for abatements and other deductions) 2 

was 87% in 2015, which is well below the 95-98%  of most other Pennsylvania 3 

municipalities. The poor collection rate is more likely a symptom of the City’s low income 4 

population combined with relatively high tax rates rather than inefficient collection 5 

practices. 6 

Q. What is the relationship between the City and the Authority? 7 

A. The SSA was formed pursuant to an ordinance passed by the Council of the City of Scranton 8 

and approved by the Mayor of Scranton in 1953. In 1966, the Borough of Dunmore, 9 

Pennsylvania applied to join the SSA. Though it was established by Scranton, the SSA is 10 

considered an independent body and acts relatively independent of the City. The finances of 11 

the City and the SSA are separated and there is no comingling of reserves or cash between 12 

the two entities. 13 

However, due to the process by which the SSA board is formed, which involves 14 

appointments by Scranton and Dunmore governmental officials, there is a clear link between 15 

the management of the SSA and that of its associated governments. The Board of the SSA is 16 

comprised of five members, with four members appointed by the Scranton Mayor and 17 

confirmed by the Scranton City Council and one member appointed by the Borough Council 18 

of Dunmore. The Scranton Mayor and Dunmore Borough Council would presumably 19 

endorse the governance capabilities of their appointees and tend to appoint board members 20 

that shared their general interests. Moreover, the Municipalities Authorities Act, under 21 

which the SSA is established, provides that upon the resolution or ordinance of the 22 

municipality that appointed the Board of an authority signifying the municipality’s desire to 23 
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acquire the assets of an authority, the authority must convey those assets to the municipality 1 

upon the assumption by the municipality of all of the obligations of the authority with those 2 

assets. So, the possibility always existed  that the Scranton and Dunmore governing bodies 3 

could convey SSA’s assets to the municipalities, which would likely have a strong impact on 4 

the governance and management decisions of the Board and dilute the boundaries between 5 

the entities. 6 

Q. Please describe the role of the credit rating agencies in the debt issuance process. 7 

A. Governmental entities seeking to raise funds in the capital markets will typically seek a 8 

credit rating from a rating agency to help market bonds to investors. The credit rating 9 

agencies will analyze the entity’s credit strength and assign a rating that measures the 10 

debtor’s ability to pay back debt and the likelihood of default. Entities with stronger credit 11 

ratings are able to issue debt at lower costs. The credit rating agencies publish rating criteria 12 

that are used to establish their credit ratings in an effort to promote transparency with 13 

investors and borrowers. 14 

Q. Does SSA have a credit rating? 15 

A. Yes, on March 20, 2015, Standard and Poor’s Financial Services LLC (“S&P”) assigned 16 

SSA an “A-“ rating on its sewer revenue bonds issued in 2015 and affirmed its “A-“ rating 17 

on other outstanding sewer revenue bonds. While an “A-“ rating is investment grade, the 18 

S&P report identified several credit weaknesses including: 19 

 “Somewhat limited local service area economy”20 

 “High leverage position”21 

 “Sewer rates we consider somewhat high at about $59 per month juxtaposed with area22 

income levels.” 23 
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Q. How would increasing the City’s real estate tax millage rate affect the Authority’s 1 

financial position and its credit rating? 2 

A. Increasing the City’s real estate tax millage rate would have a negative impact on the 3 

collection rates for other governmental revenue streams, including those of the Authority 4 

whose customers largely overlap with City real estate taxpayers. SSA collection rates would 5 

face additional pressure considering its planned sewer rate increases necessary to implement 6 

the terms of the court-approved Consent Decree that binds the Authority,1 fund other capital 7 

improvements, and satisfy general operating expenses. To meet these requirements, SSA 8 

estimated 4.57% average annual rate increases through 2042, which is well above the rate of 9 

inflation. As noted in S&P’s credit rating report published in 2015, SSA’s sewer rates were 10 

already considered “slightly high, representing 2.3% of City median household effective 11 

buying income and may inhibit future revenue raising flexibility.” Repeated annual 4.57% 12 

increases on  existing rates would be particularly onerous in a relatively low-income 13 

community facing population contraction like Scranton. 14 

The decline in collection rates would have a cascading effect for the Authority. 15 

Lower collection rates would lead to reduced revenues, which would make it more difficult 16 

to pay debt service. Weaker financial metrics would result in a lower credit rating, which 17 

would increase the cost of debt and annual debt service costs. To cover the new operating 18 

costs, the SSA would face the prospect of raising rates, which would set the series of 19 

negative reactions into motion again. This would create a particularly perilous situation for 20 

1 The Consent Decree was entered into to resolve complaints filed in United States District Court by the Environmental 

Protection Agency and Pennsylvania Department of Environmental Protection alleging violations of federal and state 

environmental laws and permit requirements.  The Consent Decree mandates capital improvements and process changes 

as discussed in detail by Mr. Kaufman in PAWC Statement No. 3. 
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the Authority at a time when it would be seeking to borrow large amounts of debt to 1 

implement the mandated Consent Decree. 2 

Even if the Authority would be able to overcome the ability-to-pay issues inherent in 3 

its funding strategy, raising rates would face political challenges. While the Board has 4 

demonstrated the willingness to enact increases in recent years, its willingness to enact 5 

future increases would be tested. The Board would likely face resistance from customers as 6 

sewer rates regularly increase faster than wages and effective buying income. 7 

The City’s elected officials would no doubt face political pressure from their 8 

constituents - most of whom pay both real estate taxes and sewer fees - to avoid increases. 9 

Since the City appoints four of the five SSA Board members, the Mayor and Council could 10 

use their influence to reduce or eliminate planned sewer rate increases jeopardizing the 11 

Authority’s financial viability. 12 

Q. How do the credit rating agencies view the relationship between a municipal utility and 13 

its associated government? 14 

A. The relationship between the credit rating of a municipal utility and that of its associated 15 

government is described explicitly in the credit rating methodologies for S&P and Moody’s 16 

Investor Service (“Moody’s), two of the primary credit rating services. 17 

S&P utilizes the criteria outlined in “U.S. Public Finance Waterworks, Sanitary 18 

Sewer, and Drainage Utility Systems: Methodology and Assumptions (January 19, 2016)” 19 

which details the relative importance of the factors that determine the initial indicative credit 20 

rating for an entity such as the Authority. The S&P methodology lists a number of factors 21 

that cap the final rating and among those factors is the financial health of the affiliated 22 

governmental entity. The methodology sets a “BBB+” rating cap if a “utility or its affiliated 23 
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LRG (local and regional government) is recovering from a financial crisis, emerging out of a 1 

recent bankruptcy or receivership, or has significant consultant oversight following an event 2 

of default, including a covenant violation.” The City has been addressing ongoing financial 3 

distress and has been subject to significant oversight from the Act 47 Recovery Coordinator 4 

and DCED since it entered the distressed municipalities program in 1992. In addition, in 5 

2012, the City and the Parking Authority of the City of Scranton, Pennsylvania failed to 6 

perform  their payment obligations related to Guaranteed Parking Revenue Bonds, Series 7 

2007 (the “2007 Bonds”), constituting an event of default. 8 

Despite the City’s history of financial distress and the default on the Series 2007 9 

Bonds, the 2015 S&P rating report  deemphasized the connection between the City and the 10 

Authority noting that the Authority “remains insulated from the city’s finances” and 11 

“furthermore, the authority’s bond provisions include a closed flow of funds whereby the 12 

authority retains all surplus monies within its funds, separate and apart from any of the city’s 13 

finances with no comingling of reserves or cash whatsoever.” 14 

While provisions exist to protect the Authority’s finances, the linkages between City 15 

and Authority management and governance, as described above, are inescapable. Further 16 

real estate tax increases, which would have been required if not for the sale of the SSA, 17 

would absorb the limited taxing capacity of all governmental entities and diminish the 18 

political will of the SSA Board to implement additional rate increases. That political 19 

pressure is intensified since the City’s governing body appoints the SSA Board and may 20 

exert its influence to avoid rate increases.  21 

Absent the SSA sale, the financial relationship between the City and SSA would 22 

likely have become more apparent over time and would be reflected in SSA’s credit rating. 23 
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This cascade of negative events would have amplified the credit weaknesses described in the 1 

2015 S&P Rating Report, which cited a limited local service area, high leverage, and 2 

relatively high fee levels. As the City’s financial position deteriorated, there would have 3 

been even more downward pressure on the credit rating, which would have increased debt 4 

service costs and may have ultimately led to being cut off from the capital markets 5 

completely. Without access to capital to fund deferred maintenance and required 6 

improvements under the Consent Decree, SSA simply would not have been a viable long-7 

term utility. 8 

Moody’s rating methodology “US Municipal Utility Revenue Debt” published on 9 

December 15, 2014, also describes the relationship between a municipal utility’s revenue 10 

bond rating and the associated municipality’s general obligation (“GO”) rating. The 11 

Moody’s methodology acknowledges exposure to similar credit strengths and pressures for 12 

the municipal utility and GO rating based on linkages, such as the local economy that both 13 

the municipality and the utility serve, close ties between management and governance of the 14 

two entities, and similar capital markets that both the municipality and the utility need to 15 

access for funding. The report notes that because of these linkages, in most cases, ratings of 16 

a municipality’s utility debt will be within two notches of its GO rating. Moody’s does not 17 

rate the City or the SSA, but, like S&P, Moody’s methodology makes clear that the City’s 18 

financial weakness has negative credit rating implications for its utilities. Thus, the City’s 19 

weak financial position also has negative capital market access implications for the SSA. 20 

Q. Based on your analysis, what were the prospects for the SSA if the City  had not 21 

addressed  its structural budgetary deficit in order to  achieve long-term financial 22 

stability? 23 
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A. The SSA’s long-term viability relied on its ability to implement regular revenue increases 1 

necessary to implement the Consent Decree, fund other capital improvements, and satisfy 2 

general operating expenses. The City’s poor financial position, severe structural budgetary 3 

imbalance, and potential dramatic real estate tax increases put the Authority’s ability to 4 

implement these revenue increases at risk from both an economic and political perspective. 5 

As a consequence, the Authority would have faced a lower credit rating and 6 

increased debt costs at a time when it would have needed large amounts of capital to satisfy 7 

the Consent Decree’s mandates. The combination of reduced revenue and increased 8 

borrowing costs would have spured a potential series of rate increases and customer base 9 

erosion, eventually putting the Authority’s investment grade rating at risk. Without access to 10 

the capital markets, compliance with the Consent Decree would be impossible, thereby 11 

jeopardizing the Authority’s long-term financial viability and solvency. These risks were 12 

mitigated by monetizing the Scranton wastewater system, which is helping to secure the 13 

financial stability of the City.. 14 

Q. Does this conclude your direct testimony? 15 

A. Yes it does. 16 



hawnjd
Text Box



 DB1/ 91886031.1 

 

Exhibit No. 14-A 

 

Population Trends, 1960-2015 

 

 

 

 
 

Source:  U.S. Census Bureau and 2011-2015 American Community Survey 5-Year Estimates 

 

 

Year Scranton
Lackawanna 

County
Pennsylvania United States

1960 111,443 234,531 11,319,366 179,323,175

1970 102,696 234,107 11,800,766 203,302,031

1980 88,117 227,908 11,864,720 226,542,199

1990 81,879 219,039 11,881,643 248,709,873

2000 76,415 213,295 12,281,054 281,421,906

2010 76,089 214,437 12,702,379 308,745,538

2015 76,064 213,459 12,779,559 316,515,021

Pct Change (1960-2015) -31.7% -9.0% 12.9% 76.5%
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Exhibit No. 14-B 

 

Select Economic and Demographic Information, 2011-2015 

 

 
 

Source:  2011-2015 American Community Survey 5-Year Estimates 

 

 

Scranton
 Lackawanna 

County 
Pennsylvania United States

Median Home Value 103,700            144,800            166,000            178,600            

Owner Occupied Housing Units 54.0% 69.6% 72.3% 65.4%

Vacant Housing Units 13.8% 12.4% 11.2% 12.3%

Median Household Income 37,218              46,271              53,599              53,889              

Mean Household Income 49,704              61,757              73,175              75,558              

Per Capita Income 20,114              25,608              29,291              28,930              

Pct of Individuals Below Poverty 22.1% 14.8% 13.5% 15.5%

High School Graduate or Higher 85.3% 89.9% 89.2% 86.7%

Bachelors Degree or Higher 20.9% 25.9% 28.6% 29.8%
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Exhibit No. 14-C 

 

General Fund Surplus/(Deficit) 

City of Scranton 

2009-2013 

(Excluding Annual Tax and Revenue Anticipation Notes) 

 

Source:  Revised and Updated Act 47 Recovery Plan City of Scranton, February 2015, Table A.1, pg A-1 

2009 2010 2011 2012 2013 Change 2009 to 2013

Revenues 58,124,461$      57,823,942$      64,371,827$      81,128,371$      66,452,791$      8,328,330$      14.4%

Expenditures 63,476,817        62,401,768        62,316,336        73,607,872        69,185,642        5,708,825        9.1%

Surplus (Deficit) (5,352,356)$       (4,577,826)$       2,055,491$        7,520,499$        (2,732,851)$       

hawnjd
Text Box



 DB1/ 91886072.1 

 

Exhibit No. 14-D 

 

Impact of One-Time Events on General Fund Surplus/(Deficit) 

City of Scranton 

2009-2013 

 

Source:  Revised and Updated Act 47 Recovery Plan City of Scranton, February 2015, Table A.2, pg A-2 

 

2009 2010 2011 2012 2013

Surplus (Deficit) (5,352,356)$        (4,577,826)$        2,055,491$          7,520,499$          (2,732,851)$        

One Time Events

Delinquent Earned Income Tax (3,625,737)$        

Advance on Delinquent Real Estate Tax (3,707,543)$        (2,000,000)$        

Workers' Comp Fund Transfer (5,305,920)$        

Golf Course Proceeds (1,847,473)$        

Deficit Financing (20,070,000)$       

State Loan (2,000,000)$        

State Grant (250,000)$           

Surplus/(Deficit) without one time (12,685,636)$    (8,425,299)$      (3,250,429)$      (14,799,501)$    (2,732,851)$      
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Exhibit No. 14-E 

 

Baseline General Fund Projections 

City of Scranton 

2015-2020 

 

Source:  Revised and Updated Act 47 Recovery Plan City of Scranton, February 2015, Table 3.1, pg 3-3 

 

 

2015 2016 2017 2018 2019 2020

Revenues 92,046,613$       82,695,202$       82,702,900$       82,713,626$       82,727,337$        82,743,990$     

Expenditures 95,228,990$       90,960,225$       96,428,355$       99,320,007$       101,190,250$      102,139,202$   

Surplus (Deficit) (3,182,377)$       (8,265,023)$       (13,725,455)$     (16,606,381)$     (18,462,913)$      (19,395,212)$   

Cumulative Deficit (3,182,377)$       (11,447,400)$     (25,172,855)$     (41,779,236)$     (60,242,149)$      (79,637,361)$   
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Exhibit No. 14-F 

 

Baseline Projected Annual Pension and Debt Service Expenses 

City of Scranton 

2015-2020 

 

Source:  Adapted from Revised and Updated Act 47 Recovery Plan City of Scranton, 

February 2015, Table 3.3, pg 3-5 

 

 

2015 2016 2017 2018 2019 2020

Pension 12,657,667      14,537,273  18,538,734  19,845,734  19,893,734   19,702,734   

Debt Service (incl SPA guarantee) 15,195,068      15,582,717  15,650,588  15,555,925  15,555,688   15,547,141   

All Other Expenses 67,376,255      60,840,235  62,239,033  63,918,348  65,740,828   66,889,327   

Total 95,228,990      90,960,225  96,428,355  99,320,007  101,190,250  102,139,202  

Pension and Debt Service as Pct of Budget 29% 33% 35% 36% 35% 35%
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PENNSYLVANIA-AMERICAN WATER COMPANY 

 

DIRECT TESTIMONY OF EUGENE P. BARRETT 

 

Q. Please state your name and business address. 1 

A. My name is Eugene P. Barrett and my business address is 312 Adams Avenue, Scranton, 2 

Pennsylvania 18503. 3 

Q. By whom are you employed and in what capacity?  4 

A. I am employed by Pennsylvania-American Water Company (“PAWC” or the “Company”) 5 

as Manager of Business Development. 6 

Q. Please summarize your educational background and professional experience. 7 

A. I received a B.A. in Political Science from Kings College and completed post graduate 8 

courses in Urban Affairs and Planning at Boston University.  I was a Senior Executive at 9 

Community Central Energy Corporation where I worked from 1985 to 2006.  I was the 10 

Executive Director for the Sewer Authority of the City of Scranton (“Scranton Authority”) 11 

from 2006 until the Scranton Authority was acquired by PAWC on December 29, 2016.  12 

Since that time I have been employed by PAWC.  The full description of my education and 13 

work experience is attached to my testimony as Appendix A. 14 

Q. Have you previously testified before regulatory agencies? 15 

A. Yes.  I submitted testimony of behalf of the Scranton Authority during the Pennsylvania 16 

Public Utility Commission’s (the “Commission”) proceeding related to the acquisition of the 17 

Scranton Authority by PAWC (see Docket No. A-2016-2537209).  I also submitted 18 

testimony in Commission proceedings as part of my role at Community Central Energy 19 

Corporation. 20 



 

    2 

Q. What is the purpose of your testimony? 1 

A. The purpose of my testimony is to describe the financial condition of the City of Scranton 2 

(the “City”) and the Scranton Authority and explain how the financial condition of the City 3 

and the Scranton Authority were related.  4 

The Financial Condition of the City of Scranton 5 

Q. Please describe the City generally. 6 

A. Scranton is the sixth-largest city in Pennsylvania.  With a population of 76,089, it is the 7 

largest city in the Scranton-Wilkes-Barre-Hazelton, Pennsylvania Metropolitan Statistical 8 

Area, which has a total population of 570,000. 9 

Q. Please describe the financial difficulties that have challenged the City over the last 10 

twenty-five years. 11 

A. Under the Municipalities Financial Recovery Act (“Act 47”), the Department of Community 12 

and Economic Development (“DCED”) has a responsibility to assist Pennsylvania 13 

municipalities that are experiencing severe financial distress in order to ensure the health, 14 

safety and welfare of their citizens.  Financial distress primarily means a chronic inability to 15 

meet expenditures with revenue – i.e., a structural defect. 16 

The City was first determined by the DCED to be in a “distressed” condition under Act 47 17 

on January 10, 1992 , when I was a member of the Scranton City Council, and has remained 18 

so since that time.  As a result, the City was appointed a Recovery Coordinator, the 19 

Pennsylvania Economy League, which was tasked with reviewing the City’s operating 20 

deficits and projected revenues and expenses and developing a financial recovery plan.  The 21 

City is currently implementing its Revised and Updated Act 47 Recovery Plan (“Revised 22 

Recovery Plan”), covering 2015-2020, which is provided with my testimony as Exhibit No. 23 

15-A 24 
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Q. Please address the primary factors contributing to the City’s financial distress. 1 

A. Budget Deficits.  For many years, the City generated substantial budget deficits and it 2 

projected that such deficits would continue to grow unless an additional source or sources of 3 

funds could be tapped.  The Revised Recovery Plan projected an overall baseline deficit of 4 

$13,725,454 in 2017, climbing to $19,395,212 by 2020 (See Exhibit No. 15-A, Page 1-2). 5 

Unfunded Pension Obligations.   The City has the most distressed major pension funds in 6 

the Commonwealth.  In fact, the funds have been declared “severely distressed” by the 7 

Auditor General and the City’s actuary since at least 1993, with funded ratios of only 17% 8 

(fire), 27% (non-uniformed) and 31% (police), meaning that in each case assets are 9 

significantly less than liabilities.  Pension costs have grown by 131% in the last ten years 10 

(from $5.5 million in 2005 to $12.6 million in 2015).  Each year, the City’s actuary, 11 

pursuant to Act 205, calculates a Minimum Municipal Obligation (“MMO”) that the City 12 

must pay into the pension fund.  If a payment is not made, the City can be charged 13 

substantial interest.  In addition, the condition of the pension fund on January 1 of every odd 14 

numbered year is assessed in an actuarial valuation report.  That report informs the City’s 15 

MMO for the following two years.  If the City had failed to obtain the necessary funds to 16 

make its required MMO by January 1, 2017, the City’s future MMOs would be higher until 17 

2020 as a result because they would be based on an actuarial valuation report that did not 18 

reflect any cash infusions made after January 1, 2017.    19 

City Debt and Cost of Capital.  In 2012, the City defaulted on guaranteed debt related to the 20 

Scranton Parking Authority and it also recently issued debt with very high interest rates 21 

(7.25% and 8.50%) (See Exhibit No. 15-A, pages B-2 to B-3). Each year, the City must pay 22 

nearly $ 4 million to meet debt service requirements.  In addition, the City has added a 23 
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roughly equivalent amount of new debt service after ending a decade long dispute with the 1 

City’s police and fire unions and consummating a reorganization and modernization of the 2 

Scranton Parking Authority.  Absent a cash infusion from the sale of the Scranton Authority, 3 

the City’s debt load would have retained one $4 million obligation and added another.  4 

Population and Demographics.  As described in detail by PAWC Witness Connelly, the 5 

City’s population has decreased over time and a relatively high percentage of the City’s 6 

residents live below the poverty line.  For example, over the period of 1960-2010, 7 

Lackawanna County’s population declined by 9.0%, while the state population grew by 8 

12.9% (See Exhibit No. 14-A).   In addition, according to the most recent American 9 

Community Survey, from 2011 to 2015, on average, 22.1% of City residents were below the 10 

poverty line compared with 13.5% in Pennsylvania (See Exhibit No. 14-B). 11 

Q. Were there opportunities for the City to increase tax revenues? 12 

A. Opportunities for increased revenues were limited in light of recent and significant tax 13 

increases, the City’s relatively high tax rates, and the shrinking tax base that I described 14 

earlier.  In accordance with the mandates of the Revised Recovery Plan, the City had already 15 

tripled its Local Services Tax (“LST”) (see Exhibit No. 15-A, page 1-6).  Since 2013, the 16 

average City residential tax bill increased by 97%, from $504 to $ 993 in 2016, as compared 17 

to a median household income in the City of $37,551.  A further increase of approximately 18 

32-35% in the millage rate would have been required to fund the City’s 2017 budget 19 

shortfall, resulting in a 160% increase in real estate tax bills since 2013, absent a cash 20 

infusion from the sale of the Scranton Authority.  This would represent 3.5% of median 21 

household income.   In addition, the City’s earned income tax rate of 3.4% (combined 22 

municipal and school district) is well above that of its outlying municipalities, which places 23 
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the City at a competitive disadvantage for attracting population and business growth.  1 

Finally, the Scranton Authority’s customers had incurred a 46.99% increase in rates in 2012, 2 

which is significant because the City residents and the Scranton Authority’s customers are 3 

largely the same.  Further tax increases from the City could have had a cascading impact that 4 

would have driven further populations losses and eroded the ability of residents to pay their 5 

tax bills.    6 

 For all these reasons, the Revised Recovery Plan concluded that “[r]elying solely on tax 7 

increases to eliminate projected operating deficits will place an undue burden on City 8 

taxpayers that will adversely impact their welfare as well as jeopardize the City’s economic 9 

development position.” (see Exhibit No. 15-A, page 1-1). 10 

Q. What action was the City required to take under the Revised Recovery Plan in 11 

addition to the LST tax increase? 12 

A. The Revised Recovery Plan identified a number of operational and fiscal restructuring 13 

mandates to eliminate the City’s projected operating budget deficits, enable the City to 14 

provide vital and necessary services to its residents, and prevent a declaration of fiscal 15 

emergency and receivership under Sections 6 and 7 of Act 47.  A primary mandate, in 16 

addition to the LST tax increase, was that the City continue discussions with the Scranton 17 

Authority “to determine a meaningful and substantive process that will provide the City with 18 

a significant source of funds or a continuing revenue stream that shall be used to reduce the 19 

unfunded liability of City pension funds.” (see Exhibit No. 15-A, page 1-7).    20 

The Financial Condition of the Scranton Authority and Its Relationship To The City 21 

Q. Please describe the relationship between the City and the Scranton Authority. 22 

A. The Scranton Authority was established pursuant to the Municipality Authorities Act and is 23 

a separate corporate entity from the City.  The finances of the Scranton Authority and the 24 
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City are separate with no comingling of reserves or cash between the two entities.  PAWC 1 

Witness Connelly describes how the City and Borough of Dunmore were involved in the 2 

appointment of Scranton Authority board members.  3 

Q. Did the Scranton Authority have a credit rating? 4 

A. Yes, on March 20, 2015, Standard and Poor's Financial Services LLC (“S&P”) assigned 5 

SSA an “A-” rating on its sewer revenue bonds issued in 2015 and affirmed its “A-” rating 6 

on other outstanding sewer revenue bonds.  While an "A-" rating is investment grade, the 7 

S&P report identified several concerns with respect to the Authority’s operations,  including:  8 

(1) the Scranton Authority’s “somewhat limited local service area economy”; (2) the 9 

Scranton Authority’s system is “highly leveraged” and is likely to remain high; (3) the 10 

Scranton Authority’s rates are likely to experience upward pressure to offset capital and debt 11 

costs related to the Long Term Control Plan; and (4) the City’s income indicators (i.e., 12 

median household effective buying income) are “adequate yet below average.”   13 

Q. What is the Long Term Control Plan? 14 

A. As described in detail by PAWC witness David Kaufman, on January 31, 2013, the Scranton 15 

Authority entered into a Consent Decree obligating it to implement a Long Term Control 16 

Plan that requires approximately $140 million in capital investment over the next 20 years.  17 

Additional investments could be expected over that period to meet other capital 18 

requirements of the wastewater system, including approximately $23 million for the 19 

Chesapeake Bay mandate and $40 million in normal capital replacements.  The Scranton 20 

Authority’s consultants conservatively estimated that continued ownership by the Scranton 21 

Authority would require customers’ wastewater rates to increase an average of 4.57% per 22 
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year over the next 30 years.  As previously noted, the Scranton Authority’s customers had 1 

already experienced a 46.99% increase in rates in 2012. 2 

Q. Did the City’s financial condition influence the economic well-being of the Scranton 3 

Authority? 4 

A. Yes.  Most of the Scranton Authority’s customers are residents and businesses located in the 5 

City.  If the acquisition had not taken place, and the City had to rely upon continued tax 6 

increases to address its budget deficits, additional pressure would have been placed on the 7 

decreasing number of City property owners to meet their utility expenses, including 8 

wastewater service.  This would have forced City residents to balance paying their property 9 

tax bill or their wastewater bill.  Increased wastewater delinquencies would have negatively 10 

impacted the Scranton Authority’s cash flow and its ability to satisfy its operating financial 11 

obligations.  This may have led to an increase in wastewater rates as more customers fell 12 

delinquent or simply left the City for economic reasons, creating a downward spiral of rising 13 

rates on an already stressed customer base.  14 

As discussed by PAWC Witness Connelly, the credit rating methodologies for S&P and 15 

Moody’s Investor Service acknowledge the relationship between the credit rating of a 16 

municipal utility and that of its associated government.  Absent the acquisition, the 17 

increasingly stressed condition of the City could have caused all of the “key concerns” 18 

identified by S&P for the Scranton Authority to be realized.  As a consequence, the Scranton 19 

Authority would have faced increasing debt costs at a time when it needed large amounts of 20 

capital to implement the Long Term Control Plan.   21 

Q. Does this conclude your direct testimony? 22 

A. Yes it does 23 
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