IN THE COMNIONWEALTH COURT OF PENNSYLVANIA

C. ALAN WALKER, IN HIS
CAPACITY AS SECRETARY

FOR THE DEPARTMENT OF
COMMUNITY AND ECONOMIC A
DEVELOPMENT - -
=
Petitioner, =
V. NO. 569 MD 2011 =
: ‘ mo
CITY OF HARRISBURG =

Respondent,

STATUS REPORT OF THE COORDINATOR FOR THE CITY OF
' HARRISBURG '

Frederick A. Reddig, Coordinator for the City of Harrisburg (the
“Coordinator™), by and through the Office of Chief Counsel for the Department of
Community and Economic Development, respectfully submits the following Status

Report regarding the implementation of the Harrisburg Strong Recovery Plan, as

confirmed by this Honorable Court on'Septém_ber 23, 2013.



Respectfully submitted this 1¥ day of July, 2045.

Jok
Attorney I.D.: 311983

Governor’s Office of General Counsel
Department of Community and
Economic Development

400 North Street, Plaza Level
Harrisburg, PA 17120

(717) 214-5300

(717) 772-3103 (fax)

iquain(@pa.gov




pennsylvania

DEPARTMENT OF COMMUNITY
& ECONOMIC DEVELGPMENT

Date: July 1, 2015

To: The Honorable Bonnie Brigance Leadbetter

From: Fred zﬁédig, Coordinator

Re: Update on Receiver’s Plan Implementation

I am pleased to provide the court with the quarterly update on the status of the implementation of
the Receiver’s Recovery Plan as confirmed by the Court on March 9, 2012 and on the Modified
Plan, the Harrisburg Strong Plan filed with the Court on August 26, 2013 and subsequent to the
Court’s September 19 hearing, confirmed on September 23, 2013. This will be my sixth report to
the Court since my appointment by Department of Community and Economic Development (DCED)
Secretary Walker as Coordinator effective March 1, 2014.

This memorandum, supported by the accompanying attachments, provides the Court with a
summary of actions that have occurred and issues that are involved with the continued
implementation of the confirmed Harrisburg Strong Plan over the second quarter of 2015.

Office of the Receiver/Coordinator

It has now been just over fifteen months since your honor issued an order on February 25,
2014 to vacate the Office of the Receiver, return the City to the underlying provisions of Act
47 and for DCED's Secretary to appoint a Coordinator who would oversee the further
implementation of the Court confirmed Harrisburg Strong Plan. As part of the order vacating
the Receivership, the Court retained jurisdiction over the further implementation of the Strong
Plan. Consistent with the Court’s order and to keep the Court apprised of the plan’s status and
Harrisburg’s recovery, I will continue to provide quarterly reports on the City's progress with
further implementation activities.

As Coordinator, I continue to hold weekly status conference calls with members of our consutlting
team to coordinate all aspects of plan implementation. The Team of professional advisors
comprised of the Novak Consulting Group, Pennsylvania Economy League, Stevens & Lee, Public
Resource Advisory Group and McKenna Long and Aldridge that supported the Receiver remains in
place, and along with continued support from DCED and the Office of General Counsel, continues to
be engaged in the further implementation of the Strong Plan. These weekly status calls are critical
to the overall coordination of implementation activities.
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Our focus during 2015 continues to be on addressing various implementation actions that
were required as part of the Plan consummation along with an increased emphasis on
operational issue_s in order to provide sustainable balanced budgets for 2015 and beyond.

Implementing initiatives in the Strong Plan will assist with effecting greater efficiencies in the
delivery of core municipal services, strengthening revenue collection and internal controls, and
revitalizing the City’s tax base through community and economic development initiatives.

This section of the report provides an updated summary of progress made with respect to:
* Impact Harrisburg - Non-Profit for Infrastructure and Economic Development
* Fiscal Issues
* Operational Matters
» Collective Bargaining/Personnel matters

Impact Harrisburg _
Following the Court's order issued on November 25, 2014 granting the Coordinator’s request to

further modify the Harrisburg Strong Plan to approve the Governance Proposal and Action Plan for
the creation and operation of a single non-profit corporation to be known as Impact Harrisburg, the
Coordinator solicited recommendations for the appointment of Board members from the Mayor,
City Council and Dauphin County. The creation of a single non-profit corporation was the
recommendation of the Task Force for Infrastructure and Economic Development. It will administer
the $12.3 million set aside as part of the parking transaction to fund both economic development
and infrastructure initiatives to aid the City in strengthening its tax base and addressing critical
infrastructure needs thus enhancing the quality of life for City residents.

Following the receipt of recommendations from the Mayor, City Council and the County, the
Coordinator appointed the nine-member Impact Harrisburg Board of Directors in January. The
Board held their initiai meeting on February 17 and took action to organize electing Neil Grover as
Chair, Doug Hill as Vice Chair, Les Ford as Secretary and Brittany Brock as Treasurer. The Board
then established a bi-weekly meeting schedule to advance organizational activities and has been
working quite aggressively to move forward. Through the end of the 2™ quarter, the Board met on
April 7 and 21, May 5 and 19, June 2, 16, 24 and 30. The Coordinator and his team have
provided support to the Board and will continue to do so until an Executive Director is hired.

Using the documents developed by the Task Force as a starting point, the Board finalized their
Articles of Incorporation and By-laws. They engaged Vance Antonacci of McNees Wallace & Nurick
LLC as counsel to assist with the Board’s incorporation with the Department of State and their
establishment as a 501(c)(3) non-profit organization with the Internal Revenue Service. Articles of
Incorporation were filed with the Department of State and approved on March 17. The 501(c)(3)
application was also filed with the IRS and the Board received an acknowledgement that it was
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received. Although this approval though will probably take a number of months, the Department
of State approval will allow the Board to begin operation and have the authority to expend funds.

The Board was quite active during the second quarter and by the end of the quarter had
undertaken an RFP process for depository services and selected a depository, heard a presentation
on Board insurance and is working with a local insurance broker to obtain necessary insurance, and
has identified and reached agreement on no cost office space at the Pinnacle Health facility at the
former Polyclinic Hospital site. The Board has also devoted considerable time to the recruitment of
an Executive Director. A position description was prepared, interview questions developed and a
broad recruitment effort was undertaken resulting in 39 applications for the position. These
applications were screened to 9 individuals who have been selected for interviews which are to be
held on June 30, July 8 and 9. The Board is hopeful that a Director can be selected and begin
work by late July or August. At that time the Board and the Director will focus on the guidelines
with the application process beginning by early fall.

In discussions with Mayor Papenfuse, he has expressed concerns to me over the amount of time it
is taking to reach a point where applications can be received and projects funded. Although he
understands the two stage process has followed the course provided for in the Strong Plan without
undue delay, he had hoped that the process would have been faster and the funds set aside for
economic development and infrastructure would have had a quicker and positive impact. In
hindsight the two step process though providing for significant input and involvement by
stakeholders, may have been a bit cumbersome and slowed the ability to have a faster positive
impact on the City and its recovery process.

Harrishurg Supplemental Growth Fund
The work of Impact Harrisburg is also being coordinated with the City, Dauphin County and

Assured Guaranty Municipal Corporation (AGM) to address the $2 million annual allocation for each
of the next five years from PennDOT that occurred as part of the Transportation Reform legislation
passed in late 2013. An escrow agreement was drafted and following extensive review by the
parties was executed by all parties by February 12. The escrow agreement accounts for the use of
funds set aside in the Supplemental Harrisburg Growth Fund and their distribution to the
Infrastructure, Economic Development and OPEB funds should the City not.receive PennDOT
funding. AGM and the County then selected M&T Bank to serve as the depository for these funds.
Following that selection and execution of both the Escrow Agreement and the Escrow Disbursement
agreement, the Coordinator saw that the $6.666 million set aside in the Supplemental Harrisburg
Growth Fund was transferred to M&T Bank on February 19 pursuant to the agreement. On May 13,
the City received formal approval from PennDOT of an $3.19 million grant to undertake street
related improvements.
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Fiscal Matters

The City’s 2015 budget of $59.5 million was enacted by Council on December 23. The budget is
balanced and generally consistent with the Harrisburg Strong Plan. The budget contains no
increase in taxes and now serves as the City’s financial plan for the year.

Through the end of May the City's revenues were $26,142,383 while expenditures ‘were
$21,764,072. The year-end cash balance of $7 million allowed the City to meet its early year
obligations until tax revenues begin to flow. Real estate tax bills were mailed in February and the
receipt of those revenues during the discount period have substantially bolstered the City financial
position. Concern though exists over what is anticipated to be a shortfall in parking revenues as
discussed later in this report. This shortfall may be as much as $1.4 million though efforts continue
to address the causes of this shortfall and through certain actions that both the City and County
take could mitigate the amount of the shortfall. With actual numbers through May and estimates
through December our year-end projection is that the City will have revenues of $56,337,615 and
expenditures of $57,376,728 with a negative balance of just over $1 million. Although final audited
year-end numbers are not yet available, based on unaudited numbers, the City ended 2014 with a
positive operating position of approximately $7 million. The Controller though has raised a concern
over how certain year end transactions were treated that may result in a lowering of this amount.
The City has continued to effectively manage expenditures and estimates are expenditures will be
approximately $2 million below budget. Although not the result we would like, the City would be
able to weather an operating deficit of $1 million this year. Efforts will continue to achieve a
balanced budget through both more aggressive approaches to revenue matters and continued
expenditure constraints. We will continue to closely monitor the City’s financial position as the year
progresses. The 2015 cash flow summary attached with this report reflects actual revenues and
expenditures through May with projections through year-end.

The Coordinator continues to closely monitor cash flow as part of the implementation of the Strong
Plan. The City’s bi-weekly payroll now averages $925,000, slightly below the $950,000 average for
2014. The Coordinator reviews City payables on a bi-weekly basis to insure expenditures are
consistent with the confirmed Strong Plan. During the quarter, 7 bi-weekly check runs were
reviewed, comments provided and approved. Through very close monitoring of the City’s cash flow
and the cooperation of the City’s Finance Office, the City was able to meet payroll and critical
creditor obligations through the first quarter as well as maintain a current status (within 60 days)
for virtually all payables. Over the last year the City has reduced payables from the $2 million level
to approximately $1 million. Payables on hold as of the July 2 check run total $1,459,980. The vast
majority of payables are internal and deal with medical reimbursements to the City Treasurer.
Virtually all payables (85%) are less than 30 days.

The City also remains current with all of its debt service obligations. The City made its major
general obligation debt service payment of $4.67 million on March 15 and a debt service obligation
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to the PA Infrastructure Bank of $297,742 on March 26. It also made another $1.5 million to the
Suburban Communities on April 15, 2015. No additional debt payments were due this quarter,
however, the City’s second general obligation debt payment is due on September 15.

I have worked with the City to both manage cash and prioritize payables, The cost containment
provisions of the Emergency Action Plan continue to be followed as they relate to the City providing
“necessary and vital services”,

As of June 30 inclusive of the July 2 payroll and check run, the City has a cash balance of $8.47
million. This is approximately $500,000 higher than at the same point in 2014. The above
referenced cash flow projection is attached as part of this report.

The Coordinator continues to support the work of the City Controller and Finance Office to provide
budget vs. actual reports to the Administration and Council. The Coordinator has had periodic
meetings with the Controller during the quarter to address fiscal related matters including issues
related to the City’s year end position and purchasing matters.

Harrisburg again pursued obtaining a Tax and Revenue Anticipation Note (TRAN) for 2015 to
provide a safeguard in case cash flow during the early part of the year was insufficient to meet
obligations especially the March debt service payment. In contrast to receiving only one proposal
in 2014, the financial community expressed much stronger interest in the 2015 TRAN and 3
competitive proposals were received. Following the receipt of a best and final offer, an award for a
TRAN not to exceed $4 million was made to Mid-Penn Bank in January. To date, however, the
TRAN has not been needed given the City’s strong cash position. The TRAN process, however, is a
key step in restoring the City’s credibility in the financial marketplace and a very positive step in
Harrisburg’s recovery, ‘

The City with the assistance of Trout Ebersole and Groff completed pre-audit work for the 2014
audit by mid-June. This year the City’s accounting manager led the audit preparation work though
Trout Eberscle and Groff assisted on a limited basis by focusing on compensated absences, OPEB
and workers compensation matters. As the City continues to build internal capacity it is hoped that
the reliance on outside assistance can be totally eliminated. Maher Duessel, the City’s auditor
began their work in mid-June and is now actively engaged in the audit process with a planned
completion date for the audit by the end of September. Last year the City was finally able to bring
- its audits up to date and the timely completion of audits moving forward represents another critical -
step in the City’s recovery.

The City's Audit Committee was established to provide an independent review and oversight of the
City’s financial reporting processes, intermal controls and its annual audit. The Committee is
comprised of five voting members and the Chair of the Budget and Finance Committee. The City’s
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independent auditor now reports directly to the Audit Committee. The Committee has been quite
active in engaging on fiscal management matters. The Coordinator was requested to attend the
June 30 Committee meeting to provide an update on the City’s recovery and to address certain
financial management policies that are provided for in the Strong Plan. The Coordinator has
advance recommended polices on debt and fund balance to the City’s administration and Council
and will be reviewing these policies with the Committee.

During the quarter the City continued to provide the appropriate Material Event Notices on EMMA
related to debt obligations and has maintained compliance with Securities and Exchange
Commission (SEC) reporting requirements,

Operational Issues

Implementation of the operational elements of the confirmed Plan have focused on key priorities
that are the most time sensitive and can affect operational efficiencies and savings. The
Coordinator’s Team continued to work with Mayor Papenfuse and his Administration during the
second quarter to assist with numerous issues in helping the administration move forward with
Strong Plan initiatives and other operating matters. Regular interaction with the Mayor and key
administrative staff occurs on issues involving finance, budget, tax collection, IT needs, sanitation,
public safety, parking, City Island issues, CRW/City maftters and personnel. QOur agendas have
focused on the most significant issues that are pending at the moment. Meetings have been
productive and resulted in addressing plan related issues in a constructive and positive way. I have
also engaged in periodic meetings with Council President Williams other members of Council and
the Controller, with the same objectives. Again, these meetings have been very productive as we
work to achieve consensus between City officials on plan related initiatives.

A key element of the Strong Plan is building administrative capacity in City government within the
resources available. The administration judiciously managed the 2014 budget so as to selectively
add positions while staying within a tight budget framework. The 2015 budget has allowed
additional positions to be filled on a selective basis. Though department director positions are filled,
the Administration continues to deal with several vacancies in key management positions. Efforts
to hire a Business Administrator have been very difficult given the budgeted salary of $75,000. As
Coordinator I recognize the importance of this position within the City’s organizational structure It
would provide the Mayor with a qualified and experienced individual who would manage the City’s
daily activities thus freeing the Mayor from having to manage internal City operations and allowing
him to focus more time on big picture issues that are critical to the City’s economic development
and public safety needs. Recognizing that recruitment efforts have been stymied due to the
current salary allocation I have advanced a willingness for the Act 47 program to provide a salary
supplement over a three year period to support the Business Administrator position. I've discussed
this proposal with the Mayor as well as Council President and Controller both of whom have been
supportive. In my most recent discussions with the Mayor he has indicated a willingness to
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consider the salary supplement. I am hopeful that this support can advance as we move through
the second half of the year and result in the selection and placement of an individual in this critical
position by late this year.

In my most recent discussions with the Mayor he has indicated that the current matrix is
somewhat dated and not an effective communication tool. I am working with our team to refine
the matrix and our reporting process so that it is an effective management tool while not creating
an undue administrative burden on City management.

Given the difficulties experienced by the City with their IT system both from a staffing perspective
and a systems perspective, an update of last year's assessment of the City’s IT system was
undertaken by the Coordinator’s Team in March. Interviews with IT staff took place and the
assessment with its recommendations was completed and provided to the City in May. The City
also filled several critical IT positions during the quarter with the hiring of a network administrator -
and a programmer. The assessment provided recommendations for Act 47 funds to address
critical IT system needs. Our team is currently working with the City to go through the application
process for Act 47 funds to implement the study’s primary recommendations.

As the replacement of the City’s phone system is cost prohibitive in the short term, the City has
also entered into a contract with Morefield Communications to maintain their existing phone
system as well as undertake an audit of its current telephone lines to identify and disconnect lines
no longer in use. It's estimated that this will result in a savings of approximately $1,000 per
month. The City is implementing this approach until such time as funding becomes available to
update the entire telephone system to a VoIP system. In addition, the Coordinator’s team has
identified an inventory of compatible phone system hardware that is available to the City at no
cost. - The City, with the support of the Coordinator's team, is currently evaluating whether
acquisition and storage of the equipment can further prolong the usefui life of the existing phone
system.

Led by Dauphin County Commissioners and the District Attorney’s office along with financial
support from the Act 47 program, the Dauphin- County Regional Police initiative continues to
move forward. Started in the fall of 2014, the Task Force unanimously agreed to undertake
an assessment of the viability of regional approaches to police services, The Task Force is
comprised of police agencies within the County along with County officials and is guiding the
initiative, The Police Executive Research Forum (PERF) was engaged through a partnership
between the County and the Coordinator’s office to undertake the study of various regional
~and collaborative approaches to police service within the County. A kick off meeting was held
on November 13 and a number of meetings throughout the County have been convened by
the County Commissioners and District Attorney to gather input. During the 2™ quarter the
Task Force met on May 26 and June 23. Harrisburg’s Police Chief is an active participant on
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the Committee and the City’s FOP representative has also been engaged in the initiative to
ensure that the City’s issues are an integral part of the study. PERF has completed their data
collection work and met with local officials and police agencies throughout the County
including the City. Their study will consider multiple intergovernmental arrangements for
policing services. The study’s completion has been moved back to the fall to allow time for
additional public input as well as the analysis of various options. This intergovernmental
initiative is consistent with the Strong Plan’s goals and could open the door to even greater
cooperative ventures.

The review of the City’'s sanitation system continued through the second quarter. Through the
assistance of the Coordinator, the firm of Barton & Loguidice supported by MSW consultants
was engaged to assist with an evaluation of the existing system and to provide
recommendations for a more efficient operation. The approach being taken is one of a
managed competition through a partnership between the City and the union with the goal of
creating an efficient refuse collection system. It was recognized at the outset that the current
system was broken and unsustainable without significant change. Meetings were held with
management, the collective bargaining unit and members of Council to obtain their input. The
consultants spent considerable time in the field analyzing the current collection operation and
talking with key stakeholders in the operation. Their report was completed, presented to the
Mayor and administration in May and to City Council at their May 26 meeting. A subsequent
more in-depth discussion occurred with Council’s Public Works Committee on June 18.

The report’s primary recommendation is for the City to implement recommendations of the
report during a trial period to see if the City’s performance level can be optimized.
' Recommendations include providing new refuse and recycling containers to all City residents
and smaller commercial establishments. These containers can be collected mechanically and
will also greatly reduce trash that accumulates due to inadequate contalners. Other
recommendations focus on obtaining new or refurbished collection vehicles, increasing
recycling through educational efforts, enforcing current ordinances and validating all
commercial and residential billing information. The 2015 budget provided $2 million in capital
funds to assist with this initiative. The City has already achieved success in increasing its
recycling rate from what had been around 5% to almost 20% in 2014. Education will be the
key to achieving further success. The City is also balancing the increase in recycling volume
with its 35,000 ton put or pay requirement with LCSWMA. Key to meeting this tonnage will be
the reduction in waste, especially commercial waste that is generated in the City but is not
attributed to the City's waste stream through greater enforcement efforts.

With the Court's approval to allocate up to $75,000 from the funds set aside for economic .
development in the Harrisburg Growth Fund, the City reinitiated the Comprehensive Plan update
process. Council and the Planning Commission took action to move forward with the update, an
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RFP was developed proposals received and evaluated during the first quarter and a consultant
selected. In April, the City awarded the contract to Office of Planning and Architecture (OPA) of
Harrisburg to lead the process supported by 5 other firms (K&W Engineers and Consultants, Good
Land Collaborative, ARUP Americas, CSPM Group and AB3 Development). A kick off meeting for
the project occurred on May 7. A contest was held to brand the planning process and resulted in
“BeHBG" being selected. A web site has been established to provide the community with ongoing
updates and to allow further community input. The City and consultant scheduled and convened a
series of six (6) public meetings at locations around the City in June to gather community input on
their vision for Harrisburg’s future, how it should evolve and develop over the next twenty years
and to obtain a sense of the priority of City issues. Most of these sessions were well attended
especially the ones at the Broad Street Market and Lincoln School. The consultants have been
collecting data from the City and various other sources. They have also met with PennDOT on
transportation issues and Harrisburg Housing Authority representatives to discuss housing issues.

Concurrently, the City continues the process of updating its consolidated plan under the
Community Development Block Grant program. The Ferguson Group was engaged £o assist in this
effort as well as to provide some of the data for the Housing portion of the Comprehensive
Plan. This work will serve as a foundation for and be integrated into the City’s Comprehensive Plan
update process. :

The City has also been moving forward with the organization of a Land Bank Board, following the
enactment of an ordinance to create a Land Bank last summer. A Land Bank will provide the
ability for the City to acquire vacant or abandoned properties, improve them and return them to
the tax base. It will use available resources to facilitate the return of vacant, blighted, abandoned
and tax-delinquent properties to productive use, thus combating community deterioration, creating
economic growth and stabilizing the housing and job market. This will provide the City with a major
tool to tackle blight and assist in growing the City’s tax base and furthering its recovery.

The Treasurer’s Office went through a transition following last September’s resignation of John
Campbell due to charges filed by the Dauphin County District Attorney for theft from the Historic
Harrisburg Association and the Stonewall Democrats. Tyrell Spradley was selected by Council to
replace Mr., Campbell in November and after obtaining his bond, assumed office in December. He
will serve the balance of Mr. Campbell's term through the end of 2015. Mr. Spradley has a degree
in accounting from Albright College and more than seven years of accounting experience in the
banking, retail and non-profit sectors. Mr, Spradley has been actively engaged with the
administration of the Treasurer’s office and is working closely with the Controller and Finance
offices on assessing its overall operation and in recommending improvements to the City’s finance
operations.
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The City has had an active quarter on the personnel front. Five candidates have accepted
conditional offers for the police officer position and will start the next Police Academy class which
begins on July 13. There are also four fire candidates who are currently enrolled in the Fire
Academy class that began in March. Vacancies that occurred during the quarter included Grants
Manager, Deputy Director for Housing, Park Ranger, code enforcement officer and an
Administrative Assistant in the Housing Bureau. Positions filled during the quarter included 2 key
positions in Information Technology, a Network Administrator and a Senior Programmer; an
Accounting Clerk in Treasury; a Secretary in Arts, Culture and Tourism; a Code Enforcement
Officer; Deputy Fire Chief and an Administrative Assistant in Fire; and in Public Works an Arborist,
Heavy Equipment Operator, 2 Motor Equipment Operators, Traffic Technician and 2 Laborers. The
City is judiciously reviewing all positions to ensure adequate budget appropriations exist before
filling, especially given the tight budget that exists, while continuing to provide “necessary and vital
services” to City residents and buslnesses.

Collective Bargaining

The changes contained in the Agreements amending the prior Collective Bargaining Agreements for
the AFSCME, FOP and IAFF bargaining units as well as those initiatives for the non-union City
employees have been implemented and cost reductions resulting from these changes continue to
be monitored. The formal Amendment documents setting forth the revised contract language have
been finalized and agreed to by AFSCME and also by the FOP. The City prepared a similar formal
Amendment document setting forth the changes in the Tentative Agreement document which was
formally ratified by both the IAFF and the City. The IAFF has still not responded to this formal
Amendment document with the revised contract provisions which the City prepared and provided
to them. The Coordinator will continue to work with City management to insure implementation of
the negotiated changes} and to assist as may be necessary with respect to any issues and
grievances that arise relating to those changes or to any of the Plan initiatives. The Coordinator
also assisted the City with a recent grievance arbitration matter involving health insurance.

Fire overtime had been a continuing issue for the City, however, with the new fire contract
approved in April 2014, the closing of a fire station and the addition of a new complement of
firefighters in July, the City has been able to significantly reduce overtime. Total overtime
(inclusive of premium pay) for the first quarter of 2014 was $727,432 or 64% of salary. For the
balance of 2014 total overtime was $1,100,943 or 32.5% of salary, half of what it had been
averaging prior to the new contract. For the year overtime was 40.5% of salary and 91% of the
overtime budget. Trends through the first five months of 2015 show a continuation of the reduced
overtime and the ability to stay within the $900,000 budget which is less than half the 2014
overtime budget. Overtime (inclusive of premium pay) for the first five months of 2015 was
$448,453 or 25% of normal salary and is tracking at 36.7% of budget. This pattern of reduced
overtime has had a very positive impact on City finances and is anticipated to continue through the
balance of 2015. '
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Asset Monetization Matters :
During the second quarter of 2015 work continued to address various follow up actions that were
provided for as part of the Plan consummation along with City operational recommendations as

discussed above. Many of these matters related to the parking system and follow up to the Verizon
Tower transaction.

Importantly, after consummation of the Strong Plari, the City is no longer a guarantor of debt

service payable by either the Lancaster County Solid Waste Management Authority (LCSWMA) on -

the Resource Recovery Facility or the Pennsylvania Economic Development Financing Authority
(PEDFA) for the parking system. The vast majority of the Strong Plan was not merely a
restructuring of City liabilities, but was the complete elimination of debt and other obligations (see
chart attached). The exceptions are the City’s General Obligation Bonds and the so-called “Verizon
Bonds.” The former were restructured as part of the Plan's consummation and the latter were
restructured in January as part of the Settlement Agreement on the Verizon Tower.

This section of the report provides an updated summary of progress made with respect to:

» Long-term capital lease of Harrisburg’s parking assets from the City and the Harrisburg
Parking Authority (HPA) to the Pennsylvania Economic Development Financing Authority
(PEDFA),

» The sale of the incinerator from The Harrisburg Authority, now Capital Region Water (CRW)
to the Lancaster County Solid Waste Management Authority (LCSWMA),

» Activities related to the “Verizon Bonds”, ‘

+ The "Senators’ Stadium” financing, and

* Activities related to the transfer of the water and sewer operation from the City to CRW.

Harrisburg Parking
With Plan consummation, the parking assets are now under the auspices of the PEDFA, who has

engaged the Capital Region Economic Development Corporation {CREDC) to oversee the operation
and management of the parking operation. Standard Parking Corporation/SP+ is managing day to
day operations and PK Harris/Trimont Real Estate Advisors is managing the parking assets.

Improvements to the Parking System
Parking meter stations that accept credit cards, allow for pay-by-phone and add time by phone are

now fully operational. The new technology enables parkers to not only pay for their parking, but
also reminds them where they parked, sends a text message when their meter is running out of
time, enables them to text the number of minutes they wish to add in order to avoid a fine, and
enables businesses to market, send coupons and validate parking. The 88 new Mid-town meter
spaces are also now installed and have a 15-minute free parking period for shoppers, as promised.
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The new technology for garages was put out for bid, an award made, with installation expected to
be completed this summer. Once the technology in the garages is complete, additional parking
programs and improvements should become available to workers, merchants and residents. This
technology will also allow for further analysis of parking patterns, thus allowing additional
enhancements to occur. Once all the technology has been instalied and integrated, the City and
parking customers will see many improvements and benefit from the additional options that will
address issues raised by merchants, employees and residents.

A Parking Advisory committee chaired by PK Harris/Trimont Real Estate Advisors, the Asset
Manager, and comprised of representatives from CREDC (as PEDFA’s representative); Standard
Parking Corporation, the Operator; the HPA; the Mayor; City Council; Department of General
Services {(DGS); AGM; and the County was established early in 2014 and continues to meet on a
periodic basis to keep stakeholders informed on the system’s operation. Although it has no
decision-making authority, the Advisory Committee serves as a forum for communication and
interaction among the parties with Interests in the operation of the Parking System and as a
vehicle for customer and public input with respect to the operation of the system. It has assisted
in addressing issues related to the transition to the new parking system.

At its February 24 meeting the Committee heard concerns expressed by City officials and the public
on the system. Based upon conversations with the City, public comments provided at the February
24 meeting and at other times, PK Harris/Trimont Asset Management and Standard Parking
announced at the March 24 PEDFA meeting several initiatives to address these concerns. During
the second quarter the following initiatives have been implemented.

1. Reduced meter rates from 5 p.m. - 7 p.m. weekdays and a 4-hour free parking

period on Saturdays through a subsidy of up to $285,000 provided by the City.

An Ambassador Program provided by the on-street enforcement employees,

Free parking at Walnut Street Garage for those contesting tickets.

4, Reduced rates to park at River Street garage during lunch hours, weekdays and
weekends.

5. Enhanced night-time visibility on the meters to assist in inputting license
information. _

6. Five minute grace period at all meters though its implementation has been delayed
due to technological issues and is expected to be implemented by August.

w N

Results of Monetization Revisited

The parking monetization was the cornerstone of the City’s recovery plan. The choice faced by the
Office of the Receiver was whether to sell the system to a private equity firm or hedge fund, or to
put in place a monetization structure that maintained ownership of the assets in Harrisburg, and
aligned the incentives of the parties so that the better the system performed, the more the City
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would benefit. The latter was chosen and as a result, there are significant things the City can do to
control its own destiny, improve revenues and support the parking system.

The proceeds of the parking monetization that became available on December 23, 2013 were
allocated to the “Acquisition Price” and the “Acquisition Price” and used by the HPA and City as
follows:
1. Repay balance of negotiated settlement with Resource Recovery Facility creditors
($128 million).
2. Pay debt service on GO Bonds for first time since 9/15/11 ($6 million),
3. Repay all of the Harrisburg Parking Authority’s debt ($99.8 million).
4. Pay $36 million to the City of Harrisburg to be used to:
~a. Reduce payables,
Create an OPEB Irrevocable Trust and fund an initial deposit,
Fund deposit to Impact Harrisburg,
Fund a budgetary reserve to get through first three months of year,
Repay Pennsylvania Investment Bank, and
Repay agreed upon amounts to equipment lender,

™o oo o

In addition, over $9 million was set aside for improvements to on-street and off-street parking
facilities and technology (see above description with respect to new meters and new garage
technology).

Results of Current Operations
In addition to the up-front benefits of the parking monetization, the City is receiving very

significant - additional benefit in the form of annual cash flow from the parking monetization.
Parking tax collections that can be deposited into the general fund increased by more than $1.6
million per year due to the repayment of the Harrisburg University Bonds and the HPA Series U
Bonds (these bonds were repaid using upfront proceeds of the parking monetization -"3.” above)
and are now estimated to be in excess of $3 million. In addition, the amount the City had collected
from meter fines ($1.1 million in 2013) was replaced with a payment by PEDFA under the waterfall
which was projected to be $2 million but due to a number of factors, including both a delay by the
City in enacting ordinances required to adjudicate past due fines and a delay last year in the
installation of the meters due to weather conditions, turned out to be a little over $1.8 million; still,
a significant improvement in cash flow occurred in 2014 that helped the City to run a 2014
balanced budget, end the year with an increasing fund balance and adopt a balanced budget in
2015,

The traffic ticket fine revenue in particular is significantly below budget in 2015 due to the large
number of outstanding tickets and the difficulty in moving these tickets through the adjudicatory
process. As of early May there were approximately 20,000 tickets outstanding with 15,000 from

Governor's Center for Local Government Services
400 North St., 4" Floor | Commonwezlth Keystone Bidg. | Hamisburg, PA 171200225 | 1-888-223-6837 | F 717.787.6866 | newPA.com



pennsylvania

DEPARTMENT OF COMMUNITY
& ECONOMIC DEVELOPMENT

Update on Receiver’s Plan Implementation
Page 14

2014 and 5,000 from 2015. For 2015, the average tickets per month unpaid after the 30 days is
1,400 per month while the Court has been processing around 250 tickets a month with one district
justice processing tickets. Through May 31, 2015, $1.3 million had been budgeted for fines and
penalty revenue while only $650,000 has been collected.

Although revenue has been sufficient to cover debt service to date only limited waterfall payments
have been made to the City and the accrued amount payable is approximately $650,000. The
Coordinator and Trimont have both been engaged with the County Court and President Judge in an
effort to address this problem. Although the Coordinator recommended that a senior judge be
brought in to hear these cases, at this time the Court has indicated they have assigned all cases to
one magistrate in an effort to expedite their processing. A further complicating factor is that even
if the motorist is found guilty, if payment is not made and a warrant has to be issued, there is a
significant backlog in having the constables serve the warrant. In an effort to address this
problem, Standard Parking will begin to apply a boot to violators who have at least three
outstanding warrants this summer.

It is important for the City to realize, and act upon this realization, that the City has a lot to say
about how well the parking operations perform, and thus how much of the cash flow it realizes. In
2014, had the City enacted Ordinances memorializing new on street fines in February of 2014
pursuant to the Asset Transfer Agreement (instead of October 2014) it is very likely the City would
have received the full benefit of the projected $2 million cash flow. Similarly, it is expected that
some land owners will attempt to offer parking to the public within the competing parking district.
It is incumbent that the City act to shut these operations down as soon as practicable in order to
maximize revenue to the City under the water fall. I have provided the City additional information
on several of these situations and recommended that they be pursued.

Resource Recovery Facility _
The Lancaster County Solid Waste Management Authority (LCSWMA) has been operating the

resource recovery facility since December 2013 and the City is now receiving approximately
$288,000 per year as a Host Fee from LCSWMA. Tonnage from the City of Harrisburg, delivered to
the Susquehanna Resource Management Complex (formerly the Harrisburg RRF) for 2014
exceeded the minimum 35,000 tons required under the disposal agreement thus no additional
payment was required. With the hiring of a Recycling Coordinator by the City, recycling volume has
also been on the increase, however, the City was still able to meet the put or pay amount. With an
education and outreach program now underway, and through coordination with the County’s
recycling office the City is likely to continue to increase recycling tonnage further and should be
able to exceed the required tonnage by monitoring and deterring diversion of municipal solid waste
from exempt commercial establishments, In order to focus on funding new equipment for its
residential and non-exempt collection, the City should consider either bidding out the exempt
commercial work to private haulers, or enforcing compliance with existing City requirements.
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Just prior to the end of the quarter, the City was served with a lawsuit requesting that a
declaratory judgment be issued claiming that the City’s current commercial refuse rates are
unreasonable and unenforceable. The Coordinator is assisting the City’s Solicitor in responding to
this suit. The above course of action with respect to commercial refuse should greatly assist in
resolving this suit.

The “Verizon Bond Problem’” has been addressed

The “Verizon Bond Problem” is described in greater detail in the Strong Plan, and originated from
the fact that the so-called Verizon Bonds were issued as long term, capital appreciation bonds in
1998 to fill a budget shortfall of the City at the time. The assumption was that Verizon or someone
would be a tenant in the building paying sufficient rent to pay approximately $41.6 million of debt
service from 2016 ~ 2033, The City of Harrisburg had guaranteed repayment of all the debt service
on the Verizon Bonds. The current Verizon lease ends in February 2016, prior to the requirement
that debt service be paid. Therefore, if Verizon moved out prior to the debt service coming due
(which is occurring now) and the building remained fallow, the City would be required to pay the
entire $41.6 million in debt service.

The Mayor and City Council had been provided with an executive summary and periodic, in-person
updates as to progress on the Verizon issue. The summary provided details of how a tenant was
procured, how a rental rate was negotiated, how a Commonwealth statute had to be changed to
accommodate the move, how Harristown Development Corporation had to make concessions and
procure an energy savings based loan for significant improvements to the building, how the City's
repayment obligations were structured in order to make them affordable and provide the City with
the capacity to borrow for capital improvements beginning in the next several years, along with the
summary of the Settlement Agreement entered into with AGM. The Settlement Agreement was
executed by all parties in late January and approved by the Court on March 13, 2015.

The benefits to the City of the arrangement that was consummated on January 30, 2015 include:

+ The Commonwealth as a single tenant, with a high credit rating and a high likelihood of
staying in Harrisburg entered into a 17 year lease for the entire repayment term of the
Verizon Bonds. A

» Harristown Development Corporation (HDC) concessions and Department of General
Services (DGS) willingness to make installment purchase payments provide a significant
reduction (Expected to be in excess of a $20 million reduction) in City repayment
obligations. :

*» Remaining debt service is affordable, allows for incremental capital borrowing over time
and maintains the City’s debt service ratic within financial industry accepted limits.

» HDC is provided incentives to increase the subsidy of City debt service coming from

lease payments.
Property remains on tax rolls generating approximately $4.4 million per year.
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e Over $16 million in capital improvements to the three buildings involved.

» Significant energy savings improvements to reduce cost to Commonwealth and increase
amounts available to City.

* Approximately 900 Commonwealth employees will move into the central business
district and will be a boost for downtown merchants as well as increase Local Service
Tax revenue to City by approximately $46,000 per year.

» Additional vehicles to be parked in system should increase parking tax collections of the
City by approximately $600,000 annually. In 2016, $280,000 in revenue will be
generated by the 756 cars added for the Verizon building parkers at $185 per space.

Current Status of Verizon Tower Project

All parties believe that it is feasible to move the Commonwealth employees into the building (in
stages), so that by March 1, 2016, the building will be fully occupied. The Coordinator has worked
closely with DGS to monitor construction activity. Work started in February to ready the building
for occupancy with the first wave moving into the building beginning the first of September. DGS
is providing regular updates to the Coordinator on the status of work. They have indicated that
construction activity is on schedule and that Floor 7 with approximately 102 individuals will move
on September 1; Floor 6 with approximately 129 individuals will move on September 15; and floor
9 with- approximately 179 individuals will move on October 13. Siemens, the contractor deing the
energy upgrades, has been working with the General Contractor for the build-out of the space and
the energy upgrades for the new space are being done in coordination with the build-out work, . All
the energy upgrades have been completed for the existing space that is not subject to fit out.

City Island/Stadium Bonds and Senator’s L.ease

There remain numerous City Island issues that are yet to be fully addressed including parking
issues, DCNR related matters and the Senator’s park permit. Coordination with the Harrisburg
Parking Authority (HPA) has occurred, as certain parking facilities on City Island are included in the
parking monetization transaction. HPA completed a survey of City Island in March to provide the
basis for the creation of condominiums related to the parking facilities with the parking garage as
the primary footprint. Outside counsel has worked to prepare City Island legal work for setting up a
condominium comprised of the parking garage and a small portion of the parking lot to
accommodate PEDFA's exercise of its option. With the need for parking for Verizon Tower
employees resolved through the use of parking in the downtown garages, the Mayor has raised the
issue of whether the option is still necessary.

The City is undertaking a more comprehensive review of City Island to determine its best use as a
regional asset. There are a number of issues that relate to the Island that are under review. The
City participated in a charrette last fall that was undertaken by the Urban Land Institute (ULI) to
assist with this process. The ULI's report was presented to the City in March and provided both
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short-term and long-term recommendations. Key recommendations included developing a master
plan for the Island and centralizing management for island related activities.

The lease with the Harrisburg Senators for the City Island stadium remains an issue as the City has
had to make up the difference in debt service from what the permit revenue provides. This
amounts to between $180,000 and $200,000 annually. The goal of a new permit/lease is to insure
that adequate revenues are received to fulfill the debt service obligations on the stadium bonds.
Recent new ownership of the Senators by a local businessman is a hopeful sign for the
renegotiation of the permit. The Mayor has also had discussions with the new owner to address
issues related to the Senator’s Park permit in an effort to resolve this obligation. The Coordinator’s
Team has offered to assist with this effort should the City desire.

While meetings of the City Island Task Force with DEP and DCED had been scheduled to occur over
the summer to try to advance this issue, the Mayor has asked to cancel these meetings as the City
pursues other priorities.

Water and Sewer Operation _
The City transferred responsibility for the ongoing operation of its water and sewer facilities to

The Harrisburg Authority (THA) now known as Capital Region Water (CRW) effective
- November 4, 2013. This action resulted in the transfer and consolidation of the administrative,
operational and financial responsibilities for the water, wastewater and storm water operations
to CRW, This operational approach addresses compliance with the Clean Water Act and
Chesapeake Bay requirements and has been viewed as an acceptable model for the
Department of Justice, EPA and DEP. The creation of an operating authority was also
supported by the suburban. communities. The City and CRW have entered into a shared
services agreement to facilitate the transfer and provide for the effective coordination of
services between the parties.

With financing put In place last summer, CRW embarked on the $50 million upgrade of the
wastewater treatment plant to meet Chesapeake Bay requirements. Work began last spring and
continues to be on schedule with completion by early 2016. These upgrades will reduce poliution
entering the Susquehanna River and Chesapeake Bay as well as update aging equipment. Just
before the end of 2014, the Authority gave approval to a partial consent decree with the US
Department of Justice, Environmental Protection Agency and Pennsylvania Department of
Environmental Protection that will negate the issuance of any fines by those agencies, so long as
the Authority fulfills its obligation to reduce sewer overflows and improve system performance
through the current wastewater system improvement project.

The City and CRW continue to work cooperatively on a number of fronts pursuant to the Shared
Services Agreement. During the quarter, CRW implemented its new billing system for water and
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sewer and has now separated from the City’s utility billing system. The City remains responsible
for refuse bilting and is continuing to use their current billing software with the deletion of the water
and sewer information. As with any transition of this magnitude there remain a few issues such as
CRW now receiving payment for City trash invoices. Both parties though are working closely to
resolve these issues.

CRW and the City have also coordinated on other issues including GIS related needs, street
openings and are working cooperatively on issues related to the sinkhole problem that has faced
the City. With the federal government’s expansion of the definition of a disaster in late 2014 to
include sinkholes, Harrisburg is now eligible to apply for federal mitigation money to buy homes
ruined by sinkholes on South 14% Street. The City is currently pursuing federal funding to address
the sinkhole problem and acquire these homes.

Summary

The City continues to make progress on many fronts with the further implementation of the
Harrisburg Strong Plan. 2014 was a transition year in many respects for the City as It was the first
year following the Strong Plan’s consummation in December 2013 where approximately $500
million in City debt was eliminated (see attached chart). The year saw a new City administration
coming into office, the Office of the Receiver being vacated and the City returned to the underlying
Act 47 process with continued oversight of Strong Plan implementation provided by the Court.

The City has taken a number of steps to restore its fiscal credibility in the financial marketplace
including bring their audits up-to-date, securing a TRAN, compliance with disclosure requirement,
making timely debt service payments and bringing all payables into a current status.

As we end the second quarter of 2015, the City’s financial position has clearly stabilized, though
there remains further work to be done with the implementation of the Strong Plan. 2015 also
poses challenges as the City’s recovery continues to advance. This year’s budget will be extremely
tight especially given new challenges with parking revenues. Positive results are being realized
with personnel cost containment given the new collective bargaining contracts that are now fully in
place. There remain transition issues with the water and sewer operation that are being worked
through with Capital Region Water and challenges with the implementation of recommendations
with regard to sanitation service.

With the resolution of the Verizon Tower bonds and the pending occupancy of the Tower by
approximately 900 Department of Human Services employees, the City will see a number of
positive economic benefits including increased LST and parking revenues as well as additional
economic activity in the downtown. Further, they have resolved what would have otherwise been a
$41 million liability with a debt service schedule that has been restructured to fit within its budget.
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Additional focus in 2015 will be on continuing to effectively manage the City’s budget to end 2015
with a positive operating balance, increase the City’s management capacity, address critical 1T
related matters, enact sound financial management policies, further strengthen public safety,
imptement additional enhancements to the parking system, implement sanitation system
improvements, address City Island matters, pursue intergovernmental initiatives, update the City’s
comprehensive plan and move the Impact Harrisburg Board to the point where it can begin to
approve infrastructure and economic development projects with the $12.3 million that was set
aside as part of the parking monetization to spur development and Improve the quality of life for
City residents.

As Coordinator, I will continue to keep the Court apprised of the progress on these initiatives
through subsequent reports.
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IN THE COMMONWEALTH COURT OF PENNSYLVANIA
C. ALAN WALKER, IN HIS |
CAPACITY AS SECRETARY
FOR THE DEPARTMENT OF
-COMMUNITY AND ECONOMIC
DEVELOPMENT
Petitioner,
V. : NO. 569 MD 2011
CITY OF HARRISBURG
Respondent.

Certificate of Service |

I, John M. Quain Jr., hereby certify that on this day I served the foregoing
document upon the p‘er-sons and in the manner indicated below, which service
satisfies the requirements of Pa. R A.P. 121:

Service by first class mail addressed as follows:

Neil Anthony Grover

10 North Second Street
Suite 402

Harrisburg, PA 17101
(717)255-3065 _
Solicitor, City of Harrisburg

Scott T. Wyland

Salzmann Hughes PC

105 N. Front Street, Suite 205

Harrisburg, PA 17101

(717)249-6333 '

Atiorneys for certain Suburban Municipalities



Markian Roman Slobodian

Law Offices of Markian R. Slobodian

801 N. 2" Street

Harrisburg, PA 17102-3213

(717)232-5180 -

Attorneys for Ambac Assurance Corporation

Ronald L. Finck

Mette, Evans & Woodside

3401 N. Front Street

P.O. Box 5950

Harrisburg, PA 17110
(717)232-5000

Attorneys for County of Dauphin

Paul M. Hummer
Saul Ewing LLP
Centre Square West
- 1500 Market Street, 38" Floor
Philadelphia, PA 19102-2186
(215) 972-7777
Attorneys for Assured Guaranty Municipal Corp.

Charles B. Zwally

Mette, Evans & Woodside

3401 N. Front Street

P.O. Box 5950

Harrisburg, PA 17110
(717)232-5000

Attorneys for County of Dauphin

Mark Kaufman

McKenna Long & Aldridge LLP

303 Peachtree Street, Suite 5300

Atlanta, GA 30308

Phone: (404)527-4000

Fax: (404)527-4198

Attorneys for Fredrick A. Reddzg, in his official capacity as Coordinator for the
City of Harrisburg



Dated: ?/f / f§

Joht/¥i. Quain Jr.

Attorney LD.: 311983

Govemor’s Office of General Counsel
Department of Community and
Economic Development

400 North Street, Plaza Level
Harrisburg, PA 17120

(717) 214-5300

(717) 772-3103 (fax)

jquain(@pa.gov




