
The City of Chester and its Long-Standing Financial Troubles

Pennsylvania’s Department of Community and Economic Development (DCED) was
supposed to help the City of Chester recover from financial distress. Instead, the DCED
allowed the City’s finances to further deteriorate, resulting in the City ultimately declaring
bankruptcy in 2022.

As discussed below, the DCED has tried to cover up its long-standing lack of transparency
and fiscal mismanagement of Chester going back at least ten years. The DCED has also been
looking for a way to bail itself out and, to that end, has become focused on seizing and selling
the CWA. However, as the below chronology explains, there are long-term structural
problems at the root of Chester’s financial troubles—problems which cannot be fixed by a
one-time infusion of cash. The public should not be fooled into believing otherwise.

A. Financial Troubles Commencing with John Linder’s Term as Mayor

By way of background, the City of Chester has experienced economic difficulties ever since
manufacturing and other industries moved out of the City in the mid-1950s.1 In 1995, the City
first entered the Municipalities Financial Recovery Act, or Act 47, process, according to the
DCED.2 As such, the DCED’s Act 47 Recovery Team has been involved in the City’s
day-to-day strategic financial planning since the mid-1990s. About 15 years ago, Chester
achieved significant improvement in its operating results and was able to operate within
budget for several years, including establishing a revenue fund with excess revenues, due in
large part to new income associated with gaming activity at Harrah’s Racetrack and Casino.3
That positive momentum dissipated approximately 12 years ago when John Linder became
Mayor.

From 2013 through 2017, the City ran operating deficits, began delaying payments to vendors,
and failed to fund required pension and other obligations.4 It has been disclosed that “[t]he
City has not made its full minimal municipal obligation (MMO) to the three pension plans
since 2013, leading to a severely underfunded pension situation, particularly with the Police
and Officers & Employees (non-uniform) plans.”5 In 2014, the credit rating agency, S&P,
suspended the “A” rating it previously provided in August 2011 regarding Chester’s general
obligation debt because in 2014 “the city failed to supply needed documentation.”6 At the end
of 2016, the City defaulted on its 2016 Tax and Revenue Anticipation Note,7 and underpaid
for its healthcare costs, accumulating an outstanding balance to its health insurance provider
of almost $8 million.8 According to the City’s Receiver, due to the lack of fiscal oversight,
“[t]he City faced a severe situation in 2017 with $28 million in unpaid obligations, including
past due pension minimum municipal obligations (MMOs), health insurance premium
payments, vendor payments, and workers compensation premiums.”9 The only way the City
made it through 2017 was because the DCED issued an emergency $2 million loan in January
2017 to meet the City’s immediate cash flow needs, and in August 2017, the City issued $12
million in Series 2017A Bonds to pay certain unfunded General Fund liabilities and to fund
required reserve funds.10

For at least the last decade, Pennsylvania’s Auditor General has noted deficiencies related to



Chester’s funding and handling of its pensions. In a 2019 letter concerning the audit report of
the Police Pension Fund, the Auditor General noted four major violations, all of which related
to the City’s failure to fully comply with past audit recommendations.11 The four repeated
violations were:

● Failure to fully pay the MMO of the Plan;12

● Providing excess benefits inconsistent with the Third Class City Code and
Commonwealth Court case law,13 thereby increasing pension costs and reducing the
amount of funds available for investment purposes or the payment of authorized
benefits or administrative expenses.14 This condition was raised in the Auditor General’s
“prior eight audit reports”;15

● Inconsistent pension benefits between the Plan’s governing documents and the
collective bargaining agreements.16 This condition was included in the “prior five audit
reports”;17 and

● Untimely deposit of state aid into the Police Pension Fund.18

The Auditor General stated that “we are extremely concerned about the funded status of the
plan” which received a designation as “Level III severe distress status.”19 The Report also
stated that “[t]he deterioration of the plan’s funded status has been exacerbated over time by
conditions noted in the Comments section of this audit report as well as the city’s continued
inability to meet its minimum funding requirements under Act 205 . . . .”20

The Auditor General’s compliance audits of the Fire and Officer and Employees Pensions also
note that those pensions have for years, like the Police Pension, provided excess benefits
inconsistent with the Third Class City Code and applicable law, which has increased pension
costs and reduced the funds available for authorized benefits.

The DCED—whose job it was to oversee Chester’s financial recovery—simply sat by and
watched each year for over eight years as the City failed to make the required pension
contributions.

Moreover, back in January 2012, Mayor Linder and the DCED were forewarned of the
looming pension issues as a result of an adverse arbitration award and had the opportunity to
appeal that decision based on a powerful dissent that laid out the legal and factual basis to do
so. Mayor Linder and the DCED’s Act 47 Oversight team chose not to appeal that decision,
and then ignored the impact it had on the City by simply letting the unpaid benefits pile up
year after year for the present-day residents of Chester to now deal with.21

In 2018, the DCED Recovery Team recognized that “[a]t the beginning of 2017, the City had
accumulated approximately $28 million of unpaid obligations including over $14 million in
past due pension MMOs, $6.9 million of health insurance premium payments, $1.1 million of
workers compensation premiums, and $2.3 million of other vendor payments.”22



While it has been long thought that the City was shoving bills in drawers without paying
them, it has now been confirmed by the Chester’s Receiver that millions of dollars of unpaid
bills were carried over from year to year, such that the “[t]he pattern of pushing a portion of
each fiscal year’s obligations into the next one has made it difficult to accurately analyze the
[City’s] financial performance on an annual basis.”23

In addition, the City has admitted publicly that its failure to issue and produce audited
financial statements is a violation of mandated Securities and Exchange Commission
continuing disclosure obligations.24 Further, the City’s auditors have, for several years,
identified issues with the City’s manipulation of accounts payables and lack of financial
management, among other things, which the auditors deemed so material they modified their
audit opinions, including stating in 2014, 2015, 2016 and 2017 that the auditors had
substantial doubts about the City’s ability to continue as a going concern.25 The issues
identified by the City’s auditors included:

● In 2013, the auditors “were unable to obtain sufficient appropriate audit evidence
about various classifications of certain revenues and expenditures contained in the
financial statements of the opinion units” and “we were unable to sufficiently audit
the Reconciliation of the Statement of Revenues, Expenditures and Changes in Fund
Balances of Governmental Funds to the Statement of Activities.”26

● In 2014, the auditors “were unable to obtain sufficient appropriate audit evidence
about various classifications of certain revenues and expenditures contained in the
financial statements of the opinion units . . .” and “were also unable to obtain
sufficient audit evidence to assess the reasonableness of the estimated allowances for
uncollectible receivables and escrow account and for certain interfund balances.”27

● In 2015, the auditors “were unable to obtain sufficient appropriate audit evidence
about classifications of certain revenues and expenditures and sufficient detail for an
escrow account contained in the financial statements of the opinion units . . . .”28

● In 2016, the auditors “were unable to obtain sufficient appropriate audit evidence
about classifications of certain revenues and expenditures and sufficient detail for an
escrow account included in cash and cash equivalents and a payroll tax liability
included in accrued payroll and related cost, contained in the financial statements of
the opinion units listed above.”29

● In 2017, the auditors “were unable to obtain sufficient appropriate evidence for an
escrow account included in cash and cash equivalents, unused sick leave, and for
revenue related to gaming.”30

Moreover, the 2016 and 2018 Amended Recovery and Exit Plans issued by the Act 47
Recovery Coordinator noted serious financial management infrastructure deficiencies,
including that the City had fallen years behind on its annual independent financial audits.31
The Recovery Coordinator also warned of significant breakdowns in basic accounting
functions at the City, stating that “[t]he Finance Department has had significant delays in



completing its trial balances and struggled to deliver clean, accurate internal financial
information to its auditor.”32

The City’s financial statements from 2013 through 2017 reveal alarming trends, as well as
complete disregard for accounting rules and proper fiscal management. The City consistently
produced unrealistic budgets that it could not meet and used improper data and assumptions to
overstate expected revenues. When the budgets are compared to actual results for each year,
the financial mismanagement of the City and lack of oversight by the DCED are shocking.
Indeed, even the DCED’s hand-selected Receiver for the City concedes that there has been “a
pattern” of “either failing to adopt a realistic budget, failing to follow that budget or both
which results in consistent, large deficits.”33

This poor budgeting meant that the City took in significantly less revenue each year than it
was projecting, and the DCED should have known these projections were unrealistic. The
budget to actual variances to Total Revenue for the General Fund were as high as 19% during
the period 2013-2017.34 At the same time, the City spent more and more money with its
expenses far outpacing revenue. Total Actual Expenditures for the General Fund increased
from $40 million to over $47 million from 2011-2017 and Total Liabilities for the City’s basic
services went from $4 million to almost $25 million during the same timeframe.35 This
mismatch between revenue and expenditures, largely occurring during Mayor Linder’s
administration, resulted in the positive year-end fund balances for the General & Reserve
Funds going from a beginning fund balance surplus of $10.4 million to start 2011, to negative
fund balance deficit of -$15.3 million at the end of 2017—a swing in the wrong direction of
more than $25 million dollars.36

B. The COVID-19 Pandemic and Appointment of a Receiver

On April 13, 2020, Governor Wolf issued a “Declaration of Fiscal Emergency” for the City of
Chester. The City and DCED claimed that the City’s current financial distress is related to the
COVID-19 pandemic, which “is now threatening all of the progress that the City has made.”37
As is clear from the City’s financial history detailed above, this is simply not true; it is a story
concocted by the DCED to cover up the DCED’s long-standing lack of transparency and
fiscal mismanagement of Chester going back at least ten years.

In June 2020, a Commonwealth Court judge issued a ruling that started the process of
receivership, just the second time such proceedings have been instituted by the
Commonwealth. Receivership is the process in which the state appoints a manager with a
degree of direct control over local finances in an attempt to avoid bankruptcy. As a result, the
DCED selected a Receiver, Michael T. Doweary, who was tasked with working with the City
to avoid bankruptcy and harm to residents.

The DCED’s handpicked Receiver for Chester has admitted this COVID-19-centric version of
events is not accurate and that Chester’s cash struggles have been building for the last decade.
Indeed, in a receivership filing, the Receiver admits:

The impact of COVID-19 is new and unexpected, but the



City’s struggle to finish the year without running out of cash is
not. In recent years the City has dealt with this problem by
defaulting on its Tax Revenue Anticipation Note (TRAN)
repayment (2016); falling behind on its payments for employee
health insurance (2016); issuing new debt to cover current year
obligations (2017); or pushing a portion of its current year
obligations into the next year (2018 and 2019).38

The reason the DCED pushed the inaccurate COVID-19 cover story is because, behind the
scenes of the 2020 Declaration of Fiscal Emergency, the DCED has been working with the
City of Chester and for-profit water companies to attempt to circumvent pending litigation,
and to attempt to improperly seize and sell—to the DCED’s private utility company
friends39—assets that neither the DCED nor the City own. It was all done in an effort to cover
up the DCED’s lack of oversight that has resulted in the City’s cash crisis and economic
collapse.

The City’s finances have fallen apart since 2013 under the watch of the DCED and Act 47
Recovery Team because the DCED refused to adhere to the recommendations it made in the
Recovery or Exit Plans, and because the City had no financial controls or financial
management, failed to capture revenue to which it was entitled, failed to match expenses to its
actual revenues, and failed to pay bills as they were due, instead opting to simply put them off
for another day.

The DCED does not deny it has failed to properly oversee Chester’s finances. In October
2021, the Receiver confessed that, under the watch of the DCED’s Act 47 team, the City has
been paying artificially inflated pension benefits “for years.” He explained that police retirees’
pensions were artificially “spiked” because they were calculated based on the retirees’ last 12
months of earnings, rather than the average of their last 3 years as required under their
collective bargaining agreement. During a public meeting with the Receiver, DCED’s Kim
Bracey acknowledged that the DCED/Act 47 team totally missed this, stating that she was
“stunned” by the revelation and that “we’ve often talked about, um, you know, the State’s
involvement for years and, um, you know, I can’t say we caught this.”40

This revelation should have been a wake-up call for the DCED. Yet, the DCED’s failure to
properly oversee Chester’s finances continued. On June 8, 2022, the Chester City Council
reportedly sent an estimated $400,000 to an unknown scammer during a “phishing” incident.41
According to an October 21, 2022 press release from the City, the wire payment was made to a
hacker posing as the insurance broker for the City employees’ workers compensation
insurance.42 Astonishingly, the Receiver did not even find out about the scam until it
received the City’s October 21, 2022 press release.43 Why didn’t the City have insurance
coverage for a cybercrime like this? Did the DCED or its Receiver recommend any internal
controls that would have prevented this? It appears that keeping the public in the dark has been
the status quo in Chester for years. Indeed, the DCED-led City has not released audited
financial statements since the release of statements for the year ending December 31, 2018.44

C. The City of Chester Files for Bankruptcy



On November 10, 2022—less than a month after the phishing scam was disclosed—the
Receiver filed for Chapter 9 bankruptcy on behalf of the City of Chester. Through the
bankruptcy proceedings, the Receiver has sought to make the CWA a target, stating: “It is clear
that the [CWA’s] Water Assets represent hundreds of millions of dollars of contingent and
potential value to the City that, if realized, would permit it to address the underfunded Pension
Plans and invest in much needed improvements for the City.”45 In other words, bank robber’s
logic: “I need money. You have money. I’m taking your money.”

However, as outlined above, the City’s financial troubles are long-term structural problems
that will not be fixed by a one-time infusion of cash resulting from the improper seizure and
sale of CWA assets. The Receiver has admitted as such, stating in several places in his
proposed Recovery Plan that a one-time infusion of cash will not solve the City’s financial
issues.46
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taxpayers or other stakeholders. The underlying structural issues must be addressed, and it is the
Receiver’s intent to do so by working with all stakeholders and taking all necessary and difficult
actions to make the City fiscally viable once again.”) (emphasis added).

https://www.chestercity.com/wp-content/uploads/2020/04/Gov.-Tom-Wolf-Fiscal-Emergency-Declaration-Press-Release.pdf
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https://www.post-gazette.com/business/powersource/2020/06/16/Mike-Turzai-works-for-Peoples-Natural-Gas-house-speaker-pennsylvania/stories/202006160086
https://chesterwaterfacts.com/city-of-chesters-receiver-admits-mismanagement-of-the-citys-pensions-resulting-in-years-of-financial-troubles/
https://chesterwaterfacts.com/city-of-chesters-receiver-admits-mismanagement-of-the-citys-pensions-resulting-in-years-of-financial-troubles/
https://www.delcotimes.com/2022/11/02/chester-loses-400000-phishing-didnt-tell-receiver/
https://emma.msrb.org/IssuerHomePage/Issuer?id=18C5BE201522BBA347A13823C1B94941&type=G
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