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CHAPTER 1
INTRODUCTION

The Commonwealth of Pennsylvania has 67 counties made up of 2,564 municipalities
consisting of 960 boroughs, 1,547 townships, one town and 56 cities. The state constitution
categorizes cities by class as follows: Philadelphia is the only first class city, Pittsburgh is the
only second class city, Scranton is the only second class A city and there are 53 third class cities.
The Third Class City Code promulgates how a city may be organized or a city may use a form of
government under an Optional Plan or Home Rule. In addition to the Third Class City Code
there are a number of other state laws that affect the cost and provision of city services, for
example:

e Act511 of 1965 — The Local Tax Enabling Act

e Act 111 of 1968 — Policemen and Firemen Collective Bargaining Act

e Act 195 of 1970 — Public Employee Relations Act

e Act 205 of 1984 — Municipal Pension Plan Funding Standard and Recovery Act

e Act 7 of 2007 — Local Services Tax.

While the primary purpose of municipal government, regardless of size or organizational
structure, is to provide infrastructure and public safety, the type and level of services provided
vary from one municipality to another. Nearly all municipalities primarily rely on property tax, a
percentage of the realty transfer tax, miscellaneous fines and fees and many levy an earned
income tax (usually shared with the local school district) to provide municipal services. With a
strong reliance on the property tax for the majority of municipal revenues, it is important to look
at a municipality’s home county assessment practices, when that county last reassessed its
properties, the common level ratio, and the type of services the county provides for the
municipality, for example: libraries, 911, tax collection or recreation.

It is safe to say that all municipalities have some property reported as not subject to the
property tax and nonprofit organizations within their boundaries. Parks and recreation areas
contribute to a municipality’s quality of life. Hospitals, state and federal office buildings,
colleges and universities, and local school systems contribute to the economic vitality of a

municipality. Local non-government social service agencies and churches meet the emotional,
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physical and spiritual needs of the county and municipal population. Often these organizations
are established as not-for-profit and the land and buildings they own are not reported for
purposes of the property tax. Usually the only revenue a municipality receives from these
entities is from the organizations’ employees through the Local Service Tax and Earned Income
Tax levied upon residents of the host municipality. While some nonprofits have agreements of
funding or make payments in lieu of taxes (PILOTS), the payments may be less in comparison to
the lost tax value of the properties involved. Also, most PILOTS are voluntary contributions and
cannot be relied upon in revenue forecasts for future years, nonetheless, clients and employees of
the nonprofits have an expectation of 365 days a year 24/7 services of public safety and
infrastructure—for example, plowed streets in the winter, even on weekends.

How do we define a healthy community? Is it based on the appearance of new buildings,
preserved architecture, clean well lighted streetscapes, or the availability of safe affordable
drinking water or even a conference center? Is it calculated on the employment base, residential
neighborhoods and the median incomes of the residents? Is it based on the amount of crime
within the municipality and the perception that crime creates regarding one’s safety? Actually, it
is all of these and one more—the most important one—the fiscal stability of the municipality. If
a municipality is not fiscally stable, it cannot clean the streets, keep the streetlights lit, fight fires
and apprehend the criminal, much less put water in the municipal swimming pool, mow the grass
in the parks or plow the streets.

Based on controlling costs and generating revenue, fiscal stability for a municipality
means that on an annual basis, it can pay for the services it provides, meet the required financial
commitments for its retired employees, and provide for future capital projects that are part of its
infrastructure and public safety mission. How are the third class cities of Pennsylvania doing in
this regard? The answer is “not well.” Why aren’t these municipalities fiscally stable? The case
studies point to a “systemic problem,” not a political or personality based problem.

Reflecting municipal leadership from both political parties, the case studies of Reading,
Bethlehem, Lancaster, Easton, and York represent the public policy decisions of mayors, city
councils, business administrators and finance directors who balance the municipalities’ provision
of public services with the requirement to pay for services within the constraints of the
applicable laws and available funds. Municipal leaders may be willing to share services across
jurisdictional lines but neighboring jurisdictions are either not interested, or more realistically,
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don’t want to share the costs. The public and municipal leaders greatly value the commitment
of their career public employees but the municipal coffers can no longer afford the increasing
related health care and pension costs, as well as the normal expected increases in wages.

The case studies demonstrate that state laws, mandatory arbitration awards and court
decisions have far reaching affects on the economic health of Pennsylvania municipalities;
therefore proving that these municipal fiscal problems are *“systemic” and not “political.”

The case studies illustrate the true concerns of elected officials and the career public
administrators who can no longer raise sufficient taxes—particularly property taxes—to cover
costs to balance the annual budget. When revenues are insufficient, mayors look for one-time
strategies such as selling an asset, borrowing money or other creative financial bridges to buy
time. (The term “operational supplement” is used in these studies to describe these strategies for
the purposes of this report.)

There is a limit to how creative mayors may be under state law, the credit market
willingness to lend and the depth and experience of their financial staffs. Municipal officials of
the studied cities are good leaders and public administrators. The common perception is that
these cities are fiscally sound, but in fact, the case study municipalities are on the edge of
financial distress. Municipal leaders are running out of one time operational supplements to
balance the annual budget. Other municipalities are even faced with invoking Act 47 and
reducing or eliminating services. Even while “right-sizing” may be an opportunity for an annual
budget, municipalities must forecast future revenues and expenditures within the legal
parameters of the Commonwealth, arbitrators’ decisions and unfunded mandates such as GASB
45 (accruing funds for retiree health care costs for fire and police).

Municipalities may invoke Act 47—the Municipalities Financial Recovery Act of 1987—
when they meet certain criteria; for example, general fund deficits for over three years,
expenditures exceeding revenues for multiple years, a quantifiable decrease in municipal services
from the previous year, and others. Deficits may come from one or more situations such as a
stagnant or declining real estate base, increased personnel costs, mismanagement, unforeseen
events, risky development projects, and tax limitations based on the form of government.

What is necessary to capture the public’s attention before the case study municipalities
seek Act 47 protection? An easy answer is immediate legislative action; the realistic answer is

some mix of legislative action, increased communication, assistance to streamline shared
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services, regional tax based sharing, practical cost-centered arbitration awards, citizen awareness
of municipal purpose and creative nonprofit participation in municipal costs.

The Pennsylvania Department of Community and Economic Development, Center for
Local Government Services in conjunction with the Pennsylvania League of Cities and
Municipalities have listened to the pleas of local government officials and asked the
Pennsylvania Economy League to conduct case studies of five core eastern Pennsylvania cities
as well as other municipalities. This research and analysis identifies the similarities and the
differences in the case study municipalities’ financial stability

Ultimately, change will involve statewide discussion but first it must be accepted that the
current “system” is flawed and that workable remedies, instead of recovery plans, can be

achieved to reform the system that propels municipalities into distress.
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CHAPTER 2
REVIEW OF MUNICIPAL REVENUE SOURCES, TAXES, FEES,
AND OPERATIONAL SUPPLEMENTS

Historically municipal governments in Pennsylvania, as in most other states, have relied
on real estate taxes to provide revenue for the provision of municipal operations and services.
Principally through the passage of Act 511 of 1965—The Local Tax Enabling Act—a
municipality could supplement the municipal real estate tax with:

e Earned Income Tax (EIT)—based upon residents’ earned income and net profits;

e Mercantile and Business Privilege Tax—based on the gross sales of merchants,

business and professional services;

e Real Estate Transfer—a tax shared with the county on the transfer of real estate;

e Per capita tax—a tax on each resident subject to some conditions;

e Occupational and occupation taxes—tax based upon a person’s occupation

supplement

e Local Services Tax—a new tax replacing the Occupational Privilege Tax, levied on

persons that work within a municipality regardless of residency.

(For the most part, the subjects of taxation of Act 511 taxes as well as tax rates are
subject to specific limits.)

Home Rule municipalities (municipalities which chose a charter form of municipal
government) may levy EIT and real estate transfer taxes with rates higher than those allowed by
statute. For the real estate tax, certain millage limits may not be exceeded unless the
municipality is a home rule entity or prior court approval is obtained.

As both the cost of municipal services and the type of services increased, municipal
governments began to charge specific fees for certain public services and permits. Penalties such
as parking tickets and ordinance violations became a larger portion of funding resources. Grants
and other forms of intergovernmental revenue from the federal and state government were
increasingly relied upon to replace and supplement local tax effort.

State assistance to maintain and improve roads through the allocation of the liquid fuels
program as well as state aid to meet pension obligations has become especially critical to the

municipal balance sheet.
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From an expenditure perspective, municipal costs for local police, paid fire departments,
and street/road maintenance were historically the most important areas of service delivery and
the largest proportion of expenditures. Police and fire protection is the most costly aspect of
municipal service because they are generally a 24-hour, seven day coverage system;
compensation generally reflects the fact that the level of training and possible danger to the
respective police officer and fire fighter is greater than for most other municipal employees;
labor contracts for these employees can be subject to Act 111 of 1968, which mandates binding
arbitration and prohibits strikes in the event of a failure to agree under a collective bargaining
process.

Street maintenance and improvements are not round the clock coverage, except in severe
weather conditions, and the level of training and/or hazardous duty are less than for police and
firefighters. Further, most major road construction or rehabilitation is generally contracted out to
third party construction entities. Public Works employees are also covered by state law, Act 195
of 1970 which permits strikes by union personnel within a defined set of parameters.

Generally speaking, water and/or sewer services, if such services are not provided by a
utility, are provided by the municipality or a municipal authority created for such a purpose. In
the past municipal tax dollars may have been used to meet the costs of these utility type
operations. In the current fiscal system, separate fees are almost always charged by the
municipality or authority to provide the service. Furthermore, from an accounting perspective, if
the system is a municipal operation, the revenue and expenditures are generally recorded in a
separate municipal accounting fund, not in the municipality’s General Fund.

The refuse collection function has also followed the pattern of generally being paid by
separate fees charged to municipal residents or performed entirely by nongovernmental third
party contractors. The use of tax dollars to pay for refuse collection is quite limited. Also, the
accounting for both the revenue and expenditure side of this service is more frequently recorded
in the General Fund than are water and sewer operations.

Utility payments or transfers in amounts greater than simple reimbursement for costs
incurred in a municipalities” General Fund are becoming more common. Municipalities consider
these revenue flows to be “return on investments” which can be used by the municipality to meet

other non utility operational expenditures in the General Fund. In reality these “return on
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investments” become an operational supplement to the non utility functions of the municipal
government.

Perhaps the most important area of financial interest in operational supplements is the use
of debt and debt related instruments in municipal finance. Under Pennsylvania law, debt is to be
used for specific projects, primarily capital improvements, rather than to finance operations. In
addition, debt may be used to fund unfunded accrued pension liability—a replacement of pension
debt with specific bond debt. (In general, given appropriate market conditions, it is believed that
the interest rate spread on return favors the exchange of the two types of debt.) However, in
recent years the practice of borrowing to generate debt proceeds to meet operational expenditures
has become more common. Further, some municipalities have engaged in various forms of
financial derivative transactions and/or forward bond contracts, the proceeds or “savings” of
which are provided up front and used for operations, most frequently into the General Fund.
Finally, it is not uncommon for municipalities to refinance their existing debt and take the overall
cash flow savings in the upfront period; the goal is to pay for operational expenditures when
there is not sufficient tax or other revenue. From an accounting perspective most of these debt
transactions are reported in the General Fund and/or debt service.

One of the primary goals of this study is to isolate and determine among the case study
municipalities the extent to which these various Operational Supplements have been used over
the 2002 through 2008 period. Operational Supplements are defined as those items which are
either classified as revenue or from other sources of funds and are unique in that they are:

e 0of a one-time nature and/or;

e an ongoing funding stream but are not directly related to meeting expenditures of

normal operations and/or;

e derived from the sale of an asset and/or;

e derived from the incurring of a liability.

They include:

e structured lease and sale of a large municipal asset;

e transfers from other funds (in particular enterprise (water, sewer, light) utility funds
other than for true municipal cost reimbursement);

e incurring or restructuring of debt, the proceeds of which are used for operations;

Structuring Healthy Communities — Municipal Case Studies March 2009
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e use of financial derivatives, the cash proceeds then are used to fund operations; and
e restructuring of debt primarily to take cash flow savings in the current period(s) in

order to meet increases in operational costs.

Structuring Healthy Communities — Municipal Case Studies March 2009



CHAPTER 3
CITY OF READING

Reading City has a population of about 80,769 persons (2007 Census estimate) and is the
fifth largest city in Pennsylvania. Northwest of Philadelphia, southeast of Allentown, northeast
of Lancaster, Reading is the county seat of Berks County. Its population peaked in 1930 at
111,000 persons, and was at its lowest point in 1990 (78,000 persons). The City has a varied
racial population: in 2000 people identifying themselves as white made up 48 percent of the
population, African American were 12 percent, and Hispanic of any race, 37 percent. As
Reading’s population has increased, so has its diversity. In 1990, 78 percent of the people
identified themselves as white, yet ten years later only 48 percent similarly identified themselves.
During the same timeframe, the African American population increased from almost ten percent
to just over 12 percent and the Hispanic population of all races more than doubled from 14,000
persons to 30,300. In August, 2008 the U.S. Census Bureau reported Reading had the highest
poverty level in the Commonwealth for similarly sized cities with an estimated 35 percent of its

population earning less than $21,000 per year.

City Government

Reading City has a home rule charter form of government, which in addition to
establishing the organizational structure and procedures for the City, also defines the limits and
ways revenues may be obtained. The Mayor, as chief executive officer, has the power to
appoint—with the confirmation of City Council—all department heads and the City’s Managing
Director.

On May 30, 2008, second term Mayor Thomas McMahon presented “Commitment to the
Future of Reading, Plan of Action” to Reading City Council and the public. The Mayor’s
presentation affirmed the City’s commitment to provide public safety (police, fire, EMS),
community improvement (zoning, codes, public works, planning, and community development),
and other administrative requirements (legal, human resources and finances). The plan also
presented Reading’s fiscal future and necessary council actions. The Reading Plan suggests a

menu of potential remedies on the local level:
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— acountywide reassessment;
— consolidation or regionalization of police, fire, water and sewer; and

— aregional asset district funded by new revenues on a regional basis.

At the state level, the plan suggests legislation:
— to provide a local option sales tax;
— to provide a liquor by the drink tax;
— to reallocate the Johnstown flood tax revenue;
— to budget an annual appropriation to compensate for the impact of nonprofits; and

— to modify the state requirement to provide public safety services.

On October 1, 2008, Reading’s Managing Director, Ryan Hottenstein presented a $71.5
million budget for 2009 with a 22.9 percent tax increase. The 2009 budget presentation
summarizes revenues and expenses from 2003 through 2007, the 2008 budget and estimates the
budgets for 2009 to 2013. The 2008 balanced budget of $60 million grows to almost $100
million in expenditures by 2013. Budgeted one time transactions that balance the current City
budget, for example, selling a city owned lake to Berks County in 2008, cannot be used again in

the future.

The Revenue Experience of Reading City

Tax revenue sources for Pennsylvania cities are largely composed of property taxes and
earned income taxes. Both taxes rely on a taxable base of value; for property, it is the assessed
values of properties; for the earned income tax, the base is mainly the earnings of wage earners
who reside—not just work—in the city. As any tax base increases in size, the revenue to the city
increases without official action. If the tax base is stagnant or declining, tax revenue does not
“naturally” grow. Governments can raise the tax millage rates on property to increase revenue
and may be able (under certain circumstances) to raise the earned income tax rate percentage.
(See Table 1.)

Structuring Healthy Communities — Municipal Case Studies March 2009
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Table 1
CITY OF READING
Real Estate Taxes, Assessed Values, Millage Rates
2003 - 2007 Actual, 2008 Budget

Change

Taxes Taxes Assessed Valuation Tax Rate Taxes Collected

Year Assessment Millage Levied Collected $ % Mills % $ %

2003 $1,454,352,480 10.30 $14,979,831  $14,632,135 - - - - - -
2004 1,444,301,900 10.30 14,876,310 14,629,341 -10,050,580 -0.69 - - -2,794 <01
2005 1,451,953,400 10.30 14,955,120 14,995,914 7,651,500 0.53 - - 366,573 2.5
2006 1,448,560,900 10.40 15,065,033 15,154,040 -3,392,500 -0.23 0.10 1.0 158,126 11
2007 1,464,362,200 10.90 15,961,548 15,384,219 15,801,300 1.09 0.50 4.8 230,179 15
2008 Budget 1,455,654,200 10.90 15,866,631 15,430,579 -8,708,000 -0.59 - - 46,360 0.3

Change
2003-2007
$ $10,009,720 0.60 $981,717 $752,084 - - - - - -
% 0.7% 5.8% 6.6% 5.1% - - - - - -

Note: Taxes Collected included General Fund (City Unaudited), Debt Service Fund and Recreation Fund (Audited)

The last countywide reassessment for Berks County was in 1994; the countywide
common level ratio for assessments to market value is 65 percent. In 2007, the Reading City
ratio of assessed values to market values was 109.1 percent, meaning that the taxed assessed
values in Reading may be higher than the actual market values of the property. During the
period 2003 to 2008, market values rose by 11.4 percent while Reading City’s assessed
valuations grew by one-tenth of one percent. Since 2003, the City’s millage rate increased by 5.8
percent. The lack of growth in assessed property values resulted in a net 5.5 percent increase in
the taxes collected. In addition, as the assessed valuations remain higher than the market values,
assessment growth will be much less than market growth for the near future. A countywide
reassessment would narrow the City’s ratio of assessed to market value, but may also
capture the growth in property values experienced in the City since the 1994 reassessment.
(See Table 2.)

Structuring Healthy Communities — Municipal Case Studies March 2009
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Year

2003
2004
2005
2006
2007

Table 2
CITY OF READING

Market to Assessed Valuations

Change
2003-2007

$
%

2003 - 2007

Assessed Values Ratio

Market Value

to Market Values

$1,174,396,400
1,209,538,800
1,206,414,200
1,309,931,000
1,308,441,200

$134,044,800
11.4%

SOURCE: State Tax Equalization Board.

123.9
1194
1194
109.1
109.1

Further increases in the tax millage rate may also be counter productive. In 2005,

Reading City property taxpayers paid a per capita property tax of $185 compared to $86

paid per capita average of the county’s other municipalities. On the earned income tax

revenue side, City residents pay a higher percentage of their income compared to most

other county municipalities, as a result, the per capita earned income tax paid in 2005 by

city residents was $107 compared to the county per capita of $81, or a rate of 1.3 times

more than non-city residents in Berks County. (See Table 3.)

Table 3
CITY OF READING
Earned Income Tax

2002 to 2007
Year % Rate Total EIT
2002 0.5 $3,847,321
2003 1.0 3,394,898
2004 1.2 5,492,391
2005 1.2 8,714,240
2006 1.2 8,058,263
2007 1.2 8,850,005
Change

2002-2007 0.7 $5,002,684

Change
3 %

-452,423 -11.8
2,097,493 61.8
3,221,849 58.7

-655,977 -7.5
791,742 9.8
130.0%
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When the City’s general fund expenditures in 1998 totaled $39.3 million, the property tax
provided 34.4 percent or $13.5 million of the annual budget. By 2008, the City’s general fund
budget was $71.6 million and the property tax provided $14.3 million or 20 percent of the budget
(with $800,000 in additional property tax funds). If Reading was to maintain the same
percentage property tax contribution to the general fund budget in 2008 as it did in 1998, it
would have needed to increase the real estate tax rate by 9.6 mills, an 88 percent increase in
property taxes. However, the City’s home rule charter limits property tax increases to no more
than five percent per year or a maximum compounded increase of 27 percent over five years.
Property tax revenues simply do not support Reading’s general fund budget to the extent they did
in prior years. (See Graph 1.)

Graph 1 City of Reading
Revenue Components

2003 through 2007; 2008 Budget
[Excluding Non-operational Debt]
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In the last ten years, the City’s property tax rate increased by 5.8 percent. From 1998
through 2005, real estate millage was 10.3; in 2006, it increased to 10.4; for 2007 and 2008 the
rate was 10.9 mills. During the same period, the real estate transfer tax was increased to five
percent—the highest rate in the Commonwealth—and the earned income tax was raised by 0.7

percent to 1.2 percent. Reading took full advantage of the Emergency Services/Local Services
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tax that the Governor signed into law in 2004. The City has also sought increased revenues from
sources other than taxes.

Graph 2 shows the growth in taxes, other revenue sources, and operational supplements
from 2003 to 2008.

Grpah 2 City of Reading
Taxes; Other Revenue; Operational Supplements
2003 through 2007; 2008 Budget
[ Excludes Non-operational Debt Proceeds]

$40,000,000

$35,000,000 —

$30,000,000

$25,000,000

$20,000,000 -

$15,000,000 -

$10,000,000 +—

$5,000,000 -+

$-

2003 2004 2005 2006 2007 2008

‘ O Total Taxes B Other Revenue O Operational Supplements

The Expenditure Experience of Reading City

While the growth in revenue and the mix of revenue sources changed in the review
period, operating costs further increased expenditures. A review of the operational categories
tells the story. In round numbers, public safety personnel expenditures grew by $12 million
dollars from 2003 through 2007, while personnel headcount remained fairly constant. (Public
safety salaries increased by 28 percent, employee benefits rose by 81 percent, and pension costs
were up 176 percent.) When total taxes are compared to public safety expenditures in 2007,
taxes collected exceeded expenditures by $300,000; in prior years, these same expenditures
exceeded taxes collected. (Prior to 2005, EMS expenditures were accounted for in a separate
fund.) The following graph provides a visual comparison of total taxes to police and fire

expenditures. (See Graph 3.)
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Graph 3 City of Reading
Police and Fire Expenditures Compared to Total Taxes
2003 through 2007; 2008 Budget
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During the same 2003 to 2007 timeframe, community improvement personnel
expenditures grew by $1.3 million as reflected by a 25.5 percent increase in salaries, 41 percent
in benefits, and 745 percent increase for pensions. Personnel costs for elected officials increased
43 percent for salaries, 13 percent for benefits, and 923 percent for pensions for a total increase
of $173,000. Administrative support personnel expenditures were up slightly over one million
dollars due to salary increases of 29 percent; 52 percent for benefits; and 1,114 percent for
pensions. Perhaps the most telling fact about these increases is that during the review period the
total number of all full time employees in the City of Reading increased by three, from 710 to
713 employees. A summary of total expenditures for the City by type of expenditure is
presented in Graph 4. Actual and budgeted dollars are provided in Table 4.

Structuring Healthy Communities — Municipal Case Studies March 2009
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Graph 4 City of Reading
Expenditure Components
2003 through 2007; 2008 Budget
[Excluding Non-operational Debt Uses]
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Table 4
CITY OF READING
Actual and Budgeted Expenditures

2003 to 2008
2003 2004 2005 2006 2007
Actual Actual Actual Actual Actual

2008
Budget

$18,639,323 $20,430,513 $22,126,102 $24,447,227 $23,715,580 $25,573,648

7,720,486 8,627,777 9,864,805 10,232,975 10,702,747
- - 2,889,237 3,128,181 3,585,381
1,363,996 1,164,018 1,260,730 1,420,290 1,529,304
4,364,197 4,662,681 4,289,264 6,190,621 8,251,595
15,200,566 15,146,389 15,579,909 17,785,574 18,879,432

11,824,670
3,587,176
1,406,879
8,934,529

20,227,243

$47,288,568 $50,031,378 $56,010,047 $63,204,868 $66,664,039 $71,554,145

Given the revenue constraints and expenditure growth, the yearly question for the City’s

administration goes beyond how the City of Reading will control costs or increase revenues. The

annual question is:

What drives these significant City operating increases when there is no

increase in the number of employees? The short answer is: employee contract arbitration awards,

Structuring Healthy Communities — Municipal Case Studies
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skyrocketing health care costs, and the costs of maintaining fully funded defined benefit pension
plans.

Most citizens would agree that the core mission of a city government is to provide public
safety (“safe”) and infrastructure (“clean”). “Clean and safe” is the number one objective for
every city mayor and this objective is expensive. Expenditures each year for police and fire

protection exceed the total of all other expenditures. (See Graph 5.)

Graph 5 City of Reading
Police and Fire Compared To All Other Expenditures
2003 through 2007; 2008 Budget
[excluding non operational debt uses]
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Operational Supplements

Total taxes collected do not pay for police and fire expenditures, so the City has the task
of finding the additional funds to fully pay these operating costs, as well as all other operating
expenses of the City.

What other services does Reading provide that may be outside the core mission, but add
to the expenses that must be covered by revenues? Two City service cost centers that could be
transferred to Berks County are the library (annual cost of $1.4 million with income of $900,000)

and the 911 dispatch center. Are there other operating costs that can be better controlled? An
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analysis of a centralized or group fuel purchase for vehicles is already underway with the school
district and the county. The City is also analyzing its electricity usage for street lights,
converting to LED traffic controls to offset some of the projected increased electric costs in
2010. Reading does not provide garbage service.

Though Reading has experienced budget surpluses in 2005 and 2006 largely as a result of
the sale of a city owned lake and other financing options, its future is not as optimistic. The
2008 budget strives for a no surplus/deficit outcome, but deteriorating economic conditions make
that less likely. The 2003-2007 history of surplus of deficit is depicted in Graph 6.

Graph 6 City of Reading
Surplus (Deficit)
2003 through 2007; 2008 Budget
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In a radio interview on March 11, 2008, Mayor McMahon foretold the financial crisis
that would befall Reading later in 2008 when he said the City was fortunate to have a surplus at
the end of 2006 as a result of some “one-time” occurrences. The Mayor reiterated that the real
estate millage rate had been nearly the same since the early 1990’s but that the available
revenues have only increased by the size of the millage increase because of a growing number of
tax exempt properties and decreases in the assessed valuation base. He said the worst case and
least likely scenario going forward would be to cut police and fire, given the taxpayer expected

support of the “clean and safe” mission of the City. A continued reliance on one time revenues
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every year is the most likely occurrence. Graph 7 presents the “one-time” occurrences that have
bridged the shortfall between revenues and operating costs for Reading since 2003. (See Table 5

for the actual dollar amounts.)

Graph 7 City of Reading
Operational Supplements
2003 through 2007; 2008 Budget
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Table 5
CITY OF READING
Operational Supplements
2003 to 2008 Budget

Draft

2003 2004 2005 2006 Audit 2007 2008
Operational Supplements Actual Actual Actual Actual Actual Budget
Transfers Water $2,655,697 $2,687,024  $3,449,048  $3,304,338  $3,378,313  $4,150,000
Transfers Water Meters - - - - - 2,125,000
Transfers Sewer 6,790,505 6,000,000 5,250,000 4,500,000 3,750,000 3,000,000
Transfer Other 102,549 83,440 99,401 43,940 60,371 35,000
Parking Authority Increase 500,000
Debt Proceeds Used for Operations - - 971,596 7,740,320 -
Proceeds from Interest Rate Swap Contract 425,000 700,197 3,091,200 4,500,397 - 5,000,000
Yearly Total Operational Supplements $9,973,751 $9,470,661 $12,861,245 $20,088,995  $7,188,684 $14,810,000
Percent of All Other Revenues 29.5 24.6 26.1 38.1 13.0 -

The City has used operational supplements in each budget year during the review period
and has used the proceeds to balance the budget, prevent deficits, and to continue to provide

services to residents. As a percentage of all other revenues realized by the City for the review
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period, these operational supplements range from 13.0 percent in 2007 to 38.1 percent in 2006,
for the five year review period, the average was 26.2 percent.
The role of operational supplements in balancing the City’s budget is shown in Graph 8.

The gap filled by these supplements has grown since 2005.

Graph 8 City of Reading
Revenue without Operational Supplements vs. Expenditures
2003 through 2007; 2008 Budget
[Excluding Non-Operational Debt Sources and Uses]
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