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THE GENERAL ASSEMBLY OF PENNSYLVANIA

SENATE BILL
No. 1249 s

| NTRODUCED BY ZEMPRELLI, SINGEL, SHAFFER, ROSS, ROVANELLI AND
ANDREZESKI , DECEMBER 4, 1985

REFERRED TO FI NANCE, DECEMBER 4, 1985

OCO~NOUITARWNE

AN ACT

Declaring that it is the policy of the Commonweal th of
Pennsyl vani a to di scourage defaults in municipal obligations,
the reduction or elimnation of essential rmunicipal prograns,
and the deterioration and nonconstructi on of needed rmuni ci pal
capital inprovenents; providing for a definition and
standards for municipal financial distress; providing for
certain parties with standing to seek a di stressed
determination for a municipality; providing a process for a
di stressed status determ nation and renoval of said status;
provi ding for the devel opnent and adoption of plans to
overcome financial problens within distressed nmunicipalities
and for enforcenent of adopted plans; and authorizing
r ul emaki ng.
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Section 903. Appeals.
Section 904. Appropriations.
Section 905. Effective date.

The General Assenbly of the Conmonweal th of Pennsyl vani a
her eby enacts as foll ows:

CHAPTER 1
SHORT TI TLE
Section 101. Short title.

This act shall be known and nmay be cited as the Distressed
Muni cipalities Act.

CHAPTER 2
DEFI NI TI ONS AND STANDARDS
Section 201. Distressed nunicipality.

A distressed nunicipality is a city, county, borough, town,
townshi p or general purpose nunicipality if one or nore of the
foll ow ng conditions exists:

(1) The general fund financial obligations of that
muni ci pality are forecast or are reasonably expected to
exceed its revenues for the forthcom ng fiscal year next
followng two i medi ate fiscal years which, in the case of
the prior year, the general fund expenses have exceeded
revenues, and in the case of the current year in which the
determnation is made, it is reasonable to expect that
financial obligations will exceed revenues by such an anount
or to such a degree that nunicipal services or facilities
have been or will be affected adversely.

(2) The nmunicipality has experienced a sudden decline in
revenues whi ch have been fairly and reasonably estinated or a
sudden unforeseen increase in expenditures, or both, which

are of such nmagnitude that public services have suffered in
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1 the current year and it is reasonable to anticipate that, in
2 the ensuing fiscal year, the expenditures of the municipality
3 will significantly exceed revenues unless drastic neasures

4 are taken to bal ance the budget.

5 (3) The salaries of any public enpl oyees concerning

6 which there is no dispute have remai ned unpaid for a period
7 of 30 days.

8 (4) The nunicipality has defaulted in paynent of

9 principal or interest on any of its bonds or notes or in

10 paynent of rentals due any authority or in paynment of its

11 budget ed contribution to any pension fund during the fiscal
12 year for which the amount was budgeted and no action has been
13 initiated by the municipality within that period of tinme to
14 make paynent.

15 (5) The nunicipality has accunul ated and has operated
16 with a deficit equal to .05% or nore of the assessed

17 val uation of the taxable real estate within the nunicipality
18 for two successive years.

19 (6) The nmunicipality, for a period of at |east 30 days
20 beyond the date due, has failed to transfer to the
21 appropri ate agency:
22 (1) taxes withheld on the incone of any enpl oyees;
23 or
24 (1i) enployer or enployee contributions for Federa
25 soci al security.
26 Section 202. Definitions.
27 The foll ow ng words and phrases when used in this act shal
28 have the nmeanings given to themin this section unless the
29 context clearly indicates otherw se:
30 "Audi tor General." The Auditor General of the Commopnweal t h.
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"Council.™ The nunicipal |egislative body, whether a
council, board of comm ssioners or board of supervisors.

"Departnment.” The Departnent of Community Affairs of the
Commonweal t h.

"Di stressed nunicipality coordinator” or "coordinator."” The
of ficial appointed by the secretary with the powers and duties
as prescribed in Chapters 5, 6, 7 and 8.

“"Mayor." The chief executive officer of the nunicipality.

“Muni cipal clerk.”" The city clerk, chief clerk, nunicipal
secretary or custodian of the official records of the
muni ci pality.

"Municipality.” Any county, city, borough, incorporated
town, township or any simlar general purpose unit of governnent
whi ch shall hereafter be created, including any nunicipality
operating under the provisions of a Hone Rule Charter, or a
muni ci pal authority as defined in 1 Pa.C.S. § 1991 (relating to
definitions).

"Revenues." All taxes, fees, charges, gifts, grants,

i nterest earnings, surpluses fromprior years and the proceeds
fromthe sale of nunicipal property. In this instance, revenues

shall not include the proceeds fromthe sale of "tax

antici pation notes"” or fromthe sale of bonds, notes or other

obl i gations pursuant to the act of July 12, 1972 (P.L. 781,

No. 185), known as the Local Governnment Unit Debt Act, or

tenporary transfers or interfund borrowing fromone fund to

anot her to nmeet an operating deficit in a specific tinme period.
"Secretary."” The Secretary of Community Affairs of the

Commonweal t h.

CHAPTER 3
STANDI NG
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Section 301. Determ nation of distressed nunicipality.

(a) GCeneral rule.--The follow ng have standing to seek a
determ nation of distressed nunicipality:

(1) Either the mayor or executive of a nunicipality
operating under the strong-nmayor or executive form or the
muni ci pal council of any nunicipality by resol ution passed by
a mpjority of a quorumfollowing a duly advertised public
heari ng.

(2) A creditor or creditors of the nmunicipality to whom
or to which firm partnership or corporation is owed the sum
of $2,000 or nore, the paynment of which is at |east six
nonths in arrears because of the financial condition of the
muni ci pal ity and not because of a dispute involving the
obligation. Creditors may include the governing board of a
pensi on fund of the nunicipality.

(3) Ten percent of the nunmber of electors of the
muni ci pality that voted at the | ast nunicipal election by
petition to the departnent alleging that the nunicipality is
di stressed.

(b) Determnation of Auditor Ceneral.--The Auditor GCeneral
shall nmake determ nations that a nmunicipality is distressed
based upon the Auditor Ceneral's review and eval uation of a
muni ci pality's annual budget. The Auditor General's review of a
muni ci pality's budget shall be conducted within six nonths of
the nmunicipality's adoption of an annual budget. If the Auditor
CGeneral determnes that a nmunicipality is distressed, the
Audi tor General shall notify the secretary. If the nmunicipality
di sagrees with the Auditor General's determ nation, the
muni ci pality may petition the secretary, within 30 days of the

Audi tor General's determ nation, as provided under Chapter 4. I|f
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the nmunicipality does not chall enge the Auditor Ceneral's
determ nation, within 30 days fromthe date of the Auditor
Ceneral's determ nation, the secretary shall appoint a

di stressed municipality coordinator, as provided in section 501.

(c) Scope of review --The Auditor General shall also review
a municipality's capital expenditures in relation to the
muni ci pality's operating expenditures, the nmunicipality's debt
to revenue ratio, the nmunicipality's revenue estimates and
prospective revenues, and other fiscal budget itens the Auditor
CGeneral deens appropriate.

CHAPTER 4
DETERM NATI ON OF MUNI Cl PAL DI STRESS
Section 401. Procedure for petition for a declaration of
muni ci pal di stress.

(a) Petition.--A party with standing to petition, as defined
in Chapter 3, may petition the secretary seeking a determ nation
that the nmunicipality involved is a distressed nmunicipality. The
petition shall include a statenment of facts which suggests that
the municipality is distressed. In the event a municipality
wants to chall enge the determ nation of the Auditor General that
it is a distressed nmunicipality, the municipality shall follow
t he procedures provided under this chapter, except that its
petition shall include a statenent of facts that shows that it
is not a distressed nunicipality.

(b) Hearing.--Wthin ten days of the receipt of a petition,
the secretary shall set the tine and place for a public hearing,
whi ch shall be scheduled within or near the subject
muni ci pality.

(c) Investigation.--After receiving the petition but prior

to the public hearing, the secretary may nake a study or
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investigation into the affairs of the nunicipality. The results
of such investigation shall be placed in the record of the
publ i ¢ heari ng.

(d) Notice.--The hearing shall be held no sooner than two
weeks nor later than 30 days fromthe date the hearing is set.
The secretary shall publish notice of the hearing beforehand at
| east once in a newspaper of general circulation in the
muni ci pality in question and shall give witten notice by
regi stered mail to or direct service upon the municipal clerk,

t he mayor or executive, the nunicipal solicitor and each counci
menber of the nmunicipality. The rmunicipal clerk shal

i medi ately give witten notice by registered nail or direct
servi ce upon the president of each collective bargaining unit
representing any enployees of the municipality and the president
of any bank or lending institution that is trustee for the
owners of any of the nunicipality's bonds or tax anticipation
not es.

(e) Hearing officer.--The secretary or an official of the
department designated by the secretary, or a hearing officer
appoi nted by the secretary, shall conduct the public hearing to
hear the opinions of interested persons, organizations and
public officials.

(f) Determnation.--Wthin 20 days of the hearing, the
secretary shall issue an administrative determ nation of whether
the municipality is a distressed nmunicipality and the reasons
therefor. If a hearing officer has been used to conduct the
hearing, the hearing officer shall present a recomended
determ nation to the secretary within 20 days follow ng the
heari ng and the secretary shall affirmor reject the recommended

determination within five cal endar days of its presentation by
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t he hearing officer.
Section 402. Failure of Conmonwealth to provide funds no basis
for distressed determ nation.

No runicipality shall be deenmed to be distressed by reason of
any of the above circunstances arising as a result of the
failure of the Comonwealth to make any paynent of noney,

i ncl udi ng any Federal noney which passes through the
Commonweal th, due the municipality at the time such paynment is
due.

Section 403. Cessation of nunicipal financial distress status.

(a) Automatic revocation.--The determ nation of financi al
distress in a nunicipality shall be automatically revoked
whenever two fiscal years elapse during which the conditions
which led to the determ nation of distressed nmunicipality by the
secretary no |onger exist.

(b) Determ nation by secretary.--Following a duly adverti sed
public hearing with notices given as in section 401, the
secretary nmay issue a determnation that the conditions which
led to the earlier determ nation of distressed nunicipality are
no | onger applicable, thereby elimnating the status of
di stressed municipality. Such a finding shall include a
statement of facts as part of the final order.

CHAPTER 5
DI STRESSED MUNI Cl PAL COORDI NATOR AND PLAN
Section 501. Coordinator and pl an.

(a) Appointnment.--No |ater than 30 days follow ng a
designation of a nmunicipality as being distressed, the secretary
shal | appoint a distressed municipality coordinator who shal
prepare a plan for solving the nunicipality's financial

probl enms. The coordi nator may be furni shed additional staff or
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1 consultant assistance, if needed, or may be a consultant or

2 consulting firm No el ected or appointed enpl oyee of the

3 nunicipality shall be eligible for serving as coordinator. The
4 coordinator shall be an expert in nunicipal admnistration and
5 finance.

6 (b) Contents of plan.--Such a plan shall include, but not be
7 limted to:

8 (1) Projection of revenues and expenditures for the

9 current year and the next two years, both assum ng the

10 continuation of present operations and as inpacted by the

11 nmeasures in the plan.

12 (2) Efficiency and productivity recomendati ons.

13 (3) Cost-cutting reconmendati ons.

14 (4) Revenues enhancenent recomendati ons, including tax
15 or fee changes.

16 (5) Accounting reconmendati ons.

17 (6) Autonmation reconmendati ons.

18 (7) Collective bargai ning agreenent change

19 reconmmendat i ons.
20 (8) Permanent and tenporary personnel staffing |evel
21 changes or changes in organi zati on.
22 (9) Reconmended changes in rmunicipal ordinances or
23 rul es.
24 (10) Recomendations to seek the funding of debt or tax
25 antici pation note financing pursuant to the act of July 12,
26 1972 (P.L.781, No.185), known as the Local Governnent Unit
27 Debt Act.
28 (11) Recomendations for special audits or further
29 st udi es.
30 (12) Recomendation to file or not to file for
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bankruptcy pursuant to Federal |aw.

(13) Recomendations for changing the current or next
year's operating or special fund budgets.

(c) Authority of coordinator.--The distressed nunicipality
coordi nator shall have full access to all municipal records and
the cooperation fromall officials and enployees. If in the
course of his or her work the coordi nator believes that any
of ficial or enployee of the nmunicipality is not answering
guestions accurately or conpletely or furnishing informtion
requested, the coordinator may notify the enployee, in witing,
to furnish answers to questions or to furnish docunents or
records, or both. Failure to respond to the witten request for
bona fide information, as determ ned by the coordinator, shal
be treated as insubordination punishable in the same nanner as
woul d be the case if either the mayor or the municipal counci
had requested the sane information fromthe said official or
enpl oyee.

Section 502. Hearings authorized.

The coordi nator may hold public neetings in connection with
pl an preparation.

Section 503. Coordinator barred fromelective office.

The coordinator may not run for an elected office of the
municipality within two years of the final adoption of any plan
pursuant to Chapter 7.

CHAPTER 6
STATE AGENCY COOPERATI ON
Section 601. Secretary to notify State agencies.

| medi atel y upon nmaking a determ nation that a nmunicipality

is distressed, the secretary shall notify the heads of all State

agencies of the determ nation. Each State agency shall then
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cause a review to be undertaken of all matters and prograns
pendi ng, underway or about to be commenced or possible prograns
concerning the distressed nmunicipality. Any action which is
within the authority and budget of any State agency which in the
j udgnment of the head of the agency will help to inprove the
muni ci pality's financial situation and sound operations shall be
reported to the secretary and to the coordinator and, if
feasi bl e and consistent with the plan as furnished or in
preparation, shall be inplenented.
CHAPTER 7

PLAN ADOPTI ON AND AMENDMENT
Section 701. Prelimnary plan.

The coordi nator shall present the prelimnary plan to relieve
financial distress to the secretary within 120 cal endar days of
bei ng nanmed. A copy shall go to the mayor, each council nenber
or supervisor, the solicitor, the chief finance officer of the
muni ci pality and all other parties with standing to seek the
di stressed municipality determ nation, except as in section 301.
A copy shall also be sent to the heads of all State agencies. A
copy shall also be on file in the nunicipal clerk's office.
Section 702. Review of prelimnary plan; revision.

During a three-week period followi ng the recei pt by the
secretary of the prelimnary plan to relieve financial distress,
comments may be nmade, in witing, directed to the coordinator,
with a copy to the secretary. If, after two weeks, the conments
are judged by the secretary to be significant, the secretary may
direct the coordinator to revise the plan. Said revision shal
be conpleted in no nore than 30 days.

Section 703. Changes in coordinator's plan follow ng hearing.

If the coments are judged by the secretary to be m nor or

19850S1249B1660 - 12 -
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unsubstantiated, or if the plan has been revised foll ow ng
comments, the secretary shall set a public hearing at a regul ar
or special neeting of the nunicipal |egislative body at a tine
no nore than 30 days later. The hearing shall be advertised in
t he sane manner as in section 401. The coordinator, the nmayor or
executive of a nmunicipality operating under the strong-mayor or
executive formof governnment, any other chief executive officer
of the municipality, any business adm nistrator, and any chief
finance officer of the municipality shall be present. The
coordi nator may nake changes in the plan imediately follow ng
the hearing of views and concerns expressed during the public
heari ng.

Section 704. Adoption of plan by nunicipality.

No |later than two days follow ng the public hearings, the
muni ci pal |egislative body may enact an ordi nance approving the
directing and i npl enmentati on of the plan, which shall include
enact ment of other ordi nances and revisions to ordi nances.

Not wi t hst andi ng any ot her provision of Iaw, the mayor shall not
have veto power over this ordinance. If the ordinance takes
effect in a nunicipality operating under the strong-mayor form
or executive formof governnent, the mayor or executive may
enact an executive order directing the inplenmentation of the
plan no |later than 14 cal endar days fromthe enactnent of the
ordi nance by the council.

Section 705. Preparation of plan.

(a) Mayor's or executive's plan.--1f the council enacts an
ordi nance directing the inplenentation of the plan and the mayor
or executive of a municipality that operates under the strong-
mayor or executive form of governnment refuses to issue the

executive order as provided in section 704, or if the council
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refuses to enact an ordi nance approving the coordinator's plan,
then in the case of a nmunicipality operating under the strong-
mayor or executive form of governnent, the mayor or executive,

wi thin 14 cal endar days of the action or refusal to act on the
ordi nance by the council, shall develop a plan including a

si gned executive order inplenenting the same, which shall be the
subject of a public hearing no later than ten days following its
conpl etion. The coordinator shall attend the public hearing and
furnish witten and oral comments on the mayor's or executive's
pl an.

(b) Council's plan.--1n the case of a municipality operating
under a form of governnent other than a strong-mayor or
executive formof governnent, if the council refuses to enact
t he ordi nance or ordi nances approving and i nplenenting the
coordinator's plan as provided in section 704, then the counci
shal |l devel op or cause to have been devel oped within 14 cal endar
days of the public hearing, a plan which shall be the subject of
a public hearing no later than ten days following its
conpl etion. The coordi nator shall be furnished with a copy of
the council's plan i medi ately upon its conpletion. The
coordi nator shall attend the public hearing and furnish witten
and oral comments on the council's plan.

Section 706. Approval or rejection of plan.

(a) Submi ssion to secretary.--Follow ng the public hearing
on the mayor's or executive's plan or the council's plan as
provi ded in section 705, the council may enact an ordi nance
i ncl udi ng ot her inplenmenting ordi nances or revisions to
ordi nances approving the said plan. If an ordi nance is enacted
approving this plan, it shall be forwarded to the secretary for

adoption or rejection.
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1 (b) Approval.--If the secretary is of the opinion that the
2 plan, when inplenmented, will overcone the nunicipality's

3 financial distress, the secretary shall approve the plan by

4 rule.

5 (c) Disapproval.--1f the secretary is of the opinion that

6 the said plan, when inplenmented, will not overcone the

7 municipality's financial problens, the secretary shall, by

8 admnistrative adjudication, disapprove the plan, and the

9 nunicipal ordinance approving the said plan shall be rescinded;
10 however, the instrunment disapproving the plan and ordi nance

11 shall contain a conplete statenment of facts and conclusions in
12 explanation of the secretary's action.

13 Section 707. Approval of coordinator's plan when other plans
14 not approved.

15 If the municipal |egislative body refuses to enact an

16 ordinance approving a plan as provided in sections 704 and 706,
17 or if the secretary disapproves the plan devel oped pursuant to
18 section 705 and approved pursuant to section 706, then the

19 coordinator's plan, as may be anended, shall be approved by the
20 secretary by rule.
21 Section 708. Plan anendnent.
22 The initiation of any anmendnent to an adopted plan may be
23 done by the coordinator, the mayor or executive of a
24 nmunicipality operating under the strong-mayor or executive form
25 of governnment, or the council of a nunicipality operating under
26 any other form of government. The adoption process for an
27 anendnment shall be the sane as for the adoption of the original
28 pl an.
29 CHAPTER 8
30 SANCTI ONS AND | MPLEMENTATI ON

19850S1249B1660 - 15 -
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Section 801. Debt provisions.

| npl ement ati on of any approved plan shall becone a condition
precedent for the approval of any |long-term debt, tax
antici pation notes or debt funding pursuant to the act of July
12, 1972 (P.L.781, No.185), known as the Local Governnent Unit
Debt Act. If both the |l ender and the nunicipality jointly agree
to waive any and all of the provisions of the plan, then the
said provision or provisions may be waived, but any such waiving
nmust be expressly worded in the indenture or contract securing
t he debt.

Section 802. State agency grants.

No grants shall be made to any distressed nunicipality with a
pl an adopted by the secretary pursuant to section 707 unless the
contract securing the grant contains a stipulation that the
provi sions of the plan will be inplenented. The secretary, in
witing, may waive this requirenment in the case of a specific
grant if, in the secretary's judgnment, approval of the grant is
in the best interest of the Commonweal t h.

Section 803. Effect on collective bargaining and bindi ng
arbitration.

(a) Copies of plan.--Copies of any approved plan shall be
furnished to all collective bargaining negotiators and
arbitration boards created under the act of July 23, 1970
(P.L.563, No.195), known as the Public Enpl oye Rel ati ons Act,
and the act of June 24, 1968 (P.L.237, No.111), referred to as
the Policenen and Firenmen Col |l ective Bargai ning Act.

(b) Plan not affected by certain agreenents or
settlenents.--Any agreenent or arbitration settlenment agreed to
subsequent to the adoption of the plan shall not in any manner

vi ol ate, expand or dimnish the provisions of the plan.
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Section 804. Municipal bankruptcy.

A municipality may not file a petition for bankruptcy in any
United States court unless there is in effect a determ nation
that the said municipality is distressed and the action seeking
muni ci pal bankruptcy is not precluded by an adopted pl an.
Section 805. Loans or grants to a nunicipality.

(a) Guarantees and | oans.--The secretary nay provide a
guarantee to private lenders for the loans that a distressed
muni ci pality m ght secure as a neans to help it elimnate its
di stressed fiscal condition. The secretary may al so provide | ow
interest loans to a distressed nunicipality for the purpose of
hel ping the distressed nmunicipality to alleviate or elimnate
its distressed fiscal condition.

(b) Gants.--If the coordinator determ nes that a distressed
muni ci pality would be financially unable to repay any | oans, the
secretary is authorized to provide grants to such nunicipality
for the purpose of alleviating or elimnating the distressed
fiscal condition of the nunicipality.

CHAPTER 9
M SCELLANEQUS
Section 901. Rules.

The secretary shall adopt procedural rules no later than four
cal endar nonths fromthe effective date of the act to facilitate
i npl enentation of this act.

Section 902. Repeals.

Al'l acts and parts of acts, and mnunicipal charters, including
home rul e charters or parts of nunicipal charters, are repeal ed
insofar as they are inconsistent with this act.

Section 903. Appeals.

The court of common pleas of the county in which the
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muni cipality is situated shall be the court of appellate
jurisdiction in matters involving adm nistrative adjudi cation
relating to the nunicipality as authorized by this act.

Section 904. Appropriations.

1

2

3

4

5 Any cost incurred in paying the salaries of the coordinator
6 or his staff, in paying any consultant's fees, in providing

7 supplies for the coordinator's office, in paying for the

8 conducting of public hearings or in incurring any other costs
9 resulting fromthis act shall be borne by the departnment. No
10 costs shall be borne by the affected municipality.
11 Section 905. Effective date.

12 This act shall take effect inmediately.
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