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SUMMARY: This bill would (1) restrict the issuance by a local government of nonvoted debt in the
form of certificates of participation for the purpose of financing a communication system, such as a
cable system or a system that provides internet access service; and (2) authorize the Revenue Laws
Study Committee to continue to study local government owned and operated communication services.

CURRENT LAW: Under G.S. 160A-311, cities are authorized to operate a number of public
enterprises and to finance these enterprises. One of the authorized public enterprises is a cable
television system. A North Carolina Court of Appeals case, BellSouth Telecommunications, Inc. v. City
of Laurinburg, 168 N.C. App. 75, 606 SE. 2d 721 (2005), interprets the statutory authorization to
operate a cable television system to include operation of a fiber optic network. Morganton (COMPAS
Cable TV), Wilson (Greenlight), and Mooresville and Davidson (MiConnection) currently offer cable
and internet service as a public enterprise. Sdlisbury is currently constructing a system to provide these
services.

All of the cities that currently operate a cable and internet system financed the system through the
installment purchase contract method authorized by G.S. 160A-20. This financing mechanism,
commonly known as certificates of participation, was not authorized when cities were given the
authority to operate a cable system as a public enterprise. Under this financing method, a city enters into
an installment contract secured by a security interest in the system that is constructed. Unlike the
issuance of genera obligation bonds, installment purchase financing is not subject to a vote of the
people. A certificate of participation is a document setting out the share of the city’s debt that is owed to
the holder of the certificate. In practice, the holder receives interest and principal paymentsin a manner
similar to interest and principal payments on a bond issued by the borrowing unit. The Local
Government Commission must approve a loca unit's use of certificates of participation and the unit
must give notice and hold a public hearing before it can enter into certificates of participation.

All of the cities that currently operate a cable and internet system had an operating loss in their
system in fiscal year 2007-08 and 2008-09 ranging from $128,000 to $2.6 million. Two of the cities,
Morganton and Wilson, have transferred funds from their electric utility public enterprise operations to
provide funds to their cable and internet systems. Salisbury has issued $35.9 million in certificates of
participation to finance its system and isin the process of constructing the system.

BILL ANALYSIS: Section 1 of the bill excludes an external communication system from the activities
acity can finance with nonvoted certificates of participation. The authority to finance these systems
through the issuance of genera obligation bondsis not affected. By limiting the exclusion to an external
system, the bill preserves the authority of citiesto provide a system for itsinternal governmental
purposes, such as police, fire, and rescue. The exclusion does not affect debt that has already been
issued.

The purpose of the restriction isto ensure that a city’ s financing for a communication systemis
supported by the people. This support would be manifest in avote on a general obligation bonds.
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Section 2 of the bill authorizes the Revenue Laws Study Committee to continue its study of local
government owned and operated communication services and to report its findings on this topic to the

2011 Genera Assembly.

EFFECTIVE DATE: This act would become when it becomes |aw.
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