SENATE BILL 474

State Intercept for Net Zero Schools



NC Senate Bill 474 and the proposed State Intercept Program-

Credit rating agencies define four types of State Credit Enhancement Programs:

(1) Intercept/Withholding, (2) Standing or Annual Appropriation, (3) State Guarantee, (4) State
Permanent Fund. Our proposed legislation focuses on the first type - Intercept/Withholding. As
indicated on the attached S&P report (list of states "Current List"), most of the 25 states with Credit
Enhancement Programs including "Intercept/Withholding" programs have been rated AA or better with
6 having an AAA credit rating. The program being proposed for leased, net zero schools in NC provides
the greatest benefit to school districts with no adverse effect on the state’s credit rating. Specifics of
S474 are as follows:

The LGC is required to evaluate and approve all leases with a term of 3 years or more
2. The County may opt-in to the intercept program, but the County is NOT required to participate
in the intercept program
3. The state may only use UNRESTRICTED moneys to fund a default on the part of the county
. The state is only obligated and allowed to intercept funds due the County or School system
5. (b2) (5) clearly states that “NOTHING IN THIS SECTION IS DEEMED OR CONSTRUED TO CREATE A
DEBT OF THE STATE” ...

This program is expected to accomplish the following:

1. Lower the interest rate on leased, net zero schools in low wealth counties by approximately
one-half percent (.5% )
2. Ona $25,000,000.00 project the intercept would conservatively save the County or School

System approximately $1,200,000

3. Encourage the development of “net zero” schools that generate more electricity than they use
On a $25,000,000.00 project this will save the County approximately $16,000,000
4, Produce better learning environments that improve test scores and encourage higher level

learning

Because this program only applies to unrestricted money it will NOT divert money restricted for
particular uses. It is not accurate to say “that this intercept would take money that would have gone to
pay teachers.” 115C-530(a) (3) has stated, since inception over 20 years ago, that counties MUST
appropriate funds for operating leases. Payment of an operating lease is a legal and contractual
obligation. There are many other obligations that counties have that are discretionary. If a County does
not pay operating lease payments and unrestricted money from the state is intercepted to pay the lease
payment the County would then take the money they appropriated to pay the lease payment and pay
for the discretionary items that the intercepted money was supposed to pay. If the money to pay the
lease payment is not appropriated then the County would be in violation of a state law which has
successfully worked for over 20 years.

While there are state enhancement programs that rely on state credit backstops, the one proposed for
NC is limited to withholding of state aid only.



If there is any question about the impact of a state intercept on the State’s credit rating | suggest that
the state send the proposed legislation to the 3 rating agencies and request a private letter ruling on the

issue.

There are currently six states rated AAA by S&P with Credit Enhancement Programs including
"Intercept/Withholding" programs similar to our proposing bill. Additionally, Moody's has four other
AAA rated states with Credit Enhancement Programs. Here is the complete list of triple-A rated states:

Georgia
Indiana
Maryland
Missouri

New Mexico
South Carolina
Tennessee
Utah

Virginia
Wyoming

There are 15 other states with a credit rating of AA or better that have state Credit Enhancement
Programs including "Intercept/Withholding" programs per the attached S&P report.

S&P currently rates 35 Credit Enhancement Programs in 24 states and of these 16 are
"Intercept/Withholding" programs.
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