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RULES FOR THE
2017-18 LEGISLATIVE RESEARCH COMMISSION
[Adopted: November 9, 20171

L. Legislative Research Commission; member; Cochairmen and designees; terms.—As
provided by statutc, the Legislative Research Commission (hereinafter referred to as
"Commission") shall consist of five (5) Senators appointed by the President Pro Tempore
of the Senate and five (5) Representatives appointed by the Speaker of the House. The
President Pro Tempore and the Speaker shall be ex officio members of the Comumission
and shall scrve as the Cochainmen of the Comunission. Each Cochairman, respectively,
may select a legislator to serve as a Cochainman designee. Where applicable law requires
the action of the Cochalrmen, the Cochainmen designees shall make nonbinding
recommendations to the respective Cochairmen for final action. The Cochainmen or
Cochairmen designees shall set the agenda for the Commission's meetings. n the absence
of a Commission meeting, the Cochairmen shall have the authority to allocate funds, to
modify allocations of funds to the Commission's committees to direct studies to be
conducted, and to request another State agency, board, commission or committee to
undertake a study authorized by the Commission.

2. Areas of study,—The Commission shall determine which. of the subjects the Cochairmen
have authorized to be studied shall be funded and which the Commission shall request a
more appropriate Study agency to study pursuant to G.S. 120-30.17(9).

3. Commiitees; committee cochairmen; members.—As provided by statute, the
Cochairmen may appoint committees, including advisory subcommittees, to conduct the
studies that the Commission is authorized to undertake. The composition of each
cominittee ig at the discretion of the Cochairmen, as advised by the Cochairmen designecs.
The Cochairmen shall appoint the committee chairs.

Pursuant to G.S. 120-30.10(c), the Cochainnen may appoint persons who are not legislators
to advisory subcommnittees. Non-legislator members are permitted to vote on questions
before the advisory subcoummittees,

Upon agreement between the cochairmen or chairman of each committee, either or both
shall call the meetings of the committee, set the agendas for the meetings, and preside over
the meetings. Other duties of the committee chairs include voting on all questions before
the committec and signing and transmitting all reports of the committee to the Cochairmen.

4, Procedure before the Commission and its committees.—
(a) Commission meetings and presiding officex. Commission meetings shall be
called by both Cochairmen or by both Cochairmen designees. The Speaker, or the
Speaker's Chairman designee, shall preside over Commmission meetings in odd-
numbered years, and the President Pro Tempore, or President Pro Tempore's
Chairman designee, shall preside in even-numbered years, A Cochairman or
Cochairman designee may preside at any time (1)} during the absence of the
presiding Cochairman or Cochairman designee or (2} upon the presiding
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Cochairman's or Cochairman designec's request.

(b)  Scheduling and notice of meetings. Mestings of the Commission and its
committees shall be held at the Legislative Building or the Legislative Office
Building, unless otherwise approved in advance by the President Pro Tempore and
the Speaker. The scheduling of meetings of the Commission and its committees
wherever held shall be coordinated through the Legislative Services Office. Notice
of meetings of the Commission and its committees shall be given by regular or
electronic mail to those who have requested notice, and to the Legislative Services
Office, which shall post the notice on the General Assembly web site. Any
modification to the meeting schedule, as published, shall be noticed as soon as
possible. Commitlees shall limit the mumber of meetings to no more than four {4}
prior to the convening of the 2019 General Assembly, unless additional meetings
are approved in advance by the President Pro Tempore and the Speaker.

{c) Quorum. As provided by statute, eight (8) members, including ex officio members,
shall constitute a quorum of the Commission. With respect to any committee, a
majority of the commiltee shall constitute a guonum of the committee.

(dy  Attendance. When attending a meeting, each member should sit with the
Commission or committee for at least three quarters of the time during which the
Commission or committee is in session.

(e) Voting. All questions before the Commission shall be detcrmined by a simple
majority of the members present and voting. If both Cochairmen or both
Cochainnen designees are present at a meeting of the Cominission, they may vote
on questions before the Commission. All questions before any committee shall be
determined by a simple majority of the members present and voting. A two-thirds
(2/3) vote of the members present shall be necessary to sustain any appeal from 2
ruling by the presiding officer.

(e) Closed sessions. The Commission or any committee can hold a closed session only
as provided by law.

5. Members' terms, compensation, and dutics.—As provided by statute, Commission and
committee members' terms shall begin on the day of appointment and shall end on January
15,2019, The Commission shall hold its final meeting prior to that date. As provided by
statute, Commission and committee members shall be compensated as follows: All
Commission and committee membets who are members of the General Assembly are
eligible to receive a travel allowance of twenty-nine (29¢) per mile for transportation by
privately owned automobile and actual fare for any other conveyance. All others will
receive mileage at the rate approved by the Office of State Budget and Management. The
reimbursement to Comrnission and committee members for any mode of travel in-State
shall not exceed the eost of travel by privately-owned automobile plus cost not exceeding
one (1) extra day per diem,

Members of the General Assembly shall receive a subsistence allowance of one undred
and four dollars ($104.00) per day. Committee members who are not members of the
General Assembly or State officers or employees shall receive compensation at the rate of
fifteen dollars ($15.00) per day. All non-legislator advisory subcommittee members shail
receive a maximum subsistence allowance for each day of service of one hundred five
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dollars and twenty cents ($105.20) when travelling in-State and one hundred twenty dollars
($120.00) a day when travelling out-of-State. Costs of ovemight lodging must be
documented.

6. Staff.—Clerical assistance for the Cormmission and committees shall be determined and
assigned by the Cochairmen. The Director of the Legislative Analysis Division shall
coordinate the professional staffing of the comumiltees by Legislalive Services Office
personnel or outside consultants, subject to the approval of the Cochairmen, The costs of
travel by a staff member on behalf of a committee shall be paid from the appropuate
committee budget as approved by the Cochairmen. Committes clerks shall be authorized
to work up to five (5) days for eaeh committee meeting, including the day of the meeting;
provided that the Commission member responsible for the study shall be authorized, after
consultation with either Cochairman, to approve additional work time as the member
deems to be necessary. Comumittee clerks shall remain under the supervision and control
of the supervisor of clerks of the respective house.

7. Reports of committees.—

(a)  Adoption by committee. If a committee is to make recommendations to the
Commission, the committee cochairmen shall ensure that a draft of the committee
report is sent to the committee merbers aud any person designated by the
Cochairmen or the Cochairmen designees at least seven (7) days before the
committee's meeting at which the report is to be approved. The actual text of the
final report shall be adopted by the conunittee at its meeting prior to transmittal of
the report to the Commission and shall include all recommended legislation. With
the approval of the committee cochairmen, typographical errors may thereafter be
corrected, but no other change may be made in the report by any individual or
committee.

(b)  Transmittal to Commission. Reports to the 2018 Session of the 2017 General
Assembly shall be submitted to the Cochairmen or Cochafimen designees not later
than Friday, April 20, 2018, Reports to the 2019 General Assembly shall be
transniitted to the Cochairmen or Cochairmen designees not later than Friday,
December 14, 2018, No committee shall meet after Friday, December 14, 2018.

(¢) Action by the Commission and fransmittal to the General Assembly. The
Commission may accept for transmittal to the General Assembly the reports of its
committees with whatever modifications to those reports the Cormmission deems to
be appropriate. Such trangmittals to the General Assembly are for its consideration
of the recommendations of the committees and do not amount to endorsements of
those recommendations,
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NORTH CAROLINA GENERAL ASSEMBLY
STATE LEGISLATIVE BUILDING
16 W, Jones Street
Raleigh, North Carolina 27601-1030

November 21, 2017
Senator Bill Rabon, Chairman Representative David Lewis, Chairman
Legislative Research Commission Legislative Research Commission
North Carolina Senate N.C. House of Representatives
16 W, Jones Street, Room 2010 16 W. Jones Street, Room 2301
Raleigh, NC 27601-2808 Raleigh, NC 27601-2808

Dear Sen, Rabon and Rep. Lewis:

Pursuant to G.S. § 120-30.13, Senator Rabon has been designated as the Senate Cochair of the
2017-2018 Legislative Research Commission (“Commission™ or “LRC”). Representative Lewis
has been designated as the House Cochair of the Commission. This correspondence revises the
letter we issued on November 9, 2017, the contents of which the LRC approved at its initial
meeting. The change made herein is administrative and simply corrects the title of the third study
committee. Committee charges and membership have not changed. The LRC is autherized to
proceed with its commmittees and ratify this change when it meets to consider its
recommendations to the 2018 session of the 2017 General Assembly.

As you prepare your agenda for the Commission, pursuant to G.S. § 120-30.17, we authorize the
Commission to appoint Study Committees to study the matters outlined in this letter. Each of you
shall serve as an ex officio member of each Study Committee. The Cochairs and appeintees to
each Study Committee are also identified. Please resttict each Study Committee to a maximum
of four meetings unless additional meetings are pre-approved by our offices.

Unless directed otherwise in this letter, the Commission shall report its recommendations of the
foregoing Study Committees, including recommended legislation, to the 2018 Session of the
2017 General Assembly. Individual Study Committees must submit their reports for the 2018
Session of the 2017 General Assembly to the Comimission on or before April 21, 2018.
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Authorized Joint Committces

Clommittee on Intellectudl and Developmental Disabilities

The Commitiee shall study and recommend changes in policy for consideration by the General
Assembly regarding the quality and availability of evidence-based services to support individuals
with intellectual and/or developmental disabilities (“UDD) in retaining employment, The
Committee may examine the following:

L.

2,

The current resources and programs available in North Carolina to transition those
with IDD into integrated, paid, competitive employment;

Review what services and supports are necessary to provide transition from education
to employment for those with IDD;

Review what programs the State should support and invest in to allow more
individuals with IDD to become employed, including programs within State and
Local Governments to employ those with IDD;

Review what role the North Carolina Education Systemn can play in the transition
from education to employment for those with IDD;

Reviewing County-level coordination between programs and agencies serving
individuals with IDD and how to increase awareness of available services to local
governments and target populations; and

Care solutions and opportunities for those with IDD that are not capable of fully
transitioning into a work environment,

Senate Members House Members

Sen. Rabon Ex Officio Rep. Lewis Ex Officio

Sen, Lee } Chair Rep. Bradford Chair
|'Sen, Barefoot Rep. Dollar

Sen, Barringer Rep. Malone

Sen. Edwards . Rep. Sauls

iSen. Chandhuri ‘Rep. Insko

IL. ‘Conimittee on Privite Process Seyvers

The Committee shall study the safety and efficiency of the use of private process servers in
summary ¢jectment proceedings, In doing so, the Committee may consider the following:

L,

2.

The percentage of North Carolina summary ¢jectment cases where each Sheriff fails
to effectuate service of process within the five-day period required by G.S. § 42-29;
The safety and efficiency of the use of private process servers in summary ¢jectment
proceedings in other states;

The safety and efficiency of the use of private process servers in those circumstances
where private process servers are already allowed under North Caroline or Federal
law; and

The economic impact of delayed service of process in summary gjectment
proceedings.






Senate Members House Members
| Sen. Rabon Ex Officio Rep. Lewis Ex Officio
Sen. Daniel Chair 'Rep. Jordan Chair
| Sen, Briit Rep. Stone
Sen. Randleman Rep. Szoka
Sen. Sanderson Rep. Earle
Sen. McKissick .Rep. Duane Hall

111,

Committee to Study Rates nnd Transfess/Public Enterprises:

Pursuant to Section 24.3 of S.L, 2017-57, the Committee shall study the issues raised therein and
make recommendations to the General Assembly on:

2.

Fee and charge setting by units of local government in the operation of 2 water ot
sewer system, including collection rates of those fees antd charges;

Proper accounting controls to ensures transparency in budgeting and accounting for
expenditures and interfund transfers of public enterprise services by units of local
govemment;

Legislation that may be necessary to ensure proper funding of infrastructure
maintenance and improvements for the provision of water and sewer services,
including whether regionalization could facilitate financially healthy systems with
lower fees and charges to customers; and

Legislation that may be necessary to ensure that units of local goveriunent monitor
aging water and sewer infrastructure to ensure proper maintenance and repair,
including how this responsibility impacts the financial health of the public enterprise.

As part of the study, the Committee shall consult with the Local Government Commission, the
School of Government, the Department of Environmental Quality, the North Carolina League of
Municipalitics, the North Carolina County Commissioners Association, and others,

Note that for this Study Committee, the Commission is o nake an inferim report to the 2018
Session of the General Assembly prior to its reconvening in 2018 and shall make a Sfinal report
o the 2019 Regular Session of the General Assembly.

Senate Members  House Members

Sen, Rabon | Ex Officio Rep. Lewis ' Ex Officio
Sen, Newton Chair | Rep. McGrady | Chair
Sen. J. Davis Rep. Ford

Sen. Tarte Rep. Brawley
| Sen. Tucker | Rep. Goodman '

Sen. Smith-Ingram | Rep. Hanes







IV. Cammiitée on Digputé Resolution Options for Momeowners, Associations and
Caverning Entitics

Pursuant to §.L. 2017-211, the Committee shall study issues surrounding the creation of a
mediation and arbitration board to resolve disputes between the awners of property focated in a
homeowners or property owners association and the governing entities of such homeowners or

ptoperty owners associations.

Senate Members House Members

Sen. Rabon Ex Officio Rep. Lewis IEx Officio
Sen. Bishop Chair Rep. Stevens Chair
Sen. Cook _ ‘Rep. Floyd

Sen, Gunn ' | Rep. Grange

Sen. Wells ‘Rep. Destin Hall

Sen, Ford | Rep. R, Moore

V. ‘Committee oit Access to Healtheare in Rural North. Carolina,

The Committee shall study issues surrounding the access rural communities in North Carolina
have to health care. As part of the study, the Committee may consider the following:

L. The physician shortage in North Carolina and its impact on medically underserved
areas in the state;
2. Potential solutionis to address the shortage and its impacts, including approaches used
by other states facing similar issues; and
3. Availability of eye care in rural communities and ways to increase provision of
related services,
Senate Members House Members
Sen. Rabon Ex Officio Rep. Lewis Chair
| Sen. Curtis Chair ‘Rep. Murphy
Sen. Harrington Rep. Dobson f
Sen. Krawiec | Rep. Terry
Sen. Wade \ Rep. Hunter
| Sen, D. Davis







We will look forward to reviewing the Commission’s report regarding the study results, as well
a3 any recommended legislation, prior to dissolution of the Commission on January 15, 2019
pursuant to G.S. § 120-30.11, Please let us know if we, or our staff, may be of assistance.

Thank you for your service.

Sherely,

Rep. Tim Moore

‘Sen;, Phil Berger

Pro Tempore of the Senate Speaker of the House






NORTH CAROLINA GENERAL ASSEMBLY
Legislative Services Office

Paul Coble, Legislative Services Officer

Legisintive Anabyiv Divivion Karenr Covhrane-Brown
300 N. Salisbury Street, Suite 545 Director

Raleigh, NC 27603-5925

Tel, 919-733-2578 [1ax 919-715-5460

November 27, 2017

The Honorable Paul Newton, Co-Chair

LRC Committee to Study Rates and
Transfers/Public Enterprises

North Carolina Senate

16 W. Jones Street, Room 2111

Raleigh, NC 27601-2808

Dear Senator Newton:

Congratulations on your appointment as Co-Chair of the LRC Committee to Study Rates and
Transfers/Public Enterprises.

| have asked Mr. Nicholas Giddings, Mr. Giles Perry, and Ms. Erika Churchill of the Legislative
Analysis Division to serve as staff ta this Committee, At the direction of the Chairs, the staff will aid
in all aspects of the Committee's work and will attend the meetings of the Committee when it convenes
upon the call of the Co-Chairs.

I have asked Mr, Giddings to serve as the coordinating staff person (point person) for the committee
staft's efforts. If you have not already done so, [ would encourage the Co-Chairs to meet with
committee staff for planning purposes before the next meeting. Please note that these individuals also
will be responsible for staffing other study committees and cominissions during the Interim.

Should you wish to cantact Mr, Giddings, Mr., Perry or Ms. Churchill, they may be reached by telephone
at (919) 733-2578.

My best wishes to you and the Commillee in its work. If I may be of any service to you or the
Committee, please contact me.

Yours truly,

Starn Guotrane1

. ,/l(a’}'(‘ﬁ/ (fﬁ/g}’@)?f’— b Ferit
Karen Cochrane-Brown

Director
KCB:rlh
cc: Hon. Phil Berger, President Pro Tempore Mr. Nicholas Giddings
Hon. Tim Moore, Speaker Mr. Giles Perry
Hon. Bill Rabon, LRC Co-Chair Ms. Erika Churchill
Hon. David Lewis, LRC Co-Chair Mzr. Brian Peck
Hon. Chuck McGrady, Co-Chair Ms. Kelsey Lewis
Mr. Bart Goodson
My, Jim Blaine

Mr, Paul Coble

AN EQUAL OPPORTUNITYAFFIRMATIVE ACTION EMPLOYER
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Kimberly Neptune (Rep. Chuck McGrady)

\From: Kimberly Neptune (Rep. Chuck McGrady)

Sent: Wednesday, January 31, 2018 04:04 PM

To: Kimberly Neptune (Rep. Chuck McGrady)

Subject: <NCGA> Committee to Study Rates and Transfers/Public Enterprises (LRC)(2017)
Meeting Notice for Manday, February 12, 2018 at 10:00 AM

Attachments: Add Meeting to Calendar_LINC_.ics

NORTH CAROLINA GENERAL ASSEMBLY
Raleigh, North Carolina 27601

January 31, 2018

MEMORANDUM
TO: Members, Committee to Study Rates and Transfers/Public Enterprises (LRC)(2017)
FROM: Sen. Paul Newton, Co-Chair

Rep. Chuck McGrady, Co-Chair

SUBJECT: Meeting Notice

The Committee to Study Rates and Transfers/Public Enterprises (LRC)(2017) will meet at the following
time:

DAY DATE TIME LOCATION
Monday February 12, 2018 10:00 AM 643 LOB

Parking for non-legislative meeting attendees is available in the visitor parking deck #75 located on Salisbury
Street across from the Legislative Office Building. Parking is also available in the parking lot across Jones
Street from the State Library/Archives. You can view a map of downtown by visiting
http://www.ncleg.net/graphics/downtownmap.pdf.

If you are unable 1o attend or have any questions concerning this meeting, please contact Kimberly Neptune at
mcgradyla@ncleg.net.

cc: Committee Record X
Interested Parties X






Meeting of the Legislative Research Commission
Committee to Study Rates and Transfers/Public Enterprises

Agenda -
Monday, February 12, 2018, 10:00 A.M.

Room 643 LOB
Rep. Chuck McGrady, Presiding

1. Welcome and Opening Comments

Representative McGrady and Senator Newton, Co-Chairs

2. Committee Charge
Nick Giddings, Legislative Analysis Division

3. Overview of Public Enterprises in North Carolina
— Basic Overview of Public Enterprises
— Water and Wastewater Structures and Functions
— Water and Wastewater Revenues for Operating and Capital
— Accounting for Public Enterprise Expenses and Transfers
— Current Rate-Setting Practices/Trends/[ssues
— Regionalization Opportunities/Trends
— Question and Answer

Jeffrey Hughes and Kara Millonzi
University of North Carolina School of Government

4, Overview of Local Government Fiscal Issues and Infrastructure Concerns in
Municipal Enterprise Operations

Kim Colson — North Carolina Department of Environmental Quality
Sharon Edmundson — North Carolina Department of State Treasurer
Greg C. Gaskins — North Carolina Department of State Treasurer

5. Committee Discussion

6. Adjourn
EI:]SC Members Senate Members
Rep. McGrady (Co-Chair) Sen. Newton (Co-Chair)

Reps. Brawley, Ford, Goodman and Hanes Sens. J. Davis, Smith-Ingram, Tarte and Tucker
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Rep. David Lewis

Committee Staff

Erika Churchill, Legislative Analysis Division

Nicholas Giddings, Legislative Analysis Division

XX

Giles Perry, Fiscal Research Division
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COMMITTEE TO STUDY RATES AND TRANSFERS/PUBLIC
ENTERPRISES (LRC) (2017)
February 12, 2018
Room 643 of the Legislative Office Building

The Committee to Study Rates and Transfers/Public Enterprises (LRC) (2017) met on Monday,
February 12, 2018 at 10:00 AM. The meeting was held in Room 643 of the Legislative Office
Building. Members present were: Chaimman Chuck McGrady, Chairman Paul Newton,
Representative Bill Brawley and Senators Jim Davis and Tommy Tucker.

Representative McGrady presided. The meeting was called to order at 10:06 AM.

Representative McGrady recognized the Sergeants at Arms, Terry McCraw, James Moran and
John Gilbert from the House and Becky Myrick and Hal Roach from the Senate. Representative
MeGrady continued with introductory remarks and expressed that it was the desire of the chairs
to bring members of the committee up to speed on the issucs. Representative McGrady stated
that this committee originally came about when he was trying to solve issues that came up with
the City of Asheville water system. He mentioned, though, that the committee charge goes
beyond that of just water, but also covers other enterprises. Senator Newton provided a few
opening remarks as well, thanking central staff for their help and those in attendance for being
there.

Representative McGrady then recognized Nicholas Giddings of Legislative Analysis to review
the committee charge (see Attachment A).

Next, Jeffrey Hughes and Kara Millonzi from the University of North Carolina School of
Government gave an overview of Public Enterprises in North Carolina (sec Attachment B). Kara
Millonzi presented first and focused on a basic overview of public enterprises, followed by
Jeffrey Hughes who spoke more specifically about the structures used to provide water and
wastewater services. Kara then addressed revenue sources with a particular focus on water and
wastewater. Jeffrey finished up talking about the numbers.

Representative Brawley asked about the costs for the capital to provide scrvice for new
development (not Lhe existing rates of new development). He continued by asking if the
new person will also be paying for the cost of service for other people who were not
charged a capacity fee in the past. Ms. Millonzi answered that by mentioning the notion
of double-dipping — people being charged twice for the same cost. She mentioned that the
legislature just enacted a new upfront charge fee authority that attempts to reign in what
might have been a practice where you had situations of double dipping or pyramid






schemes where a new development was being asked to pay for the money that then would
be used just to bring on other new development as opposed to paying for what was truly
the cost that new dcvelopment was imposing on the system. Ms. Millonzi statcd that there
is a lot of nuance to this. She said that what we have now under the system development
law that went into effect in October of 2017 is an attempt to reign in that practice such
that when developers are assessed at the very first stage, they’re being assessed on a very
careful calculation of that development’s proportional share of past costs and their
proportional share of future costs, not future costs to bring on other new customers, but
future costs that are going 1o be necessary to continue to serve that property. She said she
thinks that what was once a little nebulous is now fairly clear in tcrms of these up-front
charges tbat they are very particular to the costs that arc associated with that particular
property parcel.

Representative Brawley asked a follow-up question about if that meant that those costs
were covered by capacity fees would never be included in the rate structure. Ms. Millonzi
responded that the way this is structured, if the fee framework is being followed legally
and precisely, there shouldn’t be double dipping because there should never be the same
costs included in the calculation at any of these stages.

Senator Tucker asked about duty of service and if the state embarked on assisting
counties and municipalities with waler and sewer what that would mean because that
threw up a red flag for him. Mrs. Millonzi responded that she meant the opposite, that
under existing law and under the common law when you engage in enterprise activities,
there is no duty of equal service and no duty of service at all. She said that means that if
any county wants to provide service to the northern arca but not the southern that’s up to
the county. She said (hat the legislature could change that and mandate equal service. Ms.
Millonzi concluded by reiterating that there is no duty of equal service with one
exception, in the case of annexations with cities,

Senator Tucker also asked a question regarding Chatham County that Mr. Hughes had
touched on. Senator Tucker explained that they did special legislation to allow a private
investor to invest in water or sewer in that county and then the county without impacting
the credit of the county and then that developer or the county would be allowed to charge
rates to pay back the investor. He asked how that impact, overall, and is this scenario a
viable option for municipalities or counties. Ms. Millonzi answered that what happened
in Chatham County is that they used special assessments. She explained that special
assessments are a lype of charge that can be levied against either new or existing
developments and those charges are used to fund a particular capital project where the
unit can front the cost, or in the case of Chatham, the entity can front the cost and then
the ultimate property owners would pay over a time period that can be as long as 25 years
to reimburse the government or, in the case of Chatham, the private development for the
upfront investment. Ms. Millonzi continued that this special assessment authority and the
way Chatham County has implemented it is new to North Carolina. North Carolina got
the authority in 2009 and it has a sunset that was set for every five years but the North
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Carolina General Assembly keeps extending the sunset. Ms. Miltonzi said she thinks it is
set to sunset in 2022 or maybe 2020. She said this is an authority that is newer to local
government and that it doesn’t seem like they are as comfortable with it. She furthercd
that with the tweaks Chatham made, it did open up some options to do public/private
partnership that may or may not work for other units. She stressed that this is a tool any
county or city can use as a way to fund a particular capital project. She also said that
where it differs from another type of authority is that it can’t be used for reimbursement
for past expenses and it can’t be used for anything in the future. It’s for a particular
project that is being funded now.

Senator Tucker then asked about a bond in which roughly $300 million was sct aside for
water extensions and availability for funding there for municipalitics and/or counties.
Staff was insiructed to get back to Senator Tucker about this.

Representative Brawley asked about “no duty of service and no duty of cqual service”
and if that was the same for the privately-owned, not-for-profit and privately-owed, for-
profit utilities. Ms. Millonzi responded that she did not know the answer to. Mr. Hughes
responded that there is not exclusively a mandate to serve coming from the Utilities
Commission. He continued that there are certain cases where there are negotiated
(inaudible). He also said that if someone was on the line, the Ultilities Commission would
likely require good reasoning for someone to not be served. He also said that the not-for-
profit entities are very unique and thought they had discretion.

Representative Brawley followed up by asking if a city could have a water line by its
municipal enterprise ulility and decline to service a home that is on that line and is that
what is meant by “no duty of equal service?” Ms. Millonzi answered that it could be what
is meant and that it depends on factors. She said that generally the notion of no duty of
equal service get applied 1o service zones or the policy of where and if lines get extended.
She said it would be the rare case where the decision is made to extend the lines but then
not to provide the service. Though, she added, there arc situations where local
government has some flexibility. She said a valid utility basis is to deny a particular
customer but that a particular house may not be a valid reason to deny scrvice.

Representative Brawley followed up by asking to whom one appeals a decision in the
casc of a city-owned enterprise. Ms. Millonzi answered that it depends on the particular
unit but that ultimately, it’s the governing board of the unit that would be the final arbiter.
If there was a legal violation, it would be through a civil suit.

Representative Brawley asked about storm water fees for service and if all are charged
the same whether they receive the service or not. Ms, Millonzi stated that storm water, in
some ways, has heen shoehorned into public enterprise framework but that it is better
understood what is referred to as a benefit priucipal. Properties with certain qualities have
differeut issues with storm water. She said the legal reason she thinks the legislature has
placed storm water in the public enterprises framework is because of the notion that






everyone that fits in certain parameters related to the characteristics of their property.
With storm water, it seems that there is a fee or charge because receiving benefit of these
services. Representative Brawley followed up with a comment. He described a situation
in his district where the local YWCA was forced to fund a pipe installation and they still
were charged a monthly fee. Representative Brawley expressed his opinion that there are
times where this structure for storm water fees does not work. Mr. Hughes added that
things are changing with storm water policics and units of government are beginning to
roll out credits for monthly fees.

Representative McGrady came back to Senator Tucker’s question about the bond and
reported that the bond had $200 million for loans $100 million for grants, totaling $300
million,

Representative McGrady asked if there was money flowing from the enterprise to the
local government unit. He noted that typically money flows from local government to the
enterprise. Ms. Millonzi answered that this issue would be covered in the remainder of
her prescntation.

Senator Newton asked Ms. Millonzi to confirm that as long as the local government unit
has adequate funds from the enterprise fund to fund the existing fiscal year, they can
transfer funds unencumbered. Ms. Millonzi answered that Senator Newton’s
understanding was correct. She clarified that this statement is general correct unless the
money that is in the enterprise fund is otherwise statutorily earmarked for that purpose.
As a follow-up, Senator Newton asked about the duty and obligation of the local
government to fund capital improvement and plan for maintenance activities. Ms.
Millonzi answered that there is no duty of local government to have maintenance, capital
improvement or long-term plan. She added, though, that these practices are encouraged.
Mr. Hughes added that it often comes down (o being an environmental, regulatory
outcome and that if those investments aren’t made sometimes environmental regulations
are not able to be met. He added that on the regulatory side that is a requirement under
the permitting structure for sewer systems that local governments have a capital plan and
implement that. :

Representative McGrady asked about money flowing from enterprise fund back to local
government. He mentioned a time in the past with Asheville when the General Assembly
jumped in and stopped that. He asked if the General Assembly had jumped into that set of
issues and in what way. Ms. Millonzi responded that a couple years ago the General
Assembly enacted G.S. 159G-37(b) which didn’t prohibit these transfcrs but if the
transfer was made from the public enterprise fund to the general fund for other transfer
reasons other than to reimburse you would lose the ability to apply for loans or grants for
water or wastewater systems from the state.

Representative McGrady then asked if there was any understanding about how the people
that don’t have a vote get represented with respect to the rates, quality of water, etc. when






they are being served by a municipal system in which they are not within the
municipality. Ms. Millonzi responded that aside from Asheville, it is “anything goes,” fee
for service, contract negotiate by contract. Theoretically, those outside do not have to
sign up for the service. Statutorily, local governments can set the parameters for these
types of situations. The courts have said that it is up to those parties to figure it out.
Representative McGrady expressed concern with people having no voice with what
happens to their water system.

Senator Jim Davis if the governing entities of these enterprises, whether appointed or
elected, subject to SEI filing. Ms. Millonzi did not know. Erika Churchill of Legislative
Analysis responded that the public enterprise governing structure is a local board and
local boards are not required to file Statements of Economic Interest.

Senator Davis then asked if there was a legal difference between a tap or hookup fee and
an impact fee. Ms. Millonzi responded that as of October 2017 there is no difference. Tap
or hookup fees are intended just to reimburse the government entity for the direct cost of
connecting a particular property parcel within the system. An impact fee, which is now
called a system capacity or development fee is purposed to reimburse the government for
past investments in the system or to cover future maintenance upgrade costs necessary to
serve that particular property that is paying it.

Then, Kim Coulson from the North Carolina Department of Environmental Quality on State
Water Infrastructure Authority (see Attachment B).

Senator Jim Davis asked about the grants DEQ provides and if they are in-kind with the
expertise they provide or if this is additional money to solve the problems. Mr. Coulson
answered by discussing Fair Bluff. He explained that, in this case, DEQ has provided
some infrastructure grants to complement their expertise. He added that with the Asset
Inventory and Assessment grants and Merger Regionalization Feasibility grants are
completely locally driven. Local entities come to DEQ for funds and go on to do their
own study but DEQ does review their reports and makes sure their proposal and what
tbey are studying meets their criteria. As a follow-up, Senator Davis asked why if we
have expertise in the state, why would municipalities go outside of that to bring in their
own experts, Mr. Coulson responded that there is a capacity issue. He said that while
DEQ has a lot of expertise, they are being stretched thin.

Representative McGrady then asked about towns like Fair Bluff that are running at a loss
and probably not able to keep up with their infrastructure needs and keep up with water
quality standards DEQ sets. He asked if DEQ) had seen instances where enterprise funds,
utilities, local governments are having to come back more than once for additional
funding to cover their capital needs. Mr. Coulson respondcd that they do sec folks come
back. He mentioned that DEQ has somewhat limited grant funding and that there are
statutory limitations to how much funding can be given. He added (hat localities can go 1o






federal-level entities, such as USDA, for funding as well. He also said that all of this is
predicated on if they qualify for grant funding. Some grant funding also requires a local
match.

Senator Newton asked what DEQ’s mechanisms for enforcement around preserving
water quality standards are. Mr. Coulson responded that regulatory divisions work with
these local governments to give help with compliance issues across the state. He said that
the funding program is non-regulatory. Mr. Coulson mentioned that they try to get
utilities to do asset inventory assessment grants to be much more proactive and encourage
asset management planning so that good behavior is getting rewarded. He added that
there are a number of mechamsms if it does get to enforcement.

Greg Gaskins from the North Carolina Department of State Treasurer then presented on the State
and Local Finance Division.

Representative McGrady asked why asset condition not one of data points considered
with the Unit Assistance List? Mr. Gaskins replied that at the time that the list was put
together, asset condition was not widely enough available enocugh to put on the list but
they are working to add it.

Then, Representative McGrady asked if the Local Government Commission only
engages when local government comes forward and is seeking financing of some sort and
what authority they have. Mr. Gaskins responded that the Local Government
Commission is desigued to be monitoring constantly what is being done in the local
governments on the financial side including looking at the books and records. There is
also an annual audit done by the outside audit firm. Representative McGrady asked if
when they find a local government unit that makes their list are there ways to incentivize
them to move to a different place and if they had enough authority to try to fix the
problem. Mr. Gaskins answered that they have quite a bit of authority in terms of being
able to go in and investigate, get the records and make determinations for local
governments. He continued by saying they don’t have the ability to create economic
drivers if they aren’t there anymore. Representative McGrady commented that we
probably have some water and sewer systems that are not sustainable and that we should
work to figure out how 1o create incentives to achieve sustainable systems.
Representative McGrady then asked if there are any other large blocks of units they’d put
together. Ms. Sharon Edmundson responded that the other unit on the list is internal
conirols and that they are working on training program General Assembly funded through
the community college system.

Senator Newton asked if they have to have a metric for financial reliability that would
include capital improvement investment moving forward. Mr. Gaskins responded that
there is no metric right now but they have some guesses and are working on this. They
stated that they are hoping to develop this as the committee meets.






Closing questions and remarks:
Chairman McGrady let the committee know that the committee planned to meet every month.

There being no further business, the meeting adjourned at 12:33 PM.
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“Overview of Local Government Fiscal Issues and Infrastructure Concerns
in Municipal Enterprise Operations?”
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Unit Assistance List

» Existed initially as internal working document to assist in allocation of
resources to units; developed into the current published list/map
« Three main areas of data analyzed (data from audited financials)
» Fund balance available in General Fund
« Liquidity/profitability in Water/Sewer Funds
*» Status of internal control environment
* Timeliness of annual audit also considered

» Final decision to include or exclude is at discretion of SLGFD
management
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Frequent Collaboration with Other Agencies

« Partner with DEQ, EFC on Fair Bluff/Fairmont project to
develop solutions that have applicability to create sustainable
systems across the State

* Service delivery options
* Challenges of declining economies and populations at same
time struggling with aging/failing utility systems

* Partner with NCLM and NCACC


















Kimberly Neptune {Rep. Chuck McGrady)

-~Erom: Carlyle Weaver (Sen. Paul Newton)

)ent: Thursday, March 08, 2018 02:41 PM

To: Carlyle Weaver (Sen. Paul Newton)

Subject: <NCGA> Committee to Study Rates and Transfers/Public Enterprises (LRC)(2017)
Meeting Notice for Monday, March 26, 2018 at 2:00 PM

Attachments: Add Meeting to Calendar_LINC_ics

NORTH CAROLINA GENERAL ASSEMBLY
Raleigh, North Carolina 27601

March 8, 2018
MEMORANDUM

TO: Members, Committee to Study Rates and Transfers/Public Enterprises (LRC)(2017)
FROM: Sen. Paul Newton, Co-Chair
Rep. Chuck McGrady, Co-Chair

SUBJECT: Meeting Notice

The Committee to Study Rates and Transfers/Public Enterprises (LRC)(2017) will meet at the following
time:

DAY DATE TIME LOCATION
Monday March 26, 2018 2:00 PM 643 LOB

Parking for non-legislative meeting attendees is available in the visitor parking deck #75 located on Salisbury
Street across from the Legislative Office Building. Parking is also available in the parking lot across Jones
Street from the State Library/Archives. You can view a map of downtown by visiting
http://www.ncleg.net/graphics/downtownmap. pdf.

If you are unable to attend or have any questions concerning this meeting, please contact Carlyle Weaver at
newtonpla@ncleg.net.

cc: Committee Record X
Interested Parties X






Meeting of the Legislative Research Commission
Committee to Study Rates and Transfers/Public Enterprises

Agenda
Monday, March 26, 2018, 2:00 P.M.

Room 643 LOB
Sen. Paul Newton, Presiding

1. Public Enterprise '"Best Practices"

North Carolina Department of State Treasurer
Sharon Edmundson — Director, Fiscal Management Section
2. Various Issues Facing Public Enterprises in North Carolina

North Carolina Rural Water Association
Daniel Wilson, P.E. — Executive Director

North Carolina League of Municipalities
Rose Williams — Associate Executive Director, Public Government Affairs

North Carolina Association of County Commissioners
Hugh Johnson — Government Relations Coordinator
Steve Ward — Harnett County Public Utilities Director

3. Regulated Water Industry Perspective

National Association of Water Companies, Southeast Chapter
Shannon Becker — President, Aqua North Carolina, Inc.
Matthew Klein — President, Carolina Water Service, Inc. of North Carolina

4. Committee Review of LRC Interim Report to the 2018 Session of the General
Assembly

5. Committee Discussion

6. Adjourn
House Members Senate Members
Rep. McGrady {Co-Chair) Sen. Newton (Co-Chair)

Reps. Brawley, Ford, Goodman and Hanes Sens. J. Davis, Smith-Ingram, Tarle and Tucker






COMMITTEE TO STUDY RATES AND TRANSFERS/PUBLIC
ENTERPRISES (LRC) (2017)
March 26, 2018
Room 643 of the Legislative Office Building

The Committee to Study Rates and Transfers/Public Enterprises (LRC)(2017) met on Monday,
March 26, 2018 at 2:00 PM. The meeting was held in Room 643 of the Legislative Office
Building. Members present were: Chairman Paul Newton, Chairman Chuck McGrady,
Representatives Carl Ford and Ken Goodman and Senators Jim Davis and Jeif Tarte.

Senator Newton presided. The meeting was called to order at 2:04 PM.

Senator Newton recognized the Sergeants at Arms, Terry Barnbardt and Charles Marsalis from
the Senate and Doug Harris, Warren Hawkins and Malachi MeCullough from the House.

Senator Newton then recognized Sharon Edmundson from the North Carolina Department of
State Treasurer to review Public Enterprise “Best Practices” (see Attachment A). Later in the
presentation she went over the Town of Cary Financial Analysis (see Attachment B).

Representative MeGrady asked how many of the best practices are statutorily required to
where the public enterprise has to hit them and if these are written in law or not. Ms.
Edmundson responded that she did not believe that any are written in statue. She added
that if a unit of government follows the Local Govermment and Fiscal Control Act with
its enterprise fund they would meet some of those benchmarks. Representative McGrady
followed up by asking if there is a way to fix some of the problems we have with public
enterprise funds by putting best practices in statutory form, including putting in statue
that there should be no subsidization of funds. Ms. Edmundson said that this is definitely
something that could be considered. However, she said they would want to he careful not
to put something in place that would bind an entity when there was a legitimate reason
for an exception.

Then, Representative McGrady asked if the cash flow from operations isn’t positive and
this is a trend, what would be the typical solution. Ms. Edmundson responded that if the
trend is negative year after year, eventually the enterprise funds end up borrowing money
from another fund, usually from general fund. As a follow-up, Representative McGrady
instances where lack of funding leads to sewer problems and if that might become a
public health issue. Ms. Edmundson replied that it does become a public health issue if it
is not functioning correctly. She added that at the point where there is no money available
left in the fund, the money has to come from somewhere.
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Next, Representative McGrady asked Ms. Edmundson, in ber experience, where the
largest group of issues with cash flow with public enterprise funds is. Ms. Edmundson
said that typically, local governments tend to make money on watcr and lose money on
SEWEL.

Senator Jim Davis asked if a unit of government were to end up on the Unit Assistance
list, what assistance is available. Ms. Edmundson explained that the unit of government
would be contacted by someone on her staff and plans would be made to visit that unit
and review their operations. She added that they typically advise units of government to
assistance from whoever is best suited to help analyze their operations. As a follow-up,
Senator Davis asked if local governments go to other entities for assistancc what type of
assistance is given. Ms. Edmundson replied that it depends on what services they need
but that usually it is at least expertise.

Representative Ford asked if one enterprise fund should be funding another in totality.
Ms. Edmundson answered no and added that the definition of an enterprise fund is that is
should run like a business. To follow-up, Representative Ford asked what options citizens
have for recourse if this is happening. Ms. Edmundson said that citizens could come to
her group at the Department of the State Treasurer. Representative Ford then asked if
something could be done for citizens if an enterprise continues to borrow money. Ms.
Edmundson responded that the entity could come to them for loan approval and they
would like to see a long term payment plan that is enforced.

Representative Goodman asked how the Treasurer’s oftice addresses rural or poor
communities where people can’t always pay their bills on time. Ms. Edmundson replied
that in those cases, they try to find a regional solution for them so they can spread the
capital costs over a larger population. She said that this is usually helpful long term. She
added that this is what they are doing in Fairmont and Fairbluff. As a follow-up,
Representative Goodman asked if raising rates for other consumers is the answer in these
areas. Ms. Edmundson said that sometimes that is a temporary solution but that this might
become untenable at some point.

Senator Newton asked how widely adopted is the full set of best practices. Ms.
Edmundson said that there is only a small minority that blatantly ignore these best
practices and that most try really hard to capture all. She added that there are some
systems in the middle who can’t keep up. As a follow-up, Senator Newton asked if there
is something the state can do to help the financial systems and if there is a “one-size-fits-
all” solution. Ms. Edmundson responded that there is no one-size-fits-all. Senator Newton
then asked what percentage of revenue should he used on maintenance capital. Ms.
Edmundson said that she didn’t know that. Next, Senator Newton asked about the actual
cost of recovery and Ms. Edmundson said that people are transitioning over to that and
not using inside vs. outside rates.
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Representative Ford asked if a municipality can leasc out public enterprise to private
entity. Ms. Edmundson said she didn’t know the answer.

Senator Newton then recognized Daniel Wilson of the North Carolina Rural Water Association
to discuss various issues facing public enterprises in North Carolina (see Attachment C).

Representative McGrady asked about Mr. Wilson’s suggestion to create a rating or
scoring system that effectively identifies when a system is underperforming and if he was
aware of a rating system that already exists in other states that could do this. Mr. Wilson
said he wasn’t aware of anyone that does this and does it well and added that North
Carolina has an opportunity to do so and that the unit assistance list is a good start. He
also said that putting all the data in one database would be good because it is all sitting in
different pockets.

Senator Davis asked about the rationale for severely restricting inter basin transfers. Mr.
Wilson said that he did not want to address the major river basins but that inter basin
transfers need to be strict but that is not so much the case with suh basins.

Next, Senator Newton introduced Rose Williams of the North Carolina League of Municipalities
to discuss various issues facing public enterprises in North Carolina (see Attachment D}.

Representative Ford asked about utility and enterprise systems hringing in millions of
dollars and if that enterprise fund could bail out the general fund or another enterprise
fund. Ms, Williams responded that this isn’t really happening with water enterprise funds.
Numbers show that about 2% of systems may do this. She noted that there may be some
transfers. Then, Representative Ford made a comment that this is happening and
expressed concern that the taxpayers will eventually have to pay for this.

Then, Hugh Johnson and Steve Ward of the North Carolina Association of County
Commissioners also discussed the various issues facing public enterprises in North Carolina (see
Attachment E),

Representative Ford asked if Mr. Ward was referring to private or community wells
during his presentation. Mr. Ward replied that Harnett County has a lot of privately
owned or community systems. He explained that there were several systemns throughout
the county where there was one operator and a number of people were tied to one well.
As a follow-up, Representative Ford asked if they look for a shutdown date for wells
rather than using them as a supplemental source of water, Mr. Ward responded that
Harnett County relies on surface water, not ground and strictly ireats surface water.

Finally, Senator Newton introduced Matthew Klein and Shannon Becker, both part of the
National Association of Water Companies: Southeast Chapter, to address the regulated water
industry perspective (see Attachment F),






intended to protect the utility and the consumer. He added that in a drought condition,
usage goes up. Mr. Klein stated that a consumption adjustment would protect the level of
revenue that comes in. The proposed consumption adjustment in this bill is 1% so that if
consumption goes up or down 1%, at the end of that vear, a true-up mechanism kicks in
to give back the over earning piece of revenue or allows a surcharge in the case of a
monsoon. He added that this allows them not to worry about fluctuations. Senator Tarte
followed-up by asking of the total utilities, is there a sense of what would happen if a
large corporation shuts down that is a primary user on a water system. Mr. Klein replied
that Carolina Water is 95% residential at Carolina Water so losing a major user wouldn’t
really be a concern in their case. Senator Tarte then asked if central staff could compile a
list of utilities who might be at risk due to having a large single user or a couple users.
Next, Senator Tarte asked if they could speak to non-revenue water and how they adjust
to that. Mr. Klein responded that at Carolina Water, they have a non-revenue strategy that
has two parts. First, is what they call parent losses which are due to things like meter
inaccuracies and then they have what they call real loss which would be somcthing like
the pipes leaking. Mr. Klein said they do water audits and allocate money based on these
so they can replace infrastructure as needed to reduce the amount of non-revenue water.
Then Senator Tarte asked if they could increase revenue by increasing pressure and if this
should be regulated or momtored. Mr. Klein replied that pressure management is part of
their non-revenue water strategy and that customers will tell them when pressure is too
low and too high. He said that customer satisfaction is an important piece to them, Mr,
Becker added that they make sure replace old meters because water loss means revenue
loss. Finally, Senator Tarte asked what percentage of the market have moved to digital
meters. Mr. Becker answered saying that his company analyzed a lot of different types of
meters and doesn’t think there is a big difference between analog and digital.

Representative Ford asked what happens when a company is serving area and it is
annexed. Mr, Becker answered that the hope would be that the companies could work
with the new organization that is looking to annex the systems and potentially sell the
system. As a follow-up, Representative Ford asked who is responsible for water and
system servicing following an annexation. Mr. Becker answered that whoever is
servicing or owns the system should be responsible.

Senator Newton asked about HB 351 and if a formerly municipal system was purchased
if this would mean that a rate case. Mr. Becker answered that they would assume the rates

of the municipality until a rate case occurred.

There being no further business, the meeting adjourned at 4:09 PM.
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Utility Systems
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Financial Best Practices — Utility Systems

* General best practices
* Four sub categories
*Sales and other inflows

* Collections
* Operations and other outflows

* Capital needs
» Benchmarks and Unit Assistance List
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General Best Practices

* Like any other function of government, must comply with
requirements of Local Government Budget and Fiscal
Control Act

* Operation should be self-sustaining
* Operation should not be subsidizing other funds

* Cash reserves (fund balance) should not be used to cash
flow operations

* Need qualified and trained staff to manage including the
financial aspects
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Sales and Other Inflows

* Rates should be sufficient to cover:
* Current operations and maintenance costs
* Current and future debt service
* Savings to cover any budgetary shortfalls
* Capital component

3/26/2018 2
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Sales and Other Inflows

* Rate setting
* Obtain professional assistance if don’t have
expertise on staff
« Examine rate structures each year as part of budget
process - b\oiflmvz) n Jam Vequives 4l
* Follow up on rate changes to ensure having the
projected effect on revenues

FLAFL | REASLIRLE OF MONTH DAL BNA
NORTL CAROLINA State and Local Government Finance Division %i ““jrza"f:'“;:;

Sales and Other Inflows

* [nside/outside rates
« Focus on cost differential to provide service

* Greater distances, different elevations to outside
customers

* Increased travel time and related expenses for
maintenance and operations associated with outside
customers

* Lower development densities resulting in higher cost per
connection

- Larger pumps, additional storage, larger transmission lines
required to provide adequate water and water pressure
out of town
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Sales and Other Inflows

* Inside/outside rates (cont.)

* Outside rates have historically been set at 1 % to 2
times or more of the inside rates

* Focus should be on cost recovery

*Long term solutions that focus on “we” instead of
“us” and “them”
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Collections

* Adopt strong collections policy and enforce uniformly
* Set billing cycle for a reasonable amount of time

* Establish late fees to serve as a deterrent; cut-off or reconnect
charges that recover entity’s cost

» Adopt ordinance prohibiting meter tampering, with sufficient
penalties; utilize locks on meters if necessary

* Ensure deposit is sufficient to cover potential lost revenue
* Utilize debt setoff program
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Operations
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« Goal is to capture full cost of providing service
* May include a reasonable cost allocation of indirect
costs; should be supported by sufficient
documentation to show reasonable correlation
* Don’t present as a transfer on GAAP financials

* Should be operated like a business and therefore
should bear all applicable costs
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Operations

* Reconciliation

« Should be able to reconcile number of gallons
pumped to the number of gallons billed

e Unaccounted for or “lost” water should be 15% or
less

« Accounted for but not billed should be tracked

* AWWA RWA, and SERCAP are have resources to
assist with water auditing
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Capital Needs

* Rates should include a capital cost component to build
reserves

* Operations budget should include regular
maintenance

* Entity should be charging sufficient rates to avoid
dipping into reserves to cover operation costs,
including routine repairs and maintenance

% IRTH CAROLIN - e R ey
NORTILCAROLINA State and Local Government Finance Division N A

Capital Needs

*CIP: (o] lmprovement Plown
* All systems should have .
*Planned capital needs 5 to 10 years or longer

* Debt issuance, reliance on grant funding, and
planned use of reserves

* Can integrate with rate model
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Benchmarks and Unit Assistance List (UAL)

* Poor showing on any of benchmarks will make a unit a
candidate for consideration to be on the UAL

* Units with negative trends in multiple benchmarks OR
repeated years of negative cash flow from operations
will likely be on the UAL
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Contact Information

Sharon Edmundson, MPA, CPA
Director, Fiscal Management

Sharon.Edmundson@nctreasurer.com
(919)814-4289
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North Carolina Rural Water Association, Inc®

Post Office Box 540 & Welcome, NC 27374 & Telephone (336) 731-6963 & Fax (336) 731-8589 & www.ncrwa.com

March 26, 2018

Legislative Research Commission
300 North Salisbuty Street
Raleigh, NC 27603

Re:  Potential Solutions to Address Public Enterprise Transfers, Rates, and Regionalization
Dear LRC,

The North Carolina Rural Water Association, Inc® (NCRWA) appreciates the opportunity to
work with the LRC Public Enterprise Study-Rates and Transfers. We have prepared the
following list of potential legislative and local solutions that could assist in facilitating improved
managerial, financial, and technical operations of public enterprises, improve regional efforts,
and make more efficient use of the state’s water resources, which would encourage economic
growth in communities across the state.

We worked, along with local governments associations, with Senator Hartsell to enact legislation
(see attached NCGS 130A-317(g))(2015 Session) to encourage voluntary regionalization. Also,
the Water and Sewer Working Group of the Environmental Review Commission recommended a
DENR Study of IBT Laws (see attached Senate Bill 757)(2014 Session).

NCRWA defines tegionalization of water and wastewater systems as being a voluntary
combined effort of two or more entities, through physical interconnection, joint management or
interlocal agreement, or shared or transferred assets, to take proactive steps to realize the joint
benefits of economies of scale in order to plan for and provide a high quality, sustainable product
and service to the citizens and businesses of the state. We oppose mandated regionalization. All
comments provided are made in the context of voluntary regionalization where desired by
the systems that would be party to the regionalized system.

1. Remove/reduce statutory obstacles and burdens that restrict regional efforts, including the
repeal of sub-basin interbasin transfer laws and rules. Interbasin transfer (IBT) laws
restricting the movement of water within the same major river basins due to sub-basins
being considered separate river basins under state law need to be modified to accomplish
the following:

a. Define and identify the sub-basins separately from the major river basins in the
North Carolina General Statutes, and direct that conforming changes be made to




the North Carolina Administrative Code. See attached map of rivet basins and
sub-basins as provided by NCDEQ.

b. Regarding sub-basins, expand current exemptions as to what does not constitute a
transfer. A major step in this effort is to provide that water sold through a
wholesale agreement is “not a transfer”.

¢. Develop different requirements for transfers within sub-basins for different types
of ownership rights. We understand now that a certificate that is issued as a result
of an application for an IBT is a permanent right. If rights to withdraw are for
limited time periods, then different requirements for obtaining approval for such
transfers could be developed. This would include provisions for the differences
between registrations of transfers, permits for transfers, and certificates for
transfers, and distinguishing between what transfers are permanently granted and
what transfers have some permitted length.

d. Amend the application process and requirements for sub-basin transfers to
facilitate the transfer of water within the same major river basin.

e. Expand the existing exemptions contained within the current IBT laws, in general,
to facilitate the transfer of water.

2. Significantly increase the prioritization for regional projects for all state prants and loans
and sct aside some funds for regional projects. Accommodation must be made for those
systems for which regionalization is not geographically feasible.

3. Recognize and encourage the use of joint management agreements and interlocal
agreements as forms of regionalization.

4. Ensure that the LGC Unit Assistance List addresses more than financial position or
internal controls. Asset condition and investment into infrastructure management,
organizational management, and, and financial management should all be considered as
cited in the NC Statewide Water and Wastewater Infrastructure Master Plan published by
NCDEQ.

5. Create a rating/scoring system that objectively identifies when a system is considered to
be under-performing in defined compliance and financial measures.

6. Simplify and facilitate permitting processes for consolidated efforts including those of
siting and constructing new reservoirs.

7. Provide regulatory relief for entities acquiring/merging with chronically underperforming
Systems,

8. Provide a grace period for rcgulatory relief and financial performance for
acquiring/consolidating systems so that regionalization/consolidation that involve under-
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performing systems does not cause the new consolidated entity to score poorly on
objective scales for system performance,

9. Provide state agsistance to facilitate interconnections and expansions for regional efforts,
including the use of a public office that would serve as an independent intermediary to
assist systems in voluntary consolidation, to guide systems through regional negotiations,
and to mediate those negotiations.

10, Establish a de-centralized public utility authority that is funded to assist under-
perforining systems with consolidated governance, managerial, and financial functions
even when system interconnection is not feasible, This would be an alternative to local
government owned systems selling assets to investor owned utilities.

11, As a first step to funding infrastructure rehabilitation and replacement, require systems to
fund asset depreciation fully and only expend those funds on projects designed to address
aging infrastructure.

12, Legislatively require elected officials governing Enterprise Funds that apply for staie
funding to be adequately educated and trained on Enterptise Fund operations,
management, and finances.

13. Provide more robust on-site managerial, financial, and technical assistance to small and
rural systems that struggle to recruit and retain qualified personnel as the continued push
towards urbanization removes organizational resources from rural North Carolina,

In closing, 1 would like to offcr you our assistance as well as offer it to the LRC and the General
Assembly as experts on subject matter involving the water and wastewatcr industry across the
state. We stand ready to assist with the development of a statewide strategy to improve our water
and waste water systems. Please contact me directly at danielwilson@ncrwa.com or by phone at
019.812,0428, or contact NCRWA’s lobbyist, Jon Carr (jcarr@jordanprice.com) if we can be of
assistance,

Sincerely,

Eicnset F fidle.

Daniel Wilson, PE, UMC
Executive Director

cc: Jon Carr, Lobbyist




Page 1 of 2

+re— Tl r:\.ld\@}‘ JL":‘\'NL%) ¥ E

§ 130A-317. Department to provide advice; submission and approval of public water system
plans.

(2) The Department shall advise all persons and units of local government locafing,
constructing, altering or operating or intending to locate, construct, alter or operate a public water
system of the most appropriate source of water supply and the best practical methed of purifying
water from that source having regurd to the present and prospective needs and interests of other
persons and units of local government which may be affected. The Depattment shall also advise
concerning accepted engineering practices in the location, construction, alteration and operation of
public water systems.

(b) All persons and units of local government consiructing or altering a public water system
shall give priot notice and submit plans, specifications end other information to the Department. The
Commission shall adopt rules providing for the amount of prior notice required to be given and the
nature and detail of the plans, specifications and other information required fo be submitted, The
Commission shall take into consideration the complexity of the construction or alieration which may
be involved and the resources of the Department to review the plans, specifications and other
information. The Department shall review the plans, specifications and other information, and notify
the person, Utilities Commission and unit of local government of campliance or lack of compliance
with applicable statutes and rules of the Commission.

(c} No person or unit of local government shall begin construction ot alteration of a public
watet system or award a contract for construction ot elteration unleas all of the following conditions
are met:

N The plans for construction or alteration have been prepared by an engineer licensed
by this State.

(2)  The Department has determined that the system, as constructed or altered, will be
capable of compliance with the drinking water rules.

(3)  The Department has determined that the system is capable of interconnection at an
appropriate time with an expanding municipal, county or regional system.

4) The Depariment has determined that adequate arrangements have been made for
the continued operation, service and maintenance of the public water system.

(5) The Department has approved the plans and specifications.

(d)  Municipalities, counties, local boards or commissions, water and sewer authorities, ot
groups of municipalities and counties may establish and administer within their utility service arcas
their own approval program in lieu of State approval of water system plans required in subsection (¢)
of this section for construction or alteration of the distribution system of a proposed or existing public
water system, subject to the prior certification of the Department. For purposes of this subsection, the
service area of a municipality shall include only that area within the corporate limits of the
municipality and that area outside a municipality in its extraterritorial jurisdiction where water service
is already being provided to the permit applicant by the municipality or connection to the municipal
water system is immediately available to the applicant; the service areas of counties and the other
entities or groups shall include only those areas where water service is already being provided to the
applicant by the permitting authority or connection to the permitting authority's system is immediately
available. No later than the 180th day after the receipt of an approval program and statement
submitted by any local government, commission, authority, or board, the Depattment shall certify any
local program that meets al] of the following conditions:

I Provides by ordinance or local law for requirements compatible with those
imposed by this Article, and the standards and rules adopted pursuant to this
Article.

2) Provides that the Department receives notice and a copy of each application for
approval and that the Department receives copies of approved plans.

hitps:/fwww.ncleg.net/gascripts/siatutes/statutelookup.pl?statute=130A-317 12/11/2017
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(3) Provides ihat plans and specifications for all construction and alterations be
prepared by or under the direct supervision of an engineer licensed to practice in
this State.

(4)"  Provides for the adequate enforcement of the program requirements by appropriate
administrative and judicial process.

(5) Provides for the adequate administrative organization, engineering staff, financial
and other resources necessary to effectively carry out its plan review program. A
local government, commission, authority, or board may either employ an engineer
licensed under Chapter 89C of the General Statutes to practice as a professional
engineer in the State or contract with an engineer licensed under Chapter §9C of
the General Statutcs to practice as a professional engineer in the State in order fo
provide for adequate engineering staff under {his subdivision.

(6) Provides that the system is capable of interconnection at an appropriatc time with
an expanding municipal, county, ot regional system,

(7) ~ Provides for the adequate arrangement for the continued operation, service, and
muintenance of the public water systern.

(8) Provides that an approved system, as consiructed or altered, will be capable of
compliance with the drinking water rlcs.

) Is approved by the Department as adequate to meet the requirements of this Article
and any applicable rules adopted pursuant to this Article.

(e) The Department may deny, suspend, or revoke the certification of a local program upon a
finding that a violation of the provisions in subsection (d) of this seetion has occurred. A local
government administering an approval program shall be given notice that there has been a tentative
decision to deny, suspend, or revoke certification and that an adminisirative hearing will be held in
accordance with Chapter 150B of the Genera! Statutes where the dscision may be challenged. If a
violation of the provisions in subsection (d) of this section presents an imminent hazard, certification
may be suspended or revoked immcdiately. The Department shall give notice of the immediate
suspension or revoeation and notice that an administrative hearing will be held in accordance with
Chapter 150B of the Genera!l Statutes whers the decision may be challenged.

$5] Notwithstanding any other provisions of subsection (d) of this section, if the Department
determines that a public water system is violating plar approval requirements of a local program and
that the local government has not acted to enforce those approval requirements, the Department may,
after written notice to the local government, take enforcement action in accordance with the

jgions ol thjs Article

(@  The Department shall identify systems meeting all of the following criteria:

(1) As constructed or altered, the system appears capable of intetconnectivity with
another system or systems located within the same river basin, as set out in G.S.
143-215.22.

{2) The system appears to have adequate nnallocated capscity to expand.

() Interconnectivity would promote public health, protect the environment, or ensure

' compliance with established drinking water rules.

The Department shall notify the identified systems of the potential for interconnectivity in the
future. The systems so notified may discuss options for potential interconnectivity, including joint
operations, regionalization, or merger. The Local Government Commission shall be copied on the
notice from the Department and shall assist the systems with any questions regarding Habilities of the
gystems and alterations to the operational structure of the systems. (1979, c. 788, s. 1; 1983, c. 891, s.
L 2; 1985, ¢. 697, 5. 1; 1987, c. 827, 3. 15 2006-218, 8, [; 2015-241, 5. 14.14A(a).) \ J

https:/fwww.ncleg.net/gascripts/statutes/statutelookup. pl?stetute=1304A-317 12/11/2017
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GENERAL ASSEMBLY OF NORTH CAROLINA

SESSION 2013
S 1
SENATE BILL 757*
Short Title: DENR Study of IBT Laws. (Public)
Sponsots: Senator Hartsell (Primary S ponsof}.

Referred to: AgficulturefEnvironmenUNatural Resources.

May 15, 2014

A BILL TO BE ENTITLED
AN ACT TO DIRECT THE DEPARTMENT OF ENVIRONMENT AND NATURAL
RESOURCES TO STUDY THE STATUTES AND RULES GOVERNING INTERBASIN
TRANSFERS, AS RECOMMENDED BY THE ENVIRONMENTAL REVIEW
COMMISSION.
The General Assembly of North Carolina enacts:

SECTION 1. The Department of Environment and Natural Resources shall study
the statutes and rules governing interbasin transfers and make recommendations as to whether
the statutes and rules should be amended, The study shall specifically examine al! of the
following:

1) Whether and to what extent temporary and emergency interbasin fransfers,
including interbasin transfers to provide drought relief, should be subject to
different regulatory requirements than long-term interbasin transfers.

(2)  Whether and to what extent interbasin transfers between river subbasins
should be subject to different regulatory requirements then interbasin
transfers between major river basins.

(3)  Whether there are types of interbasin transfers that should be exempted from
the interbasin certitication or other regulatory requirements,

SECTION 2. No later than October 1, 2014, the Department of Environment and

Natural Resources shall report its findings and recommendations to the Environmental Review
Commission,
SECTION 3. This act is effective when it becomes law.
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Appendix B:
Major River Basins & Sub-Basins in North Carolina

BASIN NAME BaSINNAME
1-1 Broad River 7-1 Lidle Tennessee River Tar River
_ . 72 TuckagegeeRiver 15-2 Fishing Crek
1 Hﬂ%ﬂﬂ“ 153 Pamlico River & Sound
22 DespRiva B-1 Sevaomsh River
23 CxpeFe.'\rRrve: 16-1 Watauga River
’_%.:54 mn'&pﬁmlﬁvﬁ b e White Oak Ri
: $2 Bi Heel 171 Whi - Ri
26 New Rivar 32 Big Shoo Hee! Creck v Lepend
. 94 Shallohe Biver 18-1 Vadkin River . . .
3.1 Cawewba River 182 Sowdh Yedin River O Major River Basin Boundary
32 SouthTFork Cauwba River 10-1 Neusz River 18-3 UwhamiRiver P
- River 102 Comtearen Creck 184 Rocky River O Sub-Basin Bonndary
R 103 Trent River
- . 11+l New River COHBIYBOW
5-F  Nolichucky River
5-2  French Broad River
53 Pigeon ki 12-1  Albemade Souad
61 Hi R 13-1 OcoesRiver
14-] Roancke River
Division of Water Resourees Tek {(319; 707-2000
1611 Mail Service Center Fax: (519) 733-3558
Raleigh, NC 27699 — 1611 Web: hitp:/fwww nowaterorg
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Regionalization NCIEAGUE

* Regionalization can iead to efficiencies, lower rates, better
environmental compliance

* But success depends on many unique factors, such as:

» State of repair for system infrastructure

* Technical engineering compatibility of systems

* Discharging river basins—Inter Basin Transfer (IBT) needed?
* Current rates charged by each system involved

* Ability of ratepayers to fund repairs and upgrades

* Borrowing capacity of local government units

* Availability of grant funding

* NCLM now has four part-time Municipal Operations Consultant
positions providing direct technical assistance to municipalities

* More than 100 years of combined experience in local government
management, budget and finance between them

« Working directly with League members on financial and
managerial issues, and connecting them with additional resources
when appropriate















Water and Wastewater
Utility Structure

62 County-Cwned Utllitiss across all types-

28 counfles providing both water and
wastewater ufilities’

29 counties providing water only’
5 countles providing wastewdter only’

*souieet EFC databegs and presentation Lo LAC 6n 211418
=tnurca; EFE dnalysk of Counly Walar and Sewer Lkl 2 of 2018

WWWLNEOSE Org
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Harnett County Department of
Public Utilities 2018: A Regional
Snapshot

Parinering for the Future

Harnett County Public Utilities
Development

«  HIZCPU was the st in NC 1o fomo a Metropolitan Water District to provide
water (o three Towns in the County.

«  Has since developed mine County Winer and Sewer Disiricts which included
acguisition of privulely owned well spuems,

= Disiriets issued GO Bonds o finanee the installacion of systems.
Inferastructure is leased from the dislricts by the Cnunty for operation by
HCDPU.

*  The County sclly water Lo Gve contiguous Countics andfor Towns within
Lhose Counties.

»  HCDPU has » 4[!Jea: cantract 1o solsly provide sewer (ecatinent 1o Forl
Bragg und Lo joinlly provide water teaiment with FayeHevilleWC Lo the
base.

+  {ape Fear River is a dous resource providing a 7010 of 530 CFS or
345 MGD.. :

«  HCBPU purchased the water and sewer uilities from the Town of Erwin in
NG end cwrreatly is assesslng simalor mergers In e region,













Role of Regional Wastewater Treatment
Provider

Provide wastewater ireatment to the Town of
Fuquay-Varina in Wake County.

Provide bulk wastewater treatment to the Towns
of Lillington and Angier in Harmetl County.
HCDPU owns the wastewaler systems in the
Towns of Erwin and Coats,

Provide bulk wastewater treatment for Fort Bragg
in Cumberland and Harnett Counties.

3/26/2018

HCDPU Operational Statistics

Approximately 43,000 water conneclions & 12,000 sewer
95% of County tesidents have access to public water
25% of County residents have avcess to public sewer

= 42 MGD waler trealment capaclty
= 225 MGD wastewater lreatment capacity- 2 plants

1,442 miles of water malns

= 26 walpr Lanks w/f 27 million gallons of slorage
= 23 wulcr booaler slations wi 81 MGD pumping capacity
= 387 miles of sandlary sewer

ES5 sewer lift stations

HCDPU Financial Statistics

S&P Rating agency comments include:

A lowly leveraged system/debt-to-equity ratio less than
23%

Historically strong debt service coverage

Strong cash/diquidity positions

Willingneas (o adjust rates to maintain adequate marging
while meeting cost of service requirernents.

A wide and continuously expanding service area.

HCDPU has been well managed with a financial profile we
consider strong and we expeet it to remain strong.







HCDPU Size Comparisons

There are 62 County owned utilities in North
Carolina. HCDPU is ranked as follows:
# ol water/sewer customers OpicrBling revenues
1. Unicn County (43,000) 1. Unjon County ($43m)
2. Hametr County (39,266) 2. Brunswick County ($38m)
3. Brunswick County (33,770} 3, Hamett County ($36m)
Capital Assets net of dels
1. Hamell Connty ($323m)
2. Brunswick County ($303m)
3, Union County ($297m)

3/26/2018

Harnett County Public Utilities Business Center
700 McKinney Pkwy
Lillington, NC

Harnett County Regional Water
Treatment Plant













Example of Fort Bragg Partnership
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Upprided WTIM o provide wias day wilter capacity af 8 MGD 1o Fr Bruge.
1%C will lan provade an alditionnd max day eapoesty of § MGT o Brgp,
T Lvaltrl Cormstroction consGied of 2§ miles ol 30 & 24" wier line and
Somaes of 367 e 1o comnect with another 247 bransmission [ PWE,
Adsa u 12 mpd hoasier pump stullop i a 5 MG geound storape sunk.

Tulal Hamatl Coubly costof approaimately 41 wiltisn for water pad hy
DoD.

Wastewater construchon consisled of 10 mgd of capacily [ Bragy in the
Souli Harnetl W localed on the Little River in Hamett Coodty,

A cunliination of apprkmaely 4.5 miles of 36" (orcemain Irnm Brage o
15 mgd biuen] pump sutaen al e planl, Aaolher 10 mpd pemp stution will
bz construetid just oulsde of Ihe hase propeny.

Tctlnll Haenet! Couny coat of appronamately 538 sillan for wishesuer paid
hy 1300,

Tatul Federsl Investment in HCDDLF of evee T80 infition dollars. This 5
slrastrucure that is owned by HODHPL and ean be wsed by beacle the water
and waslewater needs of our citizens.

Partnering for the Futwre

Current Capital Projects

Upgrade exisling bio solids facilities at North
Harnett Wastewater Treatment Plaot in Lillington
{rom at a cost of approximately $6 million.
Construct 20 inch water transimission ling to Lee
County line from Lillington zlong Hwy 421 ata
cost of approximately $7 million.

Construct 20 inch walter transmission line along
Hwy 87 to serve Western Harnett Induslrial Park
and new clementary school at a cost of §1.5
million.

Planned Capital Projects

Automated Meter Upgrades Phases I & IT at a cost
of approximately $6 million. ’

Southwest PS & FM Upgrade along Hwy 87 ata
cost of approximately $7 million.

Upegrade existing bio solids facilities at South
Harnett Wastewater Treatment Plant near Spring
Lake at a cost of approximately $2 million.

Wake County Waler Transmission Upgrade at a
cost of approximately $8.5 million.







Summary
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Voluntary regionalization can be an efficient and
economic means to provide affordable drinking water
and wastewater treatment o a growing region.

Federal and State regulalory agencies are slarting Lo

recognize and promote regionalization among utilities,

Regionalization requires extensive planning and
cooperation with regnlatory agencies and neighboring
political jurisdictions.

HCDPU is definitely a leading regional utility in
ceniral North Carolina and is planning on changing its
name to Harnett Regional Water to more adequately
reflect this position.

Thank Youl!

Hugh Johnson
Govemment Relotons Cocrdinahar
hugh.Johnson@ncacs.ory
704) 7550616

Steve Ward
Hamet County Publlc Utllitles Dept. Direcior
sword@harmetl.og























































Kimberly Neptune (Rep. Chuck McGrady)

From: Kimberly Neptune (Rep. Chuck McGrady)
Sent: Thursday, April 26, 2018 11:03 AM
To: Kimberly Neptune {Rep. Chuck McGrady)
Jhject: <NCGA> Committee to Study Rates and Transfers/Public Enterprises (LRC}{2017})
Meeting Notice for Monday, April 30, 2018 at 1:30 PM - CANCELLED
Attachments: Add Meeting to Calendar_LINC _ics

NORTH CAROLINA GENERAL ASSEMBLY
Raleigh, North Carolina 27601

April 26, 2018
MEMORANDUM

TO: Members, Committee to Study Rates and Transfers/Public Enterprises (LRC)(2017)
FROM: Sen. Paul Newton, Co-Chair
Rep. Chuck McGrady, Co-Chair

SUBJECT: Meeting Notice

The Committee to Study Rates and Transfers/Public Enterprises (LRC)(2017) will NOT meet at the
following time:

DAY DATE TIME LOCATION
Monday April 30, 2018 1:30 PM 643 LOB

Due to scheduling conflicts, this meeting will be postponed until after Session.

Parking for non-legislative meeting attendees is available in the visitor parking deck #75 located on Salisbury
Street across from the Legislative Office Building. Parking is also available in the parking lot across Jones
Street from the State Library/Archives. You can view a map of downtown by visiting
http://www.ncleg.net/graphics/downtownmap.pdf.

If you are unable to attend or have any questions concerning this meeting, please contact Kimberly Neptune at
mcgradyla@ncleg.net.

cc: Commitlee Record X
Interested Parties X






Kimberly Neptune (Rep. Chuck McGrady)

- -From: Kimberly Neptune (Rep. Chuck McGrady)
sent: Tuesday, August 14, 2018 10:07 AM
To: Kimberly Neptune (Rep. Chuck McGrady)
Subject: <NCGA> Committee to Study Rates and Transfers/Public Enterprises (LRC){2017)
Meeting Notice for Wednesday, August 22, 2018 at 1:30 PM
Attachments: Add Meeting to Calendar LINC .ics

NORTH CAROLINA GENERAL ASSEMBLY
Raleigh, North Carolina 27601

August 14, 2018
MEMORANDUM
TO: Members, Committee to Study Rates and Transfers/Public Enterprises (LRC)(2017)
FROM: Sen. Paul Newton, Co-Chair

Rep. Chuck McGrady, Co-Chair

SUBJECT: Meeting Notice

The Committee to Study Rates and Transfers/Public Enterprises (LRC)(2017) will meet at the following
time:

DAY DATE TIME LOCATION
Wednesday August 22, 2018 1:30 PM 643 LOB

Parking for non-legislative meeting attendees is available in the visitor parking deck #75 located on Salisbury
Street across from the Legislative Office Building. Parking is also available in the parking lot across Jones
Street from the State Library/Archives. You can view a map of downtown by visiting
http://www.ncleg.net/graphics/downtownmap.pdf.

If you are unable to attend or have any questions concerning this meeting, please contact Kimberly Neptune at
mcgradyla@ncleg.nct.

ce: Committee Record X
Interested Parties X _






Meeting of the Legislative Research Commission
Committee to Study Rates and Transfers/Public Enterprises

Agenda
Wednesday, August 22, 2018, 1:30 P.M.

Room 643 LOB

Rep. Chuck McGrady, Presiding

. Regionalization and Cooperation Options

— Overview
— Legal Framework, Tools, and Practices

i. Interlocal Agreements

ii. Creation of New Regional Entities

o Govemance of Regional Utilities

— Natjonal Trends and Practices
— Barriers to Regionalization

Jeffrey Hughes and Norma Houston
University of North Carolina School of Government

. Committee Discussion
. Adjourn
House Members Senate Members
Rep. McGrady (Co-Chair) Sen. Newton {Co-Chair)

Reps. Brawley, Ford, and Goodman Sens. J. Davis, Smith, Tarte and Tucker






COMMITTEE TO STUDY RATES AND TRANSFERS/PUBLIC
ENTERPRISES (LRC)
August 22, 2018
Room 643 of the Legislative Office Building

The Committee to Study Rates and Transfers/Public Enterprises (LRC) met on Wednesday,
August 22, 2018 at 1:30 PM. The meeting was held in Room 643 of the Legislative Office
Building. Members present were: Chairman Paul Newton, Chairman Chuck McGrady,
Representatives Carl Ford and Senator Jim Davis.

Representative McGrady presided. The meeting was called to order at 1:40 PM.

Representative McGrady recognized the Sergeants at Arms: Charles Marsalis, Becky Myrick,
and Hal Roach from the Senate and from the House Warren Hawkins, Malachi McCullough, and
Reggie Sills. Rep. McGrady thanked the members for their attendance and commitment. He
explained (he committee would not be taking specific action at this time but had been set up to
look beyond the current situation for water and wastewater system regionalization and
cooperative options and consider national trends and practices. A working group, consisting of
the Treasurer’s Department, Department of Environmental Quality, League of Municipalities,
counties, and the private sector water and sewer providers, had been formed to put forth ideas
and begin a dialogue to allow the committee to ensure {inancial responsibility and the provision
ol clean water to the citizens of North Carolina.

Representative McGrady then recognized Jeff Hughes of the Environmental Finance Center at
the UNC School of Government and Norma Houston of the UNC School of Government to
review regionalization and cooperation options for water, sewer and wastewater treatment
providers (see Attachment 1). Mr. Hughes began by giving an overview of the driving forces
behind previous regionalization or consolidation of water and wastewater service providers,
followed by an overview of the various types of local government systems active across the state
and the reasons behind the various types of systems, Mr. Hughes recognized Norma Houston to
present information related to inter-local agreements as possible models of consolidation and the
benefits and limitations of these models. Mr. Hughes concluded the presentation with
observations of national trends in regionalization and some barriers observed in their research.

Representative McGrady thanked the presenters, complimenting them on the framework for
understanding the diversity of ways North Carolina is currently dealing with water and sewer.
He said the committee began with the premise that there may need to be a shift from every
individual municipality or town providing water and sewer to determining what the state should






do to facilitate change to ensure water and sewer utilities are both financially and
environmentally stable.

Representative McGrady asked if there were gaps they noticed in the law and were there
incentives, positive or negative, the state should spend time looking into. Mr. Hughes responded
that he believes there are definite incentives that could be added to the many programs North
Carolina already has. He said whether the state plays a financial assistance role or advisory role,
it would be prudent to examine the current statutes, looking at various models utilized in North
Carolina and other states. He recommended looking at the sanitary model, in particular.

Senator Newton asked how the state could ensure that utilities do not go several years without
properly maintaining infrastructure, as has been seen in the past. Mr. Hughes answered that
North Carolina has sound financial oversight on infrastructure and although some local
government practices have raised concern, there is tracking and review of financial information.
They have found that audits do not always show the quality of assets and there is room for
improvement for a team approach between environmental and financial entities to make
customizable recommendations. Mr, Hughes said there may need to be changes that when grants
are received for new infrastructure, there is a built in mechanism to ensure capital maintenance,
as there have been some issues with grants received for new facilities without funding for
ongoing maintenance.

Senator Newton followed up that he is thinking that in context, the goal should be to provide
excellent water and sewer service to customers at the least cost, ensuring compliance with all
environmental rules and regulations while remaining financially sound. Is there anything
missing in this goal? Mr. Hughes responded that is a good summary but there are some local
control issues in North Carolina that sometimes lead to missing some of the goals. He would
recommend adopting this goal but also considering local autonomy and participation issues.
Senator Newton asked whether the state should be looking at utilizing private sector partnerships
to create better systems. Mr. Hughes responded that the private sector can be useful as a tool in
some situations but will not help in some communities, due to its for-profit nature.

Senator Davis asked what the rationale for prohibiting inter-local agreements between local
municipalities, state agencies, and private. Ms. Houston responded that it was written in 1971
and we are still operating in accordance with how it is written, although it could be amended to
include other entities, Senator Davis followed with a question whether amending the statute to
include these would be prudent. Ms. Houston answered that she believes anytime expanded
opportunities for collaboration exists, it opens the door for sharing of services and resources.
Mr. Hughes said the committee might want to consider private/public partnership options but, in
his experience there are none specific to water/wastewater models in North Carolina, but may
exist in other states. Ms. Houston suggested looking at the P3 (public private partnership)
statute. There may be constitutional issues in conferring legal authority with various entities
versus working in a service contract model.






Representative Ford asked what should be done in a situation where a utility borrows funds from
the enterprise system to start another type of utility then continues to increase water and sewer
rates, but after several years still cannot provide services for annexed customers nor are they able
to repay the loan. What can be done for the citizens? Mr. Hughes answered there are set
protections for fiscal health not specific to water and wastewater utilities governance. A local
government commission may be responsible for oversight of loan payments unless it is an
internal loan.

Representative McGrady asked if someone from Local Government Commission could more
fully answer Representative Ford’s question. Greg Gaskins, Deputy Treasurer of the North
Carolina Department of State Treasurer, acknowledged that he was familiar with the situation
Representative Ford inquired about and the loan must be accounted for and repaid. In this
particular case, the entity is repaying the loan and meeting the financial obligation so it is in
compliance with the law but this may not address if they are properly charging in order to repay.

Representative Ford commented that in this instance, the citizens are not aware of the loan
repayment and there is a situation where according to the statute, the annexed citizens should
have been hooked up to water and sewer within five years but it has been more than twelve and
they are still waiting. Community wells are failing and they are unwilling to invest in these as
they are supposed to be receiving services per annexation agreement. In the meantime, the rates
are continuing to increase. Mr, Gaskins responded that this particular set of issues is not related
to the accounting repayment issue that is examined. Per the external records, the books and
records shows they are repaying the loan according to plan; however, this does not mean that the
entily is meeting the service requirements of the statutes and this is something not monitored.
Mr. Hughes commented that this is indicative of the type of issues that show the complexities of
one local government unit servicing another and could be candidate for inter-local agreement.
One way to move forward is to look at best practices and realize that the assets owned by onc
unit servicing another can have limitations and inter-local agreements need to be clearly
negotiated.

Representative McGrady said the committee was formed in part due to issues with municipal
water systems expanding beyond their jurisdictions and setting differential rates and those
outside the jurisdictional boundary having no recourse. For example in Henderson County there
was a situation where 70% of the customers of a utility were outside the municipal boundary and
had no recourse with the public utility commission or any vote in how the water system was
being run. Another city nearby had 40% of its customers outside the jurisdictional boundary.
Legislation was passed related to this local area to ensure no differential rates were imposed and
to guide how funds allocated to the water system were used in relations to other utilities. Are
models in place where the governance of those served outside the boundary have some say in
how the water system decisions arc being made? Mr. Hughes said the trend has been for true
regional utilities taking over assets in other jurisdictions to move toward smaller differentials or
cqualization of rates. However Lhere are other situations where systems have expanded and the
differential is proportional to the actual cost of services beyond the jurisdiction or where an
entity may be justified in differential due to owning the cost of loans and assets. Nationally the
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cost of water has incrcased so significantly, the differentials are causing stress at the household
levels. In North Carolina, other than Asheville, statutorily a municipality can legally charge
higher rates to those outside the jurisdictional boundaries,

Representative McGrady followed up with an observation that local governments working
cooperatively may have different goals. Is there a state role in dealing with the conflicts? Mr.
Hughes commented that it can be difficult in finding a balance between water utility acting as
public enterprise versus as a tool to guide economic growth. He encouraged that the state
continue to look at individual circumstances and recognize that differential rates may be
uncomfortable but necessary to keep operational costs in line.

Rep. McGrady asked whether local governments contracting with the private sector to build out
water or sewer systems is common or an anomaly. Mr, Hughes responded that the private sector
does play different roles in different regions of the state. The public sector partnerships are most
often seen as the private sector utilized as an operating company. They are able to group a
number of utilities geographically for limited management, while utilities maintain assets. Other
examplcs of using the private sector as capital investors is not as likely in North Carolina due to
the robust state and federal programs. He said he believes it is most likely that a partnership with
private sector would most likely be a model to solve operational issues.

Representative McGrady thanked the presenters and reminded everyone that the working group
heard in earlier commitiee hearings would continue to look at issues and bring specific ideas for
the committee to review in next meeting,.

There being no further husiness, the meeting adjourned at 3:15 PM.
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Representative Chuck McGrady l
Presiding
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Kimberly Neptune (Rep. Chuck McGrady)

From: Justus Cochran (Sen. Paul Newton)

*ant: Tuesday, August 28, 2018 02:05 PM

.0} Justus Cochran (Sen. Paul Newton)

Subject: <NCGA> Committee to Study Rates and Transfers/Public Enterprises (LRC){(2017)
Meeting Notice for Wednesday, September 26, 2018 at 1:30 PM

Attachments: Add Meeting to Calendar LINC .ics

NORTH CAROLINA GENERAL ASSEMBLY
Raleigh, North Carolina 27601

August 28, 2018
MEMORANDUM

TO: Members, Committee to Study Rates and Transfers/Public Enterprises (LRC}2017)
FROM: Sen. Paul Newton, Co-Chair
Rep. Chuck McGrady, Co-Chair

SUBJECT: Meeting Notice

The Committee to Study Rates and Transfers/Public Enterprises (LRC)(2017) will meet at the following
time:

DAY DATE TIME LOCATION
Wednesday September 26, 2018 1:30 PM 643 LOB

Parking for non-legislative meeting attendees is available in the visitor parking deck #75 located on Salisbury
Street across from the Legislative Office Building. Parking is also available in the parking lot across Jones
Street from the State Library/Archives. You can view a map of downtown by visiting
http://www.ncleg.net/graphics/downtownmap.pdf,

If you are unable to attend or have any questions concerning this meeting, please contact Justus Cochran at
newtonpla@ncleg.net.

cc: Committee Record X _
Interested Parties X _
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COMMITTEE TO STUDY RATES AND TRANSFERS/PUBLIC
ENTERPRISES (LRC)(2017)
September 26, 2018
Room 643 of the Legislative Office Building

The Committee to Study Rates and Transfers/Public Enterprises (LRC)(2017) met on
Wednesday, September 26, 2018 at 1:30 PM. The meeting was held in Room 643 of the
Legislative Office Building. Members present were: Chairman Paul Newton, Chairman Chuck
McGrady, Senator Jim Davis, Scnator Erica Smith, Representative Carl Ford, and Representative

Ken Goodman.
Senator Paul Newton presided. The meeting was called to order at 1:35 PM

Senator Newton recognized the Sergeants at Arms: Billy Fritscher and Hal Roach from the
Senate and Terry McCraw, Bill Bass, and Jim Moran from the House. Senator Newton outlincd
the committee agenda consisting of presentations from the Department of State Trcasurer and the
Department of Environmental Quality (DEQ). He explained how the commiltee is continuing to
look into the issue of water and sewer infrastructure across the state. Specifically, to understand
the weaknesses in water and sewer infrastructure to avoid any unforeseen surprises. Senator
Newton recognized the working group, consisting of the Treasurer’s Department, DEQ, League
of Municipalitics, counties, and the private sector water and sewer providers which has been
working together to develop solutions to issues of water and sewer infrastructure.

Senator Newton then recognized Kim Colson, Divison Director of the Division of Water
Infrastructure in DEQ, to present on North Carolina’s Statewidc Water and Wastewater
Infrastructure Master Plan. The plan is focused on establishing viable utilities, which is one that
functions as a long-term, self-sufficient business enterprise. He mentioned that DEQ has been
working with the Local Government Commission and the Environmental Finance Center at the
Schoo! of Government and pooling their data together. To outline challenges faced by smaller
and more rural systems, Mr. Colson referenced “Density” charts for water system and sewer
system customers in North Carolina. Mr. Colson then outlined water and sewer utility operating
margins. The chart showed that systems with higher populations were less likely to have a
negative operating margin, He then reviewed data from the town of Fair Bluff to show the effect
of Hurricane Matthew on a smaller systcm. Mr. Colson then moved to data from the five
connected towns of Fairmont, Fair Bluff, Cerro Gordo, Boardman, and Proctorviile. Mr. Colson
outlined how regionalization paired with grant money could reset (hat utility. He then moved on
to possible solutions for discussion purposes. These included grant funds, the utilization of state
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reserves, estimates of needed funding, targeting utilities with viability issues, and establishing
grant conditions.

Representative Goodman was interested in Fair Bluff, he asked if there was a point where
resetting the utility was simply not worth it. Mr. Colson admitted that decentralization, such as
septic tanks and wells, is sometimes needed. He did say that there were opportunities for Fair
Bluff to become viable. Senator Smith asked about the structure of regionalization plans. Mr.
Colson answered that it was a casc-by-case basis and that there was no one-size-fits-all solution.
Senator Smith then asked why his presentation included grant conditions for new utilities when
regionalization seemed like the best option for countering falling populations. Mr. Colson
answered that if five towns came together they would be creating a new utility that was subject
to oversight conditions.

Representative McGrady observed that most problems were in the East and asked if mountain
systems experienced the same issues. Mr. Colson said they view this more as a rural issue than a
regional issue. Representative McGrady then asked for an estimate on costs to fix systems
statewide. Mr. Colson stated that every situation was unique. He commented that the five
connected towns example was on the upper end of expected costs but explained that was for 10
years of capital needs. He estimated that $30-50 million a year would be sufficient for 4-5
systems a year. Senator Davis asked again for an estimate on the total cost statewide. Mr.
Colson said the $30-50 million was for the whole state. Senator Davis went on to mention a
water system in his district that he believed was mismanaged and asked if past practices would
play into the rating of viability by the Local Government Commission. Mr. Colson said he did
nol believe they would punish systems for past practices.

Senator Newton thanked Kim Colson and recognized Edgar Stames from the Department of
State Treasurer for his presentation. Mr. Starnes began by speaking on a conversation he had
with Representative McGrady concerning differential charges for customers living outside of
city limits. Mr. Starncs commented that this was a statewide issue. He stated the Local
Government Commission allows differential charges as long as the difference is based on the
extra cost of serving those individuals. He then went on to address systems that were damaged
by the recent Hurricane Florence and addressed a handout. Mr. Starnes then commented on how
the rural utilities were struggling far more when compared to urban utilities. This was due to the
falling population and loss of commercial customers. This leads to a larger cost being levied on
fewer customers. Furthermore, NC has lost native industries such as tobacco, textiles, fumiture
and small manufacturing.

Mr. Starnes referenced a map of the 487 local government owned water and/or wastewater
utilities. The next map showed the systems on a color coded rating scale showing that struggling
systems were spread across the state. He then showed a map based on the LGC’s unit assistance
list. This map showed how many systems required assistance by county. The next two maps
zoomed in on areas where regionalization was a possible solution to failing systems in the area.






He mentioned how damaging Hurricane Matthew was and stated, with the damage from
Hurricane Florence, that we cannot kick the can down the road. Mr. Starnes commented on how
Goldsboro was willing to help in regionalization efforts but that state money would be required
so that Goldsboro would not be taking on an undue burden. Mr. Starnes went on to outline
potential legislative/administrative items.

Senator Newton thanked Mr. Starnes and opened the floor up to questions. Representative
McGrady asked if the Treasury was supportive of DEQ funding proposals. Mr. Starnes said yes
and mentioned Representative McGrady’s question on statewide cost saying the cost would be at
least $100 million. Representative McGrady then moved on to asking about the historic charter
proposal which would allow towns to retain their identity while not being responsible for
collecting taxes. He asked if it has becn used before to which Mr. Starnes said it has not in North
Carolina and that they could not find another state that does something exactly like this.
Representative McGrady stated that he liked the concept and urged Mr. Starnes to speak to the
League of Municipalities. Mr. Starnes went on to say the historic charter is not something they
want to force on a town but want willing participants, Senator Smith asked if Mr. Starnes was
including incentives in order to attract larger cities to agree to regionalization. Mr. Starnes stated
that the incentives were necessary in order to bring larger cities to the table; he used Lumberton
and Goldsboro asking for incentives as examples. Senator Smith followed-up by asking how
they came up with the troubled counties list. Mr. Starnes said them being labeled as troubled
juvolved many other factors other than water and sewer systems.

Senator Newton addressed the timeline of the committee, asking Mr. Starnes when he believes
they will have solutions. Mr. Starnes stated he hopes to have a set of proposed solutions
sometime in December of 2018. Senator Newton thanked Mr. Starnes for his presentation and
then opened up the floor to public comments.

Tim Minton, Director of Government Affairs with the NC Homebuilders Association, spoke on
the cost of infrastructure and talk of mandatory connections. He stated that costs in rural
commuuities may be prohibitive. He mentioned Ahoski, NC who just waived their $5,000 per
lot capacity fee to spur economic development. Hugh Johnson, Goverument Relations
Coordinator with the NC Association of County Commissioners, said his organization was
thankful for being included in this work. He mentioned that these issues have been compouuded
by recent disasters. He brought up the March meeting in which regionalization options were
discussed. He commented on the extensive planning required for regionalization and encouraged
the committee to continue their work on incentives for regionalization. Al Chesson, Mayor Pro-
Tem of the Town of Williamson, spoke on the debt payments their town have to make due to a
mandate and commented on how their town is unable to take on other projects due to these
payments. David Bone, County Manager of Martin County and Chairman of the Martin County
Water and Sewer Regional Authority, commented that he appreciates the work the committee
has been doing. He recognized their systems are on the unit assistance list. He spoke on issues
Martin County water systems have faced.
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Senator Newton recognized that was the last of the public comments. Senator Smith asked that
documents from the Martin County commenters be added to the committee record. Senator
Newton thanked everyone for their interest and attendance,

There being no further business, the meeting adjourned at 2:35 PM.
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STATE AND TOCAL GOVERNMENT FINANCE DIVISTON

Potential Legislative/Administrative [tems
2019

AUAYT TREAFIELR (1 TN SRREMBE,

@ NORTH CAROLINA State and Local Government Finance Division ;2’;“};‘3““‘{';2

Hypothesis and Why Chart?

Based on our review of data and experience we have developed this hypothesis.
“The fundamental reason municipal utilities have financial problems is they no
longer generate enough revenue to properly manage their resources and
operations.”

Why? The economic circumstances of these utilities” customer base has
changed such that rates can not be set high enough to generate
sufficient revenue.

why? The target utilities are small and serve areas that are economically stagnant
and have lost commercial and residential customers that used to better
support operations, maintenance and reserves.
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STATL TPERFFRIR. OF NOSTH CARO DA

DALE B, FOLWELL CPa

NORTH CAROLINA State and Local Government Finance Division Tou Kaa

Potential Legislative/Administrative Items

Require any municipality on the Unit Assistance List that cannot satisfactorily respond
to a Unit Assistance List Letter to have a merger/management assessment.

if DEQ identifies grant and loan money for merger/management consolidation, create
a process by which subject municipalities can be identified and create a trigger
mechanism for UAL units to participate. {This would involve action by both the SWIA
Board and the LGC.}

If DEQ gets grant conditions to require recipients to maintain minimum operations,
maintenance and reserves, LGC would adopt rules to support this activity.

Create a “Historic Charter” process where the LGC can recommend to the General
Assembly that a city, town or village that is struggling financially be converted to
historic charter where they would be a town but their finances would be managed by
a County or larger city.





















Water Utilities

For Discussion Purposes Only

+Grant funds to establish viable utilities
« Consolidate utilities (single management structure)
» Fix deferred capital projects (reset the utility)

* Provide incentives for viable system to help non-viable
systems (existing customers of viable utility don’t pay for
other system)

+ Utilize State Reserves (NCGS 1539G)

» Supplemented by existing loan program funding (as able)
* Coordinate with other sources (USDA, disaster refief, etc.)
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or Water Utilities

For Discussion Purposes Only

* Funding needed
« $30 - $50 million per year for this effort
* Funds not obligated for this effort should not be
transferred to routine grant accounts
* Target utilities
* Merger / Regionalization grant studies
* Known systems with viability issues
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For Discussion Purposes Only

»Grant conditions
« Establish rates to ensure utility remains viable

» Viability based on existing financial performance
measures

» Past performance used for existing viable utilities

« Establish as grant conditions for new utilities, review in
LGC audits

* Reporting to General Assembly
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NORTH CAROLINA GENERAL ASSEMBLY
Raleigh, North Carolina 27601

November 30, 2018

MEMORANDUM
TO: Members, Committee to Study Rates and Transfers/Public Enterprises (LRC)(2017)
FROM: Sen. Paul Newton, Co-Chair

Rep. Chuck McGrady, Co-Chair

SUBJECT: Meeting Notice

The Committee to Study Rates and Transfers/Public Enterprises (LRC)(2017) will meet at the
following time:

DAY DATE TIME LOCATION
Wednesday December 12, 2018 2:00 PM 544 LOB

Parking for non-legislative meeting attendees is available in the visitor parking deck #75 located on
Salisbury Street across from the Legislative Office Building. Parking is also available in the parking lot
across Jones Street from the State Library/Archives. You can view a map of downtown by visiting
http://www.ncleg.net/graphics/downtownmap.pdf.

If you are unable to attend or have any questions concerning this meeting, please contact Kimbetly
Neptune at McGradyla@ncleg.net.

cc: Committee Record X
Interested Parties X






NORTH CAROLINA GENERAL ASSEMBLY
Raleigh, North Carolina 27601

December 10, 2018

MEMORANDUM
TO: Members, Committee to Study Rates and Transfers/Public Enterprises (LRC)(2017)
FROM: Sen. Paul Newton, Co-Chair

Rep. Chuck McGrady, Co-Chair

SUBJECT: Meeting Notice

The Committee to Study Rates and Transfers/Public Enterprises (LRC)2017) will NOT meet at
the following time:

DAY DATE TIME LOCATION
Wednesday December 12, 2018 2:00 PM 544 LOB

Due to inclement weather and the shifts in many items on Calendar, this meeting has been cancelled.

Parking for non-legislative meeting attendees is available in the visitor parking deck #75 located on
Salisbury Street across from the Legislative Office Building. Parking is also available in the parking lot
across Joncs Street from the State Library/Archives. You can view a map of downtown by visiting
http://'www.ncleg.net/graphics/downtownmap.pdf.

If you are unable to attend or have any questions concerning this meeting, please contact Kimberly
Neptune at McGradyla{@ncleg.net.

cc: Committee Record _X_
Interested Parties X
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