MEMORANDUM

TO: Mayor and Members of the City Council
FROM: Rich Olson, City Manager
Amanda C. Boone, Director of Public Utilities
DATE: February 7, 2020
REF: Presentation — Pros and Cons of Water and Sewer Privatization
BACKGROUND:

On January 27, 2020, the City Council heard from a sales representative from a private
water and sewer company suggesting the City consider selling their water and sewer
utility. Since this was not an option of which the City Council was aware, they directed
staff to bring back a presentation on the pros and cons of privatizing the water and
sewer utility.

ANALYSIS:

Staff retained the services of consulting firm Raftelis to prepare and present on the
topic, “Pros and Cons of Water and Sewer Utility Privatization”. Raftelis is a respected
consultant in the field of financial planning and analysis for utilities throughout the
country. Additionally, they have a knowledge of our utility through their previous and
current work on our system development fees and water and sewer rate study.

The slides of their presentation are attached.

Staff provides the following facts regarding staffing and infrastructure of the water and
sewer utility.

Staffing
The water and sewer utility is comprised of 36.25 employees across three divisions

(Water Treatment, Wastewater Treatment, and Water & Sewer Maintenance). The
combined years of service of these employees is 266.57 years. The longest years of
service is 31 years. The average years of service is 7.35 years.

Water Treatment and Distribution
The water treatment plant was constructed in 1926 and has an operating capacity of




5.0-million gallons per day and is operated and staffed 24 hours a day, 365 days a year.
Source water for the plant is from 14 groundwater wells. Throughout the City, there are
165 miles of water mains.

Waste Treatment and Collection

The wastewater treatment plant was constructed in 1969 and has an operating capacity
of 4.5-million gallons per day and is operated and staffed 24 hours a day, 365 days a
year. Throughout the city, there are 92 miles of gravity sewer mains, 40 miles of force
sewer mains, and 61 pump stations.

Also attached are comments from the public on social media.
STAFF RECOMMENDATION:

Direct staff on how the City Council wishes to proceed in regards to privatization of the
water and sewer utility.
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So. why isn't City Council working on the crime in their City instead of being
worried about selling utilities? Just curious.. @ @
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company??
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insane to be honest
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suspicious of selling the city water and sewer system to a private
company. Will it be anymore efficient. how much will the prices go up
for water and sewage? A lot to think about before the city lets a deal
like this go through
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Pros & Cons of Privatization

Amanda C. Boone, Public Utilities
Director

Keith Readling, Raftelis

Staffing Facts

36.25 employees across 3 divisions

Total years of service: 266.57

Longest years of service: 31

* Avg. years of service; 7.35
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Water Treatment & Distribution Facts

» Builtin 1926

* 5.0 MGD operating capacity

* 14 groundwater wells

» Operates 24 hours per day, 365 days a year

e 165 miles of water mains

Waste Treatment & Collection Facts

* Builtin 1969

» 4.5 MGD operating capacity

* Operates 24 hours per day, 365 days a year

* 92 miles gravity sewer mains, 40 miles force sewer mains

* 61 pump stations
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Funding Facts

* Over the past five years the city has received
SIX grants for water and sewer totaling over
$3,450,000

City of Elizabeth City

Utility Privatization Overview

= RAFTELIS
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=} RAFTELIS

|

Raftelis is a Registered Municipal Advisor within the meaning as
defined in Section 15B (e) of the Securities Exchange Act of 1934 and
the rules and regulations promulgated thereunder {Municipal
Advisor Rule}.

However, except In circumstances where Raftelis expressly agrees otherwise in writing, Raftelis is
nat acting as a Municlpal Advisor, and the apinions or views contained herein are not intended to
be, and do not constitute “advice™ within the meaning of the Municipal Advisor Rufe.

2 RAFTELIS
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— Executive Vice
President at Raftelis

— 35 years of experience

— Co-Author of Water
and Wastewater
Finance and Pricing:
The Changing
Landscape

= RAFTELIS
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Agenda

Goals

Private Utilities North Carolina
Advantages

Disadvantages

Frequently Asked Questions
Hypothetical High-level Analysis
Process and Timeline

* Questions
= RAFTELIS
Goals
* Provide City Council with information on the
privatization of water and wastewater utilities
including:
— Advantages and Disadvantages
— QOverview of the privatization process and timeline
* Respond to City Council questions
=~ RAFTELIS
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Private Utilities in North Carolina

* There over 2,000 public water
utilities in NC
— Largest is Charlotte Water
serving 1,076,837 people.
* 98 Private water utility companies
operating in NC
— Many are small and only own
and operate one utility

* Agqua is one of the largest private
water utilities operating in the
state serving 282,000 people

= RAFTELIS

Private Utilities in North Carolina

 Private water and wastewater utilities are regulated by
the North Carolina Utilities Commission

— The Commission grants certificates for specific service
areas and regulates the rates and service aspects of the
public utility operation

= RAFTELIS
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Private Utilities in North Carolina

* The NC Utilities Commission statutes are under Chapter
62 of the General Statutes

— Chapter 7 — Water Companies
— Chapter 10 — Sewer Companies

= RAFTELIS

Rate Setting in North Carolina

* Private, investor-owned water and wastewater utilities
— Rates must be approved by the NC Utilities Commission

* Municipal water and wastewater utilities

— Rates are set through local government processes

=~ RAFTELIS
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() Advantages

Reduced Risk to Owner

— Operational, regulatory, and economic risks

— Private water companies would be responsible for
managing this risk

Political Factors

— Separates water and wastewater utility activities, including
rate setting, from political processes

Sale of utility assets will generate cash

= RAFTELIS

Loss of control

Likely higher rates

Higher cost of financing

= RAFTELIS
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Frequently Asked Questions

What happens to staff?
— Negotiable with the new owner

What happens if you privatize and the private company goes
| bad?

— Statutory remedies exist ,
Are private utilities eligible for grants?

— They are not eligible for Golden Leaf grant, Clean Water State
Revolving Fund Loans, Community Development Block Grant

| Infrastructure Grants, State Wastewater and Drinking Water

| Reserve grants and loans, merger/regionalization feasibility

| grants, or asset and inventory assessment grants. They are

eligible for Drinking Water State Revolving Fund Loans

‘ = RAFTELIS

Frequently Asked Questions

* What is the impact to economic development?

— The private utility company may decline to serve an
applicant if in the best judgement of the utility, it does not

? have adequate facilities to render the serviced applied for

or if the intended use is of a character that is likely to affect

unfavorably service to other customers. (N.C.G.S § 62

Chapter 7 Rule R7-17)

= RAFTELIS
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Frequently Asked Questions

* What private sector alternatives exist short of
selling the utility?
— Qutsourcing, Contract Operations, Asset lease

* Impact on tax-exempt and government customers?

— If any customers are currently receiving water or
wastewater service without charge or at discounted
rates the practice will likely cease

= RAFTELIS

Hypothetical Utility

Current Financial Status Operations and Revenues

* Original Cost of Assets Less * Operations and
Depreciation = S47M Maintenance = $5.8M

» Outstanding debt = S1M » Depreciation = $1.9M

» Advances from other funds ¢ Total Revenues = S8M
=$1.2M * Net Cash Flow = $2M

* Other post-employment
benefits = $2.1M

2 RAFTELIS
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Sale of Hypothetical Utility

Assuming the hypothetical utility sells for their
original cost of assets less depreciation ($47M)

The private utility must generate a rate of return.
Assume 7.5%

— $3.5M

" Assuming that the private utility is able to reduce
operations and maintenance cost by 25%

— New Operations and Maintenance cost = $4.4M

RAFTELIS

Sale of Hypothetical Utility

- Rate of Return (7.5%) = $3.5M
Operations and Maintenance

(25% reduction) = $4.4M  Revenue Requirement
Depreciation = $1.9M for the private utility
Property taxes = $150K owner = $10.9M
Income taxes on rate of return

=S1IM

RAFTELIS
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Sale of Hypothetical Utility

* Private utility would

_ have to increase rates
Revenue requirement as approximately 36%
a public Ut'hty.z >8M * This does not include:
Revenue requirement as — cost of any additional
a private utility = capital
$10.9M — assumes more efficient

operation of the utility

RAFTELI1S

Process and Timeline

Valuation and details of sale
— Appraisals, legal fees, consultant fees

Regulated process
Timeline in the one year range

RAFTELIS
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Questions?
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