MINUTES OF THE SPECIAL MEETING

OF THE REIDSVILLE CITY COUNCIL
HELD WEDNESDAY, MARCH 24, 2010 AT 12:00 NOON
FIRST-FLOOR CONFERENCE ROOM, CITY HALL
CITY COUNCIL MEMBERS PRESENT:
Mayor James K. Festerman


Mayor Pro-Tem Tom Balsley


Councilman Richard Johnson


Councilman John Henderson 


Councilman George O. Rucker     (arrived at 12:20 p.m.)
Councilman Clark Turner


Councilwoman Joan Zdanski


                                                                        

COUNCIL MEMBERS ABSENT:                      
NONE

CITY STAFF PRESENT:                                    
D. Kelly Almond, City Manager








Angela G. Stadler, CMC, City Clerk

Terri J. Stamey, Assistant City Manager

Chris Phillips, Finance Director

Mayor Festerman called the meeting to order at 12 noon. He stated that he may have to leave the room to take an important phone call from Raleigh. If he did, the Mayor Pro Tem would preside until his return. 
The Mayor then turned the meeting over to City Manager Almond.

BUDGET DISCUSSION.

City Manager Almond briefly discussed the format of these budget work sessions. He explained that they are designed to be short but to allow staff to get things out on the table so that Council members could be thinking about them. He said he knew that Council members were hearing from their constituents about the items discussed in Finance Director Chris Phillips’ report last week. Several Council members had asked for additional information, which had been submitted to them in an addendum, which would be talked about in a few minutes, he noted. (A COPY OF THE UTILITY RATE ADDENDUM IS HEREIN INCORPORATED AND MADE A PART OF THESE MINUTES.) The City Manager reminded Council members he had also faxed them information on the revenues from the sale of water to Greensboro. (A COPY OF THAT INFORMATION ALSO IS HEREIN INCORPORATED AND MADE A PART OF THESE MINUTES.)
City Manager Almond said among the questions being raised by citizens is, “What did you do with all that money?” and “Why didn’t you raise the rates a little bit along?” In response to that, he said the City has received approximately $11 million from Greensboro over the past 10-11 years, but he said that not all of that is pure profit. He stressed that the water is treated and there are costs of production and pumping. It is a long way to send water to Greensboro, he noted.

Mayor Pro Tem Balsley asked if water for our residents and to Greensboro is treated the same way. The City Manager replied in the affirmative, saying the treatment process is the same.

Chloramines Project.

City Manager Almond also pointed out that the approved chloramines project meant the City’s Water Treatment Plant had to be upfitted to switch to the new process. Greensboro paid for half of those costs, he said.
The City Manager referenced Councilman Johnson’s previously expressed concerns about the chloramines project and the effect of the process on dialysis patients. He said he had learned that there is no harm to these patients by drinking or bathing in the chloramine-treated water. He said it is during the process of dialysis that the dialysis center must do something to the water at that time.

Return to Budget Discussion.

City Manager Almond said that, regarding the costs of production for sending the water to Greensboro, no cost analysis of that has been determined exactly. He said staff had never put a “fine pencil to it.” He said the costs of treating the water for Reidsville residents or Greensboro residents is the same. The additional cost comes from pumping the water a greater distance to Greensboro, he said.

A portion of that $11 million received from the water sales has gone to help keep rates low for Reidsville residents, the City Manager asserted. The reason the City hasn’t raised the rates incrementally is because the City didn’t need the money at the time because we had the Greensboro water money, City Manager Almond said. Those sales provided water rate stabilization for Reidsville residents during those years, he added.

City Manager Almond referred Council members to the column on the “Utility System Comparison, City of Reidsville Peer Group,” labeled “Water Fund Change in Net Assets.” Finance Director Phillips explained that net assets are the closest thing to a Fund Balance number in the Water Fund. It was noted that the net assets for the Water Fund has decreased.
This line item was discussed. It was pointed out that $7.8 million had gone from the Water Fund to the General Fund, including monies for capital projects such as the Teen Center and the Vance Street improvements. Monies have also been transferred to the Sewer Fund for engineering services. About seven years ago, funds were also transferred to the Insurance Reserve to keep from raising employees’ insurance rates. The last column, it was pointed out, reflects that $1.2 million went to construction of Market Square and some $2.5 million went to the Industrial Park, including $360,000 for a virtual shell building there.
Phillips pointed out that in order to help other funds, the Water Fund transferred out approximately $12 million, which is more than the City received from the sale of water to Greensboro.

City Manager Almond said Council could say that the City would not have been able to do all of these projects without the water sale monies. He listed the various projects, including the Teen Center, Vance Street improvements, the future North Scales improvements and Market Square. He stated that the City could have kept all the money in the Water Fund, but a lot of good projects would not have been able to be done.
Councilman Henderson questioned if Greensboro were to stop taking water from us next year, what would be the effect? City Manager Almond discussed the City’s contract with Greensboro, including the five-year stages and the requirements of each stage. In the third five years, Greensboro is only required to purchase a half million gallons of water per day, he explained. When the City prepares its budget, it bases possible revenues on the lowest amount Greensboro must buy, he noted. Greensboro has indicated that it will continue to need water but it will probably be much less than in the past, he said.
Mayor Festerman noted that a half million gallons is required to go through the pipes daily to keep them clear. He said it is reasonable to expect at least that much will be required.

Councilman Henderson talked of the possibility that Greensboro will discontinue using our water. The Mayor replied that even with the Randleman Dam online, it is believed Greensboro will still get some water from us. He added that realistically, the City nets very little profit off of a half million gallons a day. Again, City Manager Almond said we only budget the minimum that Greensboro has to buy when projecting revenues for the coming year.

The City Manager asked what would Reidsville have done without this contract? The City would have had to cut more positions, the General Fund would not be providing the services that we are now, the tax rate would have been much higher and we would not have been able to undertake several capital projects.

Mayor Festerman said the biggest misconception out there is that by selling water to Greensboro, Reidsville would never have to have a rate increase. Councilwoman Zdanski questioned what kind of tax rate the City would have had to have if we hadn’t had this contract. It was pointed out that one penny on the tax rate is equal to between $80,000-$90,000. The City Manager noted that over 5 cents on the tax rate equals about $400,000, which is money the City didn’t need to take from its citizens.
(At this point in the discussion, Councilman Rucker came into the meeting at approximately 12:20 p.m.)

City Manager Almond said that there were projects that didn’t have to be done. Mayor Pro Tem Balsley pointed to what those improvements have done for the City. For Vance Street, that entire neighborhood has been changed, he said. He talked of the importance of the upcoming North Scales Street project, the downtown improvements which have made that area more accessible and how all of these improvements have made Reidsville a better place.

Councilman Henderson expressed the need to do a better job of educating the public on how and why the City has spent money, especially between the monument and Harrison Street.

Councilwoman Zdanski noted that everybody uses water and sewer and that everybody shares a part of that.

The Mayor Pro Tem stated that the Council hears all of this all the time, but the citizens don’t hear all of this discussion. He asked how other towns go up on their rates? Money is tight, he noted, but he said he was not sure what alternative there is and wasn’t sure there is one. He said he is most concerned because it is such a big jump in the rate.

City Manager Almond reviewed again where the revenues had gone: approximately $400,000 went to the Water Fund and approximately $1 million to the Sewer Fund. He noted that, unfortunately, the City didn’t send sewer service to Greensboro. He stressed that this is more of a Sewer Fund increase rather than a Water Fund increase. The Sewer Fund has been in trouble for years, he noted, adding that the regulatory process that the sewer system must undergo is very expensive.
There was a brief discussion about the bonds the City has had issued. It was noted that the bonds from 1999 have all been paid off; however, the City is still paying on the $5 million received from the Clean Water Trust Fund for the sewer outfall project.

Mayor Festerman asked if the Council had decided that they are willing to do something. He said it is clear they must do something. He asked if the Council accepted the recommendations of the Finance Director and City Manager or did the Council want to put more of the increase on industries and less on residents? He asked if the Council would accept what has been prepared or tinker with it.

Councilman Turner said he didn’t want to put more of a burden on industries.

Councilwoman Zdanski said something has to be done. She talked about the education process, stressing that people don’t read the newspapers but they do look at their water and sewer bills.

Discussion about a mailer to be sent to residents and industries ensued and what Council members would like to see included in it.
Utility Rate Addendum discussed.

The discussion then turned to the addendum and whether Council members wanted to increase the costs of industries and lower those to residents. Councilman Turner pointed out that Unifi has threatened to leave several times if the City has exorbitant water rates. Finance Director Phillips said if more of the costs were shifted to businesses, Unifi would be affected the most. He went on to explain the proposal as outlined in the addendum, noting that the flat rate increase would have Annie Penn Hospital’s costs increasing by 78%. Again, he stressed that the State won’t allow cities to give different rates for higher usage.

Phillips noted that a flat rate begins at zero consumption. The usage starts with one unit, he explained. Rates differ for residents and for businesses, the City Manager said.

Mayor Pro Tem Balsley said the need for economy of water consumption should be detailed for residents. Phillips said his numbers in the utility rate study assume a 10% decrease in usage based on the rate increases. However, he noted that “people use what they use.” The numbers show that most people use about 20 gallons for a bath and 50 gallons for a shower. On a per person basis, most people use about 100 gallons of water on a normal day, the Finance Director said.

Mayor Festerman again asked for direction from Council. He said the rates must be addressed. Councilman Turner indicated the Council had no choice with the letter from the State. Councilman Henderson again noted the need for a good educational process to explain why a rate increase is needed.
The Mayor questioned how the rates should be raised and at what percentage. He asked about the effective date. Councilwoman Zdanski stated that there needs to be enough lead time to have time to do the education process. Mayor Festerman said July 1st seemed to be a good time for implementation.

City Manager Almond stressed that the City of Reidsville is not unique except that the City has been able to keep its rates so low for so long. Finance Director Phillips pointed out that the City of Burlington is going up 10% this year; 10% next year; etc. Burlington’s only reason for the increase is the costs of implementing the Jordan Lake Rules.

Regarding the Jordan Lake Rules, City Manager Almond explained that it will cost the City $250,000 alone to map the system as part of that process. He also stressed that the City had never promised citizens that we’d never go up on water rates. If the revenue stream is cut off, the City can’t hold rates the same forever, he said. He added that the rate increases can be modified, but he warned that if the City doesn’t raise revenues in one place, it will have to go up in another place.
Finance Director Phillips said that the cost of treating a gallon of water is the same for residents and businesses, but businesses aren’t paying as much. This has been done for years to be “more business friendly,” he noted. Residents have been paying about $1.19 versus 60 cents for businesses. Currently businesses don’t pay as much, but the proposal in the addendum would erase that completely and shift more of the increase to businesses. The first proposal is more of a mixture of the two, he added. Phillips said that if the industries pay the same amount as residents, it will make up that same amount of money. He noted that the variable rate would remain the same.

City Manager Almond pointed out that Unifi would see a $35,000 per month increase in its utility bill. Councilman Turner said that might be a “deal breaker.”

Discussion turned to how much this increase would help with sewer improvements. City Manager Almond said this rate increase would not be enough to replace the system, but it may help bring the Wastewater Treatment Plant up to code. The proposed CPI (Consumer Price Index) increases over the next couple of years will help address basic costs, it was noted. Phillips reminded Council members that these increases had been based on the Public Works Director’s projections, which he cut in half and then figured out what increase would be needed to finance 75% of those projections.
City Manager Almond asserted that the City is not alone in being unable to cover the costs of replacing all of its sewer system and lines. Cities across the country are facing crumbling infrastructure, not just Reidsville, he said.
The City Manager stressed that the Finance Director can run any kind of rate increase scenario that Council members might want to review. Mayor Festerman, referencing the handout on peer groups, noted that there are still 10 cities equal to Reidsville (equal to half the people). Phillips pointed out that the Town of Holly Springs is operating in the negative. Eden at a 1.34 operating margin ratio is bringing in that much more than its system costs, he stated. Havelock at a 1.02 operating margin ratio has higher bills but is barely covering its costs. Burlington has a low rate but is covering costs at the 1.14 operating margin ratios. 
Finance Director Phillips stated that Eden’s cost is always going to be lower than Reidsville’s because of where they dump their waste, plus the City is not affected by the Jordan Lake Rules.

Mayor Festerman questioned whether the Council needed to make a decision today. Councilman Turner expressed concerns about those residents on a fixed income or welfare or those with no income. It was pointed out that the City already provides $1 off for senior citizens.

Phillips said his staff could direct citizens to places that can help pay utility bills, but he stressed that his people are not trained or knowledgeable about determining who should be helped and who should not. He again noted that to give a targeted lower rate is illegal and discriminatory. 

Phillips discussed “block rates” where as your usage goes up, you pay more, which helps out a widow versus a family of 10. However, what about the example of a grandfather with five grandchildren in their teenage years, he questioned. The rates could be “all over the place,” he added.
The Finance Director said his department would like to help residents but they can’t reduce their water bills. “Our hands are tied,” he said. Councilman Turner also said the City doesn’t want to run industry out of town either. Phillips agreed and questioned whether the City wanted to get these industries to the table and ask them, “How much can you afford?”  Councilman Turner said that at such a roundtable, the businesses will try to get the City to lower the rates as much as possible.

Both Councilman Turner and Councilwoman Zdanski said education is the key to letting residents and businesses know what the City is facing. Councilwoman Zdanski noted that the City really can’t sit down and negotiate at the table with these businesses. Councilman Rucker agreed.

Mayor Festerman asked if it was the consensus of the Council that we’ve got to do something and make it effective July 1st, with an extensive education program. He asked if the Council felt like it could make a decision in April?

After more discussion, it was decided that the Council would put the item on the April 14th Council agenda. Various ways of advertising the proposed rate increases were discussed. Council and staff agreed on a flyer to be sent out to citizens and businesses.
The Mayor asked if something should be released before or after the Council votes on the issue. Councilman Rucker, Councilman Henderson and Councilman Johnson all agreed that it should be advertised before a decision was made.

City Manager Almond told Council members that the budget figures are still changing as Terri Stamey and Chris Phillips get a chance to go through the line items. Any capital items, he stressed, will have to come out of the Undesignated Fund Balance. He noted that they had to do it last year when the City bought some police cars, but this year it would be a bigger number.

Furlough discussed.

Councilman Turner asked about the savings involved if City employees took a furlough. Finance Director Phillips said he had already checked into that and a two-day furlough would only save the City about $48,000 if every employee was involved. He pointed out that the smaller the government, the less effect a furlough has for you. Shutting down City Hall for a day doesn’t save the City that much, he said. The nightmare comes when you try to find time for your 24-hour people (police and fire) to take off, Phillips added.

Return to General Budget Discussion.

The City Manager said as he had understood it, a property tax rate increase is not on the table. Water and sewer rate increases are going to be painful, he stressed. Capital needs are in the $800,000 to $1 million range, he continued. There is approximately $5 million in the Undesignated Fund Balance, he said.

Ongoing Projects.

Mayor Pro Tem Balsley asked if the money has already been set aside for the North Scales and Jaycee park projects. City Manager Almond said of the $5 million in the Fund Balance, $240,000 has been allotted to the Jaycee Park improvements. On March 30, the City will receive bids for the work on North Scales Street, which he said he hopes will come in between $350,000 and $400,000.

Upon a question from the Mayor Pro Tem, City Manager Almond discussed the improvements to the lower Jaycee Park. The bridge was completed in-house and the new concrete pads for the bleachers have been poured, he said.

Council then agreed to recess today’s meeting to reconvene at 12 noon on Wednesday, April 7, in the first-floor conference room.

Parks & Recreation Director Announcement.

Before the meeting concluded, City Manager Almond announced that he had appointed Athletics Director Dale Hagwood as of this morning as the City’s new Parks & Recreation Director. Current Director Harry Brown has announced his retirement effective May 1. The City Manager said he was pleased to be able to hire from within and that Dale has been “in the trenches.”

Mayor Festerman then said how pleased they were to have Councilman Rucker back with them. He also thanked Finance Director Phillips for all of his hard work.
Mayor Festerman then made the motion, seconded by Councilman Henderson and unanimously approved by Council in a 7-0 vote, to recess and reconvene at 12 noon on April 7th in the first-floor conference room of City Hall.






________________________________________







James K. Festerman, Mayor

ATTEST:

________________________________

 Angela G. Stadler, CMC, City Clerk
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