SANFORD CITY COUNCIL
BUDGET WORK SESSION
Tuesday, May 25, 2021
West End Conference Room
225 East Weatherspoon Street, Sanford, NC

The City Council held a budget work session on Tuesday, May 25, 2021, at 6:00 p.m. in the West
End Conference Room at City Hall. The following people were present:
Mayor Chet Mann
Council Member Sam Gaskins
Council Member Charles Tylor
Council Member Rebecca Wyhof Salmon
City Manager Hal Hegwer
Management Analyst Holly Marosites
Deputy City Clerk Vicki Cannady
Senior Budget Analyst Cindy O’Quinn

Mayor Pro Tem Byron Buckels
Council Member Jimmy Haire
Council Member Norman “Chas” Post, III
Council Member James Williams
City Attorney Susan Patterson
City Clerk Bonnie Davis
Financial Services Director Beth Kelly

Mayor Mann called the budget work session to order and a brief dinner recess was held. He
reminded Council that there are several openings and vacancies on City boards and commissions and
encouraged everyone to help find suitable applicants. He explained that planning for and managing water
treatment and fire department needs will factor into budget discussions this year and largely determine
the direction. City Manager Hal Hegwer agreed these two issues are the main budget drivers for the
upcoming budget and both are attributed to growth.
Public Works Director Vic Czar reviewed the attached Exhibit A and reminded Council that staff
has spoken with several different partners about expansion needed at the water treatment plant. More
than 10 million gallons have been treated on some days and we must be able to handle the highestvolume day rather than the average day (such as beach towns where volume is much higher on July 4
than January 4). He reminded everyone we have a 12 MGD (million gallons per day) plant that needs to
be retrofitted and we need to expand to 1 8, 24 or 30 MGD (units of 6 are used). An expansion to 1$
MGD would likely be adequate for about 30 years at a cost of approximately $90 million. Expanding to
24 MGD would cost about $147 million, an increase of $57 million while expanding to 30 MGD
increases by $21 million, illustrating economies of scale. Having partners with a larger plant would
benefit all parties by decreasing the cost per gallon. Of the $90 million cost to increase to 1 8 MGD,
approximately $20 million would be attributed to retrofitting.
Mr. Czar reviewed the attached Exhibit B, a tool for calculating costs for various scenarios. Staff
has spoken with representatives from Chatham County, Fuquay-Varina, Holly Springs, and Pittsboro
about our expansion. Fuquay-Varina appears fairly solid, while he and the City Manager met about two
weeks ago with representatives from Pittsboro and Chatham County and they want as much water as
they can get but aren’t sure of budgets. They met with representatives from Holly Springs and after
concerns about their commitment, shortly into the meeting they were asking for more than they had
previously. He reminded everyone of the recent announcement that Fuji would be locating to the Holly
Springs area and it appears that they are trying to diversify their tax base to attract more industry, which
will affect water demands.
Mr. Czar reviewed current allocations to these various partners but Fuquay-Varina and Holly
Springs are interested in more. The combination shown at the bottom right ofExhibit B includes 4 MGD
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for Sanford at a cost of $55 million, much less than $90 million to do the project alone. He used the tool
to adjust allocations showing how that would affect each party’s cost. Increasing our capacity by 3 MGD
would comfortably serve us for 1 5 years, so somewhere between 3 and 4 MGD and some combination
between the other parties would cost the City between about $47 and $50 million rather than $90 million.
He suggested we move forward with plant design since time is ofthe essence for everyone. Design cost
is estimated at about $ 1 0 million which would be shared between the partners. He suggested dividing
design cost by 3 or 4 over 1 2 (based on allocation), indicating a design cost to the City of about $2.4
million while designing our own expansion would cost about $6 million.
Mr. Czar confirmed that neither Holly Springs nor Fuquay-Varina have their own water treatment
facility and purchase water from different places. Fuquay-Varina buys some from Johnston County,
Raleigh and Hameft County, while Holly Springs buys from Hamett County; however, these suppliers
are not as interested in increases as they have been in the past. We are attractive because they would own
some capacity and some ofthe same pipe could be used to a point on their side. These partnerships could
help distribute costs in several ways and reduce dependency on other suppliers somewhat. Mr. Czar
suggested that a 30 MGD plant would likely hit a “sweet spot.” Fuquay-Varina thinks their share would
be adequate through at least 2040 and each has a different projection for different periods of time.
Allocating the City 3 or 4 MOD and adjusting the balance among the other parties would cost the City
about $50 million.
Mr. Czar suggested that the agreement between the parties be flexible since it is based on
projections some will grow faster while others will be slower, so these allocations should be adjustable.
Being able to adjust capacity between parties in order to avoid capital expenses in the future is another
advantage to a partnership. If one of the parties wants to discontinue the partnership, that capacity could
be purchased; this would expand the system without new construction and it is better for a plant to
operate at full capacity until something triggers the next expansion. When determining how much we
want to reserve, it must be balanced with the cost. These financial projections were based on the City
contributing $64 million for a 6 MOD expansion.
—

Mayor Pro Tem Buckels questions what happens if capacity is reached earlier than expected. Mr.
Czar explained that additional revenue would be generated as more water is sold and with more units to
spread the cost, rate increases for those units decreases (an advantage of economies of scale). We are
currently spreading the cost across 40,000 to 50,000 customers (about 19,000 meters) but increasing to
30,000 meters and a constant dollar-for-dollar, increases may be lower than the current recommendation
of 12 percent. Mr. Oaskins suggested the worst-case scenario would be if we were unable to sell some
of the additional allocation but if we are comfortable that we can, that is the only choice. There was
discussion as to whether these potential partners would continue purchasing water from other parties if
they partner with us, various ways to treat potable water, discharge, and billing.
Mr. Czar suggested we move forward now to accommodate growth in our area. City Manager
Hal Hegwer stated that the proposed rate increases are based on the $64 million projection which is
somewhat conservative, depending on how partnerships are finalized. The next step would be to design
the plant. Mr. Czar would like to work on some time-consuming interim steps while the agreement is
finalized. He reminded everyone that the State Revolving Fund offers financing at half the going rate
since our typical water is high compared to median household income and right now we can finance at
about 0.2 percent interest. Mr. Hegwer reminded everyone that when the wastewater treatment plant was
constructed, we were able to take advantage of the last stimulus plan and get a low interest rate for that
expansion. Mr. Czar suggested we are in the right place at the right time and we should move forward
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with a 30 MGD plant. The design process would provide everyone an “off ramp” if construction prices
continue to increase. Significant increases could be a potential problem, as could demands by one of the
parties in the operational agreement to which other parties do not agree. He also suggested that Fuquay
Varina and Holly Springs will likely commit unless bids are much higher than anticipated. Council
Member Gaskins suggested we remain at $64 million and include partners in the design work. Mr. Czar
agreed that design costs could be split based on allocations and work could begin on the underlying
agreement.
Mr. Czar reviewed Exhibit C and reminded everyone this is where the rate model previously
indicated $64 million but we now know that number is low; however, with the right partners and
combination of usage, that number is high. Using this figure when this table was developed, seven
percent of the twelve percent water increase was attributed to the water plant; three percent for other
capital needs; and two percent for operating expenses. On the wastewater side, there are no treatment
plant costs but there is two percent for capital needs and three percent operating costs, for a total of five
percent. Those numbers may decrease but we must be able to pay if they don’t. Mr. Hegwer reminded
everyone that some of these expenses are due to flooding at the wastewater treatment plant during
Hurricane Florence but we have acknowledgements from FEMA for $2 million ofthe $5 million repair
project. Ms. Kelly explained that about one percent growth is projected through demand. Mr. Hegwer
stated that a two percent increase in consumption would help those numbers and we would be in better
shape after next year but overall consumption on the water side is different than the wastewater side. We
know we have a need and must expand the plant but we haven’t seen the growth that we hoped for yet.
Mr. Czar explained that we don’t want to underestimate potential expenses and overestimate
revenue. If we receive a little more revenue this year, increases may be lower next year. Mayor Mann
commented that Pittsboro has not increased its water rate since 201 5 but is now increasing rates by about
45 percent and sewer rates by about 35 percent. Mr. Czar stated that Fuquay-Varina is also looking at a
significant increase and they receive $4 to $5 million annually in system development fees. City
Manager Hegwer explained that the goal of this presentation is to illustrate that a great deal of data was
used to calculate the 12 percent recommended increase and the message to our customers is that Sanford
is growing and we must have a facility to provide service.
Mayor Pro Tem Buckels questioned how System Development Fees (SDFs) factor in, noting that
current customers are paying for customers who are coming later. Mr. Czar stated that SDFs could be
used as revenue for capital needs; that three percent needed for capital could be reduced, depending on
how much is collected. Mrs. Kelly explained that cash could be used rather than issuing debt and that
debt service could be used toward operating expenses, but the majority would be used for capital. SDFs
would also reduce future rate increases. Mr. Hegwer agreed that existing customers may see no need for
a new water treatment plant ifthey are not using more water (and may even use less), so SDFs would be
a mechanism for new customers to share expansion costs. SDFs are quite common and many new
customers, as well as the credit rating agencies, are surprised that we have don’t have a SDF. Since our
current Capital Improvement Plan will be re-analyzed soon (we are almost at the end of the five-year
period), Mr. Czar suggested our SDF could be based on that. He also suggested that developers must
know there is adequate system capacity and are willing to pay their fair share rather than the full cost of
system expansion: without expansion, development would be first-come, first-served, and no one wants
to be the first project when there is no more capacity. Council Member Taylor noted that 28 developers
and/or builders attended the recent UDO update meeting and while there were very few local builders,
some came from as far as Charlotte.
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Consensus was reached for staffto explore System Development Fees.
Mr. Czar explained that there is a maintenance position at the Water Treatment facility, some
maintenance positions at the Wastewater Treatment facility, and some in the Collection/Distribution
Department who took care ofthe lift stations. A work order program was instituted about three years ago
to track current work relative to work needing to be done. The program indicated that work needed at
the Wastewater Treatment facility was outpacing work being done and we were in pretty good shape at
the lift stations and Water Treatment facility. Each facility needs a different amount of work on any
given day, so he wants to place all those maintenance employees into one unit so we can have someone
at each facility on a daily basis with two or three floaters to be assigned where needed. Mr. Hegwer
agreed that this is an effort to increase efficiency.
Recess
A briefrecess was taken from 7:15 p.m. until 7:25 p.m.
The following budget topics were discussed:
.

Whether the $575,000 budget for street resurfacing was in addition to revenue generated by the $30
motor vehicle fee: City Manager Hegwer confirmed that was funded by the motor vehicle fee, with
$25 of the fee going strictly to resurfacing and $5 toward capital. Financial Services Director Beth
Kelly explained that the number of vehicles has remained fairly flat but values have increased as
people replace older vehicles.

.

How much capital was deferred capital due to the COVID-19 pandemic last year when things were
scaled back: Financial Services Director Kelly explained that the full list is on page 80 but the
majority ofabout $1.4 million in heavy equipment was delayed.

.

Council Member Taylor commented that the City may underestimate the value we add to Downtown
Sanford and suggested we should quantify and promote our investment since tax revenue being
generated does not cover the services provided. It also confirms the City’s commitment to
Downtown. He also questioned whether the merit pay raise system will be reinstated for City
employees. City Manager Hegwer confirmed that the merit system has been phased out due to lack
of funding but COLA (cost-of-living adjustments) increases are given across the board to every
employee. He agreed this should be communicated better to employees who may not realize that the
City cannot currently fund merit raises without a significant tax increase. Some employees aren’t
familiar with differences between the City’s General Fund and Utility Fund. Council Member Post
stated that he received numerous phone calls and emails thanking him for the one-time bonuses given
to employees at Christmas (increased from $250 to $300 this past year). Mr. Hegwer also noted that
there may be an opportunity through the ARP (American Recovery Plan) for one-time pay to lowerand middle-wage employees who served as front-line workers during the pandemic in the Police,
Fire and Public Works Departments.

.

Regarding the quick sale ofthe shell buildings at Central Carolina Enterprise Park (“CCEP”), are we
being aggressive enough on future infrastructure? Council Member Taylor noted that there are only
eight pads remaining and suggested grading all the sites at once to reduce costs. Mr. Hegwer
confirmed there have been conversations with County representatives and CCEP investors have
asked the City and County to front some permitting costs. He suggested the larger issue is what we
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will do when there are no more sites at CCEP, which may happen by the end of2022, and suggested
we develop a strategy with the county.
.

At what point might having a higher fund Balance (currently about 45 percent) impede the City on
borrowing or taxes: City Manager Hegwer noted that this figure is a snapshot of only one point in
time and several items are included in this figure, such as the law enforcement separation allowance
funds, restricted fund balance, re-appropriations, and project and capital appropriations. Mrs. Kelly
explained that it allows the City to pay cash rather than issuing debt for some expenses. Mr. Hegwer
agreed that increasing fund Balance is not a major goal now as the City is having to fund some
capital expenses rather than borrowing and this saves operating funds in the long-term. Council
Member Gaskins noted that he views the 36.04 percent Fund Balance, after restrictions and
commitments, as about four months savings. Mrs. Kelly also noted that these funds may be needed
for unexpected repairs, such as those at the Wastewater Treatment facility. We will have about $3
million in expenses above FEMA reimbursements and that could take up to 24 months. Without
adequate Fund Balance, we would have had a huge cash flow issue but she is trying to make
adjustments with capital improvements since that hurricane-related event was a major unexpected
expense. Council Member Gaskins also noted that we don’t receive much ofour property tax revenue
until halfway through the fiscal year. Mrs. Kelly explained that we are statutorily allowed to pool
cash between the General and Utility Funds, which helps with cash flow early in the fiscal year but
confirmed that the City receives about 54 percent of our tax revenue in December and January.

.

Some of our fees are much lower than other nearby municipalities, such as our tap fees and fire
permit and these fees should be contributing somewhat to future infrastructure needs: City Manager
stated that many ofthese fees are only recovering the City’s costs but agreed they would be reviewed.
He noted this is a philosophical policy and fees are kept low to protect our residents.

.

How a potential spring election could affect the City’s budget: Financial Services Director Beth
Kelly explained that about $35,000 has been estimated and this will depend on how many people file
and whether a second primary may be needed. City Attorney Susan Patterson explained that the 2021
fall election may be postponed until 2022 because of delays with census data that may affect district
boundaries. There is a bill in the North Carolina legislature stating that without a resolution to delay
elections, they would be held in the fall using current boundaries; however, this may create
constitution challenges. She agreed to keep Council updated on developments.

.

Fitness equipment in the Fire Departments be comparable to that in the police Department: City
Manager Hegwer explained that the Fire Department wanted to replace some old equipment at the
Central Fire Station in last year’s budget but after pandemic-related cutbacks, they did not request it
this year, which may be related to the new fire department. Mr. Taylor questioned whether there is
an opportunity to furnish the same level of equipment to all three fire departments. We may not be
able to provide the same level of equipment to all three fire departments but staff will investigate.

.

Whether Code Enforcement could be incorporated into an interlocal agreement with the County to
serve the entire County: City Manager Hegwer explained that there have been some conversations
with County representatives and Community Development Director Marshall Downey has a plan to
expand that department, which could possibly help the County. This could be discussed at a future
Interlocal Committee meeting with Mr. Downey discussing how it might be advantageous to the
County.
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.

What has been done to gauge the financial well-being of the golf course and entities such as the
Temple Theatre; how they may have been affected by pandemic-related changes; whether
memberships have decreased; and whether golf rates should be increased: City Manager Hegwer
noted there was an increase at the golf course last year after new carts were purchased and there were
no complaints. Carts were limited to only one passenger at times during the pandemic and this
decreased revenue. Financial Services Director Beth Kelly explained that this loss ofrevenue would
not likely be covered under the American Recovery Plan (ARP) since total revenue must be
considered rather than individual components (like golfcourse revenue). She confirmed that CARES
funding reimbursed us for some of the pandemic-related expenses at the golf course. Council
Member Salmon questioned whether tourism losses were eligible for reimbursement, noting there
has been no event revenue since the pandemic began. Mr. Hegwer confirmed this had been
considered but guidelines are still being reviewed. Mrs. Kelly explained that some rules are tied to
census tracts and lost revenue is based on total revenues and meeting four requirements. Comments
are currently being sought on ARP rules and more guidance will be issued after they are reviewed.
Mrs. Kelly stated that infrastructure other than water, sewer and broadband must be in qualified
census tracts or based on total loss ofrevenue. Mayor Mann suggested holding additional discussions
on the ARP after the budget is resolved. Mr. Hegwer agreed that the City and County should will
work together to strategize and avoid duplicating efforts in order to make more impact with ARP
funding.

.

With the contract to provide Emergency Medical Service (EMS) open for bids, should we switch to
a paramedic model where our firemen are cross-trained and registered as paramedics as in other
municipalities: Council Member Taylor noted that our Fire Departments frequently respond to
medical emergencies not just wrecks or fires. City Manager Hegwer stated that there have been
some brief conversations about constructing the new fire department to house an additional vehicle
to accommodate or work in conjunction with EMS or for EMS to work out ofthere in a collaborative
effort. Mayor Mann suggested this would be a good topic to discuss with County representatives.
—

.

Large decreases in insurance costs for several departments and variations in training expenses:
Financial Services Director Beth Kelly explained that this category includes property insurance,
liability insurance and Workers’ Compensation insurance and the reduction was primarily due to a
decrease in property liability related to depreciation and values. The prior quote was updated just
before budget figures were finalized and that there was a significant increase in the cyber coverage
insurance premium related to the large number of attacks on municipalities. City Manager Hegwer
confirmed we have many systems in place to prevent and mitigate this type of attack. Mrs. Kelly
stated there was a reduction in the Workers’ Compensation premium after several years of increases.
She also explained that after it became obvious that the pandemic would substantially reduce
training-related travel, some departments transferred funds to cover supplies such as masks and
sanitizers. CARES Act funding ultimately reimbursed many of these expenses and transfers were
always within departments.

.

Whether the Carthage Road Diet project will proceed: Financial Services Director Beth Kelly
confirmed that funds have been budgeted for design since City Engineer Paul Weeks indicated that
we will have to sign a contract with the Department of Transportation but she was not sure whether
it would actually be paid this year. Mr. Hegwer reminded everyone that the City’s 20 percent match
required for the project would be significantly higher than the design costs.
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.

Whether the $50,000 for Depot improvements was covered by the budget amendment approved by
Council last week: City Manager Hegwer explained that the $100,000 total was split between two
fiscal years. Mr. Taylor explained that this year’s actual expense would be no more than about
$42,000. The installer suggested placing the video screen on top ofthe stage rather than on a pole to
the side for more stability and to prevent tampering. Mr. Taylor suggested that screen could serve as
a revenue stream through sponsorships or using it for slides during events.

.

Enhanced maintenance to Kiwanis Family Park, Depot Park and the Martin Luther King, Jr., Park:
City Manager Hegwer explained that staff has been trying to maintain these facilities but we felt it
was not adequate so we used contractual services to maintain them to a higher level than staff could
provide. He requested the department determine what it would take for our staff to maintain this
higher level and he increased the number of mowings and kept some contractual service for trash
pickup until we know more about the inmate labor program.

.

How the new fire station will be constructed (metal, brick exterior, etc.): Council Member Taylor
noted that the North Chatham station is a metal building with brick façade and more amenities on
the interior. City Manager Hegwer explained that the selection process is just beginning for design
and Council will ultimately approve various concepts and the design contract. Council Member
Williams suggested that Fire Chief Barber would be best suited to answer design questions and
Council Member Gaskins suggested he would be best to answer questions regarding function but the
building’s esthetic will be extremely important since it will be seen by people entering Lee County
on US Highway #1. Mr. Hegwer noted that the design will be done by a company that has designed
several fire department buildings and Council will have options from which to choose.

Mayor Mann asked Council members for feedback on the proposed two cent tax increase and
how they wanted to move forward. He reminded everyone that the County is proposing a 1 .5 cent
decrease, which Mrs. Kelly confirmed had already been factored into the City’s budget. Several Council
members agreed that they would prefer no tax increase but agreed it is needed. Mayor Pro Tem Buckels
stated that he was not happy about the tax increase and with water being a necessary commodity, he
struggled with the water and sewer increases, although he acknowledged they were necessary. Council
Member Taylor questioned what drove the increase from one to two cents. Mrs. Kelly explained that
two cents will be needed to pay the debt on the new fire department when that debt is issued in the next
fiscal year. The $825,000 needed in FY 2023 is actually 3.17 cents but because $205,000 was already
included, this was reduced to 2.58 cents and hopefully growth from other sources will provide the
balance.
Mayor Mann agreed that tax and utility rate increases are difficult for everyone but suggested
that the growth coming to Sanford will offset future increases. He reminded everyone that we have
partners interested in joining us on the water treatment facility expansion that will reduce costs and
hopefully reduce future rate increases. He encouraged everyone to be forward-thinking as leaders in the
past have been and reminded everyone that it has been 30 years since Sanford built a new fire station.
City Manager Hegwer commented that the pandemic has reminded everyone ofthe importance of public
safety.
CLOSED SESSION
Council Member Gaskins made a motion to go into closed session in accordance with N.C.G.S.
143-312. 1 1(a)(3), to consult with an attorney employed by the public body in order to preserve the
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attorney-client privilege. The motion was seconded by Council Member Salmon and carried
unanimously.
RETURN TO REGULAR SESSION AND ADJOURNMENT
Council Member Gaskins made the motion to adjourn. Seconded by Council Member Salmon,
the motion carried unanimously.
ALL EXfflBIT$ CONTAINED HEREIN ARE HEREBY INCORPORATED BY REFERENCE
AND MADE A PART OF THESE MINUTES.
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T. Chet Mann, Mayor
Attest:

‘BriT1i(e Davis, City Clerk
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