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The Government Finance Officers Association of the United States and Canada (GFOA)
presented a Distinguished Budget Presentation Award to Public Works Commission of
Fayetteville, North Carolina for its annual budget for the fiscal year beginning July 1, 2021.

In order to receive this award, a governmental unit must publish a budget document that meets
program criteria as a policy document, as an operations guide, as a financial plan, and as a
communications device.

The award is valid for a period of one year only. We believe our current budget continues to
conform to program requirements, and we are submitting it to GFOA to determine its eligibility
for another award.
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DATE: May 10, 2023

MEMO: Commissioners Evelyn O. Shaw, Ronna Rowe Garrett, Donald L. Porter, and
Christopher Davis

FROM: Marion J Noland, Interim CEO/General Manager
RE: Fiscal Year 2024 Proposed Budget

Pursuant to Article 3 of North Carolina General Statute 159, The Local Budget and Fiscal Control
Act, and under my designated authority as the Fayetteville Public Works Commission’s (FPWC) Budget
Officer, herein I present the proposed budget for FPWC for Fiscal Year 2024 (FY 2024). The FY 2024
proposed budget is $428,815,600, which includes $375,242,800 Operating expenditures and
$53,572,800 for Capital expenditures and is a 1.9% increase compared to the FY 2023 budget.
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In the development of this proposed budget, FPWC staff used as its guiding principles the
Commission’s current Strategic Plan. Specifically, FPWC focused on seven strategic priorities including
operational excellence, financial health, engaged employees, customer satisfaction, community
engagement, conservation, and economic development with the following objectives:

e Delivery of safe and reliable electric, water and wastewater supply;

e Maintain the utility’s financial health to keep borrowing costs low, customers’ bills affordable,
utility services safe and reliable and provide dependable financial support to the City of
Fayetteville;

e Attract, retain and grow an engaged workforce that is equipped with the capabilities to deliver

excellence;

e Deliver products, services and programs to improve and enhance the experience of our
customers;

e Support conservation of water and energy that help customers save money through innovative
programs;

e Ensure utility services support the economic growth of Fayetteville and Cumberland County;
e Be active in civic, philanthropic and community engagement activities that support our
community.

BUILDING COMMUNITY CONNECTIONS SINCE 1905

AN EQUAL EMPLOYMENT OPPORTUNITY EMPLOYER



Additionally, the budget maintains all Commission approved reserve fund levels, as well as any
statutory or other restrictions or requirements, including those included in Bond Orders, but does
contemplate a combined system temporary reduction in days cash on hand and the use of Electric Rate
Stabilization Fund reserves in FY 2024.

Following is a brief summary including certain initiatives contained in the proposed budget that
will help achieve the strategic goals set by the Commission.

Electric and Water/Wastewater Revenues

Total revenues for the FY 2024 Electric and Water/Wastewater Funds are budgeted to be $428.8
million, which is an $8.0 million increase or 1.9% more than the FY 2023 budget.

Revenues for the Electric Fund are projected at $275.4 million for FY 2024. This represents a
$1.3 million or 0.5% reduction from the FY 2023 budget. There is a 6.1% total system rate increase
which is included in the FY 2024 budget and a $19.3 million Appropriation from the Rate Stabilization
Fund to limit impact to Net Position.

Revenues for the Water/Wastewater Fund are projected at $153.4 million for FY 2024. This
represents a $9.3 million or 6.5% increase from the FY 2023 budget. The primary factor behind the
increase is the FY 2024 budget inclusion of an 8.7% total system rate increase.

Electric and Water/Wastewater Fund Expenditures

In meeting the statutory requirements for a balanced budget, total expenditures in FY 2024 for
the Electric and Water/Wastewater Funds are budgeted to be $428.8 million, which is $8.0 million or
1.9% more than FY 2023.

For the Electric Fund, FY 2024 expenditures are projected to be $275.4 million, which is $1.3
million or 0.5% less than in FY 2023. The main drivers of the reduced expenditures are the lower
Appropriation to the Electric Rate Stabilization fund in FY 2024 by $6.4 million and Transfers to Coal Ash
Reserve and Substation Rebuild by $1.6 million and $3.0 million, respectively. However, this is offset
by higher capital expenditures of $7.1 million from FY 2023.

For the Water/Wastewater Fund, the projected expenses for FY 2024 are $153.4 million,
reflecting an increase of $9.3 million or 6.5% from FY 2023. The main contributors of the increase
compared to FY 2023 are the $1.2 million increase in capital expenditures, $5.1 million increase in
operating expenses and $2.6 million increase to the Appropriation to Water/Wastewater Net Position.
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Proposed in the Fiscal Year 2024 budget is a forecasted annual power supply cost of
$139,641,500. PWC receives the majority of its wholesale power from Duke Energy Progress, LLC (DEP)



under its current Power Supply and Coordination Agreement (PSCA). PWC also receives a small
allocation of wholesale power (~5.4MW) from the Southeast Power Administration.

Power supply costs are projected to be lower than prior years’ budgeted amounts. Fiscal Year
2023’s energy costs were greatly impacted by recent global economic conditions impacting the
commodity markets and causing higher costs. Primary drivers included elevated domestic coal and
natural gas prices. Yet despite those increasing economic pressures, multiple factors have allowed PWC
to reduce it power supply budget for customers. Among those factors are, DEP’s demand pricing,
consumers’ demand management and conservation efforts.

Background: On November 13, 2019, FPWC and Duke Energy Progress, LLC (DEP) executed the
9th amended Power Supply and Coordination Agreement (PSCA), which resulted in a significant decrease
in Power Supply expenses for the customers of FPWC.

The PSCA, under which FPWC started purchasing wholesale electric from DEP in July 2012 has
potential extensions through June 2042. The agreement has provisions for optional FPWC initiated
terminations in 2024 and 2032. The extension of the contract occurred after an analysis of power supply
alternatives including amending the current PSCA with DEP, expanding power generation at the Butler
Warner Generation Plant (BWGP) or conducting an RFP for a new wholesale power supply arrangement.
It was determined that the best option for FPWC looking at various factors, including price, risk and
volatility, was to amend the current PSCA and continue to take wholesale power from DEP.

The 9% amended PSCA included two phases of wholesale electric price reductions: the first
starting in January 2021 and continuing through June 2024 and a second starting in July 2024 and
continuing until the end of the Agreement. Compared to the previous terms under the PSCA, the
amended terms resulted in an estimated net present value (NPV) savings of $313 million, of which $38
million are the result of the changes through June 2024 and the remaining $275 million will occur due
to other changes that go into effect after June 2024.

In Fiscal Year 2022, PWC staff began an integrated resource planning (IRP) process to evaluate possible
portfolios and resources for PWC beyond 2032. The results of the IRP were presented to the Commission
in August of 2022 and staff has proceeded with the recommendations in the CIP for the coming Fiscal
Years. The IRP will be updated in late Fiscal Year 2023 to reflect the changes in the power supply and
generation resources markets.

City of Fayetteville Payment in Lieu of Taxes (PILOT)

In June 2016, the North Carolina Legislature amended Chapter VI of the City of Fayetteville
Charter that dealt exclusively with the organization, duties, and responsibilities of FPWC and its
Commissioners. This amendment replaced language that remained from the original 1905 Charter,
which identified FPWC as a Public Authority under North Carolina Law, clarified the roles and
responsibilities of the Commissioners, and established the basis for the annual calculation of the FPWC
Payment in Lieu of Taxes made to the City of Fayetteville. Under Section 6A.16 of the amended Charter,
the annual payment is 2.45% of the previous fiscal year’s “Total Net Position of the Electric Fund”.
Based on this calculation, the payment to the City of Fayetteville for FY 2024 will be $12,243,800 which
represents a 1.3% decrease from FY 2023. Since enactment of the amended Charter, the PILOT paid
to the City has increased $2.7 million or 28.2% since FY 2016. In addition to the PILOT, FPWC provides
additional financial support to the City of Fayetteville through street lighting funding, LED
conversion/upgrade project, support for a high-speed telecommunications project, support for
annexation efforts as well as support to the City of Fayetteville public access television channel which
FPWC utilizes for our informational “PWC Connections” television program. Comparing the PILOT and
additional benefits, FPWC provides a higher percentage of contributions to the municipality when
compared with similarly sized ElectriCities utilities.



Divisional Operating Expenses

The table below summarizes the budgeted operating expenses (including non-CIP capital) for
each FPWC division. Following the table are the main drivers in the overall budget, as well as any
significant variances at the division level.

Division FY 2023 Budget* FY 2024 Budget % Increase /
($ in millions) ($ in millions) (Decrease)
Management $6.16 $7.04 14.23%
Communications $1.61 $1.71 5.73%
Legal Division $0.37 $0.53 44.01%
Customer Care Division $10.44 $11.18 7.02%
Administrative Division $35.59 $35.79 0.58%
Financial Division $7.16 $7.21 0.73%
Water Resources $53.13 $55.50 4.47%
Electric non-Power Supply $40.13 $45.64 13.72%
Total w/o Power Supply $154.59 $164.60 6.48%
Electric Power Supply $144.41 $139.64 (3.30%)
Total FPWC $299.00 $304.24 1.75%

* The numbers shown for the FY 2024 Budget include transfers and budget amendments made during
the fiscal year

The overall $5.24 million increase in the Division Operating Expenses is caused by several factors
which include the $2.37 million increase in the Water Division compared to FY 2023. The main reason
for the increase is attributed to the higher expenses linked to the maintenance and inspection of elevated
water tanks, as well as the increased expenses for chemicals resulting from supply chain disruptions.
The increase in the Management Division is mostly due to consulting and legal fees related to
administration at the NCUC and FERC of the Power Supply and Coordination Agreement. The Electric
Division experienced a $5.51 million increase, primarily due to multiple factors such as inflation-driven
higher equipment prices, expenses related to landfill usage for mud disposal, elevated costs linked to
the removal of stub poles, mechanical clearing of distribution rights-of-way, and investigations into
underground utility damage. Additionally, the budget for FY 2024 has funds for two gas turbine major
overhauls. However, the increase was offset by lower Power Supply costs owing to various factors such
as DEP’s demand pricing, consumers’ demand management and conservation efforts.

The increase in the Customer Care Division can be attributed to the rise in Doxim bill print rates,
as well as the escalating vehicle and equipment costs in the Utility Field Services section. The Legal
Division has experienced an increase from FY 2023 resulting from a position reclassification.

Included in the FY 2024 operating expenses are several key projects to support the Strategic
Plan of PWC, of which a subset is listed in this memo. Key technology projects supporting operations
and finance include ongoing implementation of Oracle Work Asset Cloud Service Application, as well as
planning for the upcoming implementation of Oracle Fusion Cloud for our EBS (finance) system. Key
customer projects include the addition of new community solar installations located at numerous
locations on the PWC electrical system as part of the IRP implementation. Funding is included for
customer communication/education including storm preparation, conservation and other PWC program
guides. Key water resources projects include the continuation of the Asset Management Program for the
water distribution and sewer collection systems, design services for lift station standby power facilities,
engineering services to ensure compliance with the new EPA requirements for the Drinking and Water
Lead & Copper Rule, and a preliminary Glenville Upgrade Feasibility study for uprating the Glenville WTP
from 18 MGD to 24 MGD.



Personnel Funding

Typically, FPWC completes a comprehensive salary review every 3-5 years to ensure that it is
offering competitive salaries in each job classification. There is a review currently being conducted in FY
2023. Based upon the results of the comprehensive analysis, salary ranges and grades would be
adjusted as needed. We are on schedule to complete this review and will report the results to the
Commission once all recommendations are finalized. In the years where a comprehensive review is not
being completed the organization identifies several benchmark positions throughout the institution and
completes a targeted review as a proxy for the overall FPWC labor market. This targeted review is then
compared with various cost of living and inflation indexes through which the targeted performance
increases, as well as salary grid positioning, are determined. Based upon this review, the FY 2024
budget reflects a targeted 5.0% performance increase for employees. By comparison, the FY 2023
budget contained a 4.0% performance increase.

FPWC does not anticipate having any significant changes to our benefit program during FY 2024.
Targeted steps to manage benefit program costs, including expansion of the high deductible plan are
being reviewed. The organization’s wellness initiatives, including “Know Your Numbers”, medical
screening, and other programs to improve employee wellness and help keep changes in medical benefit
expenses down are being continued. For FY 2024, we are budgeting $9.6 million for active employee
medical benefit expenses which has increased by $1.5 million compared to FY 2023.

Capital Improvement Program (CIP)

The total proposed CIP budget for FY 2024 is $176.2 million, which represents a $48.7 million
or 38.2% decrease from the $127.5 million budgeted in FY 2023. FPWC analyzes and reprioritizes our
CIP projects annually, which can result in variations in year-to-year CIP spending as well as variances
from amounts projected to be spent in future years.

In the Electric Division, the overall FY 2024 CIP spend is projected to be $77.9 million. This is
$32.8 million more than the FY 2023 CIP budget. The most significant increases in CIP spending,
compared to last year’s projection are the purchase of a $1.5 million gas turbine rotor, $14.3 million for
the construction of two solar farms, and $17 million for the purchase of Pad Mount and Overhead
transformers. There has been a significant rise in the cost of transformers compared to prior year, which
can be attributed to various factors including shortages in the material supply chain, extended lead
times for construction, and a limited availability of skilled labor necessary for assembling the equipment.

In the Water/Wastewater Division, the overall FY 2024 spend is projected to be $96.0 million.
This is $16.3 million more than the FY 2023 CIP budget. The most significant variances included are
the PO Hoffer WTP/Glenville Lake WTP Reliability Improvements project which has increased by $8.2
million and the Cross Creek WRF Influent Pump Station Rehab which has increased by $6.9 million from
FY 2023 CIP.

CIP Funding

Funding for the CIP budget comes from the operating revenues of the respective Electric and
Water/Wastewater Funds, revenue bonds, state, and other loans, as well as reserves. These reserves
include various Capital Project Funds approved by the Commission and other restricted funds such as
dollars collected from customers for FPWC’s compliance with North Carolina’s Renewable Energy
Portfolio Standards (REPS). Customer contributions that are collected in association with capital projects
are included as a line item in the Electric and Water/Wastewater Fund revenues portion of the budget
and are likewise included within those funding sources below.

Funding Source Amount
Electric Fund $27.8 million
Water/Wastewater Fund $17.5 million
Bonds/State Loans/Reserves $130.9 million




Of the bond, loan and reserve funding above, $79.3 million is for water and wastewater projects
and $51.6 million is for electric projects. The above allocations do not reflect any reimbursements from
third parties including insurance, FEMA, NCDOT or customer contributions towards projects. These
reimbursements are included as revenues in the appropriate funds rather than as a reduction in CIP
spending from those funds.

CIP Project Priorities

The FY 2024 CIP budget continues the Commission’s focus on the replacement and rehabilitation
of aging infrastructure to ensure that system reliability (Operational Excellence) is maintained while at
the same time making sure that we design our systems to support system growth and economic
development. The FY 2024 CIP budget contains $161.5 million for projects that expand plant capacity,
replace or rehabilitate aging infrastructure and extends service to new customers. This represents a
38.7% increase over FY 2023. The FY 2024 CIP includes $15.0 million for rehabilitation of existing water
and wastewater infrastructure and $26.4 million in water and wastewater plant improvements and
capacity expansions.

In addition to the above is the extension of water and sewer service to previously unincorporated
areas of Cumberland County annexed into the City of Fayetteville (Economic Development). In 2008,
the City of Fayetteville and FPWC entered into an agreement to extend water and wastewater service
to those residents which did not already have service provided by FPWC or another utility. This project,
commonly known as Phase V, when completed, will extend FPWC wastewater service to over 8,500
properties and water service to nearly 500 properties. FPWC is roughly 65% complete extending
services to the annexed areas completing work in 24 out of a total of 34 separate areas by the end of
FY 2023. Of the total properties to be served, 100% are either completed, in construction, in pre-bid
stage or in design. In FY 2024, we have budgeted $23.1 million for annexation related work which is
broken down into the following areas:

e Construction underway in Wendover, Hickory Run, Pinecrest Park, Stoney Point, King Road,
Pine Ridge Acres (Area 32 East Section I)

e Start construction in Cliffdale West, Woodmark, and Lake Rim Estates (Area 26 and Area 25)

e Design is completed for Cliffdale Forest (Area 27) and portions of Stoney Point and Dundle
Roads (Area 32 East Section II)

e Advertise, and receive bids for portions of Stoney Point and Dundle Roads (Area 32 East
Section II)

e Design is ongoing for Green Briar Lake, McArthur Road/Ramsey Street, Carver Falls, Cedar
Falls, Ramsey Street, Northwood Estates, Raynor Drive, N. Plymouth St., Gillespie St.,
Westhaven, Springfield Crossing, Barefoot Road, Porter Place, Winbury, Kingswood, Fairfield,
Cliffdale West, Montibello, Farrington, Lake William, Tunbridge, and Raeford Road Estates,
Galatia Church Road, and Gillis Hill Road (Area 30, Area 31, Area 32 North, Area 32 South,
Area 32 Outfall and Area 34, Area 28, Area 29, Area 33 North, Area 33 South Section I, and
Area 33 South Section II)

e Construction will be ongoing in those areas that are part of the NCDOT Outer Loop and Gillis Hill
Road Contracts

For the electric system, there is an $13.0 million Renewable Resource Development project,
$11.2 million for substation upgrades and rebuilds and $12.2 million for other electric system
improvements. Included in the system improvement budget is $4.5 million for underground
infrastructure replacement, and $2.0 million for the ongoing project to replace aging wood sub-
transmission poles with more resilient and hurricane resistant steel poles.

VI



City of Fayetteville CIP Supported Projects

There are various CIP projects that either directly or indirectly support initiatives undertaken by
the City of Fayetteville. These projects include streetscape projects, city-initiated road projects and
work associated with storm water improvements. In FY 2024, $2.6 million is budgeted for such projects.
City and FPWC staff work closely together to coordinate efforts to allow for the smooth and efficient
completion of these projects.

Net Position and Cash Reserves

The proposed FY 2024 budget will allow FPWC to maintain the levels of reserves needed to
achieve the Commission approved level of debt service coverage but could fall below the Commission’s
target (120 days) for days cash on hand but should stay above the minimum (90 days) level. Projected
year-end balance levels in reserve funds such as the Coal Ash Reserve, Rate Stabilization Fund, Phase
V Annexation Fund and the NCDOT Capital Projects Fund are such that FPWC will be able to meet our
current and future obligations planned for those funds. However, the projected use of Electric Rate
Stabilization Fund reserves in FY 2023 and FY 2024 could be mitigated somewhat by the off-cycle electric
rate increase effective May 1, 2023 and better actual operating results compared to those budgets. Also,
of note is that the Phase V annexation fund alone, will not cover future obligations associated with the
planned work, and thus additional funding mechanisms, such as issuance of debt will be required to
fund the work. The budgeted reserve levels will also allow FPWC to meet/exceed our Charter
requirements for cash reserves, as well as all Bond covenants and other financing requirements. Staff
will monitor this budget throughout the fiscal year, and should unforeseen conditions emerge that would
challenge these objectives will bring budget discussion(s) and proposed amendment(s) to the
Commission for consideration.
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