TUESDAY-4:00 P.M. MAY 1, 2012 RECONVENED COUNCIL MEETING

The City Council of the City of Elizabeth City held a reconvened April 23, 2012
meeting on the above date and time in the City Council Chambers of the
Municipal Administration Building with Mayor J. W. Peel presiding. Counselors
attending were: J. M. Baker, M. E. Brooks, R. T. Donnelly, L. M. Hill-Lawrence,
L. A. Hummer, K. K. Spence, J. A. Stimatz and J. B. Walton. Staff members
attending were: City Manager R. C. Olson, City Clerk D. S. Pierce-Tamplen, City
Attorney W. H. Morgan, Electric Director K. F. Clow and Finance Director S. E.
Blanchard.

Mayor J. W. Peel established a quorum was present and called the meeting to
order at 4:00 p.m. He called for a moment of silent reflection after which he led
the Pledge of Allegiance to the Flag of the United States of America.

1} APPROVAL OF THE AGENDA:
Mayor Peel called for approval of the prepared agenda.

Councilwoman L. A. Hummer asked to add; Council Comments to the end of the
Agenda.

A motion was made by Councilman R. T. Donnelly, seconded by
Mayor Pro Tem J. B. Walton to approve the prepared agenda to
include the above noted item. Those voting in favor of the
motion were: Donnelly, Walton, Baker, Brooks, Hill-Lawrence,
Hummer, Spence and Stimatz. Against: None. Motion carried.

2} ELECTRIC RATE INCREASE:

Mayor Peel stated that when we adjourned at our last meeting, we asked Mr.
Olson to provide us with some more scenarios that would reduce the percentage
increase in our electric. He sent us a chart and tonight you found the chart in a
little different format. Basically, when you look at the chart you see five
numbers across the top of each of the columns. There are five different
scenarios. Number one is the original scenario that we looked at during our last
meeting. At the bottom you will find what percent increase each of these
scenarios would give us. The first one is a 5% increase. In the letter that he
wrote us he said that he did nothing as we couldn’t do anything with the 2.43%
increase because that is what it is going to take to cover the operating losses
that we are currently experiencing. If we don't do that we will continue to bleed
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our fund balance. You will see when you look across the five scenarios that the
2.43% remains the same. On the debt payment on the second delivery point
what he did was extend that out to ten years which was the original repayment
time to fifteen years. Beginning with scenario two that continues out over the
next four scenarios. Also, you will note by doing that the City would incur an
additional $189,400 costs. That is additional interest that would be required to
extend the loan out another five years. On the Fund Balance he went ahead and
gave us some scenarios there. Originally we were putting 1.41% back in the
Fund Balance and the second scenarios remain the same. The third scenario
drops down to 1% and on the bottom you will see the length of time. Instead
of getting it back to $5 million in 2.75 years at that point it will take 3.88 years.
Then dropping it down to .87% and finally to .75 you would extend it out to a
little over five years. The fifth scenario will be the lowest increase that is here
and that would be a 3.92% increase. These are the options that he is
presenting.

A motion was made by Councilman R. T. Donnelly to bring the
tabled motion back to the table with the two friendly
amendments. Councilwoman J. M. Baker seconded the motion.

Councilman Stimatz asked to clarify the original motion. The motion was to
approve the 5% increase however two friendly amendments were made. The
other one was to extend the payback period for the debt payment to fifteen
years and to extend the payback to the Fund Balance to five years. We are
down to 3.92% increase.

Those voting in favor of the motion were: Donnelly, Baker,
Brooks, Hill-Lawrence, Hummer, Spence, Stimatz and Walton.
Against: None. Motion carried.

Councilwoman Hummer said that originally the City Manager gave us an estimate
of what the increase would mean to our electric customers per month. A 5% for
these three items would mean about an $8.00 increase. She would like to have
an estimate on the other four options so we can have a complete discussion.

Mr. Olson said he is going to speak in very general terms. 5% would be an
$8.00 per month increase. The 4.58% would be roughly a $7.25 increase. The
4.71% would be $6.80 increase per month. The 4% increase would be roughly
a $6.00 a month increase and the $3.92% increase would be like $5.75 increase.
Those are very rough numbers.

Councilman Brooks said based on what your electric bill is it depends on what

the $5.75 equates too. What he is dealing with now is not those that can pay
their bill but the ones that we see that can’t pay it now. Those are the ones that
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normally have the $500 or $600 electric bills. The ones that may be paying $300
or $250 it might be $5.75. When you start getting those higher bills it is more
than the $5.74.

Mr. Olson stated that an average customer’s usage is 1200 kW per month.

The electric part of the bill would be roughly $144.00 a month. Everything else
is being held constant. Our scenarios are all based on the national average of
1000 kW per month.

Mayor Pro Tem Walton stated that at the last meeting we really got down to the
nuts and bolts of what really budget sessions should look like but it was not a
budget session. We tried to diagnosis the problem and go from there. He asked
Mr. Olson to bring him back some numbers. Did you do that for him?

Mr. Olson asked what specific numbers did you ask for.

Mr. Walton stated it was probably down the line of what Mr. Askew brought this
paper here saying we need an independent audit. The numbers did not coincide
with what he had added up. For instance, he has a sheet here. He really wants
to know which numbers do I use to be correct because you gave us this printout
that says the City has seen its cash balance drop from $10,656,989.00 in 2006.
Then on April 18, 2012 you sent us correspondence saying in 2006 the cash
balance was $9,621,780.00. Which one do I use?

Mr. Olson replied you need to use the memo that you are looking at right now.
There was a typo in the power point demonstration. It should have been 2005
instead of 2006.

Mr. Walton said when you have typos if people keep continuing along the road of
where they are going you might get to your destination but you don't know how
you got there. An independent audit probably would be good for us. He used
that printout that he had. Now that printout said in 06 the cash balance was
$9,621,780. Then we had an operational lost of $390,990. That subtracted out
to be $9,230,790.00. That was in 2006. Then we started out in 2007 with a
cash balance of $6,222,556.00. Three million dollars went somewhere.

Mr. Olson said that is reflected in the analysis that you have there. You will see
that the operating loss in one of those years when we did not pass along the
10% increase that we received in the wholesale cost. We ended up cutting into
the City’s Cash Balance in the Electric Fund by $2,600,000. Also as a point of
clarification, the City is required under state law to have an independent audit.
You just received an audit presentation by our auditors back in November. Our
audit has been review by the State Auditors Association. We did receive a letter
back which Mayor Peel received the end of last week. We have responded to
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that letter concerning some weakness, not in the Electric Fund but in the Water
and Sewer Fund. There is a requirement under State Law to have an
independent audit and he has provided Mr. Askew with a copy of the
independent audit and he would be more than happy to sit down and explain it
to him.

Mr. Walton said the memorandum that you sent out is so confusing to him. He
couldn’t digest it because you have the date, cash balance and the rate of
increase and decrease, net income and energy sales. What is he over looking
when he subtracts the figures?

Mr. Olson said he would be happy to sit down with you again and go over it, but
he thought he had explained it all the last time we met.

Mr. Walton said it is confusing to him because he doesn’t know where the money
went.

Mr. Olson said because of the way expenditures booked you will see a little bit of
a difference. He called the Finance Director to the podium to address this issue.

Ms. Blanchard stated you can't really use net income to show that your cash is
decreasing by year because of your net income or net loss includes depreciation
and all types of things that are not cash. Accruals are not cash so on the memo
he was showing all these years we experienced a large loss but that doesn’t
mean you can subtract that loss to come up with your cash for the next year.
Net income includes things that are not related to cash.

Mr. Walton said shouldn't it be listed. When he subtracts all those number for
those years he still comes up with only $4,788,604. In February we had
$3,974,916.00. Right now we are supposed to have $3,641,910.00. Where did
the $333,000 go since February?

Ms. Blanchard said we have lost that amount of money and the cash balance
changes every day.

Mayor Peel said one of the reasons we lost it is because we have to increase
2.43% just to cover our operating. We are paying out more than we are

bringing in.
Mr. Walton said 11-12, how much did we put down for operating costs? Let him

tell you, the total revenues were $41,945,570. We have spent $41 million. How
much have we spent?
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Ms. Blanchard said we have probably spent three quarters to that based on the
time of the year we are in.

Mr. Walton said a budget is something that you spend before you receive the
money. This is what our projection was, $41,945,570.00. We have two months
left in our budget cycle and we should be coming close to having that as revenue
you would think.

Councilman Brooks said he understands what Mayor Pro Tem Walton is saying.
We started out with 5% and we have whittled it down to 3.92%. We talk about
covering the 2.43% and that basically stops the bleeding for now. But that
means next year when it comes up we have to make sure that we cover our
operating losses and it will happen again and we will raise the electric rates
again. The problem he is having with this is ElectriCities told us that they were
not going to raise what they charge us for the next five years. The problem is
we are getting up on those five years. We are going to have to raise the rates
just to cover the operating costs and with ElectriCities we will be talking about a
10% increase. That is hard to stomach. A lot of people make just enough
money to survive. We are using our electric rate increase to bring our fund
balance up. That is not good. People are already complaining they can't pay
their bill and we can't keep raising their bills when they can't pay what they are
being charged now. There are some issues somewhere. People are still suffering
and we need to find a balance.

Councilman Donnelly asked what percentage of our population of Elizabeth City
has difficulty paying their electric bill or is there a percentage of our population
that pays their bills late. Is there a way to calculate that?

Ms. Blanchard stated about 20-25% receive a late notice and about 2% are
actually disconnected.

Mr. Brooks asked Ms. Blanchard how much money does the City receive just
from disconnect notices.

Ms. Blanchard replied about $300,000.

Mr. Brooks said yet we are still talking about raising it for operating costs. We
have to be mindful of that $300,000. People don't have disconnects because
they can pay their bills.

Mr. Olson stated so far this year we have received revenues as of the end of
March at $23,010,783.00. Our expenditures so far are $25,938,142.00. That is
explainable because of the accruals and everything else we have going on. Just
looking at it right now we are $2 million short. Accruals is such that we send out
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a bill but we don't receive those funds until 45 days later so we have already had
to pay the power bill of $3 million but we won't get that $3 million in until 45
days after. That is why we have an accrual that equals about the same amount
as our expenditures.

Mr. Walton said right now three quarters of the year has passed by. We
budgeted for $41 million and have only collected $23 million. That was a terrible
forecast that we put out there.

Mr. Olson said that is because we have had an extremely warm winter.

Mr. Walton said it wasn't that warm that we had to miss it by that much, he
wouldn't think.

Mr. Olson said that we go by projections that are provided to us using a
regression analysis by ElectriCities to determine the amount of kW’s we would
sell. We know what our purchase price per kW is and we anticipated purchasing
$31 million of electricity so far in this fiscal year but we have only purchased
$21, 419,000.

Mr. Walton said you are projecting $44 million. If we have the same type of
winter that we have had this year it is terrible. Our forecast has got to get better
than this.

Mr. Olson said you need to realize that our net margin is only 17%. 83% of our
budget is what we buy from our wholesale supplier.

Mr. Walton said we need to do something differently than what we are doing.

Mr. Olson stated that we have roughly $5.5 million that is our margin that we
have to pay for the transfers to the General Fund. This fund is not stable like
property taxes.

Councilman Stimatz said people have to remember this. We have deferred
5.5% of the wholesale rate hike for four years and because of the rebate we
gave two years ago 7.15% for two years. So for six years people have not had
to pay what we have had to pay to the tune of why we are so low in the Fund
Balance, $7 million. Forgetting the second delivery point, that is a capital
improvement and just look at the operating numbers, they add up to 3.18%. In
essence we are going to continue to defer 4% in wholesale rate hikes for a
while. So we have deferred 5.5% for six years. 5% of $3 million is times six is
$8 million bucks. How do you think you got from ten to three? We are
continuing to defer 4% of the wholesale rate hike that we got six years ago.
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97% of the people in the City on average pay less than $300 per month at
3.92% that is $12 a month. He knows that to some people $5 is a lot of money;
however you haven't had to pay that on your bills. If you look at 5.5% on a
$300 bill for the last six years that is $15 a month or $180 a year times six years
that you haven't had to pay. We are going to continue to not pass on the full
rate increase to the tune of 4%. We are going to continue to defer 4%. Did the
paper give us credit for not passing on the 5.5% - no? The paper nailed us for
passing on the 4.5%. We are at the point that we are bleeding and we are
going to go bankrupt in this fund because we are not passing on our increases.
We can't afford to go bankrupt.

Councilman Donnelly asked what percentage do we hope to reach with the
weatherization program.

Mayor Peel said we are hoping that we will more than double the nhumber of
homes. The other thing that we have done that will be significantly different is
we have come up with a formula for identifying those homes that are the least
efficient. That is where we will begin to focus. The average reduction in past
when the City has weatherized homes is 25-30% decrease in the electrical which
is significant.

Councilwoman Hummer said all of this has not been projected very well to the
public. We started out we were going to use eminent domain and condemn the
property. If we didn't do that we were told that we would have to raise electric
rates probably 1.2%. Some of us started preparing the people that we represent
that it might happen. We more or less discuss that in our retreat. Then we find
out we don't have the money to pay the bills next month. She thinks that should
have been brought to Council a long time ago as a critical thing as it is at the last
minute. She doesn’t think Council has gotten the picture as clearly as we should
have either. To pass the whole thing along, all three items, she still has to look
people in the eyes who have given her their concerns. Even though you have a
percentage of how many people pay late every month you can't put your finger
on those that do without medicine or food in order to pay their electric bill. You
can't project that to us. The fact that it hasn’t been handled very well and she
has a problem with it. She has to live with herself as well as face the people that
she represents. If it were just one of these things we might have felt better
about it and talked with the citizens about it. To hit people with 3.92% is still a
lot of money. This is not the only thing. When we get into our budget you are
going to hear we are going to raise taxes also, so you are going to hit the people
again. There are a lot of things in the budget that were not discussed in our
retreat and that we have been caught by surprise that we find this is in a
proposed tax increase. She just doesn't like the way we are doing business and
the way we are informed. She has a problem with all of it. She doesn’t know
what the answer is and you hear the confusion here tonight. The fact that we
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are down to not being able to pay next month’s bill and we are now just dealing
with it.

Councilman Brooks said he wants to ride on what Ms. Hummer said. The
problem is when we were talking about taking the property by eminent domain
and we knew we didn't have the money. First it was a 3% and then it came
back at 5%. His question is if we have a winter that is milder than this past
winter, how does that affect our operating budget. Do we go bankrupt?

Mr. Olson said the way the utility works it is very seasonable dependent. If we
have a hard winter usually we make more money. If we have a mild winter we
make less money. Our margins are completely different.

Mayor Peel said Mr. Brooks raised the point that we might be back again to raise
the operating costs based on the type of weather we have. It is his
understanding that this is the first time City Council has had a rate increase to
cover operating costs in fifteen years.

Mr. Walton said we met on the 23" and he thought this was going to be a real
brain storming session. On the 26™ he came back with the conclusion. To him
this was solved a little too soon. He still feels like we can spread it out over
more years. It is better than trying to get it now and then going through the
budget session. In China the word “crisis” means opportunity. We should take
this crisis and make an opportunity out of it. The bank interest rate will take a
long time before it gets back to the rate it is now. He thinks stretching it out
over more years is the way we should do it. You made it better to 3.92 but this
Council still wanted to go up to 4%.

Councilwoman Baker said these are options that we received from the City
Manager and if you don't like any of these then what do you proposed? What is
the answer? When our former Mayor made the motion to give back the 1.65%
maybe he has a better idea for us. Right now these are our options. We are
losing money every month and we have to raise these rates. We have too. We
have known this from the get go. You yourself, Mr. Walton, she believes, correct
her if she is wrong but you had agreed months ago when we first started talking
about this. We have got to do it. It is a painful, painful thing but what do you
suggest if these don't work for you.

Mr. Walton replied that he suggests anything that he brings back to us that is
lower than this. There are other options. You know you said that there is
nothing else that we can do, wrong, there are some other things that we can do.
Even Councilwoman Lena Hill-Lawrence said let’s go in the dark, she doesn't care
if it turns brown at the last meeting. She said lets don’t do the substation. That
is an option. To him it is not one but you know but some people think it might
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be. That is an option. It was stated and he thinks he can come up with
something better than he has here.

Councilwoman Hill-Lawrence asked to clarify what she said. She did make that
statement Councilman Walton. You are exactly right. But, since she made that
statement, she made it in error before she did all the research that she needed
to have made before making that statement. When she did further research she
found out that we can't afford not to have that second delivery point because of
a lot of things. She retracts that statement. She should not have made that
before doing the research to justify why she made that statement. You are right
she did make that statement. When she looks at the debt payment for the
second delivery point, the ten years, what would it have been?

Mr. Olson replied it would have been $390,000 per year.

Ms. Hill-Lawrence said therefore we will pay an additional $189,000 interest or
carrying costs on that particular note. We need to move on and live with the
decisions. We will be here all night talking back and forth on what should be
done. She doesn’t think anyone on this Council wants to raise the rates. We do
have to make a decision.

Mr. Walton said a couple of meetings ago some were talking about the area was
about to explode with new people but now reality has set in and we really aren't
hooking up that many people to the electric. The second delivery is possibly
necessary but he thinks we can stretch it out a longer time.

Mayor Peel called for the vote on the motion:

Roll Call Vote:

Brooks Nay
Stimatz Yes
Hill-Lawrence Yes
Walton Nay
Hummer Nay
Baker Yes
Spence Nay
Donnelly Yes

Mayor Peel voting yes, thereby, carrying the vote.

Mayor Peel asked to make some comments.
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Mayor Peel stated he would like to say a couple of times during this conversation
tonight some have implied that some of us may not be concerned about people
that are having a difficult time making ends meet. That is not the case with him
at all. He certainly understands the plight a lot of our citizens are in. But, he
also understands that if we don’t do something with our electric rates that we
are going to go out of business. So, hopefully, in the next couple of weeks we
will have some things available to be able to help people reduce their usage of
power and alleviate some of these costs.

3} COUNCIL COMMENTS:
Councilwoman Brooks stated he had no further comments.

Councilman Stimatz stated he would like to remind everybody the way to look at
this is not that we passed on a rate increase but that we managed to defer for a
seventh year four percent of the rate increase that we got six years ago. And
that we have to pay our bills and our job is to make sure the City operates.
Quite frankly, he would love to be out of the electric business. He would love to
be out of it because when Dominion raises their rates and Albemarle Electric
raises their rates he wouldn't have to be involved. But, the reality is that we
have a business to run and we have to cover its debt and it has to cover its
operating expenses and it has to pay to maintain itself as a viable enterprise. If
we don't do that then we are not doing our duty by the citizens of Elizabeth City.

Councilwoman Hill-Lawrence said she thinks that we have done the best that we
could do. She really feels that way. She hopes the citizens will feel appreciative
as it could have been 5% but it is down to 3.92% and so we will live with that.

Mayor Pro Tem Walton said he feels that we could have looked at other options.
When you don't look at all the options you take somebody that is out there in the
community that has a circumstance that you don’t know anything about and put
them into another position that makes it hard for them to have the quality of life
that we all talk about when we run for office we promise the citizens of Elizabeth
City we will help them acquire that qualify of life. He knows Council and we have
even done it up here when we raise property taxes or raise the electric rate, we
say it is not a raise but anytime you spend more money those are fees. Last
year we put into the budget to do a splash park. It was voted down so we took
the $400,000 and put it into the air conditioners at the Parks and Recreation
Center. We do things like that and to him that is not managing the spending the
way it is suppose to be done. We do those types of things. We have a retreat
and spend $6,000 on it. We take a building fund and put $200,000 in it and let
it sit there for three-four years. We are not doing the citizens correctly in
Elizabeth City. He doesn’t blame the managerial staff for wanting this. We want
as much money to come through our hands that can come through it. That way
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you don't have to dig a little deeper to make things happen. We don't have the
money and he doesn’t see any means of us getting more money because there
are not more meters going up. We talk about energy and weatherization. We
are talking about helping the people that has money to help make their homes
and rental property better. But the person that cannot pay that bill is a person
that has holes in their walls. They don't have insulation and we will jump over
that person. That is not supplying a quality of life for the people that need it the
most. It is not right and he will stick by that.

Councilwoman Hummer said she doesn’t have a clear answer for those who say
she thought it was going to be 1.2%. That said she would like to say that
Council really needs to be very careful what else you pass in this budget. There
are things that can be cut. There is one item in particular that is in the budget
that wasn't brought to the Finance Committee or Council and she will address
that in a budget session or in the Finance Committee. We really need to be
careful.

Councilwoman Baker said that somebody said that none of us are for any rate
increase and it would be great if we didn't have to raise rates. It would be great
if we didn’t have to make all the hard decisions that a business has to make. We
have to continue to pay the bills. We have to continue to do the right things for
our citizens and we have to continue to fund the departments that are going to
help with weatherization and with getting our slum lords population to fix their
buildings. It is not all the electric rates fault. It is not all the city’s fault because
we charge what we do for electric. Look at the place and conditions people have
to live in because of our slum lords population and we have a huge one. Not as
big as it use to be but there are other ways besides lowering the rates to lower
the costs. It is easy to say we need to look at other options. It is easy to say
we are not spending our money properly. It is very easy to sound like a previous
administration. It is easy to say a lot of things. But, the fact is we are still a
business and we still have to do the right thing for our creditors, for our citizens
and for the people that do believe in us. This is not an easy decision to make
ever. Like she said last time, this part of being on Council sucks. You may quote
her.

Councilman Spence said though being new on Council he does agree with Mr.
Stimatz that there has to be some kind of increase because we need the money.
He disagrees with Ms. Lena because he doesn't feel like the Council is doing all
they can to drop it. We dropped from 5% to 3.92% in a few days. Thatis a
quick drop. So if we had spent as much time on dropping it we can even go
lower than that. He will say it and he will say it again. He does not agree with
that much rate. He agrees with raising it because we have too but something
has to be done. He has heard Council say several times that for the last six
years we have been losing money. You can’t punish the citizens because the
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City has been losing money. That falls on management. The citizens are not
managing this money. The City employees and the City Council are. He hasn't
been on Council and some of us are saying we have been losing money for
years, then we need to look at our selves. We didn't go in debt like we are in
one year and we are not going to get it back in one year either.

Councilman Donnelly said on another subject he would like to remind everyone
to go out and vote. He went over and voted today and make sure you all get
out there and vote. There is a wide array of candidates and be sure you do your
duty and responsibility and he cannot apologize for raising the rates on the
electric. We spent $189,000 to bring it down to 3.92%. We need to work
together and we need to try to find ways to help the people that need support.
He thinks the weatherization program is really a great step forward. We haven't
been paying our bills and when we go into debt we need to pay our bills. If you
don't have the money in your checking account you know you are in trouble. We
don't have the money in the checking account to cover our losses.

Mayor Peel said lets go back to a comment that Mr. Brooks made earlier. He
was encouraging people to speak up and get involved. The City of Elizabeth City
has had a weatherization program around for some time. Unfortunately, many
of the citizens have failed to take advantage of that weatherization program. We
hopefully in the next two weeks will give a report that is going to greatly expand
the opportunity to folks and Mr. Walton for the first time we will include people
that live in rental facilities. So it won't be just for homes. Again, as Mr. Brooks
said earlier, those of you when you are contacted and when you have an
opportunity to be able to participate you have to step up and participate. We
can't do all this for you. The record of this program has been significant in that
it has reduced electrical usage on an average of 35-30% per home that has been
weatherized. That is a significant savings. And, now that we are going to begin
to help landlords tackle their rental property, he thinks we will probably see
some even greater than that. He wants to thank you all for your thoughtful
participation.

4} ADJOURNMENT:

Having no further business to come before the Council at this time, Mayor Peel
adjourned the meeting.
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