How the COVID-19 Pandemic has Affected

Water/Wastewater Utilities in North Carolina
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Common COVID-19 Issues Affecting Utility Finance

Changes in consumption patterns

— Residential

— Non-residential

— Difficulty in forecasting

Income and job losses affecting ability to
pay

Shifting policies regarding billing,
payments, collections, shut-offs, etc.

— Voluntary or mandatory prohibitions on fees,
shut-offs

— Payment plans and other customer assistance
programs

Changes to plans for rate increases
Changes to capital projects/funding
Managing revenue shortfalls

nacwa.org

Financial Implications of COVID-
19 for Water and Wastewater
Utilities

Water and wastewater utilities are adapting to the rapidly changing conditions
imposed across the country and the world by the COVID-1% pandemic. With stay-
at-home orders, closures of schools, restaurants, and other businesses, and major
disruptions to the workforce and operations, utilities are changing practices and
procedures every day to continue to operate and provide the general public with
an essential public service. How will these changing conditions and operations
affect utility inances? How will utilities accommodate these financial effects?
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The Financial Impact
of the COVID-19 Crisis

APRIL 14, 2020

N ¢

Aaerican Water Werks
Amaristion ‘ { usTROPOLITAN

THES Braject wak hendad By Eha Walar IRSUREry TeSRAIES] A2tk Fund 51 AWWA

O CIFA

COUNCIL OF INFRASTRUCTURE FINANCING AUTHORITIES

cifanet.org

June 30, 2020

The Honorable Kevin McCarthy
Minarity Leader, U S. House of Representatives
Washington, D.C. 20515

The Honorable Nancy Pelosi
Speaker, US. House of Representatives
Washington, D.C. 20515

Dear Speaker Pelosi and Leader McCarthy,

Thank you for your long-standing support of the Clean Water and Drinking Water State
Revaolving Funds (SRFs), the nation’s premier programs for financing water infrastructure that
protects public health and the environment. During the last three decades, $68 billion in federal
funding to the SRFs has generated a total investment of $179 billion in water infrastructure. An
estimated §75 billion in loan repayments remain revolving in these subsidized loan programs,
funding water infrastructure projects that may never have been built if the SRFs were established
as a traditional federal grant program.


http://efc.web.unc.edu/2020/03/26/financial-implications-of-covid-19-for-water-and-wastewater-utilities/
http://awwa.org/
https://www.cifanet.org/economic-stimulus
https://www.nacwa.org/docs/default-source/resources---public/water-sector-covid-19-financial-impacts.pdf?sfvrsn=98f9ff61_2

THE CONTEXT OF NORTH CAROLINA



North Carolina Water/Wastewater Utilities
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Nearly 2,000 community water systems

About 490 local government utilities, serve ~90% of service populations. >$3.1
billion in rev.

Fewer than 10 large investor-owned utilities with multiple systems
Few large non-profit water associations; many small, independently-owned systems



Timeline in North Carolina

s \|CUC moratorium on shut-offs (March 19 — August 31)
— NCUC mora’rorlum on ICI‘I'e fees (MCII’Ch ]9 — 2) —
|\ | |
: Statewide moratorium on residential shut-offs, late fees — = . Some utilities voluntarily _ __ >
EO 124 and 142 (MCII‘Ch 31 — JUl)’ 29) continued moratorium
Monthly reports from all utilities statewide Monthly reports from NCUC-regulated
required by EO 124 / 142 utilities required by NCUG;
EFC surveying other utilities (not required)

EFC poll of 95 utilities
(April 29 — May 5)



Impact Assessment of the Pandemic

http: / /efc.sog.unc.edu/covid19nc

Statewide assessment of all

reporting utilities (August 26) COVID-19 and

Survey results of early pandemic North Carolina
Utilities

effects on 95 vutilities (April-May)

All utilities’ data during entire EO
124 /142 period (April through July)

Case studies of two utilities

Impact Assessment of
the Coronavirus
Pandemic on North
Carolina Water and

Wastewater Utilities,
through July 2020

Resources for resilience

Report published August 26, 2020

:!"'h C SCHOOL OF GOVERNMENT
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http://efc.sog.unc.edu/covid19nc

EARLY CONCERNS (BEGINNING OF MAY)



Some Delays to Capital Projects

Roughly one-third of responding utilities reported delaying the start of a new capital project due to
the pandemic

Percent of 95 Utilities
Pausing/slowing a project for which construction

0,
has begun B 6%
Delaying starting a project that was planned to start D 30
soon 1
Accelerating starting a project 1 1%
Reducing the scope or funding for a project for B 2%
which construction has begun
Increasing the scope or funding for a project B 2%

(current or planned)

Delaying applying for a subsidized loan/grant by at B 2%
least six months

Accelerating interest in applying for a subsidized B 3%
loan/grant for a shovel-ready project
None of the above (no change to current or I 56

planned projects, or no projects)
Don't know 4%
Results from utilities responding to a poll by the UNC Environmental Finance Center hetween April 29 - May 5, 2020.

Not displaying "Other" responses. Total is greater than 100% because utilities could select more than one response.
“None of the above" and "Don't know" are mutually exclusive of all other responses.



Early Evidence and Fears of Net Revenue Losses

Nearly all utilities expected revenues to decrease, even if those decreases had not yet been realized

Percent of 95 Utilities

60%

Revenues expected to decrease; uncertain of amount
Revenues expected to stay the same or increase I 3%

Don't know 7%

Responses from 25 utllltles that |dent|f|ed the amount that revenues are decreasing

Number of Utilities

2
THEF I  al
o 1

2% 4% 6% 8% 10% 12% 14% 16% 18% 20% 22% 24% 26% 28% 30% >30%

Estimated Revenue Losses Under Current COVID-19 Conditions

Results from utilities responding to a poll by the UNC Environmental Finance Center between April 29 - May 5, 2020.

The first graph displays the full response of 95 utilities. The second graph displays summary data from text responses
provided by 25 utilities that responded "Identified the amount that revenues are decreasing". Midpoints of reported ranges
are displayed. Where dollar amounts of losses were reported, their percentage relative to FY2019 total operating revenues
are calculated and displayed.



Concern about Financial Viability
Over Extended Period

Only half of the small water systems were confident that they can continue to pay their expenses if
current conditions lasted more than six months

Percent of 49 Small Water Systems

Couldn’t pay expenses prior to COVID-19 conditions [l 2%
Less than 2 months | 4%

Between 2 to 6 months NN 13%

Results of small water systems
(<10k pop.) only Between 7 to 12 months | NG 0%
More than a year [ 9%

Don’t know 27%

Results from utilities responding to a poll by the UNC Environmental Finance Center between April 29 - May 5, 2020. Only
small water systems' (<10,000 service population) responses are displayed.



The Good News?
Reserves Had Grown Prior to the Pandemic

Median Days Cash on Hand among Active Local Government
Utilities in North Carolina, FY1997 - FY2019




EFFECTS DURING STATEWIDE MORATORIUM
(APRIL - JULY)



Aggregated Statewide Effects
After Four Months of a Moratorium

Reported Estimated for Entire

(not all State
uvtilities
reported)
Total arrears as of end of $ 529 $61.7 -$81.5
July million million
Late fees and penalties $ 20.1 $ 23.2 - $30.8

forfeited million million



Aggregated Statewide Effects
After Four Months of a Moratorium

Reported Estimated for Entire | Aggregated % of

(not all State Operating
uvtilities Revenues
reported)
Total arrears as of end of $52.9 $61.7 -$81.5 ~ 2.5%
July million million
Late fees and penalties $ 20.1 $ 23.2 - $30.8 < 1%
forfeited million million

Results vary widely across individual utilities.



% of Accounts with Past Due Bills
(End of July 2020)

Nearly 15% of utilities reported more than 20% of their customers had past due bills as of July 31

31%

24%

19%
12%

4% %

m B o %o I
— I — — .

Percent of 206 Utilities

5% 10% 15% 20% 25% 30% 35% 40% 45% 50%  >50%
Percent of Accounts with a Past Due Bill as of July 31, 2020

Assessing data from 206 utilities that reported at least one account with past due bills as of July 31, 2020.

Analysis of all North Carolina water /wastewater utilities that reported data in accordance with EO 124/142,



Accounts with Past Due Bills
Increased from Last Year

Accounts with past due bills were 17%-29% higher in 2020 than at the same time last year
14%

A
12% 2020

2U ,L ,
10% 2

vs. 2020

19

8%
6%
4%
2%

0%

Percent of Accounts Past Due at the

End of the Month in 20

May June July

Assessing data from 84 utilities that reported at least one account with past due bills in each month in 2019
and in 2020.

Analysis of all North Carolina water/wastewater utilities that reported data in accordance with EO 124 /142.



Average Amounts on Past Due Bills
(End of July 2020)

Average past due bills as of July 31, 2020 were less than 5200 for 65% of utilities
23%
21%

12% 12%
)
5% 7%
4% 4% 4%
I 1% 1%
HE . - B

S50 §100 $150 $200 S250 S300 S350  S400  $450 S500  >S500
Average Arrears Per Account with a Past Due Bill as of July 31, 2020

Percent of 203 Utilities

Assessing data from 203 utilities that reported >S5S0 in arrears and at least one account with past due bills as of
July 31, 2020.

Analysis of all North Carolina water /wastewater utilities that reported data in accordance with EO 124/142,



Trends During

Between April and July, the percentage of accounts considered past due remained relatively stable

g 18% 15.8% 15.2% .
. ] S5 6% — 14.3% o 14.9%
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5
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Assessing data from 147 utilities that reported at least one account with past due bills in each month between

April and July.

Number of accounts with

Average arrears among accounts that are past due increased after April

. =S $250 5223
past due bills generally Bt 4204 $200 e
did . 22 600
Id not Increase, 32 slV
but the average amount < 5 150
. & &
owed increased v o $100
%é $50
o2 %0
= 0
< April May June July

Assessing data from 139

utilities that reported >$0 arrears and at least one account with past due bills in each

month between April and July.

Analysis of all North Carolina water/wastewater utilities that reported data in accordance with EO 124 /142.



Arrears as % of Operating Revenues

Nearly 23% of utilities had the equivalent of more than 3% of total operating revenues in arrears as of

July 31, 2020
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0.5% 1.0% 1.5% 2.0% 2.5% 3.0% 3.5% 4.0% 4.5% 5.0% >5%
Arrears past due on July 31, 2020 as percent of FY2019 total operating revenues

Assessing data from 150 local government utilities that reported >SO0 in arrears as of July 31, 2020, and for
which their FY2019 total operating revenues were known (source: Local Government Commission at the NC

Department of State Treasurer).

Analysis of all North Carolina water/wastewater utilities that reported data in-accordance with EO 124 /142.



Forfeited Late Fees as % of Operating Revenues

Nearly 56% of utilities lost less than 1% of total operating revenues after four months of voiding late
fees and penalties

32%

25%

19%

6% 59 7%
3% 1% 3%
. = ] - ]

0.5% 1.0% 1.5% 2.0% 2.5% 3.0% 35% 4.0% 4.5% 5.0% >5%

Late fees and penalties avoided over four months (not annualized) as percent of
FY2019 total operating revenues

Percent of 117 Utilities

Assessing data from 117 local government utilities that reported >S0 late fees and penalties that were avoided
in each month between April and July, 2020, and for which their FY2019 total operating revenues were known
(source: Local Government Commission at the NC Department of State Treasurer).

Analysis of all North Carolina water/wastewater utilities that reported data in accordance with EO 124/142.



Accounts that were Eligible for Disconnection in
July 2020

Nearly 22% of utilities could have disconnected more than 10% of their customer accounts

26% More than 156,300

customers were spared
18% disconnections in July
0
)
11% 14% 21% of utilities in 2020
10% (7% in 2018%)
(4)
4% 3% >7%
H = os% |

2% 4% 6% 8% 10% 12% 14% 16% 18% 20% >20%

Percent of Accounts that Became EligibleNor Disconnection Due to Non-Payment in
July 20

Percent of 203 Utilities

Assessing data from 203 utilities that reported at least one account eligible for disconnection in July 2020.

Analysis of all North Carolina water/wastewater utilities that reported data in accordance with EO 124 /142.
* Based on a survey of 137 North Carolina utilities conducted in 2017-2018 by the UNC EFC and North Carolina League of Municipalities. Samples of utilities were different in both years.



Accounts that were Eligible for Disconnection
(April — July 2020)

Number of customers that could have been disconnected for non-payments increased between April
and June, but decreased in July

18%

16%

14%

12%
10% 8.9%

. 6.7% 6.8%
8% 5.7% ’ ’

6% —— -
4%
2%
0%

Percent of Accounts Eligible for
Disconnections Due to Non-Payment

April May June July

Assessing data from 155 utilities that reported at least one account that was eligible to be disconnected due to
non-payment in each month between April and July.

Analysis of all North Carolina water/wastewater utilities that reported data in accordance with EO 124 /142.



Blog Post Summaries
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COVID-19 and North Carolina
Utilities: Impact Assessment of
the Coronavirus Pandemic on
North Carolina Water and
Wastewater Utilities

AUGUST 27,2020 / ELSEMARIE MULLINS / 0 COMMENTS

Financial Implications of COVID-

19 for Water and Wastewater Municipal Finance in a Pandemic:
Utilities How is the Market Responding?

MARCH 26,2020 / SHADI ESKAF / 4 COMMENTS APRIL 22,2020 / AUSTIN THOMPSON / 0 COMMENTS

How are North Carolina Utilities
Faring During the Pandemic?
Water System Reserves During Four Key Insights from Survey
the COVID-19 Pandemic Results

APRIL 16, 2020 ~ CHRISTIAN LUTZ =~ 0 COMMENTS JUNE 18, 2020 / RADHIKA KATTULA / 0 COMMENTS


http://efc.web.unc.edu/

Financial resiliency tool and case study of
COVID-19 impacts on a system

Elsemarie Mullins



Financial Resilience tool

FINANCIAL RESILIENCE DASHBOARD

Use UnreS‘l'riC‘l'ed CGSh ‘l'o See hOW mUCh A GLIMPSE INTO THE EFFECTS OF COVID-19

FOR WATER AND WASTEWATER UTILITIES

reve n U e I OSS q Sy Sll-e m C q n Will-h Sll-q n d Please input the values below utilitizing the most up to date information on the

utility’s finances.

Operating Revenues Unrestricted Cash

How long will your unrestricted cash = ==

Operating Expenses Percent of Revenues Anticipated to Lose

and reserves offset different levels of ssonoce B .

revenue Iosses an d Sti I I cover Based on these inputs, the utility can expect to have the
° following financial outcomes:
expenditures on O&M? ’

Days Cash on Hand 101

Days the Utility can Operate by
supplementing Revenue Loss with 456
Unrestricted Cash

http://efc.sog.unc.edu/financialresiliencedashboard < lickto View Landing Pg clickto View Inputs >

S+ +ableau = & o 01


http://efc.sog.unc.edu/financialresiliencedashboard

For North Carolina:

Number of Days | Just Operating Operating
* |nserted data for North Carolina utilities Utility Can Cover | Expenses Expenses and
e 2019 Financials Operations Debt Service
0 °
* 10% decrease in revenue <180 59, -
* No depreciation
180-364 5% 9%
365 or more 21% 84%

Even including debt service coverage, most utilities have enough
cash on hand to cover 10% revenue losses for more than 365

days (n=433).




Case Study: Yadkin Valley Sewer Authority

Scenario 1 and 2 Inputs

Large industrial

customer - - -

7
usage

Commercial
usage

. . - ~
Delinquencies ~ ~
/ ~
~
~

e >

JFMAMIJIIJASOND JFM
2020 2021




Case Study: Yadkin Valley Sewer Authority

Deficit going into FY21; tightened O&M budget

50c/Base, 75¢/Volumetric rate increase

Scenario 1 Revenue from customer receipts

$40,000
$30,000
$20,000

$10,000 # Rate increase at 50 cents

0 represents 2019

average monthly _ &
revenue from

W Payments on Delinquencies

Difference in billed rev from 2019

receipts $(10,000) .
O Delinquencies
L L L ] L L ] L L

5(20,000) ® e Net revenue relative to 2019 with rate increase
$(30,000) e Net revenue relative to 2019 w/o rate increase
5(40,000) L

5(50,000)

$(60,000)

Q3 2020 Q4 2020 Q1 2021 Q2 2021 Q3 2021 04 2021 Q1 2022 Q2 2022 Q3 2022 04 2022



Other financial resilience highlights:

Systems who rely on one big customer are more vulnerable to
large decrease in revenue if that customers consumes less
(universities, industrial plants, schools)

Rate structures by customer class affects revenue when
consumption shifts

Donation programs can help with revenue recovery
Wide range in interpretation of use of CARES funds

Impact of delayed rate increases (or capital projects) will be
seen in the years to come.
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Dedicated to enhancing the ability
of governments and other
organizations to provide
environmental programs and
services in fair, effective and
financially sustainable ways.
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