Budget Message

FY2027 Operating & Capital Budget

May 11, 2026 (Recommended Budget)
Honorable Mayor Bell and Board of Commissioners:

Submitted is Hillsborough's Fiscal Years 2027-29 annual budget workbook. The budget is prepared in accordance with the Local Government Budget and
Fiscal Control Act. As this proposed document is transmitted from the town manager, it becomes the governing body's budget to review, debate, adapt and
ultimately adopt. It is expected that changes will be made to the proposed budget as information becomes available and alternatives are considered. The
mayor, town board and community are encouraged to share their views on what should be funded or modified, starting with the public hearing and first
budget workshop on May 18.

Multi-year Forecasting Fiscal Year 2027 Budget Highlights

The multi-year forecasting component of this document, used since 1998, makes it Expenditures

easier to look forward and identify and mitigate potential problems while they are $19,476,631 - General Fund

still manageable. The financial plan acts as a fiscal radar, giving Hillsborough more ! !

time and flexibility to plan responses to problems and needs. Hillsborough is one of $15,750,844 - Water & Sewer Fund
the only local governments in North Carolina using a multi-year budget format. $ 1,193,064 - Stormwater Fund
While only the first year of the budget is legally binding, years 2 and 3 of the $36,420,539 - Total Budget
financial plan include critical information that provides a more accurate picture

of potential fiscal and operational challenges. Fees and Rates

Property Tax

[{§ . n
Taklng Care Of What We Have No Change; 51.3 cents per $100 valuation
The town’s mission, vision and strategic priorities can’t be achieved if the basic Water Rate
tools of service implementation are not in working order: the town’s infrastructure, 7.5% increase over FY26 rate
equipment, buildings, employee and systems. The longer a municipality waits to Sewer Rate

repair or replace these assets (tangible and intangible), the more expensive it
becomes in the long term. Governments are notorious for not adequately
maintaining assets as is evidenced in the American Society of Civil

7.5% increase over FY26 rate
Stormwater Fee

Engineers’ infrastructure report cards. The report cards are an excellent reminder to $15 per ERU* increase over FY26 fee
avoid the errors others routinely make in budget prioritization and to ensure we are
properly maintaining Hillsborough’s assets. This is especially relevant in the FY27- *Equivalent Residential Unit

29 budget and the FY27-33 Capital Improvement Plan (CIP), which include millions
of dollars to replace large portions of the water and sewer system that are roughly
50-100 years old.

General Fund Highlights

Financial Overview

The FY27-29 budget and financial plan is largely a continuation of previously approved projects, priorities and strategic plan initiatives. Most new requests
are relatively small dollar amounts or fall into the "taking care of what we have" category related to maintenance, equipment, vehicle replacements and
daily operational needs.

Despite limited expansion items, significant deficits are anticipated for FY28 and FY29. These deficits are driven by various factors, such as increased
expenses due to inflation, staying competitive with the market on employee compensation, and maintaining our existing infrastructure and services as well
as a slowdown in revenue growth.

The current war with Iran and other issues, such as escalating petroleum prices and inflation have created uncertainty related to the world economy. In
addition, potential legislative changes threaten to restrict the ability of North Carolina municipalities and counties to generate property tax revenue, further
complicating the business of providing and delivering services to our community.

While no property tax increase is proposed in FY27 as this year’s deficit is relatively small and savings levels are strong. A significant trend is the deficit
increasing in FY28 and becoming sizable in FY29 at over $2.5 million. The projected FY29 deficit would require a tax rate increase of over 10 cents to
balance the budget. This would equate to about a $440 annual increase on a $400,000 home. As referenced in last year's budget message, future tax rate
increases of approximately 4.2 cents will be needed to pay for the fire station, Ridgewalk Greenway and train station projects, but that will not generate
enough revenue to come close to balancing the budget in FY29. If the high cost of inflation and the labor market continue outpacing growth
in revenues, then tax rate increases and cuts in future capital, operations and personnel expenses are also likely. Next year will be spent
closely monitoring the overall financial situation and preparing for potentially more aggressive cost containment efforts.

Sales Tax Slowdown

Sales tax growth has slowed significantly over the last several years, and the town has adjusted projections to reflect this trend. While the town
experienced year-over-year growth between July 2025 and February 2026, that amount was diminished by sales tax refunds. Overall, the recommended
budget assumes a zero percent increase for FY27-FY29. The chart below illustrates the flatlining of sales tax revenues that began in FY25 after
experiencing significant growth in the early 2020s. In the past, growth in sales tax and interest earned were strong enough to absorb inflationary expenses,
such as increases associated with salaries and benefits. This trend of sales taxes flatlining means action must be taken to reduce the projected deficits in
the General Fund.



Sales Tax % Change
40

-e- Hillsborough

% Change

10

-10

FY2024 FY2025 FY2027 FY2028 FY2029

Fiscal Year : Fiscal Years

FY2020 FY2021 FY2022 FY2023 FY2026

Data Updated: May 04, 2026, 1:30 PM View Report [1

Property Tax

Staff is not ready to set a recommended tax rate increase for FY28 and FY29 in the financial plan, but the town faces significant financial deficits on the
three-year horizon that will require tough decisions during next year's budget process. Property tax rate increases in FY28 and/or FY29 will likely
be needed to reduce the deficit and meet the town's service needs. Each cent of the tax rate generates $240,000. Staff will reassess next year given the
financial climate we are in at that point.

Projected Surplus/(Deficit)

FY26 FY27 FY28 FY29
General Fund R - -
Estimate Budget Projection Projection
Surplus/(Deficit) - $ amount ($748,667) ($466,231) ($886,340) ($2,534,674)
Surplus/(Deficit) - percent (3.5%) (2.4%) (4.4%) (11.6%)
Fund Balance - available cash $15,733,111 $15,266,880 $14,380,540 $11,845,866
Fund Balance - % of expenditures 73% 78% 72% 54%
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Fund Balance

The severe damage inflicted by Hurricane Helene in Western North Carolina and Tropical Storm Chantal in Hillsborough is a reminder of how critical it is for
local governments to maintain strong savings in their fund balances. Many western North Carolina local governments obtained emergency loans just to
keep operations running when their communities needed assistance the most. Spending down Hillsborough’s savings and running deficits is financially
risky and would impair the town’s emergency response capabilities when the community’s needs are the greatest. In addition, fund balance generates
revenue through interest income. Our aim is to maintain fund balance levels no lower than 50% but ideally higher. The projected drop in fund balance levels
by 24 percentage points, from 78% in FY27 to 54% in FY29, is concerning. More aggressive steps will be needed to eliminate the projected deficits and
balance future budgets with little to no use of savings.

Cost Containment Strategies
The list below covers some of the actions and approaches used to reduce the deficit, protect fund balance, maintain the current tax rate, and more
manageably fund those major upcoming project costs.

e Limiting_new full-time employees (FTEs). This constraint started in FY25 for the General Fund and continues in the FY27-29 plan. The transportation
project coordinator is the only new position in the three-year financial plan, which is partially funded with savings from reorganizing the Community
Services Department. That position may be delayed, depending on how the financial situation evolves over the first part of FY27.

* Along with new capital projects, personnel costs are the biggest driver of budget increases due to keeping pace with the labor market in this
region and annual increases to the retirement system contribution percentages. It will cost roughly $630,000 to fund increases to salary and
benefits in FY27, which is equivalent to approximately 2.6 cents on the tax rate. Situations may arise that warrant adding positions, but the goal
is to limit permanent positions until the financial picture improves. If additional personnel or support is needed to address gaps or unexpected
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issues, short-term flexible resources - such as contractors, consultants, temporary or part-time positions, and interns - are preferred as more cost-
effective options when practical.

Reducing_cost of living_adjustment from $1,500 to $1,000. This is a reduction from the FY26 allocation and what was hoped for in FY27. The reduced
amount - in combination with the merit system - still keeps the town competitive in the labor market, based on preliminary reports of what other local
governments in the region are doing. Social security, retirement and 401(K) contributions add over 28% to every dollar of raise provided. The increases
build over time, so finding a balance between staying competitive with salaries and managing impact on deficits by FY29 was factored.

Limiting_new capital or CIP projects that represented an expansion in FY27-29. Items already in the financial plan or those required for maintaining
operations are funded.

Considering_alternatives and delays. Changing the approach to connecting all town facilities with fiber is an example of seeking less expensive but
effective options. The change provided savings and helped with deficit management by eliminating the multi-million dollar capital project, re-directing
the annual contribution for the project to pay for existing commercial fiber service, and using the funds saved to pay for other technology and security
priorities. Continuing to look for projects that can be delayed or reimagined aligns with the “bridges and band-aids” approach the town has
successfully used in other instances to save money.

Limiting_future expenses and capital projects. This is critical until the financial picture stabilizes. Future growth will bring additional revenue, but
growth only covers a portion of anticipated deficits. Many approved residential units still have not started construction. High interest rates for
mortgages and the slowdown in new home construction make it hard to predict when units will come online. Additionally, new units do not immediately
start paying property taxes once occupied. We are still several years from getting another influx of revenue to help with pressure on the budget. It
requires nearly $129 million in property value increase to generate revenue necessary to cover the approximately $630,000 mentioned earlier related to
annual employee salary and benefit increases. That equates to about 750 apartment units or 245 single-family homes per year. This cannot be
sustained. The pressures from inflation and growth emphasize the challenges and limitations of what the town can afford now and going into the
future.

Noteworthy Expenses
e Ridgewalk Greenway North Segment. Annual contributions ($333,000) to the project's fund will help the town make future annual debt service
payments for this project. Each year's saved funds also lower the amount that must be borrowed. Construction is projected for late FY29, and another
$6.2 million is needed for this project. Applying the annual $333,000 contribution toward the $670,000 debt payments that start in FY30 leaves a
funding gap of $337,000, or a property tax increase of 1.40 cents if no other funding source is located.

Passenger Rail/Multi-Modal Station. Approximately $8.2 million of this $11.9 million project comes from the State Transportation Improvement
Program (TIP), NCDOT Rail TIP, and Transit Tax. The town will be responsible for any costs over that amount and for the cost of town offices within the
station. The town’s portion of this project has continued to grow. Initially very little match was required. It's now estimated that the town will be
required to fund almost $3.5 million due to inflation and other additions. This equates to $326,000 in annual debt service payments, with payments
starting in FY29. The earliest construction start is spring 2028.

o Not included in the estimate are costs for solar panels, the green roof, and building to net zero energy standards to allow for future upgrades and
the facility to be carbon neutral. These expenses could add $1,000,000 to the overall construction.

o Given the significant projected deficits leading up to FY29 and the continued cost escalation of this project, an option is to redirect the $320,000
annual commitment of funding for sustainability projects to help pay for the train station and desired carbon reduction upgrades. By this time next
year, approximately $1.8 million in sustainability funds will be accrued. Once the station project and debt are paid for, the annual funding could be
directed toward another sustainability need or priority.

Downtown fire station. The new downtown station is estimated to cost $10 million. A more refined cost will be available once the feasibility study is
completed over the next year. Construction is projected for late FY28, with the first debt payments occurring in FY29. The budget continues to set
aside $300,000 annually for the project. Anticipated debt service for the new fire station is projected at approximately $670,000 per year. A $370,000
gap exists with the current reserved amount. The funds are being placed in a capital project fund to help pay for design costs first, decrease the loan
amount, and provide a funding source for the annual debt.

o An option raised recently is to consider exploring a renovation of the existing downtown station. This could be an opportunity to reduce annual
deficits if a renovation can provide improved living and operating conditions for firefighters, while offering savings. The town board and Orange
Rural Fire Board would need to direct a feasibility study to be conducted if there is interest in this option. Funding for a study is available in the
current year budget. If the study and cost estimate can be completed by early 2027, funding requests could be submitted to congressional
representatives in the United States House and Senate through their respective community funding programs, as well as to the USDA Rural
Development for a grant.

Fire engine (FY30) and ladder truck (FY32) replacement. The budget begins a “ramp-up” savings allocation, with $100,000 in FY27 and amounts
increasing by $100,000 each year. This will come close to saving enough funds to pay for the approximate $1.1 million engine in FY30. The annual
buildup also would be close to the amount necessary to make annual debt service payments on the approximate $2.5 million aerial platform truck.

Affordable housing. The town will achieve the town board's target contribution in FY27 with a final $70,000 added to the affordable housing fund. In
FY24, the board agreed to a plan to annually increase spending on affordable housing until meeting the equivalent of 2 cents on the property tax rate
at that time, or about $320,000.
o The town has invested accumulated affordable housing funds in two pilot projects (emergency assistance and home repair) and as gap financing
for two development projects that will generate nearly 150 units of affordable housing. The results of an affordable housing strategy funded in
FY26 will be available early in FY27 to facilitate prioritization of future funding.

Nonprofit partnership funding. The town board received $139,795 of funding requests for FY27. The adopted FY26 budget and FY27 placeholder
figures were $45,800 each year. The town board also provided a mid-year FY26 appropriation of $45,912 to the Food, Fitness and Opportunity Research
Collaborative (FFORC), which supports the Fairview community and Northern Hillsborough. The appropriation was to help the collaborative continue
services through June 2026 after its federal funding was pulled unexpectedly. This increased the FY26 nonprofit support to $91,712. The town board
set the FY27 funding level at $110,000 during its April 27 meeting, which included a public hearing and board review of nonprofit partnership funding
requests. Decisions on which organizations will be funded and at what amounts will occur during the May and June budget meetings. Nonprofit
organizations address critical needs in the community with minimal resources. The needs and opportunities always exceed available funding.

o The town board has made a strong commitment to supporting nonprofit partners. Funding has increased by 440% over the past three years (from
$25,000 in FY24 to $110,000 in FY27). Given the significant and increasing annual deficits, the town manager recommends the board consider
freezing the nonprofit contributions to the level they set for FY27 over the next several years. An inflationary factor of 3% has been included for
FY28 and FY29. If the General Fund deficits continue to grow as projected, those adjustments and the baseline contributions could be subject to
reductions, cuts and deferments as may be done with town operations.

Vehicle replacement funds: Police - $300,000 in FY27; Solid Waste - $275,000 in FY28 and $300,000 in FY29; Streets - $85,000 in FY27. The allocations
allow expensive vehicles to be replaced with cash, creating savings by not paying interest through loans and smoothing the impact on the annual
budget.




* Information Technology: The budget recommends paying for IT upgrades with the $500,000 accrued for the fiber loop project that is no longer needed.
o Physical security standardization for town facilities, such as cameras, alarms and door access - $100,000 annually from FY27-28.
o Physical security upgrades - Expand key card access and cameras to town facilities that don't currently have these capabilities - $120,000
annually from FY27-29.

¢ Police Department
o In-car camera system replacements ($75,000 annually from FY27-29).
o Replace four to five vehicles per year.
o Radio encryption upgrade to maintain compatibility and ability to communicate with other Orange County public safety departments (FY27 -
$55,000).

¢ Public Works
o Street repaving: $488,500 ($332,500 from State Steet-Aid Program, Powell Bill, and $156,000 from general operating revenues)
o Garbage truck replacement ($422,000) to replace 9-year-old automated garbage truck.

¢ Public Space and Sustainability
o Sustainability annual commitment ($320,000) to energy efficiency and carbon reduction goals in operations or other areas.
Small connectivity projects ($20,000 per year).
Rainey Avenue sidewalk (FY27 - $30,000) - for design expenses in first year and construction in FY29.
Picnic Shelters at Cates Creek Park ($35,000) and the downtown Riverwalk entrance ($35,000).
Wayfinding kiosks in West Hillsborough ($24,000) will have a town and trail map on one side and a corkboard for town event information on the
other side.

o

o

o

o

¢ Community Services

o Department reorganization (added $60,000 to the General Fund for FY27). A high level of coordination needed between Public Works, Public Space
and Sustainability, and Stormwater and Environmental Services. The reorganization would combine those divisions into the Community Services
and Sustainability Department. By combining division resources and distributing management-level tasks to other staff, the previous public works
manager position can be replaced with two lower-level positions to address other departmental and organizational needs at a lower cost. The
reorganization also combines the Planning and Economic Development and Engineering Services divisions into the Planning and Development
Services Department.
Code enforcement abatement funds ($35,000 annually) to address or remove nuisances such as tall grass, junk piles and abandoned and
dilapidated houses or accessory structures that are no longer occupied.
o Replacement of generator and automatic transfer switch at Town Hall ($85,000).

o

Water and Sewer Fund Highlights

Water Rates

A 7.5% increase is recommended for each of the next three years. This is primarily to help pay for significant upcoming capital projects, addressing other
water system needs, complying with the covenants for the Series 2018, 2020, and 2026 revenue bonds to pay for the reservoir, Adron Thompson
Water/Sewer Facility renovation, damage to facilities from Tropical Storm Chantal last year and other capital needs, as well as keeping the fund in a fiscally
sound position.

Sewer Rates
A 7.5% increase is recommended for each of the next three years to help pay for significant capital projects, especially to address aging parts of the
system as well as pinch points in the wastewater collection system that are limiting further development.

Rate Impact
Fiscal Year 2026 = Fiscal Year 2027
How much higher will water and sewer rates be per month after the rate increase?
Average Household Consumption Minimum Household Consumption
4,000 gallons per month 2,000 gallons per month
In-Town Rates
Water $3.72 $1.86
Sewer $5.24 $2.62
Out-of-Town Rates
Water $7.24 $3.62
Sewer $10.20 $5.10

Rate Structure Alternatives Study
Most water and sewer utilities use one of two billing methodologies:

1. Minimum usage charge with a consumption allowance and a volumetric charge for usage above the established minimum threshold. Hillsborough’s
minimum charge is for 2,000 gallons per month, which aligns with the median monthly consumption allowance in North Carolina. Approximately
55% of water rate structures in North Carolina use this approach.

2. Base rate that is a monthly charge for availability of service with a volumetric rate per gallon used. The base rate helps cover fixed costs like
maintaining infrastructure, while the volumetric rate covers the cost of providing water.

Each approach has advantages and disadvantages. The minimum usage charge is easier and less expensive to implement and manage. The base rate
requires more sophisticated accounting to accurately calculate the charge and must be updated regularly. It is typically used by larger utilities. Raftelis
Financial Consultants has compared these approaches for Hillsborough to assess which methodology may be more equitable for charging for water and
sewer service and whether a change would provide financial relief for certain customers based on their average consumption. Raftelis is a nationally
recognized expert in utility billing and financial analysis.

Raftelis recommends keeping the current rate structure for at least a year or two, since the town just had Agreed Upon Procedures prepared for the Adron
Thompson Water/Sewer Facility renovation loan. To demonstrate a consistent revenue source, Raftellis also suggests not making any changes if the town
plans to issue additional debt within the next few years.

The current structure makes sense for our customer base composition, which is mostly residential. The base charge structure may make sense if our
customer base becomes more diversified and we have a larger percentage of commercial accounts. If that happens, we already have the model built and



Raftelis can easily update it to see if a different rate structure starts to make sense.

Financial Overview

The summary table below shows the amount of savings/fund balance being appropriated each year to cover the deficits projected for the current year
(FY26) as well as over the next three years (FYs27-29). The recent rate increases have helped and are necessary going forward given the many large capital
projects needed for the system. It's important to note the deficits are projected even with spending a large amount of one-time revenues from grants,
system development fees, savings and other sources. Staff deferred several major capital projects to help keep the finances in line with key financial
metrics. Still, days of cash on hand are well below our preferred level of 365 days as well as that of peer units with similar bond ratings. Staff will continue
refining the schedule of capital projects for further opportunities to defer implementation, where practical and given risk levels, such as sewage spills,
system outages, development moratoriums and lost opportunities due to inability to serve new developments.

Water and Sewer Fund Balance
FY25 FY26 FY27 FY28 FY29
Water & Sewer Fund Actual Estimate Budget Projection Projection
Fund Balance Appropriation $228,709 $993,844 $9,912 $256,656
Remaining Balance $9,526,509 $9,297,800 $8,303,956 $8,294,044 $8,037,388
Fund Balance as % of Operating Budget 62% 49% 53% 54% 48%
Days of Cash on Hand 385 313 286 272 254

As a reminder, the Water and Sewer Fund cannot afford to risk having key financial metrics and ratios fall behind industry standards or to risk not meeting
requirements from the Series 2018, 2020 and 2026 Revenue Bonds issued to pay for the reservoir expansion. The bond covenants provide non-negotiable
standards for funding levels to remain fiscally sound and provide adequate capacity for debt payments. If those standards are not met, then the trustee for
the bondholders or the Local Government Commission has the right to compel the increase of our rates to whatever level is needed to meet the various
bond coverage ratios. In addition, even getting close to key metrics would have a negative impact on our bond rating and make future borrowings more
expensive and difficult.

Variety of Challenges with the Water and Sewer Operations

Most who have lived in Hillsborough for a while are familiar with the unique challenges Hillsborough’s water and sewer systems must contend with: 1) high
debt levels to pay for the reservoir expansion, wastewater plant upgrade, water tank at Waterstone, and other expensive system needs, 2) stringent Falls
Lake Rules, some of the tightest in the country that escalated the wastewater plant upgrade costs and limited the feasibility of future expansion, 3) costs
of maintaining 25 sewage pump stations, which is far more per connection than most systems, 4) small system with difficulty in benefiting from
economies of scale, which is why, many small units are absorbed by larger utilities, 5) aging assets, many near 50 years old and up to 100 years, that need
to be repaired or replaced, and 6) new growth that adds pressure to spend money on certain upgrades before enough new customers exist to help spread
the costs and minimize rate increases.

Some of these issues were already embedded in the budget, such as debt on already constructed assets. Inflation is estimated at approximately 6% for
water and sewer operations. Many utilities must raise rates just to keep pace with annual operations. Reasons for the projected deficits and the need to

increase rates include:

¢ Decreased customer usage, which is generating less revenue.

Annual revenue lost (approximately $520,000) from lowering the minimal monthly rate charge from 2,500 to 2,000 gallons per month from FYs 2022-
25. This initiative provided substantial savings to low volume users and a more equitable charge methodology. It's estimated that 45% of customers
benefited from this change, which came close to holding their bills steady during this period.

Construction slowdown. A significant number of approved units have not started construction. Relief from these projects is still several years out.

Significant system rehabilitation projects and overdue upgrades.

Maintaining financial health and complying with bond covenant requirements.

o To maintain the town’s bond rating and meet bond covenants, the town must maintain a debt coverage ratio of at least 1.00. Industry standard is
1.20. This metric is an indicator of whether the town’s operating revenue (rates) are sufficient to cover annual debt obligations. Even with annual
rate increases, the projected debt coverage ratio is at the bare minimum in Year 1 at 1.07, decreasing slightly to 1.06 in Year 2 and increasing to
1.14 in Year 3.

Days of cash on hand is a key metric in determining the town’s ability to meet short-term obligations. Days of cash on hand is projected to be

below the industry standard of 365 days in all three years, even with the projected rate increases - at 286 in Year 1, 272 in Year 2 and 254 in Year

3.

o Steps need to be taken to ensure the town continues to not only meet minimum requirements but also improve the financial condition to be more
in line with industry standards.

o

Water & Sewer Assets - Approximate Ages
50 Years

e Water (1972) and Wastewater Treatment Plants (1977)

e River Pump Station at the Wastewater Treat Plant (1977)

e Highway 70A water mains made of asbestos-concrete.
These old and fragile lines connect Hillsborough to
Durham's water system during emergencies as well as
conveying water to the central and south pressure zones
daily (1973)

e Sewer mains along the Eno River and Exchange Club Park

90 - 100 Years

» Bellevue Sewer Outfall (1920s)

» Water and sewer lines in the historic parts of town

o Hassell Street Water Tank (mid-1930s)

e Fire hydrants and valves in parts of historic district (1920s
and 1930s)

e Adron Thompson Water/Sewer Operations Facility -
converted from the original water plant (1936)

Major Expenses
* Elizabeth Brady Pump Station and Force Main Upgrade Project design ($750,000) in FY26 with construction ($1,050,000) in FY27. Note: Construction
was phased, delaying $3.5 million until FY29.
» Eno River Sewer Interceptor East Project construction ($2,080,000) in FY27. Note: Construction was phased, delaying $3,120,000 until FY29.



» Repairs to the West Fork Eno Reservoir Dam Spillway due to damage from Tropical Storm Chantal. The current project estimate is up to $3 million, but
detailed assessment and design will start in the next few months. Design and professional services in FY27 ($230,000), with construction starting in
FY28. Total cost to the town will depend on whether requested funding from FEMA is approved.

» Cates Creek Sewer Outfall Upgrade Phase | design and construction in FY27 ($2,700,000). Project is primarily funded via developer contributions.

¢ Water Treatment Plant

o Sodium Hypochlorite Conversion in FY27: $1.35 million. Partially funded with federal grant secured through assistance of Rep. Valerie Foushee.

Filter influent actuators replacement in FY27: $49,000.

Electrical system evaluation due to age of the facility: $45,000.

Pump start equipment replacements in FY27: $27,000.

Process controls relocation to SCADA monitoring system in FY27: $300,000.

¢ Water Distribution and Wastewater Collection operations

o Adron Thompson Water/Sewer Facility: Annual debt service of $650,000 begins in FY27.
Vehicle replacements: two trucks in FY27: $62,000 and $92,000.
Sewer Jetter/Flush Truck in FY27: $222,000.
Pumping station generator replacements: $45,000 each fiscal year totaling $135,000.
Water system master plan improvements: $100,000 starting in FY28 and $200,000 in FY29.
Hydrant and valve replacement project, primarily in the historic district: $270,000, delayed to FY29.
o Vacuum excavator in FY29: $155,000

¢ Wastewater Treatment Plant
o Solids Storage Mixing Pump Rebuild in FY27: $82,000.
o Additional step screen in FY27: $65,000.

o

o

o

o

<]

o

o

o

o

Some projects have been delayed or pushed out beyond the three-year budget window to minimize rate increases, especially on the water side where the
deficit is larger. Two examples include replacement of the 90-year-old Hassell Street water tank to FY31, as well as the U.S. 70A water main and emergency
connection to the City of Durham until FY30. The main is undersized and older than 50 years. While it was hard to delay such high priority projects that
would address service quality, consistency and emergency situations, it was necessary to delay these projects totaling $11+ million to not further raise
water rates.

Leveraging One-Time Revenues
The budget allocates as much one-time revenue as possible over the next three years. Examples include:
o Water System Development Fees — exhausted by FY28.
o Sewer System Development Fees - all spent, but $325,000 balance that could be used to reduce debt issuances in FY29 for the Elizabeth Brady Pump
Station and Eno River Outfall projects.
o Capital Facility Fees — exhausted by FY30.
o Remaining Waterstone Special Assessment District Funds - Approximately $1 million is used in FY27 for the Cates Creek Outfall project, with the
remaining used in FYs 2031-32 for Phase 2.
o Developer Contributions - All contributions have been applied to capital improvement projects.
o System Development Fee Proffers (advanced payments by developers) — applied unrealized funds to the Elizabeth Brady Pump Station with the
expectation that the project doesn't move forward if those funds don't materialize.

Stormwater Fund Highlights

Stormwater Rates

Increasing the fee's residential tier by $15 and non-residential tiers proportionally. The $15 stormwater fee increase in FY27 follows the plan established in
the FY25 budget to increase the stormwater fee for the residential tier by $15 per year for three fiscal years (FYs25-27), for a total of $45. This is the third
fee increase since the Stormwater Fund was created in FY17.

Stormwater Rates
Residential Property $120
Non-Residential Property
Tier 1-0 to 10,000 sq. ft. $240
Tier 2 - 10,0001 to 30,000 sq. ft. $840
Tier 3-30,001 to 100,000 sq. ft. $2,760
Tier 4-100,001 to 200,000 sq. ft. $6,480
Tier 5-200,001 to 600,000 sq. ft. $17,160
Tier 6 - 600,001 sq. ft. and above $30,000

Financial Overview

¢ Infrastructure Maintenance. Improved levels of service and updated permit requirements will require additional investments in personnel, equipment
and a stormwater capital improvement plan to plan for large projects, such as a culvert replacement on Elizabeth Brady Road. The FY27-29
recommended budget includes ramp-up funds for a stormwater capital improvement plan. The jet-vac truck was not able to be funded in the
recommended budget.
Planning_Ahead. While the Stormwater Fund currently has a sufficient fund balance, the recommended capital improvement plan investments in the
FY27-29 budget and overall operating cost increases will rapidly deplete that fund balance without future fee adjustments. A $3 annual rate increase is
needed just to cover salary and benefit increases. It is anticipated that another stormwater fee analysis will be conducted in FY28 or FY29 to direct
future fee increases that may be necessary.

Other Highlights

Employees
¢ Merit Pay and Cost of Living Adjustment. Compensation and staying competitive with the market continue to be a major challenge for all employers,
regardless of sector in the economy. The budget recommends a drop in the cost-of-living adjustment from $1,500 per employee to $1,000 and the
same merit raises as previous years, with a 3 to 5% range depending on performance.
¢ Health and dental insurance. For the first time in six years, employer health insurance costs will increase 7.5%. Dental rates will increase by 9%.
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Moving Forward

Please do not hesitate to contact me, Budget Director Emily Bradford (emily.bradford@hillsboroughnc.gov), Budget and Management Analyst Josh
Fernandez (josh.fernandez@hillsboroughnc.gov), or Administrative Services Director Jen Della Valle (jen.dellavalle@hillsboroughnc.gov) if you need
additional information, have suggestions or concerns, or would like to propose alternatives. Town staff will make every effort to respond quickly and
objectively to help you develop a budget that you feel best addresses the needs of the community! Finally, a big “thank you” to all town employees,
department and division heads, and the budget team for their work in preparing this year’'s document!

Sincerely,
Eric J. Peterson Emily H. Bradford Jen Della Valle
Town Manager Budget Director Administrative Services Director
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