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March 14, 2023

The Honorable Kirk Rivers, Mayor
Members of the Elizabeth City Council
City Manager Montré Freeman
Elizabeth City, North Carolina

Delivered via email

Mayor Rivers, Members of the City Council, and Manager Freeman,

We remain very concerned about the overall fiscal health of Elizabeth City (the City) and the
path forward to restore that fiscal health.

Like yourselves, we understand and value the economic importance of the City. We appreciate
that Elizabeth City is:

e Aneconomic hub for the northeast region of North Carolina and the largest city in a
region that overall has faced significant economic challenges.

o Offers a variety of services to residents, businesses, and its institutes of higher learning.

* Home to one of the largest Coast Guard stations in the country.

e Home to Elizabeth City State University, a member of the 17 campus University of North
Carolina system and one of several public HBCU’s in the state.

e Home to Mid-Atlantic Christian University, a private school, and College of The
Albemarle, serving seven counties in northeastern North Carolina.

e A growing area for tourism with a lot of potential, including the Harbor Island Ferry
project.

Elizabeth City needs to not only survive, but to thrive to bring more economic opportunity and
prosperity to northeast North Carolina and beyond. We believe the potential exists for the City
to be the economic leader it should be given its location and size. However, the City, and more
importantly its citizens, will continue to struggle if its financial foundation is not sound.

What specifically are we concerned about regarding the City’s finances and fiscal health?

e The City is two years behind on financial statement audits. The independent auditor had
some difficulty getting the information and data needed to complete the 2021 work,
which is pushing the timeline for completion further out. The City recently provided draft
2021 financials to the auditor, a task that was scheduled to be completed by December
31,2022, The audit firm will take the time they need to perform a quality audit but the
lateness of the financial statements will in turn negatively impact the timeline for the
2022 audit. From our time spent working closely with the City’s fiscal staff, we know the
books are not complete. The grant budgets and related expenditures are in question,
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bank account reconciliations are not completed and adjustments are not posted timely,
and the accounts receivable for utility billings are not maintained timely. Overall, the
financial records are inadequate, leaving the governing board with no reliable
information for financial decision-making. This is concerning as the Board continues to
make new expenditure decisions for hundreds of thousands of dollars.

Based on what we do know about the City’s finances, we have real concerns about cash
flow. Paor financial information hinders staff and management'’s ability to enforce
existing policy or assess the need for changes. Utility rate changes cannot be properly
evaluated or documented to the public. The lack of understanding of the City’s true cash
flow puts the City at risk of a cash crisis.

ANY financial decisions the City Board or staff are making based on incomplete or
missing financial data are subject to potentially significant error.

The physical condition of capital assets, particularly aging utility assets, is concerning to
us as well. There is no capital plan in place, and the City does not know what utility
rates need to be over the long term sufficient to support a long-term capital plan. Just as
concerning, there is no organized capital maintenance or improvement plan for the City's
buildings and infrastructure.

If the City did have current financial data to develop a capital plan, existing Finance
leadership and staff do not understand how to implement or manage capital budgets.
Most finance staff are not appropriately trained and have little or no documentation of
work processes to guide them. Recently, some of the more experienced finance staff
have been reassigned to positions that do not take advantage of their skillsets; and have
been replaced with staff that do not have the experience or training to adequately
perform the tasks they have been assigned. This practice will not help the City move
forward in getting its financial house in order.

Board members are “in the weeds” with the staff instead of allowing the manager to be
the CEO and allowing themselves to be the visionaries that can lead the City forward.
This undermines staff and makes them unsure of how to proceed with their job duties.
The City had a deadline of February 15, 2023 (extended from January 31), to submit to
us its revised customer service policy, as requested in the Board meeting on December
12, 2022. In addition, in a letter dated January 20, 2023, we requested various reports
and data. You returned the red-lined customer service policy, that we initially provided
to you, with some comments added. The policy does not appear to be ready to be
adopted by the City’s Board. We have not received the various reports and data we
requested as of the date of this letter.

Because of these facts about the City’s financial issues, Elizabeth City is on the Unit Assistance
List (UAL) and is likely to remain for the foreseeable future. What does that mean?

The City will struggle to get any debt financing approved with the delay in financial
audits.
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» Because the City is on the UAL, financings at a much lower dollar threshold ($50,000)
must be approved by the LGC:; this allows for increased oversight by the LGC with
regards to debt issuance.

e The lack of capital funding could hamper economic development opportunities which
could in turn hurt
the City, the university, and the related goods and services that are offered.

What is the solution?

* We are asking the City to ask the LGC to step in and assume control of its finances.
LGC staff will make the necessary but hard decisions needed about staffing, tax rates,
utility rates, utility billing and collection policy, appropriations, etc. that are necessary to
provide the financial foundation upon which the City can prosper.

» LGC staff will work with the governing board to develop a capital plan to address capital
asset needs and ensure the current utility rate study is updated to fully inform decisions
about utility rates. LGC staff will oversee the evaluation of the electric utility infrastructure
and ensure that rates are addressing current and future electric utility needs.

* LGC staff will monitor the work of Isley CPA to get the books caught up so that audits
can be completed.

* LGC staff will work with the City staff to evaluate processes and procedures, and make
recommendations to the LGC on needed modifications and updates. The LGC will be
responsible for approving any modifications and updates.

» LGC staff will assess City Finance staff skills, knowledge, and abilities and work to get
the right people in the right positions. This may include utilizing contractors with
municipal government finance experience.

» Taking these steps could result in the City coming off the UAL more quickly and allow
the City to access financing sooner.

If you choose to make this request, we will work with you to determine a start date that is
agreeable for both parties.

In closing, please remember that we all want the same things for the City — for it to be strong
and to prosper. We can assist you in making that happen.

We look forward to hearing from you.

Sincerely, /
/7 / /

e /

Dale/R. Folwgll, CPA
Trebasurer, State of North Carolina




