SOUTHAMPTON COUNTY BOARD OF SUPERVISORS Regular Session * June 25,2012

5. APPOINTMENTS

HAMPTON ROADS PLANNING DISTRICT COMMISSION

Supervisor West's term on the Hampton Roads Planning District Commission (HRPDC)
will expire on June 30. As you may recall, he was appointed to fill Mrs. Felts' remaining
unexpired term at your January 23 meeting.

The HRPDC meets quarterly on the 3™ Thursdays of January, April, July and October.

For those of you that may not be familiar with the work of the HRPDC, I've attached
several examples for your reference.

MOTION REQUIRED: If the Board is so inclined, a motion is required to
appoint Supervisor West to a 2-year term ending
June 30, 2014.



SOUTHAMPTON COUNTY

26022 Administration Center Drive
P. O. Box 400
Courtland, Virginia 23837

January 31,2012

Mr. Dwight L. Farmer, Executive Director
Hampton Roads Planning District Commission
723 Woodlake Drive

Chesapeake, VA 23320

Dear Mr. Farmer:

Please be advised that Mr. Ronald M. West was appointed by the Board of
Supervisors at its January 23, 2012 meeting to fill Mrs. Anita T. Felts' unexpired term on
the Hampton Roads Planning District Commission through June 30, 2012. He may be

contacted as follows:
Mr. Ronald M. West
12452 Tucker Swamp Road

Zuni, VA 23898
(757) 242-6014 (home)

Thank you in advance for contacting Mr. West with regard to orientation and
notice of upcoming meetings.

With kind personal regards, | remain

srce~el(]

\~~J)

Michael W. Johnson
County Administrator

pc:  Mr. Ronald M. West

757-653-3015
Fax: 757-653-0227
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Special Report #15

Special Report:

Groundwater Levels Recover as
International Paper Negotiates Permit

By Whitney Karchmar k, Principal \Varer Resources Engineer

e Coastal Plain aquifer system, which is an important drinking
water source in Hampton Roads, has experienced significant
changes since paper production ceased at the International Pa-
per (IP) plant in Franklin, Virginia in April 2010. Previously, IP's

operations required groundwater withdrawals averaging more than
30 million gallons per day (mgd), which is about the same amount of
water used by the City of Virginia Beach. IP's withdrawals lowered
water levels in wells in Hampton Roads. Since IP's closure, water lev-
els have risen across the region. The chart below shows water levels
recorded at five monitoring wells from 1985 to 2012. For several
decades, water levels slowly dropped. Since 2009, water levels at
these wells have rebounded 4 feet to as much as 91 feet.

Mcmtlhly Median Water Levels, Selected Monitoring Wells

(see map at right for well locations)
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IP continues to hold the largest groundwater with-
drawal permit in the region, allowing the facility to
pump up to 37 mgd. In 2009, this was equivalent to
22% of all permitted withdrawals in the Virginia
Coastal Plain, the portion of Virginia from 1-95 to the
coast. Prior to announcing closure of the Franklin
plant, IP applied with the Department of Environ-
mental Quality (DEQ) to renew its permit that was to
expire at the end of 2009. IP requested that the per-
mit be continued until the company could determine
the future use of the site. Since the plant's closure,
IP has been assessing alternatives. During the sum-
mer of 2011, the media reported on the use of Gov-
ernor's Opportunity Fund monies to reopen up to
three production lines to make tissue and fluff pulp,
products which require less water to manufacture. IP
and DEQ are currently negotiating the permit renew-
al, and public notice of the draft permit is anticipated
in spring 2012.

This article is available for download at: http//hrpdcva.gov/DocumentsjPhys Planning/2012/SR15_GWLevelsIPPermit.pdf 5_3
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The Franklin Mill Closure

ECONOMIC IMPACT ANALYSIS

Background

e Camp Manufacturing - Founded the Mill in 1887
e Mill began making paper in 1938

Camp Manufactunng merged with Union Bag Company in 1956 to become

the Union Camp Corp.

* International Paper executed a takeover of Union Camp in 1999

e |P shed $5B in assets between 2001 and 2003 to pay down debt

« P has been undergoing significant restructuring since 2005,
selling off
significant forestland holdings as well as several product lines
and subsidiaries.

Uncoated Fr~::~:i~ 3 ~~i~~~;~~~C~:~::i~:::~f :1.~apa -Ci:~|
Coated Paperboard- 1 machine which produces 7% of IP's Capacity
A total 740,000

The Franklin Mill ...
e One of four IP mill closings announced Oct 22™

e Have allocated $60M to potential severance costs

e 45 Customer service jobs will remain in the region
1100 workers will lose jobs with an average wage of
~$74K (average wages in VA $48K, HR $39K)

Worker Impacts
« 321 eligible for early pension (those over 50 years old
with 20+ years of service)
e 166 hourly employees will be released Dec 31*
e An additional 770 hourly, and 187 salaried employees
will be released in the first quarter of 2010
. Severance Package (Hourty Rate- 42 hours of work -1.5 weeks peryos)
e Employees will be eligible for unemployment insurance

Distribution of Employment






Mill Employment as a
Percent of Total Employment

By Place of Residence

Other Industries Impacted
constr:::uct~:onliili: 5

Wholesal:u~rade
Health care services
Administrative services [ ]

Food services and drinking places
Professional and technical services
Management of companies
Forestry and 10Uing
Monetary authorities (banks)
Repair and maintenance
Real estate
Personalanc/laundry services
Private households
Truck transportation

o 50 100 150 200

loss In Number of Employees

Estimate of Regional Economic Impact

Total Employment Loss- 2,850 Jobs
(1,100 Direct + 1,750 Indirect & Induced)
Private Non-Farm Employment Loss- 2,550

Loss in Gross Regional Product- $310M

Loss in Regional Personal Income- $180M

Decline in Regional Population- 600+ persons

Annual Tax Implications of Closure

| $29.2 Tax Revenue - Statewide
Corporate Income Taxes
Individual Income Taxes

* Machinery and Tools Tax

« Real Property Taxes

e Other Taxes |, “
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National/State / Regional/Local
Responders ._

- 4 C()"gr~ssi();aT6eleg~ti(), -iIVA& NC)
e New paper factory- IP indicates this is highly e State and Local Elected Officials

. L Governor's Office
u nllkely Secretary of Commerce and Trade

State Agencies
Departmentof Economic Development
Department of Forestry
Departmentof Mines, Minerals and Energy
Department of Environmental Quality
Department of Agriculture and Consurner Services
Department of Housing and Community Development
Workforce Development Boards
1.0.W. Department of Economic Development
Franklin & Southampton Department of Economic Development
Chamber of Commerce
HREDA
HRPDC
Others

Potential Reuses of Plant

Biomass- Already has supply chain in place

e Logistics- Access to two rail lines & port

e Precision Manufacturing- Access to skilled.
workers

¢ Food Manufacturing/Processing- H20 resources
* Information Technology

HRPDC will continue to evaluate economic
development impacts as requested.
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o About this Document

Preparation of this docu-
ment was included in the
HRPDC Unified Planning
Work Program for Fiscal
Year 2012 that was ap-
proved by the Commis-
sion at its Executive
Committee Meeting on
June 16,2011.

If you would like to be
included on the electron-
ic distribution list, please
contact James Clary.
Email:
jciary@hrpdcva.gov
Phone: (757) 420-8300.

HRPDC

723 Woodlake Drive
Chesapeake, VA 23320

Available for download,
visit www.hrpdcva.gov
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Gas Prices in Hampton Roads
by James Clary, HRPDC Economist

The Bureau of Labor Statistics (BLS) esti-
mated that in December 20 I I, 5.3% of
household expenditures went to gasoline
purchases (and 5.5% of all expenditures
went to all categories of motor fuels). As
gas prices increase, they will represent a
greater proportion of household expendi-
tures, and a growing drain on individual
finances. Changes in the cost of fuel drive
both consumer confidence and the under-
lying economic fundamentals for both con-
sumers and businesses. When transporta-
tion requires gasoline, as it typically does
in America, then rising gasoline costs have
a profound impact on the regional econo-
my. Like many regions across the nation,
the issue of fuel costs plays an important
role in the local economy: for every dollar
spent on fuel for its cars, one dollar is
siphoned from the rest of the regional
economy. With gas prices increasing rap-

Hampton Roads

Economic Quarterly

Apr 25, 2012

idly in Hampton Roads, local businesses and
consumers experience increased economic
strain. Gas prices reached $3.92 in April,
just off the all-time peak of $3.99 in 2008.

Determinants of Gas Prices

The same market forces that shape the

price of gasoline nationally shape the price
of gasoline regionally, and thus fluctuations
in Hampton Roads' gas prices closely follow
changes nationally. The national and inter-
national markets determine the price of oil
and refined products due to the extreme
portability of liquid fuels; the U.S. demon-
strated this fact as it recently became an
exporter of refined petroleum products
again. The U.S. Energy Information Admin-
istration (EIA) estimates that distribution
and marketing only constitute 5% of the
cost of a gallon of gasoline, indicating that
transportation represents a small obstacle
for gasoline markets. Indeed, moving a gal-

Hampton Roads Fuel Costs
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Gasoline and Oil Prices Regular Gasoline (February 2012)
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lon of gasoline from refineries in Collins Mississippi to the Yorktown distribution terminal only costs 2.9 cents-per-gallon
on the Colonial pipeline, and moving gasoline from the end of the pipeline in Houston only raises the transportation costs
to 3.7¢.

The price of oil remains the most significant driver of the cost of gasoline, and as the price of oil increases, it becomes even
more significant to the overall cost structure of gas. The EIA estimated that oil constituted 72% of the price of gas in Feb-
ruary 2012. Furthermore, the noted fuel expert James Hamilton, an economist at University California San Diego, esti-
mates that an increase of $1 in the price per barrel of oil increases gas prices by 2.S¢ per gallon.

Common Scapegoats for High Gas Prices

Speculators- The highly important role that high oil prices have played in the price of gasoline has led to the
concern that speculators have caused oil prices to be unnaturally high, whether inadvertently through trading or
through malicious intent. Data reveals that oil costs on average $1 | to extract from the ground and currently
has a market price of approximately $100 per barrel. Most of the surplus goes to oil producers rather than

speculators, particularly those that have a low cost of production.

A recent review of economic literature concerning speculators found, “existing evidence is not supportive of an
important role of speculation in driving the spot price of oil after 2003. Instead, there is strong evidence that the
co-movement between spot and futures prices reflects common economic fundamentals rather than the finan-
cialization of oil futures markets." Fattouh, Bassam et al. "The Role of Speculation in Oil Markets: What Have
We Learned So Far?" Journal of Economic Literature March 18, 2012

Refineries- Using the EIA data previously noted, Crude Oil constitutes 72% of the cost of gasoline while refining
only constitutes 12%. The graphic in the top left of this page tracks how the price of gasoline in the US and
Hampton Roads fluctuates with the spot price of West Texas Intermediate Oil (WTI). Refiners are actually in an
extremely difficult business, squeezed between high capital costs and the high variable cost of oil (similar to an-
other struggling industry, the airlines). While refiners have been selling products overseas, these sales are in re-
sponse to demand. The Congressional Research Service noted that, because of the inelastic nature of gas con-
sumption, refiners seem prepared to operate at a lower level of output rather than discount gas below the cost

of production dictated by crude oil prices.

The closure of the Yorktown Refinery in Hampton Roads and several other refineries along the east coast
demonstrates the difficult economic climate for the refining industry.

T O oo W s A 1 s et o B e (R 1 | B N BV
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Fuel Specification and Hampton Roads

One important source of fuel costs in Hampton Roads results from the majority of re-
gional localities participating in the Reformulated Gasoline (RFG) Requirement
(reformulated gasoline utilizes oxygenates to a greater extent than conventional gasoline
allowing RFG fuels to burn cleaner, though it causes a drop in miles-per-gallon efficiency
of 1-3%). The cost of RFG gasoline is typically higher. nationally averaging 10¢ more than
conventional gasoline, and 12¢ more since widespread adoption of ethanol. The EIA Low-
er Atlantic region (which stretches from West Virginia down through Florida) has a slight-
ly different cost profile with the cost of RFG being S.7¢ higher on average, but just for the
period from March through July.

Virginia Localities which are Opt-In for the
Reformulated Gasoline Requirement (RFG)

Charles City County Newport News
Chesapeake Norfolk
Chesterfield County Poguoson
Colonial Heights Portsmouth
Hampton Richmond
Hanover County Suffolk
Henrico County Virginia Beach
Hopewell Williamsburg
James City County York County

U.S. Gasoline Requirements

Page 3

What is Reforimulated Gaso-
line (RFG)?

Reformulated gasoline (RFG) is |
gasoline blended to burn more i
clearly than conventional gaso- |
line and to reduce smog- |
forming and toxic pollutants in

the air we breathe. The RFG

]

program was mandated by |

Congress in the 1990 Clean Air
Act amendments. The first
phase of the RFG program be- |

gan in 1995 and the second

(current) phase began in 2000. |

RFG is required in cities with |
high smog levels and is option- |
al elsewhere. RFG is currently |
used in 1 7 states and the Dis-
trlct of Columbia. About 30
percent of gasoline sold in the
U.S. is reformulated. |

Localities which were not re-

qui red to use RFG but were in
non-attainment for the ozone |

§t&1r}%%r:d could opt-in to the |

RIEG requirement.
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Taxes in Hampton Roads

Gasoline taxes playa role in Hampton Roads fuel costs, but since Hampton Roads has an excise tax rather than a sales tax on
gasoline, this cost is fixed throughout price fluctuations. Virginia has a 17.5 cents-per-gallon tax on gasoline (though this can
be refunded for boat, agricultural, or taxi uses). Drivers in Virginia also pay the 18.4¢ federal fuel tax. There has been discus-
sion of using additional fuel taxes to pay for transportation projects in the region, and an additional | ¢ increase in fuel taxes
would raise approximately $8.5 million in regional revenue for transportation. Virginia currently has a lower tax rate than 40
other states including its six neighbors, and has not raised its gas tax since 1986. Tax Policy Institute data indicates that the
state collected the 12th highest amount in state tax revenue despite the low tax rate (the state does have the 12th largest
population).

Consequences of Gas Prices in Hampton Roads Motor Fuel Usage Per Capita, Virginia and the U.S.
600

In Hampton Roads, one way to measure the impact

of gas prices involves estimating per capita consump- S A N
tion and estimating the level of capital that is pulled ﬁ ""‘""ﬂ_'_,—-—"'\ N
from the regional economy for every ten cent in-

crease in gas prices. As there is no data available for

regional gas consumption, using fuel consumption 111300
estimates for Virginia from the EIA and census popu- i
lation data extrapolates to 506.6 gallons per capita ~'700
per year. With a population of 1.67 million regional- :,

ly and using the estimate of per capita consumption ’c‘: 100
indicates that every 10¢ increase in gas prices would

pull $85M from the local economy, or .1 | % of the 0
gross regional product. This impact would be equiv- ff f ' /P y y f1$
alent to losing roughly 1,000 jobs according the s-a.::rr-.~~~U.5.00ra0a, 111 IPOC
HRPDC's REMI model. While higher gas prices are . - -===-z=====-===E=-klcie ]l
often described as a tax on a local economy, they prove to be far worse than a tax because, unlike tax revenues, money spent

on fuel will not flow back into the region.

Higher gas prices (and oil prices) have been associated with most of the recessions in the United States since 1970, including
the great recession that began in 2007. Economists speculate one reason that oil prices have not damaged the economy as a
whole is partly because the already lower level of

economic activity is using less energy and because Draily Vehicle Miles Traveled: US. and Hamplon Roads

low natural gas prices are keeping overall energy 45,000 R ——Us. 9,000,000
costs manageable. Unfortunately, on a short time g 40,000
horizon gasoline usage is inelastic, meaning that con- g
sumers have very little ability to adapt to price g
changes. Daily Vehicle Miles Traveled follows the an,ouo 1
pattern of overall economic activity and growth, but § 25,000 -
as can be seen in the attached graphic, it shows very
little variation with the price of gasoline. z 20,000 -
$ 15,000 -
While oil futures have declined recently as a result s
of lower levels of unrest in the Middle East and the $ 10000 -
Eurozone slipping back into recession, economists i 5,000 -
and the market have shown little success at predict- i g - i B HH
ing oil prices. The oil futures market only explains gm0 @ oo B =
16% of the market price 3 months to | year out. § E a E ﬁ § § g g % g ﬁ g Eum’m“um
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Hampton Roads Economic Outlook: by James Clary

Slowly improving

Increased retail sales and residential construction typically drive economic recoveries, and for the first time
since the start of the recession, both indicators are moving in a positive direction in Hampton Roads. Retail
sales have been increasing over the past two years, and are now at the highest level since February 2007 on a
seasonally adjusted basis. While the region's recovery in this area lags national retail sales growth, there is
reason to be optimistic that the combination of stronger conditions locally and nationally will pay dividends
during the summer tourism season. Single family housing permits have reached their highest point in 12
months, 200 units higher than the average level this past year. While February is typically a strong month for
permits, the seasonal adjustment factors indicate that this was an exceptionally strong month given recent
trends. The return of both construction and retail sales employment would address the two industries that
have been most significantly impacted this past recession.

Employment indicators are also generally positive. The unemployment rate and initial unemployment claims
are down sharply over the past five months, and while payroll employment has yet to recover, payrolls typi-
cally follow retail sales activity. It is worth noting that this represents a return to normal rates of growth,
which is good news; however, there will be a significant lag before the region recovers to previous peak levels
of economic activity.

Hampton Roads Economic Indicators

GDP, Annualized Growth Rate Retail Sales, Year over Year Growth
United States, 2002QI - 2011Q4, Quarterly Hampton Roads, [an 2002 - Feb 2012, Monthly
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GDP: Gross Domestic Product combines consumption, invest- Retail Sales: Retail sales, as measured by the | % local option sales
ment, net exports, and government spending to determine the size tax, serve as an indicator for consumption in the region. Since
and general health of the economy. The third estimate of GDP consumption composes 70% of economic activity in the US, the
confirmed that the national economy expanded by 3.0% in the growth or decline of retail sales gives a strong indication of the
third quarter. This would be a good result during normal economic direction of the local economy. Year over year sales are up 9%
times, but is under the level that the U.S. has typically experienced from Feb-20 | | and 15.8% from Feb-20 | 0, but remain 3.5% below
following a recession. This confirms the view that the U.S. will the pre-recession peak. This compares to national retail sales
experience a long slow recovery of a type that typically follows a which are 8.6% above the pre-recession peak.

financial crisis.
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Hampton Roads Economic Indicators
Employment, Year over Year Growth
Hampton Roads, [an 2002 - Feb 2012, Monthly
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HRPDC
Employment Non-agricultural employment is considered the best
estimate of labor market activity by the National Bureau of Eco-
nomic Research. Payroll employment has been increasing slowly
over the past year, which indicates modest improvement in the
employment situation. The employment levels are still more than
44,000 positions below the pre-recession peak of July-2007 and
will take a significant length of time to recover

Initial Unemployment Claims, Seasonally Adj.
Hampton Roads, [an 2002 - Mar 2012, Monthly
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Initial Unemployment Claims: The number of Initial Unemployment
Claims is a leading economic indicator, reflecting those who are
forced to leave work unexpectedly and thus revealing the strength
of the job market with little lag time. Initial unemployment claims in
the region have fallen rapidly since August 20 II, and are now bel-
low the long term average on both a seasonally adjusted and unad-
justed basis. This indicates that firings have declined in the region.
Note: initial claims are not impacted by benefits expiring.

Unemployment Rate, Seasonally Adj.
U.S. & Hampton Roads, [an 2002 - Feb 2012, Monthly
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Unemployment Rate: The unemployment rate is the percentage of
the population which is actively seeking work, but is unable to
obtain a position. While peak unemployment occurred in January
of 20 1 0, another peak occurred in October of 20 Il at 7.32%.
Since then, the seasonally adjusted unemployment rate has de-
clined significantly and now rests at 6.63%. During that time there
has been a growing labor force and a slight decline in the number
of unemployed.

Single Family Housing Permits, Seasonally Adj.
Hampton Roads, [an 2002 - Feb 2012, Monthly
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Single Family Housing Permits: Permit data indicates the level of
construction employment and confidence regarding the future
trajectory of the local economy. 542 homes were permitted in
February (436 on a seasonally adjusted basis). well above recent
levels. While there was a previous spike in home building during
the recession coinciding with the housing tax credit, no one policy
explains this jump in singe family home building. This is good news
for construction employment. but should not be construed as
evidence for a recovery in home prices.
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