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Finance Committee Budget Hearing - CIP Minutes 
August 15, 2014
9:00 a.m.

Location:  City Council Chamber, 1st floor, City Hall – St. James Building; 117 West Duval Street,
     Suite 425

In attendance:  Council Members Bill Gulliford (Acting Chair), Lori Boyer, Reginald Brown, John Crescimbeni, Kimberly Daniels, Ray Holt 
Excused: Council Members Richard Clark, Doyle Carter, Matt Schellenberg
Also: Council Member Jim Love (arr. 9:14); Kirk Sherman, Kim Taylor, Brian Parks, Philip Peterson – Council Auditor’s Office; Paula Shoup – Legislative Services Division; Peggy Sidman – Office of General Counsel; Jeff Clements – Council Research Division; Chris Hand, Teresa Eichner and Margo Klosterman – Mayor’s Office; Ronnie Belton, Glenn Hansen, Angela Moyer and Robyn Lawrence – Finance Department
Meeting Convened:  9:08 a.m.
Acting Chairman Gulliford convened the meeting and the attendees introduced themselves for the record. He indicated his reluctance to take official action on the CIP with 3 of the 9 committee members excused. 
Debt affordability
Marc Stickney of the Treasury Division made a presentation on the City’s debt affordability model, stressing that the key is how much debt the City should prudently issue, not how much it theoretically could issue. As of September 30, 2013 the City currently has $2.6 billion in outstanding debt ($1.4 billion Better Jacksonville Plan-related). The City has shifted from a specific revenue pledge on its borrowing to a general covenant pledge of all legally available revenues. Mr. Stickney presented information on several debt ratios and debt service trends. He said that the City is paying down its debt at an increasing rate and projects that trend to continue. All trends are generally positive and comments from the rating agencies have been generally favorable. The City proposes to issue $760 million in new debt over the next 5 years, while $860 million in current debt will be paid off over that same time period. Debt service to revenue ratios are going to be strained over the next few years by the issuance of the new debt in the next, approaching or just exceeding the established maximum ratios.
In response to a question from Council Member Crescimbeni, Chief Financial Officer Ronnie Belton reported that the City’s fundamental bond rating was downgraded 1 notch by Moody’s and that reduction will increase the cost of new borrowing somewhat and may make outstanding issues less attractive to bond holders. Fitch will be examining the City’s rating by year-end. In response to a question from Council Member Holt, Council Auditor Kirk Sherman reviewed a chart showing the different revenue streams pledged to different borrowings. Council Member Daniels requested information on the history of the City’s bond rating upgrades and downgrades over the course of the last several mayoral administrations. Mr. Stickney explained the difference between the City’s underlying issuer rating (a relatively recent phenomenon in the ratings business) and the ratings of the individual debt issues over the years, which was based on the relative strength of their revenue streams at the time.
In response to a question from Council Member Boyer, Mr. Stickney stated that the Moody’s rating downgrade will have an impact on borrowing costs for future bond refinancings, which will be new borrowing. He stated that the Moody’s downgrade is figured into the calculations of future borrowing costs even though that downgrade had not taken place as of the time period covered by the debt report through September 2013. The calculations for borrowing in future fiscal years (beyond FY14-15) assume that the City’s borrowing pattern (percentage of authorized debt actually issued) will continue to reflect recent patterns. The proposed CIP does not include any proposed borrowing in behalf of Jaxport beyond a $1 million allocation in FY14-15 and anything already approved in the existing CIP. Angela Moyer reported that the $16 million in Banking Fund authorized project removal represents the pay-off of vehicle purchases already completed. 

Council Member Gulliford noted that the positive trend in the City’s debt to revenue ratio may become problematic in future years as it eats into available revenues for other potential uses. Mr. Stickney explained the revenue pledges to the Banking Fund debt which includes all available non-ad valorem revenue. Angela Moyer explained the length of the Banking Fund’s borrowing for vehicles – 2 years for motorcycles, 4 years for JSO patrol cars, and 5 years for all other light and heavy vehicles. Council Member Boyer requested that the Finance Department provide the General Fund-GSD budget projections for the next 5 years for her use in calculating debt ratios in future years.
Banking Fund
Ms. Boyer reported that she had made an information request to the Finance Department for the cash balance of the Banking Fund covenant pledges and whether specific amounts from specific borrowings are designated for specific projects. Ronnie Belton said that information will be provided next week. Mr. Stickney said that the bonds sold to the public are generally worded as “City of Jacksonville capital improvements”, but the bond counsel reviewing the issue wants to see a very specific listing of projects and expenditures. The borrowing is done via a bundle of weighted average instruments taking into account the useful life of the improvements being purchased – short term commercial paper for vehicles, 5 year bonds, 12 year bonds, 25 year bonds for buildings, etc. 
Mr. Crescimbeni questioned how City Council is involved in making revisions to projects for which the approved borrowing is insufficient. Mr. Belton stated that the administration has the authority to make changes in project scope as conditions change, bids come in higher than expected, etc., but the need for additional funding to complete projects as originally authorized by Council requires additional Council action. Mr. Crescimbeni asked for a legal opinion from the General Counsel’s Office about what, if any, conditions the Council can place on borrowing authorizations that require projects to be built to within some percentage of the fully contemplated project, perhaps via some provision that would trigger bond counsel review of a significant change in the project scope.  Ms. Boyer questioned how the City accounts for the cash borrowed and allocated to different portions of a project, and what happens if funds come up short for a project. What doesn’t get done if funds fall short – the last items to be billed? 
Capital Improvement Program
Mayor’s Chief of Staff Chris Hand responded to a question from Council Member Boyer about how the CIP project listing was developed, how projects were ranked, and whether there was a formal rating matrix as required by the Ordinance Code. Ms. Boyer understood that a public records request had been made by someone for the rating matrix and the response was that there was no such public record. Mr. Hand explained that the list of potential projects was compiled through departmental suggestions, discussions with individual council members, the discussions of the City Council’s Special Budget Review Committee and the scoring matrix from the prior year. Mr. Belton said that a new scoring matrix was not developed for this year because so few of the projects from last year were scheduled for construction, so last year’s list was re-used with new additions as explained by Mr. Hand, with final decisions being made by the Mayor’s staff.
Ms. Boyer stated that she has serious concerns about moving forward on approving the proposed CIP without some additional clarity about how many projects and how much funding has been authorized for projects but has not yet been borrowed, and until conflicts between dollar amounts for the same project on different CIP lists are resolved. She has identified numerous inconsistencies among project listings and project budgets from year to year in the CIP documents. She also cited a potential conflict with state law regarding use of CRA tax increment funds for CIP purposes. In response to a question from Mr. Crescimbeni about the nature of the Council Auditor’s review of the CIP proposal, Mr. Sherman indicated that his office is primarily concerned with tying CIP project listing amounts with proposed borrowing on debt schedules and doesn’t have the time or resources to delve into the details of each particular project. In response to a question from Council Member Crescimbeni, Robyn Lawrence of the Finance Department acknowledged that the examples provided by Council Member Boyer illustrate compilation errors in assembling the project lists provided by the various operating departments. Angela Moyer said that she had identified two Excel spreadsheet formula errors that accounted for inconsistent year-to-year project amount listings, which will be corrected and revised CIP pages produced. Ms. Boyer asked the Auditor’s Office and Budget Office to please come up with a mechanism to adequately describe and define projects without reference to inscrutable index codes and sub-objects; the Council needs a clear description of what a project is and how much it is projected to cost. Angela Moyer noted that the City’s current ancient financial management system is very labor intensive and limited in what it can produce. The proposed new financial system needs to be able to handle this kind of information.
The committee will await a rescheduling of the CIP project discussion and approval by Chairman Clark and the Auditor’s Office.
Meeting Adjourned: 11:23 a.m.
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