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Special Committee on the JEA Agreement Meeting Minutes
April 14, 2015
2:00 p.m.

Location: City Council Chamber, 1st floor, City Hall – St. James Building; 117 West Duval Street
In attendance:  Council Members Bill Gulliford (Chair), Greg Anderson, Lori Boyer,  Matt Schellenberg
Also: Kirk Sherman and Robert Campbell – Council Auditor’s Office; Peggy Sidman – Office of General Counsel; Jeff Clements – Council Research Division; Ronnie Belton and Joey Greive - Finance Department; Paul McElroy, Melissa Dykes, Wayne Young – JEA; Stan Johnson – ECA.
See attached sign-in sheet for additional attendees.

Meeting Convened: 2:05 p.m.
Council Member Gulliford convened the meeting and the attendees introduced themselves for the record. 
Paul McElroy, CEO of the JEA, distributed a copy of a survey that the JEA is sending to other electric utilities asking for information on how they transfer funds to their local government in the form of taxes, fees, and other transfers and how those utilities are involved in economic development activities in their city. The survey will be mailed to a number of utilities with a request for response within 30 days. Mr. McElroy said that the contribution formula agreement has a negotiation re-opener every 5 years, which was not utilized in 2013 and which occurs again in 2018. The $2.5 million annual minimum contribution increase provision expires in 2016. He stated that the JEA considered requesting a re-open of negotiations in 2013 but chose not to pending further development of sales trends which had begun trending downward, a trend that has continued for several years.
Mr. McElroy discussed a chart showing how the JEA’s government transfers tracked very closely with electric sales growth for several decades until 2008 when the City instituted its franchise fee that produced a large jump in the transfer from that point forward. Although the franchise fee is essentially a pass-through to the retail customers, the bond rating agencies consider it a charge against JEA’s revenues and therefore a negative factor in JEA’s financial stability. Another chart showed the effect of the minimum $2.5 million annual transfer increase, which will amount to a total of $147 million over 8 years above the transfer mandated by the millage rate calculation. In response to a question from Council Member Boyer, Mr. McElroy explained the rationale for excluding interchange sales (wholesale sale of electricity to other utilities) from the contribution calculation formula. Several committee members expressed disagreement with the exclusion and felt that it would be fairer to include those sales in the calculation.
Mr. McElroy explained the JEA’s changing policies over time regarding futures contracts and put-and-call contracts for fuel purchases and explained the daily process of making the make-versus-buy decision on electricity and choosing the fuel mix for in-house generation.

Mr. McElroy distributed and explained the electric system’s operating revenues/expenditures spreadsheet and discussed sales trends, net revenues and debt service coverage. He again explained that the bond rating agencies consider the annual transfer to the City as a fixed cost that is calculated into the utility’s debt coverage ratio and therefore its bond ratings. The market expects a coverage ratio of 2 times, which will be a challenge over the next several years as sales continue to fall. In response to a question from Council Member Schellenberg, Mr. McElroy stated that he believes the bond rating agencies do not consider investor-owned utility dividend payments on the same basis as the annual contribution to the City in calculating the debt service coverage ratio, but he will double-check how the markets treat dividends and report back at a future meeting. He reiterated that JEA, being a municipal utility, needs to be compared to other municipals and is very different animal from an investor-owned utility in financial terms. The two types are not necessarily comparable in some respects.
Council Member Boyer said that it would be a mistake to pay excess attention to what the bond rating agencies want to see and how that affects JEA borrowing and thereby shortchange the effects of the JEA’s operations and contributions on the community and its customers. The concerns and priorities of the financial markets may be very different from what is important to the City and its citizens. She asked for further research on how the bond markets treat the finances of other municipal utilities. Mr. McElroy said that the JEA board and management agree wholeheartedly that the financial markets should not drive the business model.
On the subject of water and sewer operations Mr. McElroy noted that two-thirds of the operating revenue comes from the sewer side rather than the water side because sewage treatment is so much more expensive. Water sales have dropped substantially in the last 6 years due to conservation efforts. The JEA is preparing to very shortly start reporting water and sewer financials separately for information purposes. He noted that while the JEA has 440,000 electric customers, it only has 220,000 sewer customers so the high costs of that operation are spread over relatively fewer customers. The utility is also ready to roll out a financial system at the end of this fiscal year that accounts for recovery of depreciation costs and will make the JEA’s financial statements much more comparable to those of investor owned utilities.
Regarding the pay for performance program, Mr. McElroy distributed a chart showing the performance pay amounts as a percentage of operation and maintenance budget savings for the past 8 fiscal years and explained how the program has evolved over the years. The program was suspended for 3 fiscal years and resumed in FY12 with tighter parameters. Committee members asked for additional information on the criteria used for determining the amount of savings overall and the performance payouts to individual employees. Ms. Boyer asked particularly for more information on the utility’s lapse factor and how that plays into the budget savings calculation.
Regarding the JEA’s support for the River City Renaissance bond financing program, Ms. Boyer reported that the City Finance Department did research that found that the program was terminated some years ago and that all contractually required payments had been made during bond refinancing transactions. Council Auditor Kirk Sherman reported that his staff had reviewed the agreement and the financial transactions and agreed that all provisions of the contract had been met and the program had sunset.
Ms. Boyer reported that she had attended a meeting last week with General Counsel Jason Gabriel and with Mr. McElroy to discuss assignment of attorneys to the JEA by the Office of General Counsel and that agreement had been reached among the parties that the desired outcome can be achieved without the need for any Ordinance Code amendments. General Counsel Jason Gabriel will be invited to the next committee meeting to confirm the consensus outcome of that meeting.

Meeting Adjourned: 3:22 p.m.

Minutes:  Jeff Clements, Council Research Division
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