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Special Committee on the JEA Agreement Meeting Minutes
May 12, 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, Matt Schellenberg, Reggie Brown
Excused: 
Also: Kirk Sherman and Robert Campbell – Council Auditor’s Office; Jason Gabriel and Peggy Sidman – Office of General Counsel; Stan Johnson - ECA; Jeff Clements – Council Research Division; Paul McElroy, Melissa Dykes, Wayne Young – JEA
See attached sign-in sheet for additional attendees.

Meeting Convened: 2:03 p.m.
Council Member Gulliford convened the meeting and the attendees introduced themselves for the record. 
Council Member Schellenberg suggested to Paul McElroy, CEO of the JEA, that he contact the Downtown Investment Authority to discuss the possible availability of vacant City buildings that might be able to accommodate the JEA should the utility find that renovating its current headquarters building be too expensive.

JEA legal services
General Counsel Jason Gabriel reviewed the discussion held among representatives of the JEA management and the General Counsel’s Office several weeks ago regarding how best to provide the JEA with its needed legal resources. He stated that the JEA has many unique legal needs given its size, complexity and technical operations and could very well use several more dedicated attorneys than the one currently assigned. He quoted from the recent report of the Task Force on Consolidation regarding the task force’s need for on-site, dedicated legal service, subject to the authority of the General Counsel and his/her power to issue binding legal opinions, to which all of the parties at the recent meeting agreed. He suggested that there are probably three or four means to achieve the desired end. Ms. Boyer stated her understanding, and Mr. Gabriel agreed, that there is general agreement that there is really no need for a charter amendment to accomplish what the parties want to accomplish. It can be accomplished either under the charter as it now exists or as it is proposed to be amended by the referendum on next week’s City election ballot. Ms. Boyer pointed out the need to be sensitive to comparative salary levels should the JEA choose to hire outside attorneys and pay them more than the assigned OGC attorney is paid.  Council Member Schellenberg asked Mr. Gabriel to provide at the next meeting a listing of what legal expertise is needed to service the JEA’s needs that is not currently available in the OGC, and how much the JEA spends on outside counsel in different specialty areas.. Paul McElroy reported that the JEA is very well satisfied with the OGC’s services in the area of transactions but needs specialized outside counsel in areas such as power purchases, environmental regulatory affairs, specialized labor negotiations and the like. Mr. Gabriel said the OGC has a decades-long practice of reviewing and approving the JEA’s use of outside counsel for specialized needs beyond the OGC’s expertise or capabilities.
Council Member Boyer suggested that the OGC and JEA develop a Memorandum of Understanding about how legal services will be provided and bring that to the Council for approval via legislation if the JEA wants that level of formality.
Purchase and sale of utilities
Mr. McElroy distributed and discussed a list of utilities that have been bought or sold in recent years, most of which are fairly small utilities, a substantial number of which are small co-ops being absorbed by larger co-ops. None are nearly the size or complexity of the JEA and none are power generators, so none of the transactions are really comparable to what a JEA sale would involve. Council Member Schellenberg said that the fact that no large utilities have been bought or sold recently is no reason not to explore the possibilities for JEA. The powers for the status quo are strong, but he believes Jacksonville needs to think boldly and at least explore what the JEA might be worth to a willing buyer on the open market. Council Member Boyer suggested that if the future of the City’s relationship with JEA is one of declining revenue contribution that makes the possibility of sale more feasible because the City would be less dependent on the revenue stream to meet its budgetary needs.
Wall Street perception of JEA’s annual financial contribution
Melissa Dykes, CFO of the JEA, said that the JEA’s annual financial contribution to the City is viewed very differently than tax payments paid by investor-owned utilities, and considered as fixed obligations of the JEA akin to debt service or operating expenses and not at all voluntary. The rating agencies are particularly concerned with revenue transfers to governments that are heavily dependent on the transfers and have the power to raise the amount of the transfer at their discretion. Ms. Boyer noted the importance of considering both sides of the equation – the City’s budget and financial policies have an effect on JEA’s bond ratings, but JEA’s budget, financial policies and bond ratings also have an effect on the City’s bond ratings. In response to a question, Ms. Dykes said that the JEA’s bonds trade on par with other AA-rated utility bonds. Mr. McElroy said that JEA is in the top quartile of AA rated municipal utilities, and that there are no AA-rated investor-owned utilities; they are all rated A and below. He stated that in all 23 meetings the JEA has held with individual investors over the past year, the first two questions in every instance had to do with 1) the annual contribution rate to the City and 2) the JEA’s potential involvement in pension reform.
Interchange sales exclusion from gross kilowatt hour sales for contribution calculation
Robert Campbell of the Council Auditor’s Office explained “interchange sales” (wholesale power transactions among utilities) and stated that the proceeds are not included in the gross sales calculation because inclusion of that cost of the contribution in the price would increase the cost of those interchange sales to the detriment of the purchasing utility and ultimately its customers. 
Other issues
Ms. Boyer said that the broader question to be explored is all the possibilities for developing an annual contribution mechanism, which could include various measures of sales (total revenue, net revenue, sales volume, etc.) and other non-sales mechanisms. Mr. McElroy noted the difficulty in trying to compare the JEA with an investor-owned utility’s finances – they are fundamentally different kinds of entities.
Next meeting
Chairman Gulliford said that at the next meeting the committee will start with a blank slate and begin suggesting topics that need to be included in the next City/JEA contribution agreement. Ms. Boyer asked the Council Auditor’s Office to bring suggestions about other formulas that have been used in other jurisdictions and other possible mechanisms that could be considered. Mr. Gulliford agreed that other issues beyond just the contribution formula may be suggested and considered as well.
Meeting Adjourned: 3:12 p.m.

Minutes:  Jeff Clements, Council Research Division
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