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1. The Special Committee

The entity that eventually became the Special Committee on the Future of JEA was created in
response to activities by JEA Board Members that generated interest and concern in the
community about the future of the utility. At his last meeting before leaving the board in
November 2017, outgoing Board Member and former Chairman Tom Petway suggested that
the time was right for the JEA to consider whether the services and financial benefits derived
from a privatization of JEA would better serve its customers and the citizens of Jacksonville.
New Board Chairman Alan Howard subsequently requested that JEA management engage a
qualified firm to appraise the value of JEA’s constituent utilities — electric, water/wastewater,
and district energy. Public Financial Management (PFM) was engaged by JEA to prepare such a
report, which delivered a draft copy to JEA Board members, City Council members and the
Mayor’s administration on February 2nd. The final report was delivered by PFM on February 14,
2018 at a Special Council Meeting with some members of the JEA Board also in attendance.

On February 20"‘, City Council President Anna Lopez Brosche created the Special Committee on
the Potential Sale of JEA with five members (Council Members John Crescimbeni (Chair), Danny
Becton, Anna Lopez Brosche, Garrett Dennis and Joyce Morgan). The committee was charged
with four tasks:

e Understand all aspects and implications (who, what, when, where, and why) of a potential
sale of JEA, and the roles that various parties to such a potential sale will play in the process.

e Conduct necessary meetings and hearings to gather the relevant facts the entire City
Council should consider in its decision(s) related to a potential sale of JEA.

o Offer monthly (or more frequent, as necessary) updates as to the progress of this work to
the City Council at its regular meetings.

e Make recommendations to ensure a transparent and open process for the citizens of
Jacksonville as to the consideration of a potential sale of JEA.

The Special Committee did not have a final reporting deadline, but was requested to make a
status report at the June 26, 2018 City Council meeting, the last meeting before the end of
Council Member Brosche’s term as Council President.

In one of its first actions, the Special Committee considered an offer by the Jessie Ball duPont
Fund to assist the Council in its study of JEA-related issues by funding the services of a
consultant to the Special Committee. A subcommittee of the Special Committee met with the
duPont Fund’s President and developed a scope of services document and list of preferred
consultant qualifications. The duPont Fund eventually determined that it would contract with
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the consultant directly and commission their work on behalf of the City rather than provide
funding to the City to hire the consultant through its procurement process.

The Special Committee on the Potential Sale of JEA met seven times during March and April of
2018. At the March 27% City Council meeting (revised committee charge memo issued April
19™) the Council President changed the name of the committee to the Special Committee on
the Future of JEA and expanded its membership to include all City Council members — Greg
Anderson, Danny Becton, Anna Lopez Brosche, Katrina Brown, Reggie Brown, Aaron Bowman,
Lori Boyer, Doyle Carter, John Crescimbeni, Garrett Dennis, Al Ferraro, Reggie Gaffney, Bill
Gulliford, Tommy Hazouri, Jim Love, Joyce Morgan, Sam Newby, Matt Schellenberg, Scott
Wilson - with Council Member Crescimbeni continuing as Chairman. The charge of the
committee was changed to two items:

e Understand JEA’s role in the consolidated government, contributions to the City of
Jacksonville, governance practices, and future in the context of both changing technology
and regulatory environment.

e Conduct necessary meetings and hearings to gather the relevant facts the entire City
Council should consider in its responsibility to represent the citizens and taxpayers of the
City of Jacksonville.

The revamped Special Committee met an additional six times from April through late June and
issued its final report on June 27th. A full record of the committee’s meetings (including
minutes and verbatim transcripts) and links to all of the presentations, handouts, studies, and
other documentation provided to the committee is available on the City Council’s website at
http://www.coj.net/city-council/standing-committees/special-committee-on-the-future-of-jea.

2. About JEA

The entity now known as JEA had its origins in 1893 when the citizens of Jacksonville approved
a referendum to issue bonds to fund the construction of a city electric generating plant. The
City of Jacksonville operated an Electric Department for 70 years. During this time the electric
operation was managed briefly by a Board of Bond Trustees and then by the City Commission. A
substantial portion of the utility’s net revenues were transferred to the City’s general operating
fund, constituting a major funding source for the city budget. When city/county consolidation
was approved by the voters in 1967 the new City Charter provided for the creation of an
independent Jacksonville Electric Authority (JEA) governed by a seven-member board
appointed by the Mayor and confirmed by City Council. In 1997 the City transferred its water
and sewer utility operations to JEA to achieve better operational efficiency and to take
advantage of economies of scale. JEA has since expanded into an additional business line by
constructing three “district energy” plants in downtown Jacksonville in the early 2000s to
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provide chilled water to serve the air conditioning needs of nearby buildings. One plant
downtown serves City Hall, the county courthouse, the main library and its parking garage, City
Hall Annex, State Attorney’s Office and the JEA headquarters. A second plant in the Sports
Complex serves the Veterans Memorial Arena and Baseball Grounds. The third plant in
Springfield serves the UF Health Jacksonville hospital complex, the UF Proton Therapy Institute
and UF College of Medicine.

JEA is currently the eighth largest municipal utility in the country, serving 458,000 electric
customers, 344,000 water customers, 267,000 sewer customers and 10,000 reclaimed water
customers (JEA 2017 Report to Customers). The electric operation covers 900 square miles of
territory through 745 miles of transmission lines and 6,800 miles of distribution lines, and sold
13.9 million megawatt hours of power in 2017. The water operation covers 655 miles of
territory with water drawn from 137 wells, treated at 37 water plants, distributed through
4,700 miles of distribution pipes, and delivered over 43 billion gallons to customers in 2017. The
sewer operation covers 680 square miles of territory with 4,000 miles of collection mains
transporting wastewater to 11 treatment plants, and treated over 30 billion gallons of
wastewater in 2017. JEA’s operating revenues and expenses for the fiscal year ending
September 30, 2017. [See Exhibit 1]

JEA’s owned electric generating capacity is 3,090 megawatts spread over seven plants. 67% of
its generating capacity is fueled by natural gas (Kennedy Generating Station, Northside Unit 3,
Brandy Branch, Greenland Energy Center), 25% is solid fueled (Northside Units 1 and 2, Plant
Scherer), and 8% other (Northside oil, solar farms, landfill methane gas). The utility has 12
purchase powef agreements in force (nine operational for 258.6 megawatts and three under
construction for 212 megawatts) and has agreements pending for five additional privately
owned solar generating plants (totaling 250 megawatts). JEA’s next generation capacity
expansion will take the form of the five private solar plants, the eventual addition of gas-fired
capacity at the Greenland Energy Center on the Southside and an additional capacity expansion
at the Brandy Branch Generating Station. [See Exhibits 2, 3 and 4] JEA and Florida Power and
Light recently made a joint decision to decommission and demolish the solid-fueled
(coal/petroleum coke) St. Johns River Power Park (SJRPP) on Jacksonville’s Northside (see
Section 5 below).

While the JEA’s number of customers has steadily increased over the years, the utility’s volume
of sales on both the electric and water sides has leveled off or decreased in recent years. JEA
has experienced actual declines in both electric and water sales from their peaks in 2006 and
2007 (respectively) to 2016 — a 10% decline from peak in electric sales and a 14% decrease in
water sales. Electric sales peaked in 2006, declined through 2013, and increased slightly
through 2017. The decline and subsequent leveling off of sales is largely attributable to the
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increased use of energy-efficient appliances and better energy efficiency in building
construction, along with the effects of the economic recession in 2008-09. Water sales peaked
in 2007, declined steadily through 2014, and have resumed a slight growth trend. The decline in
water usage is largely attributable to increased emphasis in recent years on water conservation
practices to preserve the potable water supply and on more water-efficient appliances. [See
Exhibits 5 and 6]

JEA contributes, in several forms, a substantial portion of the City of Jacksonville’s General Fund
budget each year. The largest portion comes from the JEA’s annual contribution to the City, the
amount of which is negotiated between the City and JEA on a typically 5-year basis. For many
years the contribution has been set at the greater of either a figure arrived at by multiplying a
millage rate by JEA’s actual electric and water sales amounts, or a contractually agreed upon
minimum increase over the previous year’s contribution. The electric-based contribution to the
City has increased from $25.7 million in fiscal year 1978-79 to $92.3 miillion in FY2016-17; the
water-based contribution has increased from $9.5 million in FY97-98 (the first year after the
transfer of water and sewer operations to JEA) to $23.6 million in FY2016-17. [See Exhibit 7]
The JEA annual contribution increased each year from FY2004-05 through FY2015-16 as a result
of the minimum guaranteed increase. As a result of a newly negotiated agreement between the
City and JEA that reduced the guaranteed minimum annual increase from $2.5 million to a 1%
increase over specific base year amounts set for each of the five years of the contract, the
contribution increases in FY16-17 and FY17-18 were once again set by the sales calculation.
[See Exhibits 8 and 9]

The City levies a franchise fee on JEA of 3% on electric revenues (up to a maximum of $2.4
million in sales or $72,000 in franchise fee per customer per fiscal year) and on all water and
sewer revenues. The franchise fee is charged on customer accounts in Duval County only with
the exception of customers in Urban Service Districts 2-5 (the Beaches cities and Baldwin), the
City of Jacksonville accounts, and JEA accounts. The City also levies a utility service tax of 10%
on all purchases of electricity and water (in addition to metered or bottled natural, LP or
manufactured gas not related to JEA). Between 2009 and 2017 the franchise fee ranged from a
low of $37.5 million to a high of $41.7 million annually, while the utility service tax ranged from
$70.7 million to $87.3 million. Both of these fees would be levied on or collected by a private
investor-owned utility should JEA be privatized. [See Exhibit 10]

3. Value of JEA

The Special Committee learned that there is a distinction between a “valuation” study and an
“evaluation” study of a utility. A valuation study examines the monetary value of a utility’s
assets and attempts to determine what a buyer might be willing to pay for those assets. An
evaluation study considers broader strategic issues and community concerns, opportunities and
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challenges, etc. in addition to simple asset value. The Council Auditor’s Office has previously
produced two reports on JEA, at the request of council members. A 2007 report (#637) found
that JEA had a net asset value of $1.5 billion and estimated the value of its cash flow to the City
(negotiated annual contribution, franchise fee, utility service tax) at $2 billion. The value of the
utility’s cash flow to a private utility purchaser over 30 years was estimated at $3.15 billion. A
2012 report (#722) found that JEA had a net asset value of $1.8 billion and estimated the value
of its cash flow to the City at between $2.04 and $2.49 billion (depending on the methodology).
The net present value of the cash flow over 30 years to a private utility purchaser was
estimated at $1.04 to $1.22 billion.

As mentioned earlier, in February 2018, PFM, a financial advisor to JEA, released its evaluation
study to the City Council and the JEA Board in a joint meeting. Michael Mace, Managing
Director of Public Finance Management Inc., presented four different value ranges calculated
using four different methodologies:

e $7.9-510.1 billion using the discounted cash flow model
e $8.5-510.2 billion using the price-to-earnings ratio model
e $7.5-5$10.3 billion using the cash flow multiple model

e $8.1-511 billion based on the rate base multiple model

Mr. Mace said that the evaluations were done on a fairly conservative basis using moderate
assumptions and represent gross transaction value before retirement of debt (currently $5.3
billion) and settlement of other outstanding long-term contracts and obligations (i.e. the JEA's
contractual obligation on a power purchase agreement for a portion of the output of nuclear
plant Vogtle under construction in Georgia). PFM suggested a reasonable expectation for net
proceeds from sale of JEA under current market conditions would be $2.9 - $6.4 billion.

The Council Auditor’s Office was requested to produce a new study of JEA’s value, which was
released as Special Report #807 — The Potential Sale of JEA: Things to Consider. The evaluation
portion of the report started from the PFM report’s estimated gross value of $7.5 to $11 billion,
subtracted out a variety of financial obligations that would have to be paid off using the
proceeds of a sale and arrived at a potential net proceeds value of $1.7 to $5.2 billion. JEA’s
outstanding obligations include: 1) long term debt - $3.9 billion; 2) Plant Vogtle obligation -
$1.2 billion; 3) accrued pension liabilities - $541,025,000; 4) interest rate swap termination
costs - $100 million; 5) accrued “other post-employment benefits (OPEB) - $34,526,000; and 6)
environmental liabilities - $21,654,000. The Auditor’s report also included a list of other “things
to consider” in determining the value of the JEA as a City-owned asset, including: the value of
the JEA’s annual contribution to the City as a reliable source of revenue; JEA’s various
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cooperative projects with the City over the years (assistance in funding septic tank phase-out
initiatives, providing the City with water quality credits to meet the City’s obligations,
purchasing land for conservation purposes, development of a shared citywide radio system,
etc.); the value of the utility as a large company headquartered in downtown Jacksonville; the
value of JEA’s corporate sponsorship of local events and activities; the value of JEA’s sole focus
on Jacksonville rather than a larger utility’s responsibilities for a much larger service area; and
the value of JEA as a local employer and purchaser of goods and services, particularly in its
commitment to using the City’s Jacksonville Small and Emerging Business (JSEB) program.

The committee learned that a portion of the value of JEA’s assets is located in adjacent counties
which have the first right of refusal to purchase them in the event of privatization of JEA. The
purchase price of JEA’s water and sewer assets in Nassau County is $44.66 million and in St.
Johns County it is $217.97 million per the terms of the respective Interlocal agreements as of
2018. The Nassau County assets are a stand-alone system operated by JEA. The St. Johns
County assets are interconnected with Jacksonville’s system and the cost and process to
bifurcate those two systems in the event of a sale of JEA is unknown.

The Council Auditor’s Office contacted the Property Appraiser’s Office to learn how that office
places a value on JEA’s real and personal property assets as a non-taxable entity. Keith Hicks,
Chief Appraiser at the Property Appraiser’s Office, reported that JEA’s property is inspected at
least once every five years as required by state law using a combination of physical inspections
and aerial photography, but acknowledged that the JEA does not undergo the same degree of
detailed inspection as a taxable entity would. He said that given the very complex appraisal
needed to estimate a value for JEA, the Property Appraiser’s Office recommended that an
outside agency that specializes in the utilities industry be consulted to develop an accurate
estimated market value. The Property Appraiser’s 2018 in-progress appraised value for JEA is
$432,416,183 for real property and $6,324,505,586 for tangible personal property, for a total
appraised just value of $6,756,921,769. [See Exhibit 11)]

JEA has several different kinds of value to the City, of which the annual financial contribution to
the City is only one. The Special Committee learned that JEA employees contribute thousands
of hours annually as both volunteers (using up to eight hours of paid leave to participate in the
activities of approved non-profit organizations and events) and as ambassadors (engaging with
JEA customers through speaking engagements, participation in community events and
educational programs). The value of employee volunteer hours totaled $344,379 over the last
three fiscal years. The JEA also procures goods and services for its operations in the Northeast
Florida economy, spending between $110 million and $169 million per year in the five-county
Northeast Florida area over the past seven years. A substantial portion of that procurement
spending is directed to small businesses through the JEA’s participation in the City’s JSEB
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(Jacksonville Small and Emerging Business) program. JEA’s spending with JSEB, minority- and
female-owned businesses over the past ten years has ranged from a low of $9.6 million in FY13-
14 to a high of $30.6 million in FY05-06.

In 2013, the Northeast Florida Regional Council released an Economic Impact Analysis for JEA.
The study estimated the economic impact and value of JEA to Duval County in 2012. The annual
impact of JEA on Gross County Product (GCP) indicated

e JEA contributed between $860 - $910 million to GCP

e JEA contribution was 1.4% - 1.5% of Duval County GCP

e JEA directly and indirectly impacted 4,500 - 4,700 jobs

e JEA impacted Earnings/Personal Income $206 - $310 million
Only the tangible impacts were quantified in the analysis.

JEA is an economic development partner with the City in several ways. The utility has two
“program riders” or incentive programs for large corporate users of electric power - an
economic development rider and an economic stimulus rider. Currently, Sysco International
Food Group Inc., Dresser Equipment Group Inc., and Hans Mill Corporation are utilizing those
riders. Pursuant to an Ordinance Code provision, the City appropriates a portion of the JEA
annual contribution (equal to one-quarter mill multiplied by the gross kilowatt-hours delivered
by the JEA during the preceding 12 months) to the Jacksonville Port Authority for the purpose
of land acquisition and development of any marine terminal capital construction or
improvement project, including payment of debt service on bonds issued for capital projects.
From FY 1996-97 to FY 2016-17, $63,584,846 of revenue from JEA was pledged to JPA for debt
service. For FY 2017-18, the amount pledged from the JEA assessment is $3,062,125. In the
1990s JEA also spent approximately $53,000,000 on electric, water and sewer infrastructure at
Cecil Field to assist the City in creating Cecil Commerce Center.

JEA is also a member, sponsor, or partner of dozens of organizations and events throughout its
service area. JEA is a dues-paying member of organizations ranging from the chambers of
commerce of Jacksonville, Clay County, St. Johns County and Amelia Island/Fernandina Beach to
economic development organizations (JAX USA Partnership, Nassau County Economic
Development Board, Clay County Economic Development) to industry associations (First Coast
Manufacturers Association, Associated Industries of Florida) to minority business organizations
(Asian-American Chamber of Jacksonville, First Coast Hispanic Chamber of Commerce,
Jacksonville Black Chamber of Commerce, Indo-US Chamber of Commerce), among others.
JEA’s paid memberships in these organizations has ranged from a total of $257,000 to $563,000
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over the past five years. The utility participates financially and through employee participation
in scores of community events, ranging from the World of Nations festival to the Martin Luther
King, Jr. Breakfast, the United Negro College Fund to Leadership Jacksonville, and the WICT
TEACH event to Earth Day celebrations.

Another aspect of JEA’s value is the fact that as a municipal utility, JEA qualifies for
reimbursement from the Federal Emergency Management Agency (FEMA) for damages it
sustains from significant natural disasters. Private investor-owned utilities are not eligible for
FEMA reimbursement for their damages, so they apply to the Florida Public Service Commission
for authorization to place storm recovery charges on customer bills to recoup the cost of
uninsured damages. JEA suffered reimbursement-eligible damages in the amount of $14.6
million from Hurricane Matthew in 2016 and $17.4 million from Hurricane Irma in 2017, of
which FEMA and the State of Florida will eventually reimburse 87.5% ($28 million total for the
two storms).

Another aspect of JEA’s value is its partnership with the City in various types of community
improvement projects. In 1998, JEA started the “Groundworks Program” to dedicate resources
to the water and sewer system just transferred to it by the City, which improved water quality
so much that the EPA lifted an administrative order previously imposed on the City to clean up
its effluent into the river. Over $3,618,940,436 has been invested by JEA in capital
improvements to the water and sewer system to date. JEA performed the project management
function for the $75 million septic tank remediation project that was part of the Better
Jacksonville Plan and has spent approximately $20,000,000 to purchase over 5,000 acres of
preservation land to complement the City’s Preservation Project. Rather than the City and JEA
each constructing their own radio systems, JEA coordinated the design and construction of a
radio system that the City and JEA could both use. JEA is also performing and financing the
City’s LED (Light Emitting Diode) streetlight conversion project at an estimated cost of $10
million. Pursuant to a 2016 interagency agreement between the City and JEA, JEA contributed
$15,000,000 to be used in conjunction with a $15,000,000 match from the City for water and
sewer infrastructure. It also agreed to transfer 30.34 metric tons of its excess Total Nitrogen
Water Quality Credits to the City at no cost (valued at $2.1 million per year) each year through
December 2023 to help the City meet its water quality improvement obligations to the Florida
Department of Environmental Protection.

A question was raised during the course of the special committee’s hearings about the
potential impact of the privatization of JEA on the Duval County Public Schools. Unlike a
privately owned utility, JEA does not pay any property taxes to the city, school district or other
taxing entities. The City receives the annual contribution pursuant to its contract with JEA but
the School Board does not receive any financial contribution. The Council Auditor was asked to
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investigate the potential for increased revenue to the School Board from a privatized utility
paying the school millage levy. The Council Auditor’s Office reported that the Duval County
School Board (DCSB) would receive additional ad valorem taxes, although the amount DCSB
would receive is limited. The Auditor estimated that DCSB would receive approximately $8
million per year for capital purposes, pursuant to the Local Capital Improvement Millage for
school districts, but explained that the DCSB would probably not receive additional operating
revenue from the sale of JEA. Based on the way the Florida Education Finance Program (FEFP)
formula works, increases in revenue from the Required Local Effort or the Discretionary Local
Effort millage levies would likely be offset by a corresponding decrease in State funds. The Local
Capital Improvement Millage however, is not part of the FEFP calculation. This information was
confirmed with the Florida Department of Education.

4. Plant Vogtle
One factor that has a substantial, but somewhat unknown, impact on establishing JEA's value is

its power purchase agreement for a 206MW share of the power output of Units 3 and 4 of the
Plant Vogtle nuclear plant under construction in Waynesboro, Georgia, the first new nuclear
reactors to be constructed in the U.S. in the last 30 years. JEA made the decision to commit to
purchasing power from the plant in 2008 for several reasons, including: 1) a JEA Board decision
to meet 10% of its power needs by 2018 from non-carbon, nuclear generating sources; 2)
steadily growing energy demand in Jacksonville; 3) serious discussion by the federal
government about severely limiting carbon dioxide emissions, particularly from carbon-burning
power plants; and 4) the relatively high cost of natural gas at the time.

The plant was permitted for site work in 2009 and received a construction and operating license
(COL) in 2012. Westinghouse Nuclear, the contractor for the project, declared bankruptcy in
2017 and some parties urged the Georgia Public Service Commission to shut down the project.
The GPSC gave Georgia Power the approval to complete construction of the plants, but without
the contract that made Westinghouse responsible for most cost overruns. The construction
cost of the project has grown since the purchase power agreement was first executed, and JEA
is required to pay for the contracted capacity on a “take-or-pay” basis (that is, whether or not
either additional Vogtle unit is completed or is operating or operable, and whether or not its
output is suspended, reduced or terminated, in whole or in part). JEA’s agreement to purchase
power from Plant Vogtle does not have a cap on construction costs (although the primary
companies involved in the construction do have a cap of another S1 billion, after which they
could pull the plug on the project). The PFM report calculated a potential liability of $1.2 billion
as a share of future construction costs for the plant, which would accrue as a share of debt
service even if the plant never produces power. JEA’s power purchase obligations to Plant
Vogtle end 20 years after power begins being produced, although the expected lifespan of the
plant is 40 years.
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5. St.Johns River Power Park

As mentioned earlier, JEA and Florida Power and Light, the joint owners of SIRPP, made the
decision in 2017 to decommission and demolish the plant before the end the Joint Operating
Agreement. JEA determined that its share of the plant represented excess generating capacity
that was more expensive to maintain and operate than the cost of purchasing power from
other sources in the short term, and that eventually JEA’s share of the output of the Plant
Vogtle nuclear plant under construction in Georgia would supplant the need for the SIRPP
output when that plant comes on line. The shutdown of the coal-fired SIRPP will also reduce
JEA’s CO? output by 30% by 2020. Melissa Dykes, President and Chief Operating Officer of JEA,
estimated that the total savings to JEA’s customers over the next 10 years resulting from the
closure would be $450-460 million, representing the difference in purchasing the needed 150 -
200MW of power rather than operating a 1,000MW plant to supply that amount. She
distributed a table showing the operating cost of SIRPP ($122.9 million in FY16, $140.1 million
in FY17) versus purchasing 200MW of power from the natural gas-fired Plant Wansley in
Georgia ($35.2 million in FY18, $44.1 million in FY19).

6. Legal and regulatory issues and procedures
The Special Committee learned early in its work that, pursuant to the City Charter, JEA has the

authority to issue an RFP to privatize the utility without City Council’s prior approval. Sale of
more than 10% of JEA (defined by the Office of General Counsel as 10% of assets as of the last
audit report) does require City Council approval, and sales cannot be done in multiple
increments of less than 10% to avoid Council approval. General Counsel Jason Gabriel told the
committee that a decision to consider a sale of JEA must take into account at least four
components: 1) interlocal and franchise agreements with St. Johns and Nassau Counties; 2) real
estate assets and obligations; 3) required regulatory approvals (state and federal); and 4) a
water/wastewater “public interest determination” required by state law. In response to a
question posed by several council members about a potential role for the voting public in a
potential sale of JEA, the Office of General Counsel ruled that voters cannot use the petition
and referendum method to amend the City Charter to give themselves a role in a proposed JEA
sale.

The PFM February 2018 evaluation study listed as a “Key Value Driver for Sales Price” an item
entitled Utility Rate Guarantees which read “Acquirers will often agree to keep rates the same
or lower for some period of time following the acquisition. Rate regulation for a private buyer
of JEA's assets will ultimately transition to the Florida Public Service Commission (PSC). The
pricing and duration of rate constraints may have a significant impact on acquisition price.” In
response to a question about the potential for utility rate guarantees during his presentation to
the Special Committee in May, Keith Hetrick, the General Counsel of the Florida PSC, said that
local governments do not have the power to impose rate freezes, which would probably
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constitute a “taking.” Utilities have the right to request rate increases of the PSC to recover
their operating and capital costs and to generate a reasonable rate of return on invested
capital.

7. JEA’s rates compared to other public and private utility rates

The Special Committee heard that rate comparisons among utilities can be tricky because
factors aren’t uniform from jurisdiction to jurisdiction (i.e. differing franchise fee and utility
service tax rates, presence or absence of storm recovery surcharges by investor owned utilities,
etc.). Generally speaking, JEA’s rates have historically been somewhere in the middle of the
range of rates for utilities in Florida, both municipally owned and privately owned. From 2010
through 2018, JEA’s residential electric rate (assuming 1,000 kWh of consumption) was in the
middle of the four major private utilities, with Florida Power and Light and TECO being less
expensive and Progress Energy/Duke Power and Gulf Power being more expensive each year by
varying amounts. [See Exhibit 12] In April 2018 JEA's residential rate was in the bottom half of
all Florida utilities, public and private. [See Exhibit 13] Similarly, in April 2018 JEA’s water and
sewer rates ranked in the bottom third of 18 water and sewer systems in Florida (based on
residential service with 5/8 inch meter and 6,000 gallons of consumption). [See Exhibit 14]

The Florida Public Service Commission regulates the rates charged by private utilities based on
reasonable recovery of certain costs of operation (fuel, environmental compliance,
conservation programs and nuclear pre-construction costs) and a reasonable rate of return on
the utility’s base rate (facility and equipment cost) and debt expense. The rate-setting process
is codified in state law and is a litigated process with sworn testimony, witnesses and experts
testifying on both sides. Rates for private utilities must be uniform within rate classes across
their entire contiguous service areas in Florida. The PSC also allows investor-owned utilities
(10Us) to impost approved surcharges for storm damage restoration following major storms,
and these surcharges apply to all of a utility’s customers within the state, regardless of whether
a particular area suffered storm damage or not.

8. JEA’s current and projected business model

As mentioned earlier, JEA’s number of customers has steadily grown but electric and water
consumption has declined for a number of years following the Great Recession and the growth
projections for both are basically flat if not slightly declining for the foreseeable future. Overall
JEA has experienced actual declines in both electric and water volume sales from their peaks in
2006 and 2007 (respectively) to 2017 — a 10% decline from peak in electric sales and a 14%
decrease in water sales. JEA makes several different forecasts of future sales trends for
different purposes, including one for JEA’s financial planning purposes and another for the
Florida Public Service Commission for capacity planning purposes.
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On-site solar power generation on business and residential properties is a small but growing
trend as the quality of solar panels and battery technology improves. 1,436 residential
customers and 59 commercial customers currently have customer-owned solar systems, so self-
produced power serves a small proportion of the total demand and is not yet a threat to JEA's
centralized generation model, but the trend bears watching. JEA currently needs to have a
certain amount of generating capacity available at all times to serve its customers, including
those who generate their own solar power, so JEA is acting as the backup power supply for
solar users who will need its services when weather or other conditions reduce solar generation
capability. The development of affordable, efficient customer-owned on-site storage batteries
will be a key to the growth of solar power use and the timing of its impact on JEA’s generating
capacity needs.

Given the trends in electric and water sales, JEA has given some thought to expanding into
other lines of business to produce additional revenues, including pole attachment revenues,
wireless colocation leasing revenue, dark fiber leasing, natural gas sales, solar panel leasing,
fuel cells and micro-turbines. [See Exhibit 15] Other utilities around the country, facing the
same challenges of declining sales, have diversified into energy marketing, liquefied natural gas
(LNG) processing and sales, renewable energy development (wind and solar), distributed
generation (i.e. combined heat and power generators, fuel cells, batteries), and
telecommunications (fiber optics, tower leasing, internet services).

JEA’s Interim CEO Aaron Zahn informed the Special Committee that the JEA board will spend
the next six months to a year mapping a strategy for its future in consultation with its
employees and stakeholders. He said he has instructed the employees and management of JEA
to focus on five priorities for the present: 1) focus on core business — serving electric water and
sewer customers with excellence; 2) look forward — implement a smooth transition of
leadership; 3) listen and align our purpose with shareholder trustees - JEA’s board of directors,
City Council and the Mayor will establish consensus around a framework upon which to
measure a strategic plan for the future of JEA; 4) question the possibilities of greatness and
innovate; and 5) be stewards of a united community and lead with integrity. Mr. Zahn plans to
have the JEA board thinking strategically and planning for a changing future. He said that board
agendas will include several categories of issues — routine operational issues, deep dives into
particular topics, and long range planning discussions. Issues will undergo a 3-step progressive
process of “discuss, deliberate and decide”.

9. Independent evaluations of JEA’s value and role in the community still underway
Two independent evaluations of JEA are still ongoing. The Jessie Ball duPont Fund, a national

foundation headquartered in Jacksonville, carries on the philanthropic tradition of Mrs. duPont
by making grants to organizations that she supported during her lifetime with the aims of
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“building the capacity of eligible organizations, building the assets of people, families and
communities, and promoting civil society.” As a recipient of a gift from Mrs. DuPont, the City is
an eligible recipient of the Fund’s grant-making. As mentioned earlier, the Jessie Ball duPont
Fund offered to assist the Special Committee’s efforts to study a vital community issue by
funding the services of a consultant. The Fund eventually opted to hire a consultant itself
rather than make a grant to the City to hire a consultant through its procurement process. The
Fund contracted with the Public Utility Research Center at the University of Florida to assist the
City. Dr. Ted Kury, the Director of Energy Studies for the Center, explained why the Center is
interested in studying the JEA privatization issue. Privatization of municipal utilities is a
relatively rare occurrence and the Center is interested in exploring the question of “value” in
the context of the overlap of utility owners and users (the citizens of Jacksonville}) and how they
consider making such a decision. He said that he can find no similar research on this question of
value to municipal utility owners/customers, and is excited by the prospect. He is particularly
anxious to explore the “quality of service” aspect — what do customers really value about JEA?
Dr. Kury anticipates that study should be completed by the end of 2018.

The other study of JEA has been commissioned by the Jacksonville Civic Council. The Civic
Council is a nonpartisan, nonprofit organization which brings together chief executives from the
nonprofit, business and government sectors of Jacksonville to study important community
issues. The Civic Council assembled a team of local business executives, co-chaired by CSX
former CEO Michael Ward and Bobby Stein, Managing Director of Chartwell Capital
Management, to examine issues related to JEA’s value to the community. At a Special
Committee meeting Mr. Ward said that fundamentally the proper question to be asked is not
whether to sell JEA or not, it’s how to best maximize the value of the asset to the City and it
taxpayers. The group will perform a cash flow analysis that will lead to ideas for enhancing JEA's
value (i.e. sale/leaseback of assets, leveraging JEA’s very strong balance sheet, alternative
operating models, etc.) as one part of its analysis. The Civic Council has retained Gerry
Hartman, an engineer and certified appraiser from Central Florida, as a utility industry expert to
provide in-depth analysis of JEA. Mr. Ward said the nature of the study will depend in part on
the ultimate goal — is it to determine how much JEA might be worth to private buyer? Is it to
run JEA better in its current business lines? Is it to determine how to monetize various JEA
assets to generate cash? He also said that the study, which will take 9-12 months, will definitely
produce some good ideas and suggestions, some of which JEA will likely want to adopt to make
itself a better utility.

10. Unanswered questions

One issue that the special committee heard several times in different contexts concerned
unfulfilled promises from the city/consolidation era: do the City and/or JEA have any legal or
moral obligation to provide water and sewer service to areas of the pre-consolidation city that
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do not have those services? Who will pay to extend the mains and hook up the individual
properties? Can JEA legally use its operating revenues to pay for extension of service to new
customers?

The broader questions that underlie the creation of the Special Committee are:

e What is the true value of the utility to the City government and to the citizen/taxpayers who
are its ultimate owners?

e What factors should be considered relevant in determining whether the JEA should be
privatized or not?

e How should purely monetary considerations be balanced against the intangible value that
JEA provides to the region?

e What process should be used to perform that balancing test and involve the citizens in
helping to make a final privatization decision?

11. Conclusions

Based on the hours of testimony provided by invited speakers in Special Committee meetings,
the hundreds of facts identified by numerous presenters, and extensive discussion among the
committee members, the following conclusions can be reached:

e Regardless of any of the various measures of its monetary worth, JEA is one of Jacksonville’s
most important civic assets and decisions about its future should be made with the utmost
care.

e Having a utility headquartered in and solely focused on serving Jacksonville and the
immediately surrounding counties has both tangible and intangible value, in large part
because the utility’s decisions will be made by board members who are local residents and
who will make those decisions based solely on what’s best for the customer/owners in the
immediate service area.

e The ability of JEA, as a municipal utility, to receive FEMA reimbursement for damages
caused by natural disasters has value because it shifts part of the cost burden of restoring
and rebuilding infrastructure after a storm from the ratepayers to the federal government.

e Because of the success of energy conservation measures in reducing electric and water
consumption and sales, JEA needs to consider expanding its operations into other related
business lines to diversify its revenue streams and ensure continued financial health.
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e JEA's Plant Vogtle obligations have the potential to adversely affect the utility’s financial
position for several decades to come, depending on how long the construction process
takes, how much the plant eventually costs, whether it eventually produces power or not,
and what that power costs when finally available in comparison with the cost of power from
other sources (i.e. natural gas or solar) at the time, and the then-current state of the
regulatory environment.

e As a municipal utility owned by the City of Jacksonville, JEA is more likely to enter into
voluntary agreements with the City to tackle community needs and opportunities (i.e. septic
tank phase-out, transfer of water quality credits, environmental conservation efforts, cost-
sharing on projects of mutual interest, etc.) on financial terms favorable to the City than

would an investor owned utility whose primary responsibility is to maximize shareholder
value.

e Expansion into new business lines may require an amendment to JEA’s Charter to authorize
entry into new fields.
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Report of the Special Committee on the Future of JEA - Exhibits & Appendices

FINANCIAL SUMMARY

Combined Electric System, Bulk Power Supply System, St Johns River Power Park System, Water and Sewer and District Energy System (in thousands of dollars)

Operating revenues:
Electric
Waler and sewer
District energy system
Other, net
Total operating revenues
Operating expenses:
Fuel and purchased power
Maintenance and ather aperating expense
Depreciation
State utility and franchise taxes
Recognition of deferred costs and revenues, net
Total eperating expenses
Operating income
Nonoperating revenues (expenses):
Interest on debt
Investment income (!0ss)
Allawance for funds used during construction
Other nonoperating income, net
Larnings from The Energy Authority
Gain {loss) sale of asset
Other interest, net
Total nonoperaling expenses, net
Income before contributions and special item
Contributions (to) from:
General fund, City of Jacksonville
Capital contributions:
Developers and other
Reduction of plant cast through contributions
Total contributions
Special item
Change in net position
Net position-beginning of year, originally reported
Effect of change in accounting
Net position- beginning of year, as restated
Net position-end of year

Total Operating Revenues and Expenses

| 2300
20
| 1500 [

1000

iions of DeRars

M

m 12 13

s it o= S o

fiscal Year

maane Hewnges — L eGes

2017-16

$1,382,206
448,057
8.185
36.729
1,875,177

536.250
392,142
386,699
69.683
(4.075)
1,380.699
494,478

(182,992)
10,576
11,774

5918
6.335

(451)
(148,840)
345,638

(115.823)
66,875
(42,069)
(91,017)

254,621
2,376,925

2,376,925
$2,631.546

2016-15 2015-14 2014-13
$1,321.713 $1,324,883 $1,431,167
417.404 379,789 383,643
8,337 8,778 8,682
34,298 35930 38,389
1,781,752 1,749.380 1,861,881
485,874 517,239 585,021
380,219 374,166 364,764
382,432 366.486 375,505
71,244 72,510 72,221
(1,527) (11,168) 49,271
1,318,242 1,319,233 1,446,782
463,510 430,147 415,099
(184,457) {198,199) (223,736)
14,225 12,904 20,546
9,407 5.723 3.894
8,765 11,833 7,280
6.136 1,461 3,567
. (199) -
(403) {68) (38)
(146,327) (166,545} (188.487)
317,183 263,602 226,612
(129.187) (111,688} {109,188)
53.652 52,709 38,845
(31,632) (33.105) &
(107,167) (92.084) (70.343)
151,490 -
210,016 323,008 156,269
2,166,909 1,843,501 2,039,737
: (352,105)
2,166,909 1,843,901 1,687,632
$2,376,925 $2,166,309 $1,843,901
Sources of Capital Project Funding
100
G0

500
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m

Mutzins of Dollars
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=

Fiscal Year
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a1 And Sewet Debt

2013-12

$1,383,696
381,677
84711
38.975
1,812,819

539,646
371,041
378,067
10,231
64,305
1,423,296
389,523

(235,228)
(13,240)
3,986
7.530
4,325

(134)
(232,761)
156,762

(106,687)
29,292
(77.395)
719,367
1,981,311
(30,941)

1,960,370
$2,039.737
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Report of the Special Committee on the Future of JEA - Exhibits & Appendices

JEA Generating sdurces and Capacities

2018
Kennedy 7 146
Kennedy 8 86
Northside 1 1,627
Northside 2 1,570
Northside 3 2,029
Northside 33 1
Brandy Branch 1 63
Brandy Branch Combined Cycle 23&4 4,238
Greenland Energy Center 1 68
Greenland Energy Center 2 35
St. Johns River Power Park 1 0
St. Johns River Power Park 2 0
Scherer 4 958
All Purchases | 1,776
| Total 12,597
Summer Capacity - MW 2018
Kennedy 7 150
Kennedy 8 150
Northside 1 293
Northside 2 293
Northside 3 524
Northside 33 212
Brandy Branch 1 150
Brandy Branch Combined Cycle 2,3&4 S01
Greenland Energy Center 1 150
Greenland Energy Center 2 150
St. Johns River Power Park 1
St. Johns River Power Park 2
Scherer 4 194
Purchase — Wansley 7 200
Purchase — Summer Seasonal - 25
Purchase - Trail Ridge - 15
Total 3,007
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Report of the Special Committee on the Future of JEA - Exhibits & Appendices

iEA Power Purchase Agreements

Currently Operational

Megawatts!

Trailridge/Sarasota Landfill Gas

Alnsworth Wind

Jax Solar

NW Jacksonville Solar

[Blair Solar

Old Plank Road Solar

Simmons Road Solar

Starrat Solar

mwwau}\",sg

Wansley Combined Cycle

200

Under Construction

0ld Kings Solar (due 2018)

(=Y

Sunport Sojar/Battery (due (2018)

|Vogtle 3 & 4 Nuclear (due 2021/2022)

206

[Pending

|5 x 50 MW Solar (pending award, PPA negotiations)

250
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Report of the Special Committee on the Future of JEA - Exhibits & Appendices

JEA Solar Power Purchase Agreements

Project Vendor Location Size ln-sozzlce 'l:':t '
{yrs)

Jacksonville Solar PSEG/juwl jadzg?nﬁ";{g aans | i | coror200 | 30
| e ot || o | 3
01 Plank Rd Sotar COX/PEC Velo . ad’;":&::f’;{";;;m amw | 101317 | 20
SunPort Solar NationalSatar , ;fzn‘:f[:zf:[“;’z';:s smMw | Q42018 20
Blair Rd Solar Hecate o d"(:::v?l'f:a?:izl amw | 012318 | 20
Simmons Rd Solar InmanSolar J:;z?:::u“:‘;";z';"l's amw | o118 | 20
Starratt Rd Solar inmanSolar Ja cz:zngl};:: :;Z'LB S MW 12/20/17 20
Old Kings Solar Mirasol J::k::nf’,:ﬂe'f':g:;ig imMw | Q32018 20
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Report of the Special Committee on the Future of JEA - Exhibits & Appendices

Council Auditor's Office
Budgeted JEA Contributions and 6illiage Rate History

Featnotes:

1 - Ord 78-351-185 Amenced Ch. 128 of the Ord Code and 831 the JEA caleulation rats &t 4.50 mills multipied by the gross kilowall hours ssid by e

suthodly dusing the 12 month period ending on May 31 of tha curvent fiscal yoar.

2- Ord 83-591-400 Repestad the 1970 Ordinance Codo and rcluded with this tegistation was e inareasa of Gia JEA conlribution from 4.50 mills to

4,76 mits mutlipied by the gross kiowatl hours soid by the sutherlty during the 12 month perod ending on May 31 ¢! the Rscal yaar,

3. Ord 88-1081.532 Amandad Section 108.202 of the Ordinance Codo and Increased the contridution calculation ralo lrom 4.78 mills to 5.0 mils

muliipted by the gross kilowat hours scid by the sulherlly dudng the 12 month pertod ending oa May 31 ¢f the fiscal year.

4 - Ord 83-82-1388 Amending, fevising, repaaling and renumbaring Articte 21, the JEA Charter. This Ordinance Increased the contribution calculaton

from 5.0 mils to 5.25 mils mullipled by the gross kiowalt hours sold by the gutherly during the 12 month period ending on May 31 of the fiscal yoar.

5. Ord 97-12-€ and Ord 97-229-E Amented Article 21 (JEA Charter) by suthosizing JEA (o 1ake over (he Water and Sower and selling hia

assessment calcuiation rata of 1,73 mils. Tha takeover occurred on Juna 1, 1887 and ger the CAFR for the yoar ending September 30, 1697 e

General Fund received tha $3,038,892.

8. Ord98-253-E Amended Articlo 21 (JEA Charter) end ircroesad the assessment calculation from 8.26 mills to 8.50 mits muttiplied by tho gross

kilowall hours daliverad or such emount, f neceasary, which wil reflact an Increate on an graual basis of $3,000,000 per year using the FY 1888

assessment as the base year for such addifonal amount, Also, 88 seen in the 1997/1888 FY lina, there was a cantribution of $0,828,023 from JEA'S

:zuér;dpgen of the (grosxi?gsm Bower System on June 1, 1897, This was also noted In the FY 1897/83 Budga! Ordinance and the CAFR for the
9 September 30, X

7 - Ord 2003-1320-€ Amendad Articlo 21 (JEA Charter) and Increased the assessment caleulation from 5.50 mills to 5513 mills muitipiad by gross

Kilowatt-haurs defivared by JEA and aiso Incraased the waler and sower assassment from 1.78 mils to 2.149 mids mutiplied by the aumberof cuble

feal of potablo water and cublc facl of sawer servica excluding reciaimad water servica provided (o customers during the 12 month period ending on

Agtt) 30h of the current fiscal year ((ho samo with elactric). Also, JEA was 10 pay the clly each flscal year from Fiscal Yosr 2004-2005 through Flscal

Year 2607-2008 an addiiona) amount nocessary to ensure a minlmum annual increase of $2,750,000. .

9 - Ord 2007-1132.€ Amended Asticie 21 (JEA Charter) by decreasing the minimum annue! incragse from $2,750,000 to $2,500,000

9 - Ord 2015-784.5 Amanced Article 21 (JEA Charter) by seting a new millage farmuta and a base tevel contribution that incraases 1% oach year for

five yaars. Tho annud contsibution s tho greater of the miZago calculation or the annual lncreasa from the base favel smount for the appicabiy year.

MIELAGE WILLAGE | BUDGETED ELECTRIC| BUDGETED WATER
FOR FOR oY cIy DOLLAR

FISCAL | BLECTRIC WATER CONTRIBUTIONS CONTRIBUTIONS TOTAL AMOUNT

YEAR 1 Ordinances) Budgot Ordinances; CONTRIEUTIONS CHANGE
Per JEA's Chartor, trom FY 1868789 through FY 1977179, JEA was required to contributd anauslly to the City of Jacksonvillo, 8
porcsntago not to excesd 30% of defined gross revenues. -
1978/79} as0 N/A 25,731,850 25,731,650

1979/80 450 N/A 26,259,521 26259521 S22,671

1980/81 450 N/A 25,430,587 25,430,587

1881/82 450 _N/A _25507,300 25,507,300 ar5n3

X —4.50 _N/A 25,803,338 —-15503,333 103,962

1983/84% 476 N/A 22,819, 27819985 |  2.016,647
_1984/85 4.76 N/A 28,689,097 28859837 1 1,064,852

1385 4.76 N/A 29,457,186 25,452,186 572,349

1585/87 276 /A 31,124,854 31,13 1,667,368

1587, 476 N/A 33,778,052 33,778,052 | 2,653,458

1988/89° 500 N/A 37,450,966 37490966 | 3,712,914

1989/90 5.00 N/A 32.759.359 32.759.359 268,393

1930/91 500 N/A 40,063,483 40,053,083 | 2304124

1991/92 500 N/A 41,529,616 1,529,616 | 1,465,133

1992/93 500 N/A 42,323,106 42,323,105 793,450

1893/34* 5.2 N/A 43,261,617 43,261,617 938,511

1994795 5.25 N/A 48,570,897 48570887 | 5,309,270

199556 5.25 N/A 48,739,841 48,738,841 227,934

1996/97% 5.25 175 52,800,571 _3,035,602 55,836,253 | 7,097,412

1997/58* 5.35 175 52,039,278 9.528,523 61,565,201 | 5,731,948

1933/99% | ss0 13 52,056,117 9,037,643 66.493,760 | 4,925,859
| 1993/2000 550 175 60,898,145 10,336, 71,434,260 | 4,940,520 |
| 2000/2001 5.50 175 62,569,668 11,048,610 73638278 | 2,203,898

1001/2002 550 1,75 65,489,556 11,116,676 76,606,232 | 2,957,954

2002/2003 .50 175 67,039,278 11,456,761 78495080 | 1,889,827
2003/20007 5513 2.149 70,039,278 13,148,260 8387538 | 4,691,079 ) Mintmum (ncrosse  Excoss
2004/2005 513 2.149 68,676,620 17.260918 85937538 | 2,750,000 2,750,000 -
2005/2006 .51 2.149 71,030,754 17,656,784 83,687,538 | 2,750,000 000 .

S1 2.149 73,100458 18,337,080 91,437, 2,750,000 2 -

2007 5.51 2.149 73,846,762 20,340,776 94,187,538 | 2,750,000 2,750,600 -
2003/2009%]  s.s13 2.149 76,094,120 20,593,418 96,687.538 00,000 .
2009/2010 5513 2339 79,007,260 20,180,278 95,187,538 | _ 2,500.000 00,000 -
010/2011 5.513 2.149 81,921,684 19,765,854 101,667,538 | 2,500,000 2,500,000 .
2011/2012 $.513 2.149 83,032,710 21,149,828 104,167,538 | 2,500,000 2,500,000 .
2012/2013 5.513 2.449 83,369,075 22718483 ,538 | 2,500,000 2,500,000 .
20132014 513 2.349 87,318,021 21,869,517 109,187,538 | 2,500,000 2.500,000 .
2034/2015 5.513 2.149 50,108,598 21,578,930 111,687,538 00,000 2,500,000 -
2015/2016 5513 2.149 91,720,182 22,462,356 114,187,538 1,500,000 -
2016/101 7.468 389.200 92,270,692 23,552,258 115822950 | 1635412 1morassamay | 493537
[ 2017/2018 7.468 389.200 91,471,735 25,148,020 116,619,815 786,865 | 1%orateasares | 137,107 |

TOTALS $ 2251,520,707_$ 371928200 § 2,523448,507
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Report of the Special Committee on the Future of JEA - Exhibits & Appendices

JEA REAL:R TPP VALUES 2018 as of 4:9:18. 2017 2017
2018 Just Values Taxable Values Total Mills GS Dist  City Mills GS Dist Est Tax Total Est Tax City
Real $432,416,183 $0 0.0182313 0.0114419
TPP $6,324,505,586 $0
Total $6,756,921,769 $0 $123,187,468 $77,312,023
Totals Just Values Taxable Values Est Tax Total Est Tax City
$6,756,921,769 $0 . $123,187,467.85  $77,312,023.19
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Report of the Special Committee on the Future of JEA - Exhibits & Appendices

Reviscd Rasidential Electric Rate Comparison to rellect 1,000 k\Wh across all years

_2010] 2011 2013] z013] 2014] 3015 2 2017)  2018|'10-'18 Variance
Miami | F PEL 5107.31] 5107.89] 5108.25] $110.01] $115.85] $111.70] $105.72| 5118.34] 5114.77 7%
Tampa / TECO 5128.50] 5122 11] 5122.01] 5117.43] $125.41 $124.13| $121.68| 5120.60] 5121.98 -5%
Jacksonvillo / JEA $134.91| $235.01] $130.90] $130.90] $130.90| 5125.91| 5123.63| 5123.34| 5123.34 9%
Pensacola / Gull Power $142.56| $139.08| $133.44| $135.95 $150.93| 5159.30] 5155.65] 5158.56 5165.37 16%
SL Petorsburg / ProgressiDuke | $137.53| $135.39] $139.49] $132.62] $142.74| 5138.16] 5127.71] $135.38] 5141.65 -4%

Rasidential Electric Rate Comparison

{1,000 lWh)

|

franchise fee

storm chorges.

No storm charges.

No storm charges.

capacity charges.

TAugudl ata recegt F018)

* FPL rates include: energy, fuel, base charge, conservation, enviranmental, capacity, storm charges, gross reczipts tax, public service tax, and

*TECO rales includa: energy, fuel, base charge, conservation, environmental, capacity, gross receipts tax, public service tax, and franchise fee. No
*Gulf Power rates include: energy, fuel, base charge, conservaticn, environmental, capacity, gross receipts tax, public service tax, and franchise lee.
*Duke Encrgy rates include: enargy, fuel, base charge, conservatian, environmental, capacity, gross receipls 1ax, public service tax, and franchise fee.

*JEA rates include: energy, fuel, base charge, conservation, environmental, gross receiols tax, public service tax, and franchise fee. No stormor

Exhibit 12
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OFFICE OF GENERAL COUNSEL
CITY OF JACKSONVILLE

117 WEST DUVAL STREET
SUITE 480

JACKSONVILLE, FL 32202
PHONE: (904) 630-1700

MEMORANDUM

TO: The Honorable Council Member John Crescimbeni

CC: Jody Brooks, Chief Legal Officer, JEA

FROM: Jason Gabriel, General Counsel
Gayle Petrie, Chief Financial Officer, OGC

RE: Section 21.04 of the Charter of JEA; Transfer of Any Function or
Operation Which Comprises More Than 10% of the Total of the Utility
System

DATE: February 20, 2018

In response to the two questions raised in your February 14, 2018 email regarding
JEA, | am pleased to provide the following information.

Question 1: What is the definition of more than 10%?

More than 10% refers to the assets of JEA as listed on its financial statements
($8.70 billion at 9/30/17, less approximately $500 million of cash and investments,
equals approximately $8.2 billion of assets in the utility system at 9/30/17). As a
governmental unit, JEA as an entity could not be sold to a purchaser and, consequently,
one must conclude the reference in Section 21.04 is a reference to assets and not net
worth. The determination would be performed by the JEA Board based on its financial
statement numbers. Accordingly, JEA could currently sell up to approximately $820
million of assets without City Council approval. Geographic area and/or customer base
concepts do not apply in the context of a sale or lease so the concept of a “transfer of any
function or operation” would be a sale or lease of utility assets up to the 10% limit.

Appendix A - Page 1 of 2



Question 2: Does anything in the JEA Charter prevent several instaliment sales of 10%
or less over time (e.g. quarterly)?

The JEA Charter provides for a 10% basket on asset sales that does not require
City Council approval. Once that basket is utilized (whether through five sales of 2% or

two sales of 5%, or any other combination that equals 10% in the aggregate), any further
sales would require City Council approval.

GC-#1189833-V1-Crescimbeni_Memo_Re_Charter_Section_21_04_
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OFFICE OF GENERAL COUNSEL
CITY OF JACKSONVILLE

117 WEST DUVAL STREET
SUITE 480

JACKSONVILLE, FL 32202
PHONE: (904) 630-1700

MEMORANDUM
To: The Honorable Council Member John Crescimbeni
From: Gayle Petrie, Sr. Assistant General Counsel
Cc: Jason R. Gabriel, General Counsel
Re: JEA Retention Incentive Agreements

Date: June 26, 2018

L. Background

As requested, the Office of General Counsel has reviewed two of the JEA Retention
Incentive Agreements regarding change of control that were entered into with 67 JEA employees
(8 of which Agreements provided two times salary as a special payment for members of the
senior leadership team and 59 of which Agreements provided one times salary as a special
payment for members of the executive leadership team) to evaluate the provisions of the
agreements and the manner in which they were created to determine if the agreements are valid
agreements.

II. Question Presented

Does the executive director / CEO of JEA, or JEA Board Chair have the authority to
enter into such Agreements?

III. Short Answer

No. First, any incentives agreement of this nature (assuming it contains provisions
enforceable under Florida law) would require the approval of the entire JEA Board. Second,
these agreements were not properly authorized and are not valid or enforceable against JEA with
respect to a change of control event. Limited enforceability, as to a termination of employment
event would in any event be limited to 20 weeks of compensation even if properly authorized.

Appendix B - Page 1 of 2



IV. Discussion

With respect to change of control events, the payments provided for in these Agreements
do not appear to be bonus or severance payments, as defined in F.S. 215.425, but instead are
extra compensation prohibited under F.S. 215.425. In addition, the Agreements purport to
provide CEO approved benefits to unclassified employees without proper approval by the JEA
Board. Section 21.07(j) of the JEA Charter provides for unclassified employees to serve at the
pleasure of JEA, and this means the JEA Board, not the CEO of JEA, would be the appropriate
authority to authorize these types of agreements. In addition, Section 21.09(b) of the JEA Charter
prohibits JEA employees from being a party to a contract that creates a liability of JEA. In other
words, even if the Agreements provided bonuses or severance payments which are allowed by
Florida Statutes, they must be approved by the JEA Board.

With respect to termination events that trigger extra compensation that constitutes
severance payments, Section 215.425, Florida Statutes, limits such compensation provided for by
contract to an amount not to exceed 20 weeks of compensation. Accordingly, even if the JEA
Board authorized such contracts, compensation would be limited to 20 weeks.

In the opinion of the Office, these agreements are not valid or enforceable. As a final
note, information currently available does not indicate that funding for these proposed

agreements were included in the 17/18 JEA budget that was reviewed and approved by City
Council.

GC-#1185812
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OFFICE OF GENERAL COUNSEL

CITY OF JACKSONVILLE
117 WEST DUVAL STREET
SUITE 480
JACKSONVILLE, FL 32202
PHONE: (904) 630-1700
FAX: (904) 630-2388

L

LEGAL MEMORANDUM
TO: The Honorable Council Member John Crescimbeni
CC: Jason Gabriel, General Counsel
FROM: Stephen M. Durden, Chief Assistant
RE: City Council Process for Approving Potential JEA Sale
DATE: June 26, 2018
Introduction.

In the past few months, the discussion surrounding the idea that JEA might one day be

sold, spawned a vast number of questions concerning (1) the process of selling JEA and (2)
potential terms of sale.

In your email of April 8, 2018, to the General Counsel you posed a question about the

potential sale of JEA, as follows:

Atrticle 21 of the Charter clearly creates and governs JEA.

More specifically, Article 21.04(p) restricts JEA from transferring any function or
operation which comprises more than ten percent of the total utilities system by
sale, lease or otherwise to any public utility, public or private without approval of
the Council. '
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Furthermore, Article 21.11 requires a two-thirds vote of the Council to amend or
repeal any portion of Article 21.

With respect to the above, I am requesting a legal opinion on whether a bundle of
proposed ordinances to facilitate the outright and complete sale of JEA could be
cleverly packaged to require a majority vote instead of a two-thirds vote? If so,
how could the ordinances relating to the sale of JEA (which seems to only require
a majority vote pursuant to Article 21.04(p)) not constitute a de facto change to
the Charter (inasmuch as the sale would eliminate all assets of the JEA and
thereby the ability — as well - of JEA to perform the duties detailed throughout
Article 21)? '

In order to respond to the questions asked, this memorandum will first respond to an
unasked question the correct answer to which provides the answer to the questions asked.

II. Questions Presented.

(A) If JEA were to seek to sell 100% of the assets of JEA, must the Council approve by a
majority vote or a supermajority vote of two-thirds of the Council?

(B) Whether a bundle of proposed ordinances to facilitate the outright and complete sale
of JEA could be “cleverly packaged” to require a majority vote instead of a two-thirds vote.

(C) If so, how could the ordinances relating to the sale of JEA (which seems to only
require a majority vote pursuant to Article 21.04(p)) not constitute a de facto change to the
Charter (inasmuch as the sale would eliminate all assets of JEA and thereby the ability — as well -
of JEA to perform the duties detailed throughout Article 21)?

III. Short Answers.

(A) If JEA were to seek to sell 100% of the assets of JEA, the Council would have to
approve such a sale by a majority vote and not a supermajority vote of two-thirds of the Council.
On the other hand, the terms of a potential sale and remaining responsibilities or duties of JEA
after such a transaction could require an amendment to the Charter (and accordingly a two-thirds
vote of the Council).

(B) While it might be that a bundle of proposed ordinances to facilitate the outright and
complete sale of JEA could be “cleverly packaged,” whether cleverly packaged or not, the
Council may approve the sale of 100% of JEA by a majority vote.

(C) The sale of 100% of the assets of JEA is not a de facto amendment to the Cﬁarter.
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IV. Discussion.

As to Question (A), General Counsel Opinion 70-354 has already concluded that the City
Council has the power to sell the assets of JEA. In reaching that conclusion the opinion noted
that “the Charter of the former City of Jacksonville” contained “the following provision™:

The City shall not sell, lease or otherwise part with the control and management
of the Water Works or Electric Light plant, but shall continue perpetualiy the
maintenance, control and operation thereof in the interest of its citizens. (Sec. 5,
Ch. 5347, Acts 1903).

The opinion went on to discuss the significance of the absence of such a provision in the Charter
for the Consolidated Government:

That provision was not carried forward into the Act creating the Jacksonville
Electric Authority. There was no reason to do so because no authority was given
Jacksonville Electric Authority to sell or dispose of the public and municipal
electric system. On the other hand, there was a reason for such a provision to be
in the Charter of the former City, because the former City had general authority in
its Charter to sell, lease or otherwise dispose of property of the City.

By the same token the City of Jacksonville also has general power to sell and dispose of
property of the City. As set forth in Section 3.01, Charter:

The consolidated government:

Hekok

(b) With respect to Duval County, except as expressly prohibited by the
Constitution or general laws of the State of Florida, may enact or adopt any
legislation concerning any subject matter upon which the Legislature of Florida
might act; may enact or adopt any legislation that the council deems necessary
and proper for the good government of the county or necessary for the health,
safety, and welfare of the people; may exercise all governmental, corporate, and
proprietary powers to enable the City of Jacksonville to conduct county and
municipal functions, render county and municipal services and exercise all other
powers of local self-government; all as authorized by the constitutional provisions
mentioned in subsection (a) and by ss. 125.86(2), (7), and (8) and 166.021(1) and
(3), Florida Statutes.

kkxk

The Charter contains no language remotely similar to the language in the pre-Consolidation
Jacksonville Charter. Nothing in the Charter appears to even suggest that the City must operate
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the electric utility in perpetuity. Given that the prior Charter had such language and given the
broad grant of power within Section 3.0/, the City Council has the power to approve the sale of
100% of the assets of JEA, and such approval is not to be construed as an amendment to Article
21

The City Council acts by majority vote, unless otherwise required by State Law or the
Charter.! As further pointed out and oversimplified, the Charter (now Article 21, Charter)
grants to JEA the authority to gperate various utilities of the Consolidated Government, each of
which was once owned by the Consolidated Government or the predecessor municipal
corporation. Neither the Charter, in general, nor Article 21, in particular, requires the City to
own any particular utility service. Instead, Article 21, requires that if the Consolidated
Government has the utilities referenced in Article 21, then operation shall be by the JEA, without
the direct political influence of the voters or elected officials. The Charter grants to the City
Council power of the purse, the power to approve the budget of the JEA, not the power to control
the day-to-day operations of JEA.

The foregoing discussion also answers Question (B). Clever packaging or not the City
Council may approve the sale of all the assets of JEA by majority vote. Article 21 creates and
defines the independence of the agency. It does not in any way purport to limit the powers of the

! The various courts of the United States have long recognized the power of the majority of the quorum in legislative
bodies. As explained by the United States Supreme Court more than 125 years ago:

The constitution provides that ‘a majority of each [house] shall constitute a quorum to do business.” In
other words, when a majority is present the house is in a position to do business. Its capacity to transact
business is then established, created by the mere presence of a majority, and does not depend upon the
disposition or assent or action of any single member or fraction of the majority present. All that the
constitution requires is the presence of a majority, and when that majority are present the power of the
house arises.

United States v. Ballin, 144 U.S. 1, 5-6, 12 S. Ct. 507, 509, 36 L. Ed. 321 (1892). A decade ago, the Texas
Attorney General explained the common law rule of legislative enactments:

In order to answer that question [of the validity of a rule requiring a super-majority vote], we must turn to
the common law. In 1922, a Texas court stated the common-law rule:

The general rule is that, in the absence of an express provision to the contrary, a proposition is
carried in a deliberative body by a majority of the legal votes cast.

Comm'rs Court of Limestone County v. Garrett, 236 S.W. 970, 973 (Tex. 1922) (footnote added). Thus,
the general rule in this state is that a governmental body must conduct its business on the basis of a
majority of a quorum of members present and voting. As a result, a governmental body may not adopt a
rule that requires, in some instances, the vote of a “supermajority.”

Tex. Att'y Gen. Op. GA-0554 (2007). The Jacksonville Charter contains various supermajority requirements.

Outside of those requirements, the Charter requires that the Council adopt legislation by majority vote of the
quorum.
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City Council. In sum, the City Council has the power to approve the sale of 100% of the assets
of JEA by majority vote.

As for Question (C), the sale of 100 percent of JEA assets neither constitutes a de facto
change to the Charter nor prohibits the ability of JEA to perform the duties detailed throughout
Article 21. As noted above, “the specific purpose of [Article 21] is to repose in JEA all powers
with respect to electric, water, sewer, natural gas and such other utilities which are now, in the
Sfuture could be, or could have been but for this article, exercised by the City of Jacksonville.”
Section 21.01, Charter (emphasis added). Section 21.04 expands upon those powers.

Section 21.01 contains at least three ideas significant to the answer of Question (C).
First, Section 21.01 contains permissive language, i.e., a grant of powers, not an imposition of
duties. The Charter no more requires the JEA to operate an electric utility than it requires the
JEA to operate a natural gas utility. If Section 21.01 contained such requirements, then it might
be argued that the sale of the electric utility assets would be a de facto modification of the
Charter. By the same token, if Section 21.01 contains a set of utility operation requirements,
then JEA has operated in violation of the Charter from the day Section 21.01 was amended to
concern itself with operating a natural gas utility. Should JEA electric utility assets be sold, then
the JEA will have the power to operate an electric utility, but no assets, a situation
indistinguishable from JEA’s current natural gas utility situation, i.e., the power to operate, but
no assets. Cf. Pollock v. Fla. Dep't of Highway Patrol, 882 So. 2d 928, 934 (Fla. 2004) wherein
the Florida Supreme Court recognized that a statute that “authorizes” an activity “does not
establish a legal duty.” Finally, as noted above, the former charter required that the City operate
an electric utility in perpetuity. Had the Legislature sought to re-impose such a duty, it could
have done so.

Section 21.01 also references future activities. Upon sale of all assets of the JEA, the
JEA could begin investigating future utility activities. One obvious example would be the
creation of a natural gas utility. JEA may investigate returning to one of the sold utilities, but in
a different form, such as household solar or wind electricity. The speculation need not continue;
the point being that after the sale of JEA assets (assuming that were to occur) Article 21 provides
to JEA continuing authority and responsibility to operate the utilities referenced therein in the
event the Council provided the funding to obtain the necessary assets.

Section 21.01 provides one other continuing effect after a sale. The City méy not operate
any of the utilities identified in that section. Should the City seek to operate a utility activity
after the sale of the JEA assets, then the Charter requires JEA to operate such a utility.

Selling 100% of the assets, then, is not a de facto amendment to the Charter. Courts have
held that privatization does not violate a charter or constitutional provision merely because of the
inherent ramifications of privatization. For example, where a charter requires that employees of
department of government be entitled to civil service protections, the charter is not violated when
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that department is privatized despite the fact that employees for the private entity necessarily
cannot have civil service protection. See, e.g., Haub v. Montgomery County, 353 Md. 448, 727
A.2d 369 (1999).

As a final note, the sale of JEA could very well create reasons to amend the Charter. For
example, a contract for sale, might include a requirement that JEA hold funds in escrow to cover
the costs of Plant Vogtle. The Charter does not currently permit JEA to act as a kind of escrow
agent, consequently, the Charter would need to be amended to grant to JEA such power. The
speculation could continue. As referenced above, a sale transaction may include provisions that
require amendments to Article 21 thereby creating the need for complying with the enactment
requirements of Section 21.11.

V. Conclusion.

I hope this provides the guidance you seek. Please do not hesitate to contact me if you
have further questions.

GC-#1212984
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