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MINUTES OF THE CITY COMMISSION WORKSHOP
APRIL 30, 2007
The City of Leesburg Commission held a workshop Monday, April 30, 2007, in the Commission Chambers at City Hall.    Mayor Henderson called the meeting to order at 5:02 p.m. with the following members present:

Commissioner Bill Polk
Commissioner John Christian
Commissioner David Knowles
Commissioner Lewis Puckett

Mayor Sanna Henderson
Others present were Interim City Manager (ICM) Jay Evans, City Clerk (CC) Betty Richardson, City Attorney (CA) Fred Morrison, Deputy City Clerk (DCC) Diane Gibson Smith, the news media, and others.

Mayor Henderson gave the invocation followed by the Pledge of Allegiance to the Flag. 

HEARD PRESENTATION ON DEBT CAPACITY ANALYSIS AND FINANCIAL FEASIBILITY REPORT










ICM Jay Evans presented the objectives of this workshop.  A copy of the presentation is attached.  ICM Evans stated the type of debt the City has matters as much as the amount of debt.  If a city is growing and evolving itself with entrepreneurial utility businesses, such as electric, the city will incur more debt.  General Fund debt is the type of debt that needs to be watched the closest because that debt is for the non-revenue generating departments such as Police, Library, Administration, etc.  Individual meetings were held with the Commissioners to review the detail.
ICM Evans explained the debt funding options.  He noted when determining how much debt is right for a city, the character and profile (i.e. number of utilities) of the community is important.  The debt ratio coverage (the ability of the city to pay the debt with revenues after certain obligations) is an important factor when determining the amount of debt.  ICM Evans also recapped the information presented at the February 19, 2007 workshop and the Fund Balance Policy adopted in 2000.
Commissioner Christian questioned if the City Manager had submitted a plan to the Commission when the fund balances fell below the level set by the policy.  ICM Evans stated yes, the plan was being submitted as part of the request for bonds.  Commissioner Christian then questioned if the City was below the fund balance during the prior year.  Jeff Larson, D.A. Davidson, stated in 2004, there was a specific plan to restore the fund balance with the 2004 bond issues.  During the summer of 2005, the review of the balances looked okay. The 2006 review was delayed by the audit.  When the audit was reviewed, D.A. Davidson realized the fund balances were below the levels set by policy and were not recovering.  In the summer of 2006, staff and D.A. Davidson began working to resolve the problem.
Commissioner Christian requested clarification on comments in the 2004 audit which indicated problems.  ICM Evans stated the problems shown by the 2006 audit were much more severe than the problems indicated in the 2004 audit.  The US Highway 441 project played a big part in the problem.  Once the problem was noted, nothing could be done to alleviate the problem except to issue bonds in arrears.
ICM Evans gave an overview of the Plantation purchase.  This purchase will bring in money to the City every year.  The year 2010 is the toughest year as the total debt service for this purchase will be picked up.  Even then, the purchase is a money maker. This is good news for the City.
Jeff McGarvey, of R W. Beck, reviewed excerpts of the financial tables for the utilities.  He noted each table is showing the cash flow based upon certain assumptions.  For the electric system, assumptions are an 8% increase in FY08 and revising the Fund Balance Policy to 120 days of revenues.  Expenses for purchasing electricity are shown separately.  
Commissioner Christian questioned the smaller transfer number to the General Fund in 2008.  Mr. McGarvey stated the number was calculated based 8% of expected revenues for 2008.  The number for 2007 is higher as higher revenues were expected.  
ICM Evans stated the transfer was based on $70 million estimated revenue and the revenue ended up at $58 million actual.  The 8% transfer is return on investment for the general fund.    Commissioner Polk stated there are two different 8% being discussed. The 8% transfer versus the 8% rate increase. The percentage of the transfer is not related to the proposed rate increase.
Jeff Larson stated for the record, on page 12 of the handout presentation, the operating revenues are made up of several components:   difficulty with purchased power going up and down,  planned rate increase not occurring in 2006/07,  no adjustment of the 8% General Fund transfer,   and the allocation of the cost of running the City to the utility was boosted, due to the expected revenues, and never adjusted downward when revenues came in lower than expected. 
Commissioner Christian stated the request to raise the rates did not come to the Commission. 
Mr. McGarvey reviewed the Gas System which also calls for an 8% rate increase.  He noted the suggested revision to the Fund Balance Transfer is 90 days of revenue.  The lower amount is based on no lost service during the 2004 hurricanes.
Water and Wastewater systems do not call for rate increases other than the yearly automatic rate increase and no changes to the current Fund Balance Policy.  

Commissioner Christian stated Year 3 figures of the projected operating results are high.  Mr. Larson stated the first two year figures were down-sized to accommodate for lower impact fees due to the slow down in housing starts.  In Year 3, the impact fees are expected to rise up again.  The figures will be smoothed out as time goes on.
Mr. Larson reviewed the proposed capital projects.  Mr. Larson noted there are very few changes from the February meeting.  The good news in the Gas Department is due to the policy where new developers must attach to gas and pay for the lines.  The Gas Department will not need help from bond funding.   
Mr. Larson stated staff has been modeling Plantation as a stand only utility.  The City holds an $8 million Plantation seller note at 3% interest rate with a balloon payment due in 2009.  By keeping the utility separate, the seller only has access to the revenues from Plantation; not all utility revenues.  Financing of this note is included in the 2009 bond issue figures. 
Mr. Larson stated the existing Fund Balance Policy needs to be changed for the Electric and Gas utilities.  CA Morrison stated the current policy will be repealed and rewritten.  Mr. Larson noted there are two places excess funds can be placed – rate stabilization fund or capital improvement program for future growth.

Commissioner Christian asked if debt could be paid off with the excess fund.  Jeff Larson stated debt could be paid off, but most debt has a 10-year call protection.  Information on tracking the excess funds will be made available to the Commission monthly. Water and wastewater need higher fund balances as these are growth utilities.  
Commissioner Polk stated the City is already bonding in 2009.  Jeff Larson noted with today’s inflation, bonding should only be done in two or three year increments.  Mr. Larson noted the biggest need in 2009 is for Electric system bonding.
Mr. Larson stated a resolution to proceed with bonding but not include the exact amount of debt but ball park figures is needed    The Finance Team was selected January 22, 2007.  
ICM Evans stated an inflator index is tied to the utility rates.  The index used does not appear to be working well for the City of Leesburg.  The increasing prices of materials are not being captured.  A rate study needs to be done to determine the best index for the City to use so a large rate increase is not needed later.  

Jeff McGarvey stated the intent of the index used in 2004 was to use an independent index not based on the performance of utilities.  The index is produced by the Energy Information Administration.  The index is a narrow tool and may not suit the needs of the City.  The City may want to design or develop a hybrid rate increase that represents inflationary or other types of increases in discrete elements such as labor and materials.
Commissioner Polk noted the City had been using an inflator of just under two percent which has not been doing the job.  

Mr. Larson presented information on 20 year bonds versus 30 year bonds.  (Handouts were distributed and are attached.)  Mr. Larson noted the Electric System cannot afford a 20 year bond issue.  Gas debt can be done in a 20 year bond issues.  Mr. Larson noted there is little rate savings between a 20 year and 30 year bond issue.  
ICM Evans questioned if Gas debt can be separated out as Gas debt is currently tied to water and wastewater.  Jeff Larson stated Gas debt can be separated out. A bond issue for the Gas System would be for increasing capacity.

Commissioner Christian questioned paying off the internal loan between utilities.  Wastewater has paid back the $3 million loan from the Electric Department.  Wastewater still owes the Gas Department.      
ICM Evans stated the City will need additional bonds in 2009 for the Electric Utility.  ICM Evans noted historically the Electric Utility has had some maintenance deferred.  Now maintenance (such as transformer replacement) is needed.  This maintenance will need to be bonded.    

Commissioner Puckett stated $47 million is like having a leaky boat.  You buy a pump to keep the boat from sinking.   Any time you borrow money; the money needs to be paid back.  The money needs to come from somewhere.
Commissioner Polk stated one reason the City needs to borrow is because the City rates have not kept up with the increases.  Now the City is faced with playing catch-up.   A stop gap system needs to be put in place.  

Mayor Henderson asked what percentage the City would be in debt, if the City bonds $46 million.  Jeff Larson stated there are two answers.   If this was $46 million to the General Fund, the answer would not be good.  For utility systems the size of Leesburg’s, one must look at rates to make sure they are competitive and review cash flow to ensure the utility is paying for itself. The level of transfers to the General Fund, need to be watched in the future.  Fiscal control is important.  General Fund projects need to be reviewed carefully.  For an “A” rated utility, the level of debt in utilities is not out of line.  
Commissioner Christian stated fiscal responsibility is important.  Staff really needs to look at positions, vehicles, etc.  All departments need to watch spending closely.
Commissioner Polk stated part of the problem is the City is borrowing funds to pay backwards.  Looking ahead to borrow funds to increase capacity would be good.    

Commissioner Puckett stated staff has tended to do some things at the expense of the department.  Now, the City needs to put money back into the infrastructure.

Commissioner Christian asked for clarification on underground versus overhead for electricity.  ICM Evans stated cost estimates for undergrounding were poor and expectations were high.  Studies show undergrounding an entire electric grid does not pay.  Undergrounding commercial corridors should be done.  An area such as US Highway 27 could be a priority, but not all the City should be undergrounded.
Mayor Henderson stated the US Highway 441 proposal is figured into the requested bonding.  ICM Evans stated one more segment of US Highway 441 undergrounding, Perkins to Griffin, is figured into this bond issue.  
Electric Director (ED) Paul Kalv stated $3.65 million will finish the current 441 project. ED Kalv stated nothing has been included in the bond issue for Perkins to Griffin or future US Highway 441 projects. Mr. Larson noted this project is included in the 09 figures.  

ICM Evans stated going to the mall could be considered part of this as the City needs to have redundancy in that direction. 
ICM Evans stated the undergrounding of the US Highway 441/27 corridor could be paid from the newly formed CRA.  The CRA will work best if the agency bonds as much as possible as early as possible as that increases the property values in that area which increases the TIFF.
Mayor Henderson stated Fruitland Park is another issue.  ED Kalv stated he met with their Commission and informed them undergrounding Berckman is not in the City of Leesburg’s budget.  ED Kalv stated that project is part of the impending exploration of the franchise.  ED Kalv stated he will distribute a copy of the study ICM Evans referred to in regards to undergrounding.
Commissioner Knowles questioned why the City is requesting new subdivisions to underground electric if undergrounding is not cost effective.  ED Kalv noted undergrounding new service is cost effective; converting overhead to underground is not cost effective.
Commissioner Polk questioned the letter written by Bob Lovell published in the newspaper which stated the City has $13 million in cash reserves.  Finance Director (FD) Bill Pfeilsticker distributed a report showing the fund balance (copy attached).  FD Pfeilsticker noted the balance includes some of the impact fees which are restricted use funds.  The City does have $13 million, but those funds cannot be spent because of restrictions.  
Commissioner Christian noted $13 million is less than 10% of annual budget and some of the funds are restricted.  FD Pfeilsticker stated the City definitely needs more money in the bank than that especially if there is any catastrophic emergency.  Commissioner Christian noted the importance of clearly stating the position of the City and that some of the funds are restricted in the usage.
ICM Evans stated, for the record in a conversation with a reporter, the rate increases are independent of issuing additional bonds.  The rate increases will occur with or without the additional bonds.  The rate increases are needed for the health of the utilities.  
FD Pfeilsticker stated in 2005, the Commission authorized a three step rate increase in Electric and an automatic annual increase.  Within a short time in 2005, the economy started a downward trend.  Costs began to rise.  Projections based on information from FMPA were inaccurate.  The rate increases implemented in 2005 were supposed to be good for five years.  

FD Pfeilsticker distributed information on the effect of an 8% rate increase.  (Copy of handout  attached.)  He reviewed the affect of gas rates compared to other companies (Page 2 of handout) and electric rates (page 2 of handout). FD Pfeilsticker noted the 8% rate increase does not affect the  BPCA rate, the net impact to a customer will be a 4-6% increase in the total bill.
ICM Evans requested a consensus by the Commission to move forward.  Staff will then move to bring the appropriate instruments to the Commission.  

Commissioner Polk noted the City will save money by moving forward sooner.  Mr. Larson stated the 8% increase can be done sooner than the 10/1/07.  FD Pfeilsticker stated the ordinance is ready to go and can be presented at the first meeting in May.

Mayor Henderson questioned if the consensus is to move forward.  All agreed the consensus is to move forward and to do so soon.   
CA Morrison stated the first step is to adopt a resolution authorizing a higher number than needed.  This is important as the City can always go down on the amount to bond, but not up.  Jeff Larson noted $51 million is a good number to include in the resolution.
CITY ATTORNEY ITEMS:   None

CITY MANAGER ITEMS:  None

ROLL CALL
Commissioner Christian – stated he thinks the utility directors are doing a good job.  The Interim City Manager has been put into a tough spot, but is doing a great job.  This is a great transition for the City.

Commissioner Knowles – stated he is very happy with tonight’s meeting.  Temperance at tonight’s meeting was good.  A lot of good information was presented.   
Commissioner Puckett – noted there will be tough, tight times and he doesn’t relish the Interim City Manager’s position.  

Commissioner Polk – stated this was a really good meeting.  He noted he hopes he  doesn’t need to read anymore articles like the opinion in the paper.  Department heads are wonderful – a great team in Leesburg.  Time to move forward and communicate better.
Mayor Henderson – ditto.  Mayor Henderson thanked the financial people.  Mayor Henderson requested a brief report from the Police Chief on Bikefest.  Police Chief Chrisman thanked the commission for the support.  The event was very safe due to a great cooperative effort.

Commissioner Puckett moved to adjourn the meeting and Commissioner Knowles seconded the motion.  The meeting adjourned at 7:16 p.m.  
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