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PUBLIC WORKS COMMITTEE

The Public Works Committee of the City of Raleigh met in regular session on Wednesday, October 12, 2005 at 10:30 a.m. in Room 201, City Council Chambers, Raleigh Municipal Building, Avery C. Upchurch Government Complex, 222 W. Hargett Street, Raleigh, North Carolina with the following present.
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Ms. Taliaferro called the meeting to order introducing members and explaining the procedure of the meeting.  She stated the Committee will rearrange its agenda and take the item encroachment – 319 Fayetteville Street last and after discussing that item will make an onsite visit to 319 Fayetteville Street.
The following items were discussed with action taken as shown.
Item #03-68 – Stormwater Utility Fee – Bond Possibility.  Chief Financial Officer James pointed out the Public Works Director had asked that the Finance Department do a report to facilitate a discussion of issuing bonds to fund stormwater project needs.  He pointed out he had provided the following report in the Committee agenda packet.  

In March 2004, the City implemented the collection of stormwater fees to support the stormwater program of the City previously funded in the General Fund.  The purpose of the fee was to provide funds to administer and pay for needed stormwater management projects throughout the City.  In fiscal 2005, the City collected $11,097, 405 in stormwater fee revenues.  It is projected that, going forth, fee collections will be in the $11.2 million to $12.3 million range annually.

During the initial set-up of the stormwater program, it was determined that approximately one third of the program revenues, or about $4 million, would be dedicated to capital projects annually.  Presently, the amount of projects in the City’s ten year capital improvements plan is considerably higher than that amount due to a backlog of projects needing to be done.  Pending studies will also likely identify additional stormwater needs and priorities for the City.   As a result, the City Council and City Administration have expressed that it may be beneficial to the citizens of Raleigh to issue debt in the form of bonds to enable the earlier completion of stormwater projects.  Revenue collected from the stormwater fees would then be used to service the debt on the bonds over the life of the improvements versus paying for them on a pay-as-you-go basis.  

Current Issues

There are felt to be three main strategies for funding the stormwater capital plan.  One is to continue the present process of dedicating a part of each annual budget to the capital program.  As the City grows, the fees will increase accordingly, but it is likely that the capital program will also grow in a similar fashion.  The second strategy would be to periodically have the public vote on doing a general obligation bond issue to fund multiple years’ projects.  The bonds would be repaid from the stormwater fund.  New issues could be approved on an as-need basis just as is done with issues for parks & recreation, streets and housing projects. The third strategy would be to use revenue bonds similar to what is currently done in the Water & Sewer Fund.  This would require a formal legal structure and covenants that pledge only the stormwater fee as the source for repaying the debt. The purpose of this discussion is to specifically delineate the options that the Finance Department sees for issuing debt for the stormwater projects should one of those strategies be chosen; to review the rationale for issuing the various types of debt; to delineate certain administrative logistics in issuing debt; and, to offer certain recommendations.

Discussion on Debt Options

1.
General Obligation Bonds:

a.
Can be used for stormwater program purposes.

b.
Requires referendum for voter approval to issue bonds.

c.
Requires Local Government Commission approval.

d.
Requires pledge of the full faith and credit of the City’s taxing power, although program revenues may be used to pay debt service.

e.
Does not require feasibility study.

f.
General list of projects must be identified.  Funds may be expended for any type of project covered in the bond order language.

g.
To avoid potential IRS rebate regulation penalties, generally City would only issue enough bonds at one time from which the proceeds will be expended within two years.

h.
Bonds authorized must be issued within seven years from date of referendum.

i.
Minimal four to six months time frame for planning and legal process leading up to a referendum.

j.
Lowest cost of funds.

2.
Revenue Bonds:

a.
Revenue bonds are a good fit for a program such as the stormwater program with a dedicated stream of revenues coming in on an annual basis.

b.
Does not require referendum for voter approval to issue bonds.

c.
Requires Local Government Commission approval.

d.
Dedicated program revenues are the sole source of funds to pay debt service.

e.
Requires feasibility study by outside consultant to justify the viability of the program to support the debt service requirements (estimated cost of $30,000 - 50,000).

f.
Specific list of projects must be identified.  Once issued, the bond proceeds can only be used for those specific projects or other similar revenue producing projects.

g.
To avoid potential IRS rebate regulation penalties, generally only issue enough bonds at a time from which the proceeds will be expended within two years.

h.
Requires covenant from City that stormwater fee rates will be maintained at a level to meet coverage requirements for debt service that are acceptable to the credit rating agencies and potential investors.  In other words, rates must be set so that, after all operation costs are paid, enough remaining funds are available to provide a minimum of at least one and a half to two times coverage of the debt service requirements.  To achieve desired credit ratings, an even higher percentage of coverage may be required.

i.
Minimal six to twelve months time frame for planning and the legal process for leading up to a bond sale, including feasibility study, especially for a new program.

j.
Interest rates generally higher than general obligation bonds.  On a $20 million issue at current rates, revenue bonds could cost the City anywhere from $.6 million to $1.7 million more in interest over a twenty-five year period than a general obligation bond.

Under the current CIP, approximately $20 million in stormwater related projects have been identified for implementation over the next ten years.  Generally speaking, this would also be the minimal range of bond sizing that would generate interest to the revenue bond market and to make the cost of issuing bonds economical.  However, as indicated above, bond issues of either type are generally sized to provide funding for expenditures over a two year period.   Therefore, if only enough bonds were issued to fund two years of expenditures, it would satisfy IRS regulations for expenditures of funds, but would possibly not be a large enough bond issue to generate competitive interest in the bond market.  Likewise, if $20 million in bonds were issued now to fund the backlog of projects, it would be of a size to generate interest in the bond market, but the concern would be of the City’s ability to expend all $20 million within a two year period without additional internal or external resources to manage and oversee the acceleration of the design and completion of the projects.  Assuming the City could facilitate the expenditure of proceeds within the desired time frame, the annual debt service on a $20 million revenue bond issue with a term of twenty-five years would be approximately $1.4 million annually.

Summary

There are three strategies for funding stormwater projects: 

(1)
Continued funding on a pay-as-you-go-basis

(2)
Issuance of general obligation debt to fund multiple years’ projects

(3)
Issuance of stormwater revenue bonds to fund multiple years’ projects

The advantage of doing a bond issue is that getting the bond proceeds up-front allows for a number of projects to be started and completed earlier than under a pay-as-you-go basis.  Using a general obligations issue would be similar to what is currently done for general projects of the City and requires voter approval.  While it is possible to pay for debt service from stormwater fee revenues, the City’s full faith and credit still protects the bondholder, making it the least costly debt option.   Not receiving the citizen approval, however, would be a risk for projects that carry a mandate to be done due to environmental or other regulations.  

Use of stormwater revenue bonds is the debt method often used for larger, ongoing programs where there is a robust amount of continuing project needs and the intent to legally restrict the stormwater fee operations such that bondholder interests are protected.  Once a stormwater revenue bond is issued, it is possible to change to general obligation bonds later, but the legal structure protecting the bondholders stays in place.   Therefore, once a commitment is made to use revenue bonds, such often is the method used on an ongoing basis.

Typically in a bond financed enterprise, capital projects are aligned in the capital plan such that design occurs at an early stage so that permits and regulatory approvals can be approved prior to committing bond funds to them.  Should the City desire to use bonds to fund multiple year projects, the current budget will likely need reallocating to provide funding sources for initial design work needing to be done prior to a first bond issue.   As noted above, IRS requirements require us to issue debt in amounts expected to generally be expended within approximately two years.  The current $20 million in the ten-year capital plan, when put into two-year cash flow amounts, would result in smaller amounts being financed with revenue bonds than is practical given the issuance costs associated with each issue.  We understand that there are pending studies to be performed which may identify larger project needs for the City and any decision on the use of revenue bonds may need to be deferred until such amounts are known.   Because management of multiple year capital projects could put a strain on existing resources of the stormwater area and affect timing of projects, it is recommended that specific review of this need be reviewed further.

Given the typical planning and approval timeframes for bond issuance, it is felt that further review of this concept and management of related logistics should be done to coincide with the fiscal year 2006-07 budget.   This would provide time to reallocate design budgets on currently identified projects and to possibly study further project needs that would be recommended as part of the upcoming capital improvements budget process.   Should this result in anticipated capital expenditures over the following two year period that are in excess of $15-$20 million dollars, a revenue bonding strategy may be well suited.   A general obligations issue of that size could also be pursued, but would require a separate referendum to get voter approval.  If the two year expenditure amount should be less than $10 million, the present reliance on pay-as-you-go financing will likely be the best option for the present time.

Chief Financial Officer James highlighted the report pointing out there is no right or wrong way.  In response to questioning from Ms. Taliaferro, Mr. James pointed out the stormwater fees are not pledged to any bonds.  He stated there are some governments that combine stormwater and utility revenue and pledge towards bonds but he would recommend against that.  Ms. Taliaferro agreed we need to keep our stormwater fees/revenues separate.  Mr. James pointed out the Council could proceed with any of the options outlined – continued funding on a pay as you go basis, issuance of general obligation debt to fund multi-years projects or issuance of stormwater revenue bonds to fund multi-years projects.  He stated staff will continue to work with the stormwater people pointing out it maybe that in the next fiscal year we would need to reallocate some of the construction funds to design fees so that we have the projects ready to go if the Council wants to go to a bond in the subsequent fiscal year.
Public Works Director Dawson pointed out there are some very short windows of time in which bond funds would have to be expended.  He stated part of the stormwater design process is going through the regulatory procedures to get permits and sometimes projects can be held up a year or more going through that process; therefore, there maybe some reason to reallocate funds in the next year CIP from construction to design so that we can get the projects designed and permitted so that if the Council wants to go to do any type bonds, the projects would be ready to go and the funds could be expended in the required time.

Stormwater Engineer Bowden pointed out the time to get through the permitting process varies.  Some of the bigger projects such as lake restoration could require 1 to 3 years to get through permitting process.  Mr. James explained the 2 year window is related to IRS regulations about spending bond money within a certain period of time.
Deputy City Attorney Botvinick talked about the lake preservation projects pointing out most of those will be cooperative type efforts and we have to get permission from the land owners.  He compared lake preservation or restoration to road projects pointing out in road projects we could use condemnation to acquire the land but in lake preservation it is a negotiated effort as we would do the work and then it becomes the property owners’ responsibility to maintain.  Mr. Dawson pointed out the projects involving culvert upgrades there is usually no problem getting them off the ground but the lake preservation projects do take more time, more design, more permitting, etc.
Mr. Craven questioned how much cash we have in the program.  It was pointed out there is about $160,000 in reserve for this year.  Our revenue projections are running about $100,000 more than we anticipated.  The amount of funds collected was also talked about.  The amount of money we are projecting to spend in the next two or three years on capital projects was talked about.  It was pointed out in setting up the stormwater fees, it was determined we would utilize about 1/3 for capital, 1/3 for maintenance and 1/3 for administration.  It was explained as we get more projects underway our maintenance responsibilities will grow.  It is probably two to three years down the line before we can get into more capital projects.  The fact that in FY 05 and 06 we will be building more surplus or reserve was talked about as we would be gaining interest.  The phase I of the CIP was talked about.

Mr. Craven pointed out from a staff standpoint it appears we are pretty well staffed for the current program but questioned if the staff would be able to handle a bulk of projects that could be financed through a bond referendum.  Mr. Bowden pointed out the present staff could not handle $20 million worth of bond projects.  He stated he believes in the next year’s budget they have another engineer and they would need that position before they could undertake staffing for bond projects.  Mr. Dawson pointed out one of the challenges is to be able to supplement staff when you have a big influx of work such as would occur with a bond referendum.  He talked about how the roadway side of his department utilizes consultants so the staff can be free from the design work and get back into management, review, etc.
Ms. Taliaferro pointed out she would like to see the city move towards a stormwater revenue bond but she understands the timing and staff issues and understands the concept of moving some of the construction money to design money so we could get the projects ready to go once the money is available.  She stated utilizing the pay as you go method will never make any progress as we are so far behind, so she feels we have to do something different.  
Mr. Dawson talked about the next budget cycle we could look at presenting a CIP request that would be heavier on the design so we would be ready for project bonds in the 07-08 fiscal year.  He stated we may need to reallocate some of the construction money into design money.  Ms. Taliaferro stated she understands what is being said and the need to get the design work ready before moving ahead with a bond possibility.  She stated however, she does not want to give the public the impression we are putting off their projects or that we maybe changing the order of the projects by reallocating some of the construction money to design money, it will just help us move forward at a faster pace.  Mr. Craven questioned if bond financing had been an option if the order of projects or priority of projects would have been changed with the staff pointing out they did not think so.  It was pointed out in reality the projects would not be constructed during that time period because of the permitting, engineering, and design issues, of Northshore Lake was used as a point of discussion on how the process work.  The re-shifting would be just getting everything in line and ready to go.
The Committee agreed to recommend to the Council to pursue a stormwater revenue bond to fund multi-year projects and ask staff to look at the reallocations in the 06-07 budget to look at planning and design for the projects with the thought of moving towards a revenue bond in the 07-08 time frame.
Item 03-72 – Street Standards – Public/Private.  Danny Coleman pointed out he brought this issue to the City Council.  He stated he had found working with the Public Works Director and his staff a very enjoyable process.  His concerns have nothing to do or are not a complaint against them.  He stated the issue that brought this to his mind relates to Haywood Street pointing out some 3 years ago when the Raleigh Housing Authority came in with the Chavis Heights project the community was told it was a private street.  He stated his concern is the street profile that had been utilized which is an inverted street section with drop-ins rather than catch basins.  He stated he now understands everything is according to Code.  He stated however he was trying to get the Public Works Director’s guidance on redevelopment areas and permission or latitude to tweak the standards to make streets look better.  He pointed out maybe as the Public Works staff reviews street standards in redevelopment areas, the standards should be a little more rigid rather than allowing them to think on the edge and allow things to be acceptable.  He pointed out everything the department did in this process was legitimate but to him the issue is the precedent.  He found the precedent was there.  He stated if possible in redevelopment areas he would ask the City to be a little more sensitive and put in more design standards so that the streets when developed would look better and the area in general would end up looking better.  He stated he would like to see an improvement with the Haywood/Lenoir intersection but however the Committee wants to deal with this issue is fine with him.  He has had his questions answered even though he would have liked to see things a little different.  
Transportation Engineer Eric Lamb pointed out he and Mr. Coleman agree except in redevelopment area he does not feel the standards should be more rigidly enforced as we are developing or retrofitting in a situation.  You have to work within the existing environment; therefore he feels the standards should be less rigid or more flexible.  He presented diagrams of the area and the intersection history.  He stated this originally came up several years ago when the Ligon School redevelopment plan was in process.  At that point it was felt Haywood Street was a private street but it was determined it was publicly maintained.  With the adoption of the Raleigh Housing Authority Chavis Heights plan action was taken to make sure it was a public street.  He showed the location and the condition of the existing street which had inverted cross section with the drainage in the middle.  The City has employed inverted street sections in the past on both private and public streets.  He talked about the realignment of the portion of the road that will take place as part of the Chavis plan.  He talked about the Lenoir Haywood intersection pointing out the City opted to leave the existing off-set streets.  There will be some improvements which will take place.  The speed bumps will be removed, etc.  He stated to go through and do correction to Haywood Street to have center crown cross section with drainage on the side would require completely ripping up all of the pavement and reinstalling the drainage system.  The City would have to reimburse the developer and the decision was made to allow the existing street section to remain in tact and the City would do the maintenance.  He pointed out on Lenoir Street the City did extract right-of-way as a part of the Chavis development so there would be right-of-way if the City decided to do widening or improvements.  He talked about the Lenoir Street status as a collector street in part and less than that in other parts.  He explained Lenoir Street has some significant trees and presented photos of the trees pointing out the City opted not to require demolition or removal of the trees.  He stated the City staff felt they were exercising sensitivity in allowing the street to remain and retrofit it.
Ms. Taliaferro stated as she understands in redevelopment areas Mr. Coleman is suggesting we need to be very careful to institute standards of new development but on the other side of the coin we are dealing with infill development so we have to be more flexible.  Mr. Coleman questioned if the same standards are applied to a private development that are applied to public development and questioned if Wake County and the Raleigh Housing Authority had to pay fees in lieu of construction.  He pointed out Lenoir is very narrow and while he loves trees it would be nice to know that if the improvements are not made that fees in lieu of were made so that improvements to other streets in the area could occur.  Mr. Lamb pointed out fees that would be applicable for additional asphalt for one half of the street would be applicable and he believes that was addressed as a part of the development plan.  He stated in this particular situation timing was the issue.  He pointed out when the school system came in with their plan we were not talking about public streets but now it has been determine it is a public street and if the school system had come in after the Chavis project it would have been a different situation.  He explained how facility fees or fees in lieu are collected in a particular zone have to be utilized in that zone, not necessarily on a particular street.  He pointed out the zones are being evaluated as a part of our facility fee study and explained how facility fees are imposed and utilized.  He stated Lenoir Street once you get passed the Chavis project there are approximately 7 single family residence that are real close to the right-of-way and improvements would be in the $3 million range.
Mr. Coleman stated he is willing to accept what has been done as long as everyone understands how this slipped through the cracks, it was an issue of timing.  Mr. Lamb pointed out at the time the Ligon development came through Haywood was considered a private street and he feels the staff enforced the rules fully.  Mr. Coleman talked about concerns of private drives being converted to public streets and concerns or precedent that might set.
Ms. Taliaferro stated the issue of Haywood Street and the current design she feels was the right the decision for that piece of asphalt and questioned if there were any changes that need to be made as it relate to street improvements in redevelopment areas.  Mr. Lamb talked about various projects and pointed out when his department reviews a plan they do not necessarily know whether it is a redevelopment plan or a private development.  They utilize the same standards.  Mr. Coleman again questioned if the private sector developer is held to a different set of standards than a public developer with it being pointed out they are not.
Deputy City Attorney Botvinick pointed out we follow the same standards but pointed out we do have to look at existing conditions.  He explained there are procedures which allow the Public Works Director to provide variances but that is allowed to the private developer as well as the public developer.  Mr. Lamb talked about public projects such as fire stations or parks pointing out they are held to the same standards and the City pays the same fees.  Everyone has to follow the same standards.  Public Works Director Dawson pointed out his department is not often accused of being very innovative, they stick to the rules.  By general consensus it was agreed to report this item out with not action taken.  
Item 03-75 – Encroachment – 319 Fayetteville Street Mall.  Inspections Director Ellis pointed out this was a request from Hudson Developers to install a retaining wall encroaching 32 feet by 4 inches by 2 feet and building stairs encroaching 6 feet by 5 feet into the right-of-way in front of 319 Fayetteville Street.  The request was made to accommodate the result in changes in grades and to facilitate accessibility for existing building entrances.  There was no objection by the encroachment Committee.  In response to questioning Mr. Ellis explained the encroachment committee is made up of representatives from Planning, Inspections, Engineering, Public Works, Transportation, Parks, Fire, Information Services, etc.  Ms. Taliaferro questioned if this request was viewed any differently because it is on Fayetteville Street; that is, is there anything differently done when the request is for an encroachment on the new Fayetteville Street.  Mr. Ellis pointed out each request is looked at individually and stands on its on merits.  He stated we are not treating anything differently along Fayetteville Street other than the fact we will be receiving many requests for outdoor dining, etc.  This however is a request for a physical encroachment.  Deputy City Attorney Botvinick indicated all encroachments come to the City Council after being reviewed by the encroachment Committee.
Mr. Ellis pointed out the Hudson is under renovation and what created the problem is the Belks building had one entrance from Fayetteville Street.  The mall has a different grade and it drops from the South to the north.  He stated the applicant will have to address the situation and has installed a ramp inside the building to minimize the drop.  The expectation was the outside of the building would meet the right-of-way grade but that did not occur.  He stated the situation internally had to do with the fact that the lobby floor was too high to meet the street level and they put in a ramp to get to the exit doors.  The problem is between the doorway and the right-of-way.  He pointed out the Hudson renovation and the Fayetteville Street renovations are going on simultaneously.  He stated he thought the permits were issued for the Hudson in December and the Fayetteville Street renovation in January.  It has been determined that the two grades do not meet.
Steve Schuster, Clearscapes, 313 W. Martin Street indicated when they designed the building they got the site plan approved through Administration and the City Council and the permit was issued in December 2003.  He stated they are dealing with an existing building with an existing slab.  Under their contract to purchase the building they were required to provide retail on the first floor.  The old building had one entrance and now there are several entrances.  He stated they took the distance from the retail entrances on the mall and ramped internally.  The Fayetteville Street renovation started in December 2004 and at that time they transmitted elevations to the design team and they made the assumptions that once the construction was in place the elevations would meet.  He stated their contractor did make a mistake on the internal ramp which is a couple of inches high.  Their contractor will tear out and replace that but even if it had been constructed at the right level there would still be a gap between the front door and Fayetteville Street right-of-way.  He pointed out the slope from the lobby door heading north will be too high and it does not seem that was considered in the design of Fayetteville Street.  He stated they went through the process and got all of the permits and done what they were suppose to do but there is still a problem even if their internal ramp is reconstructed.  The problem is from their lobby door heading to the south and talked about the grade and how it will impact 333 Fayetteville Street and the problems or concerns that property owner has.
Don Carter pointed out he is the owner of the 333 building.  He indicated Mr. Schuster had explained everything properly and even if their internal ramping is corrected the way everything is designed there will not be sufficient grade to have the 1-20 slope.  He stated to continue without the encroachment they fear there create ponding of water in front of their property.
Andy Lawrence, 812 Tara Drive, told of his background, his work in other downtowns including the Greenville, North Carolina downtown area.  He also talked about the history of the Hudson building, formerly Belks, which had no steps or ramp required to provide access to get into the building.  He stated possibly when Belks was constructed the Code was not the same as it is today but there were no ramps or encroachments needed to provide at-grade access into the building.  He stated on the Wilmington Street side of the Belks building they did have an interior landing.  He explained when you start renovating a building you design it to fit the street pointing out however he knows that has been a moving target.  He stated there will be no other steps or ramps on Fayetteville Street and called on the Committee to look at the big picture.  What we are talking about here is a permanent encroachment and he feels the solution should be sought within the building.  He stated as a member of the Historic Districts Commission, he reviewed this project when it was submitted and the grade change wasn’t an issue then and he was surprised to see the request for the encroachment.  Ms. Taliaferro agreed there was no discussion about a possible need for an encroachment or problems with a grade change when the project was approved.  Mr. Lawrence again stated he feels it would be better to resolve the problem inside.  The net lost of the interior would be minor.  He stated he doesn’t have a solution but he does not feel the circumstance justifies an encroachment.
The Committee recessed at 11:45 to meet at 319 Fayetteville Street to view the location.
The Committee reconvened at 12:00 noon at 319 Fayetteville Street.  Mr. Schuster explained the problem pointing out the existing building has a slab and had one entrance.  They have created multiple entrances and explained how that was done, the measurements that were made and how it would look without the encroachment.  He talked about the contract in place when they purchased the building and what it required.  Various scenarios which could be utilized to address the problem were talked about.  Public Works Director Dawson pointed out he does not feel the City should be required to raise Fayetteville Street to meet the elevation of the renovated building.  Mr. Schuster pointed out after the fact that is where we are now, he could think of different solutions; however, they came up with a plan, it went through the proper channels and was probably permitted.  They provided their levels to the Fayetteville Street design team and thought everything was in order.  He explained what they are proposing is similar to what is on Fayetteville Street in front of the State Supreme Court.  How the proposed ramp would work, what it would look and the impact on adjacent property, where the 1-20 grade would end was points of discussion.

Mr. Craven suggested that we take the Fayetteville Street plan and overlay the proposed encroachment so the Committee and others could see how it would look, exactly where it would start and end and be able to view the impact on Fayetteville Street.  Ms. Taliaferro stated she had no problem with that and she understands the developer is caught in a catch 22 but she feels the problem should be addressed internally.  She stated here we are talking about a large obstruction in the pedestrian way of Fayetteville Street that the Council and citizens worked so hard to establish.  Mr. Craven also asked when the information is provided that it include how the proposed grade on Fayetteville Street will match other entrances along the street.  Mr. Schuster pointed out even if he lowered or solved the problem inside he still does not feel he could meet the grade on the outside without the encroachment.  Ms. Taliaferro stated she would like to see some vertical sketches as to how the proposed encroachment would impact the view from the convention center to the capital and let staff give some additional information on the technical issues of where the 1 to 20 slope would start and stop.  Ms. Taliaferro again stated her inclination is that the problem should be solved within the building pointing out the City Council has bent, bent and bent to make the Hudson a reality and she does not feel she could bend anymore.
Adjournment.  There being no further business, Ms. Taliaferro adjourned the meeting at 12:30 p.m.
Gail Smith
City Clerk
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