STATE OF TEXAS §

COUNTY OF GRAYSON §

April 20, 2023

BE IT REMEMBERED THAT A Called Meeting of the Sherman City Council was begun and held in
the City Council Chambers on April 20, 2023.

COUNCIL MEMBERS PRESENT:

COUNCIL MEMBERS ABSENT:

CITY STAFF PRESENT:

Mayor David Plyler; Deputy Mayor Josh Stevenson.
Council Members Dobbs, Holland, Howeth, Marroquin,
Teamann.

None.

Robby Hefton, City Manager; Terrence Steele, Assistant City
Manager; Clint Philpott, Assistant City Manager; Zach Flores,
Executive Director of Public Safety; Ryan Pittman, Attorney,
Abernathy, Roeder, Boyd, Hullett; Rob Rae, Director of
Development Services; Wayne Lee, Director of Engineering;
Mary Lawrence, Director of Finance; Billy Hartsfield, Fire
Chief; Jason Jeffcoat, Police Chief; Jana Walker, Controller;
Tom Pruitt, Utility Engineer; Nathan Whiddon, Wastewater
Superintendent; Shawn Hackworth, IT Manager; Eric
Sandberg, Assistant Public Works Manager; Leah Campbell,
Human Resources/OD Administrator; Nate Strauch,
Community and Support Services Manager, Theresa
Hutchinson, Parks and Recreation Manager; Kevin Winkler,
Public Works Manager; Tasheena Taylor, Adminisfrative
Assistant; Moises Duran, Emergency Management
Coordinator; Melissa Eason, Library Services Administrator;
Chuck Carlisle, Facilities Manager; Larry Bollier, Building
Official/Chief Plans Examiner; Dylan Johnson, Parks and
Recreation; Tracy Roberts, Utility Billing and Field Services
Manager; Mike Roe, Facilities Foreman; Junior Jaimes, Help
Desk Supervisor; Teri Fine, Assistant to the City Manager;
Linda Ashby, City Clerk.

PURPOSE: Call to Order, Quorum Determined, Meeting Declared Open

Pledge of Allegiance and Invocation by Council Member Pam Howeth

Citizen Comments

Financial Update and Council Input for 2023-2024 Budget Year

Council Comments

Executive Session

In Accordance with the Texas Open Meetings Act, Chapter 551 of the
Texas Government Code, the City Council may hold an Executive
Session if the discussion of any of the items identified in this agenda,
or any of the items identified below, concern one or more of the

following:
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TEX. GOV’T CODE § 551.071 --
Seeking the advice of its attorney about pending or contemplated
litigation, settlement offers or any matter in which the duty of the
attorney to the City Council under the Texas Disciplinary Rules of
Professional conduct of the State Bar of Texas clearly conflicts with
the Texas Open Meetings Act.

TEX. GOV’T CODE § 551.072 --

Deliberating the purchase, exchange, lease or value of real property if
deliberation in an Open Meeting would have a detrimental effect on the
position of the City in negotiations with a third person.

TEX. GOV'T CODE § 551.073 —

Deliberating a negotiated contract for a prospective gift or donation to
the City if deliberation in an Open Meeting would have a detrimental
effect on the position of the City in negotiations with a third person.

TEX. GOV'T CODE § 551.074 -

Deliberating the appointment, employment, evaluation, reassignment,
duties, discipline or dismissal of a public officer or employee; or to
hear a complaint or charge against an officer or employee unless the
officer or employee who is the subject of the deliberation or hearing
requests a public hearing

TEX. GOV’'T CODE § 551.076 —
Deliberating the deployment, or specific occasions for implementation,
of security personnel or devices or a security audit

TEX. GOV’T CODE § 551.087 —

Discussing or deliberating commercial or financial information that the
City has received from a business prospect that the City seeks to have
locate, stay or expand in or near the City and with which the City is
conducting economic development negotiations; or deliberating the
offer of a financial or other incentive to a business prospect

TEX. GOV’T CODE § 551.089 -

Deliberating security assessments or deployments relating to
information resources technology, network security information, or
the deployment or specific occasions for implementation of security
personnel, critical infrastructure or security devices

Open Meeting
Adjournment
CALL TO ORDER, QUORUNM DETERMINED, MEETING DECLARED OPEN

Mayor Plyler called the meeting to order at 11:11 a.m., declared a quorum present, and opened the
Called City Council Meeting.

PLEDGE OF ALLEGIANCE AND INVOCATION BY COUNCIL MEMBER PAM HOWETH
2
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CITIZEN COMMENTS

There were no citizen’s comments.

INFORMATION UPDATE - INSPECTION OF BACKFLOW DEVICES

Robby Hefton, City Manager, asked Rob Rae, Director of Development Services, to report on the
backflow prevention device issue, that was recently discussed. Mr. Rae addressed letters that
Council Members have been receiving from citizens about a company, BSI, that tracks backflow
devices throughout the City.

He explained that the Texas Commission on Environmental Quality has required cities to inspect the
backflow devices. Sherman has not been enforcing this on the residential side, only on the
commercial devices. In residential areas, the backflow devices are required on irrigation systems, to
prevent cross contamination of the water system. The device is required to be inspected once a year,
by TCEQ requirements.

Mr. Rae said citizens are receiving letters to schedule the inspection with the backflow contractor.
The cost of the inspection will be between $65 and $200, with the higher end being for a commercial
device. |f the devices are not inspected annually, the City could be penalized by TCEQ for not
enforcing the requirement. Mr. Rae confirmed that backflow devices are registered with the State, so
they are aware as to who has them.

Mr. Rae said, if a commercial property does not have the device inspected as required, their water
can be disconnected, but that would not be done for residential customers. A residential customer
would be in violation of the Code of Ordinances, and they could be fined through that mechanism.
TCEQ will monitor the inspections and if they are not done annually, they will follow-up, and the City
will be fined for not enforcing the requirement.

Clint Philpott, Assistant City Manager, said TCEQ did an audit this year of Sherman’s backflow
devices and sent notice of all violations for non-inspections. They will then follow-up to make sure the
City is enforcing that requirement and to be sure those inspections have been completed. If
compliance has not been met, they will fine the City. Mr. Hefton said if the City is fined, it will be
passed on to the citizens and the City will be enforcing the inspections themselves.

Mr. Philpott added that TCEQ has performed audits on several City facilities including the stormwater
issues, Water Plant, Wastewater Plant, and Solid Waste, so Sherman is getting audits on all the
programs to make sure they are in compliance.

Council Members discussed possibilities for the annual inspections, including hiring someone to do all
the inspections, removing the sprinkler systems, or adding the cost of inspection to the water bill
instead of citizens paying the annual inspection fee.

FINANCIAL UPDATE AND COUNCIL INPUT FOR 2023-2024 BUDGET YEAR

Mr. Hefton presented the Work Plan Update of projects that were in the plan for FY 2023. He outlined
the status of each project. There will also be a Capital Improvement Program Meeting in May 2023 to
update the Council on the status of those projects.

The City has been delayed on the Street (CO Bond) program, which involves hiring an actual crew for
the program. He discussed the problems they have had in hiring a crew, and said it could be
outsourced, which would cost more money.

Another delay is for the fleet and equipment purchases. Some have been completed and some have
been ordered. However, there are very long lead times on the purchases.
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He referenced the downtown focus, especially the item on retail, restaurant, saying a lot of effort has
been spent on the jail issue. He said they will address the downtown focus for next year alittle later in
the meeting.

It was decided at a later meeting to postpone the Commercial Solid Waste rate adjustment that was
originally planned for this fiscal year.

Mr. Hefton also addressed the list of major General CIP projects, and updated the Council on the
status. Rate adjustments have been implemented in the General and Utility Fund, as needed.

Mary Lawrence, Director of Finance, provided the Financial Update Summary on operations. For FY
2022, the General Fund ended $1.2 million above FY 2021, due to sales tax, which increased about
13% over the previous year, and was 11% over budget. She said they were seeing a similar trend
this year. That left a “healthy reserve” of 108 days at the end of 2022. Ms. Lawrence said for FY
2023, sales tax is up about 20% for the year. About two-thirds of that amount is due to Texas
Instruments, which is a one-time revenue.

The Utility Fund ending balance, is due to two pretty dry summers, which increased the water
revenues. The good performance in the Solid Waste Fund is attributed to Commercial Solid Waste.
With projected fund balances, the staff expects 96 days in reserves for the General Fund, 74 days in
the Utility Fund, and 71 days in the Solid Waste Fund.

Ms. Lawrence covered several specific line items in the various funds. She also discussed transfers
in and out of funds, including the Tax Increment Reinvestment Zone around Town Center. They have
accumulated enough money to pay off the remaining couple of years of debt.

She showed the new value and growth in the existing property. About 75% or 80% of the increase in
value is from the existing property and the growth in existing property. She also discussed the
components of property tax rates, which are the debt rate and the maintenance and operation rate
(M&O). Compared to other similarly sized cities, Sherman has a very low tax rate, and the proposed
tax rate is also very low in comparison.

Ms. Lawrence discussed the various tax rate management rates in Texas, and how they are figured to
determine a City’s tax rate. Mr. Hefton said the “no new revenue rate” was previously the “effective
rate” and is the tax rate that would be necessary to collect the same amount of money next year, as is
being collected this year. She then outlined the actual rates for Sherman that applied to the specific
rates, to determine what the new tax rate would be. Mr. Hefton discussed the changes in the tax rate
and debt service for the next five years, as sales tax and debt fluctuate, and with the projects at Texas
Instruments and GlobalWafers. They also discussed sales tax, both projections and history.

Ms. Lawrence outlined the financial activity for the Utility Fund. She said they expect “some pressure’
with the repair and maintenance line item. There have been a lot of well repairs lately, some under
the emergency designation. She said there have also been problems procuring equipment in all the
funds, especially procuring them at the prices that were originally budgeted. Thus, there are
inflationary pressures with fleet, fuel, and maintenance of the vehicles.

She also showed the water and sewer revenues and the increase for FY 2022 and FY 2023, which
was partially due to the rate increase, but mostly because it was a very dry summer.

The increase in revenues for the Solid Waste Fund is mostly due to Commercial Solid Waste, which

also increases “services and charges.” She said on the May 1, 2023 City Council Agenda, there will
be a request for the purchase of two frontline trucks. They have not been able to keep five trucks
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running and need to replace some of the fleet. The trucks will probably not be received until
November 2023.

Ms. Lawrence presented the Group Health Insurance Fund Claims History. The projected for FY
2023 is higher than what was budgeted. On January 1, 2023, the City changed the third-party
administrator, that processes the claims. The claims started increasing at the end of the year, by a
large amount. It appeared that the claims that should have been spread over several months, were
instead processed in only two or three months. The staff is still monitoring the situation, but doesn’t
feel that it is a trend. There is a negative ending fund balance projected, so Ms. Lawrence said the
staff felt they would have to put some money into the fund. This transfer in will come from the funds
that utilize the employee insurance.

Long-Term Planning Discussion -- CIP, Bonding Capacity and Debt Update

Mr. Hefton said, for the future, the Council should consider the “massive amount” of capital projects
over the next three to four years, that are creating extreme pressure on the General Fund and the
Utility Fund, especially through 2030. The pressure from the upcoming debt service, which starts
before the revenue comes on line, will be both on the General Fund and the Utility Fund.

He asked if the tax rate would be sufficient for the debt service in the General Fund, and can the
timing of some of the projects be delayed. Also, are there some management or timing of projects
that can be done in the Utility Fund to ease the impact, and what can be done with the rates to help.

Mr. Hefton presented a list of the General Improvement Fund CIP projects, which are “tax backed”
projects. Even though there are a lot of projects, a more detailed discussion will be held in May 2023,
prior to the Budget Work Session. He said the budget on the projects is nearly $90 million, and they
are making some progress on some of the projects.

As it stands today, for tax supported debt, if no more is issued, it is about $97 million in outstanding
principal. He also presented a summary of how those bond proceeds were used. There is a
proposed 2023 public works bond issue that will be proposed. The cost for streets, alone, is about
$40 million. He said $30 million has been earmarked for the new City Hall portion only, not the entire
campus. A more thorough discussion on the proposed City Hall will be held at a later date. He
mentioned possibly doing more with individual parks, instead of a new Recreation Center.

Mr. Hefton said the Street Sales Tax will also be up for renewal in 2024, for another four years. It will
be included in the November 2023 Election, and is one-eighth of one cent. He addressed the volatility
of Sales Tax revenue, Sales Tax for Streets revenue, and Property Tax revenue. He discussed how
much debt the City could afford to issue for projects, under various assumptions. He also discussed
possible projects for the debt, some of which are already committed. These projects included streets,
parks, and facility projects.

Mr. Hefton presented other challenges, that are related to the issuance of debt. In the past, the City
could use Certificates of Obligation, or General Obligation Bonds, which must have voter approval.
Historically, the City does Certificates of Obligation.

The State is proposing to do away with all types of Certificates of Obligation bonds, except for certain
things and in limited situations. The City has been told, this law will probably pass at the State level.
If it does, it would become effective on September 1, 2023, and there could be a “mad-dash” by cities,
which would drive the rates up. He asked if the Council would like to consider a CO bond issue
earlier to beat the rush.

Mr. Hefton discussed Greater Texoma Utility Authority Contractual Debt that is currently outstanding.
There is currently $280 million in outstanding Utility debt. The City doesn’t have control over utility
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revenues, how much someone actually uses, but they do have control over the rates. He presented a
list of projects, but said the staff is working daily on the timing of the projects. One of the main needs
is for an Industrial Sewer Treatment Plant. The current plant is a biological plant, that depends on
bacteria, and the new type of waste that would be sent to the plant would kill the bacteria. The new
Industrial Plant is needed, it's just a question of when it will be needed. There is also a question as to
when the upgrades need to be done to the existing plant.

Mr. Hefton said the City currently doesn’t have the revenues to support all of this. He asked the
Council to consider pursuing a different rate structure on the water and sewer rates. He presented
the current water rate model, that has been used for many years. It consists of a base charge and a
volume charge. The base charge is fixed, depending on the meter size, and the volume charge is set
whether you use one gallon or 10 million gallons, at today's rate of $3.58 for each 1,000 gallons. The
sewer rate also has a base rate and a volume rate per gallon.

He presented a graduated rate that some other cities use, including the City of Richardson. They
have a lower base rate than Sherman currently has, but they have a higher volume charge that is
graduated on the volume of water used. This method applies the rates to the users that are driving
the need for these projects. Basically, the need for the water and wastewater treatment expansions
are not driven by the residential housing units, but by large commercial or industrial users. He asked
that the staff pursue a similar plan to present for Council consideration at the Budget Work Shop.
They will ask Wildan to come up with a new structure, based on assumptions of what the cost will be,
especially the capital costs.

Mr. Hefton said, currently about 93% of the utility accounts in Sherman are single-family residential
type accounts. Only 7% are above the 10,000-gallon range. Only one-third of 1% are over the
300,000-gallon range. Above that are industries, apartment complexes, or very large commercial
businesses. The 52 customers that fall into the one-third of 1% customers, generate about half of
Sherman's revenues.

Other things that the staff is doing to help manage the debt service includes capitalized interest;
accumulating reserves; timing of debt issuances; separating debt issuances; utility rate structure
changes: and the use of other revenues, such as impact fees, SEDCO, and the transfer between
funds.

Mr. Hefton reiterated the challenges for the FY 2026 through FY 2029 Budgets. Inthe General Fund,
paid by property taxes, the challenges include debt service, accumulating higher reserves, and
adopting prior year rates. Significant challenges for the Utility Fund are $500 million to $700 million in
projects in the next three years, and revenues coming on after the debt service starts, especially
causing problems in FY 2026 through FY 2029.

He presented the FY 2024 Work Plan for both operations and CIP in the General Fund, Utility Fund,
and Solid Waste Fund. Besides the items already discussed, Mr. Hefton did not expect a rate change
in the solid waste rates. The staff will also review market adjustments and a cost of living increase for
employees. Very few positions will be added for FY 2024, and they will focus on the Police and Fire
Department compensation plan.

For utility operations, they expect to build reserves, consider a rate adjustment to cover operations,
and continue planning for the utility system. Consideration of facilities include a new City Hall and
construction at Central Fire Station. The November 2023 Election will include the renewal of the
Street Sales Tax, and there will be a better program for the 2023-2026 CO Bond package issue,
which will include streets, Police Department commitments, parks, Central Fire Station, possibly City
Hall, and major utility projects.
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Mr. Hefton said he had spoken individually with each Council Member to determine their concerns for
the budget. Downtown issues were very important, and the staff will present efforts on recruitment
and activities downtown. This would be beyond the normal tourism efforts and would include
recruitment and expanded economic development issues.

Mr. Hefton asked for Council direction on the following items.

o Utility rate structure change to volume-based? (Yes)

» Property tax rate increased to below adjusted VAR? (Council Member Teamann - No; Others -
Bring Back for Discussion)

e 2023 CO Issuance:
Pursue early (May)?
More Parks $$?
Other adds/deducts?

Council Member Teamann wanted to be sure that the City continues on the plan for the streets, and
that we “take care of what we've got” before anything else is taken on. Mr. Hefton said, for the drivers
of cost, they should make sure that “development is paying for development,” through rates or fees,
or whatever.

COUNCIL COMNENTS
There were no Council comments.

EXECUTIVE SESSION

In Accordance with the Texas Open Meetings Act, Chapter 551 of the Texas Government Code,
the City Council may hold an Executive Session if the discussion of any of the items identified
in this agenda, or any of the items identified below, concern one or more of the following:

TEX. GOV'T CODE § 551.071 --

Seeking the advice of its attorney about pending or contemplated litigation, settlement offers
or any matter in which the duty of the attorney to the City Council under the Texas Disciplinary
Rules of Professional conduct of the State Bar of Texas clearly conflicts with the Texas Open
Meetings Act.

TEX. GOV’T CODE § 551.072 --

Deliberating the purchase, exchange, lease or value of real property if deliberation in an Open
Meeting would have a detrimental effect on the position of the City in negotiations with a third
person,

TEX. GOV'T CODE § 551.073 —

Deliberating a negotiated contract for a prospective gift or donation to the City if deliberation
in an Open Meeting would have a detrimental effect on the position of the City in negotiations
with a third person.

TEX. GOV’T CODE § 551.074 -

Deliberating the appointment, employment, evaluation, reassignment, duties, discipline or
dismissal of a public officer or employee; or to hear a complaint or charge against an officer
or employee unless the officer or employee who is the subject of the deliberation or hearing
requests a public hearing

TEX. GOV'T CODE § 551.076 —
Deliberating the deployment, or specific occasions for implementation, of security personnel
or devices or a security audit
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TEX. GOV'T CODE § 551.087 —

Discussing or deliberating commercial or financial information that the City has received from
a business prospect that the City seeks to have locate, stay or expand in or near the City and
with which the City is conducting economic development negotiations; or deliberating the
offer of a financial or other incentive to a business prospect

TEX. GOV'T CODE § 551.089 -

Deliberating security assessments or deployments relating to information resources
technology, network security information, or the deployment or specific occasions for
implementation of security personnel, critical infrastructure or security devices

No Executive Session was needed.

ADJOURNMENT
There being no further business to come before the City Council, motion was duly made and

approved to adjourn the Called Meeting at 1:07 p.m.
‘_v@_\

MAYOR K. l

ATTEST

I Rsmopb |

CITY CLERK
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