CITY OF TONKA BAY

ITEM NO. 9D

Memo

To: Honorable Mayor and City Council
From: Joe Kohimann, City Administrator
Date: May 22,2012

Re: Investments

Staff has prepared ‘mock financial reports’ to illustrate the direction Staff thinks
the City could have went with the previous investment offerings. First, the ‘actual
report’ from April shows where the dollars would have come from to invest. Next,
the two ‘mock reports’ illustrate how the most current report would look if the
investment offerings were acted upon (determined by Staff).

Staff is looking for direction on two things:

Background: When analyzing the City’s finances and the previous investment
offerings. Staff determined that G.O. and Revenue Bonds were providing the
highest yield. Considering our Liquor Fund and General Fund interest offset our
annual levy and there is no immediate need for this cash, | thought it would be
appropriate to look for a higher yield with these investments. Those are noted on
the investment report as invested in GO and Revenue Bonds. In addition, Staff
believes the investments should be laddered and cash should be coming in every
year. You will see 2014 has no cash maturing because in 2013 there is
$271,000 maturing, more than enough to run through 2014 depending on
management decision. Also, note that if $125,000 of the dock fund was invested,
the second dock expansion could not occur until that matures (2015).

Also in the ‘mock report’ you will see that $250,000 from the 4M Fund could be
invested. This would reduce the amount of cash on hand for the City. While the
‘mock report’ states the balance would be $495,592, by the time our tax
settlement comes in July, Staff anticipates the 4M fund to $200,000 - $300,000.
To compensate for this Staff would also propose moving the $60,814 and $7,156
in savings accounts to the 4M Fund to help ensure sufficient cash on hand.
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Things to consider:

1) Stuart Bonniwell provided his opinion on investments at the previous
meeting- noting G.O. and Revenue Bonds are generally safe
investments.

2) In order to fill the short term gaps on the ‘ladder’ CDs would be
invested in as well.

3) While I think the proposed cash flow situation is conservative, in order
to invest 4M Fund dollars, City Staff (and future staff) will need to be
much more active in the management cash flow needs for future
capital purchases, expenditures, etc.

4) The ‘mock report’ shows investments laddered out six years instead of
five, as previously practiced by the City.

5) Below is an analysis of the gain in the proposed GO Bonds vs. CDs:

GO Bond yield: ~ $130,000 x 3.22% = $4,186
GO Bond yield: ~ $225,000 x 3.45% = $7.762
Total GO yield: $11,948

5-year CD yield: $130,000 x 1.9% = $2,470
5-year CD yield: $225,000 x 1.9% = $4,275
Total CD yield: $6,745

Total Difference: $5,203 annually. Since the CD is 5 years and the GO Bond is 6
years to maturity, you need to multiply this by five to get the true difference
between the two: $5,203 x 5 years = $26,015 over five years.

Attached is the most current financial report with noted modifications indicating
dollars that would be invested.

Aftached is a mock financial and investment report as if the offerings were acted
upon two weeks ago.

Attached are the offering sheets supplied by UBS and Stifel.

Council Action Requested:
Discuss the information above and provide staff direction on two things:

1) Should staff examine and invest in GO Bonds when appropriate as an
alternative to CDs?

2) Does the City wish to invest dollars from the 4M Fund as
recommended by the Auditor with the understanding that Staff will
need to monitor cash flow much more closely?
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