CITY OF TONKA BAY

ITEM NO. 9F

Memo

To: Honorable Mayor and City Council
From: Joe Kohlmann, City Administrator
Date: February 28, 2012

Re: Investments

Councilmember Marceau has been working with the City Administrator to
develop an investment strategy for the City’s rapidly maturing investments.

By June 2012, the City will have $387,000+ (attached) in cash to reinvest.
Currently, the City has been investing in CDs and Securities through Morgan
Stanley. The CDs have been declining rapidly at least since 2010. Right now 3-
year CDs are going for 1% annual interest. The City is accustomed to receiving
about 5% returns on CDs.

By default, the City’s investment policy is State Statute 118A (attached). Staff
has researched all possible investments permitted under Statute 118A. The
most appealing options seem to be under General Obligation Bonds and
Revenue Bonds. Attached is a proposal from Stifel Nicholaus with GO and
Revenue Bonds.

If the City moves toward GO and Revenue Bonds, the ideal practice would be to
have a Investment Broker ‘pool’ to continually send notifications (i.e. the City has
“x” amount and wants to follow “x” guidelines, who can provide the best offer...).
This would be much like going out for an RFP every time there is money to be

invested.

Council Action Requested:
Discuss and direct Staff to continue to move toward enhancing the City’s
investment practices.
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1 MINNESOTA STATUTES 2011 118A.04

118A.04 INVESTMENTS.

Subdivision 1. What may be invested. Any public funds, not presently needed for other
purposes or restricted for other purposes, may be invested in the manner and subject to the
conditions provided for in this section.

Subd. 2. United States securities. Public funds may be invested in governmental bonds,
notes, bills, mortgages (excluding high-risk mortgage-backed securities), and other securities,
which are direct obligations or are guaranteed or insured issues of the United States, its agencies,
its instrumentalities, or organizations created by an act of Congress.

Subd. 3. State and local securities. Funds may be invested in the following:

(1) any security which is a general obligation of any state or local government with taxing
powers which is rated "A" or better by a national bond rating service;

(2) any security which is a revenue obligation of any state or local government with taxing
powers which is rated "AA" or better by a national bond rating service; and

(3) a general obligation of the Minnesota housing finance agency which is a moral obligation
of the state of Minnesota and is rated "A" or better by a national bond rating agency.

Subd. 4. Commercial papers. Funds may be invested in commercial paper issued by United
States corporations or their Canadian subsidiaries that is rated in the highest quality category by at
least two nationally recognized rating agencies and matures in 270 days or less.

Subd. 5. Time deposits. Funds may be invested in time deposits that are fully insured by the
Federal Deposit Insurance Corporation or bankers acceptances of United States banks.

Subd. 6. High-risk mortgage-backed securities. For the purposes of this section and
section 118A.05, "high-risk mortgage-backed securities" are:

(a) interest-only or principal-only mortgage-backed securities; and
(b) any mortgage derivative security that:

(1) has an expected average life greater than ten years;

(2) has an expected average life that:

(i) will extend by more than four years as the result of an immediate and sustained parallel
shift in the yield curve of plus 300 basis points; or

(ii) will shorten by more than six years as the result of an immediate and sustained parallel
shift in the yield curve of minus 300 basis points; or

(3) will have an estimated change in price of more than 17 percent as the result of an
immediate and sustained parallel shift in the yield curve of plus or minus 300 basis points.

Subd. 7. Temporary general obligation bonds. Funds may be invested in general obligation
temporary bonds of the same governmental entity issued under section 429.091, subdivision 7,
469.178, subdivision 5, or 475.61, subdivision 6.

Subd. 8. Debt service funds. Funds held in a debt service fund may be used to purchase any
obligation, whether general or special, of an issue which is payable from the fund, at such price,
which may include a premium, as shall be agreed to by the holder, or may be used to redeem
any obligation of such an issue prior to maturity in accordance with its terms. The securities
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2 MINNESOTA STATUTES 2011 118A.04

representing any such investment may be sold by the governmental entity at any time, but the
money so received remains part of the fund until used for the purpose for which the fund was
created. Any obligation held in a debt service fund from which it is payable may be canceled
at any time unless otherwise provided in a resolution or other instrument securing obligations
payable from the fund.

Subd. 9. Broker; statement and receipt. (a) For the purpose of this section and section
118A.05, the term "broker" means a broker-dealer, broker, or agent of a government entity, who
transfers, purchases, sells, or obtains securities for, or on behalf of, a government entity.

(b) Prior to completing an initial transaction with a broker, a government entity shall
provide annually to the broker a written statement of investment restrictions which shall include
a provision that all future investments are to be made in accordance with Minnesota Statutes
governing the investment of public funds.

(c) A broker must acknowledge annually receipt of the statement of investment restrictions in
writing and agree to handle the government entity's account in accordance with these restrictions.
A government entity may not enter into a transaction with a broker until the broker has provided
this written agreement to the government entity.

(d) The state auditor shall prepare uniform notification forms which shall be used by the
government entities and the brokers to meet the requirements of this subdivision.

History: 1996 ¢ 399 art 1 s 5
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