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MEMORANDUM

To: 	Mayor and City Council

From:	DeMornai Blackwell, Director of Finance

CC:    Miranda Braatz, City Manager

Date:	July 29th, 2019

Re:	Debt Obligation Funding / Financing


Per the Mayor and Council request below you will find the calculated payments on debt instruments utilized to complete the construction of Potts Hall.
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One thing to note is that the City still has current debt obligations currently outstanding with an annual fiscal payment of $254,508 which is currently 3.62% of the fiscal budget. The last column in the chart shows how much of the budget, based on FY20 for relativity, will be allocated strictly to debt services payment.
All items are based on a projected interest rate and term. These items will more than likely change by the time the City is in a good position to be able to request such a large amount of financing.
For the City to be in a good position for financing, the FY19 audits will need to be completed. The FY17 and FY18 are currently being worked on with projected completion around December 2019. The FY19 audit will then commence expectedly around January 2020 and could take up to 2 to 3 months to completed. As the new audits for municipalities are publicized, financing institutions will need this information to remain in compliance with their guidelines as well as federal regulations on lending. Based on our procurement policy, the City will have to issue a Request for Proposal (RFP) for the loan, which could have an additional 2 to 3-month review period, potentially looking for an applicable funding date in early March or April 2020.
[bookmark: _GoBack]Based on the current Fiscal 2020 budget, current operational funding for the City is a little over $4.1M, which is approximately 59% of the City budget. Operating funding includes salary and benefits for employees and current debt obligations. Maintenance funding is set aside at $1M or about 14% to maintain bare minimal current operations; examples being not limited to vehicle maintenance and repairs, and fuel & gas.  This leaves about $1.9M or 27% for the Mayor and Council to move for other City programs, Capital Outlay funding and various other expenditures exercised with discretionary funding. An increase in operational funding such as that in debt obligations will limit the future funding of discretionary funding the Mayor and Council will have to spend with each progressive fiscal year. As market rates and salaries/benefits rise within the City will get into position in which it will have to reduce funding towards City programs.
As the Director of Finance, I would like to point out that having a large outstanding debt obligation 65% of your budgeted income will be viewed with additional scrutiny when it comes to future audits and financing opportunities. Meaning the City could be viewed in an “upside down” position. With the City’s ability to leverage taxable income, this can be easily offset with increased taxes within the City’s purview. The heaviest impact of this funding will be at its greatest in the first half of the loan terms and will gradually subside with the tenure of the loan.
Large expenditures should also wait until funding is secured and not speculative. Proper accounting will only allow items to be expensed against an award once the award has been guaranteed in writing. Any large expenses would have to come directly from City funding and depending on appropriations will flow from the current balance of the excess general fund account.
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Loan Amount Term Fiscal Payment Proj Int Rate % Debt Obligation

500,000 $          10 61,546.56 $      4.25% 4.49%

1,000,000 $      10 122,925.00 $    4.25% 5.36%

1,500,000 $      10 184,387.56 $    4.25% 6.24%

2,000,000 $      10 245,850.12 $    4.25% 7.11%

2,500,000 $      10 307,312.56 $    4.25% 7.99%

3,000,000 $      20 232,640.52 $    4.75% 6.92%

3,500,000 $      20 271,413.96 $    4.75% 7.48%

4,000,000 $      20 310,187.40 $    4.75% 8.03%

4,500,000 $      20 348,960.72 $    4.75% 8.58%

5,000,000 $      20 387,734.16 $    4.75% 9.13%

5,500,000 $      20 426,507.60 $    4.75% 9.68%

6,000,000 $      20 465,281.04 $    4.75% 10.23%

6,500,000 $      20 504,054.48 $    4.75% 10.78%

7,000,000 $      30 463,851.12 $    5.25% 10.21%

7,500,000 $      30 496,983.36 $    5.25% 10.68%

8,000,000 $      30 530,115.60 $    5.25% 11.15%
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