Item No. 5

Town of Atherton

FINANCE COMMITTEE STAFF REPORT

TO: FINANCE COMMITTEE
FROM: ROBERT BARRON I1I, FINANCE DIRECTOR
DATE: JANUARY 10, 2017

SUBJECT: REVIEW AND DISCUSSION OF CASH FLOW NEEDS FOR CAPITAL
PROJECTS. PRESENTATION BY INSIGHT ASSSET MANAGEMENT
INVESTMENT PROGRAM REVIEW OF THE TOWN.

RECOMMENDATION

Review the investment program with Insight Investment and discussion of cash flow needs for
future capital projects.

BACKGROUND

As of September 30, 2016 the total investment portfolio for the Town is $20,401,221 as
illustrated in the Insight investment review book. The Town has an additional $10,037,713 in
LAIF and $1,592,992 in General operating account, with an approximate total cash and
investment of $32,031,926.

As the Committee is aware, the Town has a robust capital improvement program that will
require necessary cash flow to pay for projects. The Town just completed the Marsh Road
Retaining Wall project. This project had been in the forefront of the capital improvement
program for quite some time. It took years to embark on the project as it involved some careful
planning for the design, review, necessary permits, and logistics to carry out the completion of
the project. The total cost of the project was approximately $4.5 million to complete. It is the
Town’s largest capital expenditure in recent memory. The Town maintains a five year Capital
Improvement Program that is updated every fiscal year due to changing needs, priorities, and
funding. The Town continues to follow the “Save then Spend” approach for capital projects over
multiple years, since most major capital projects have significant costs. The current FY 16/17
capital projects includes approximately $6 million in projects that will occur within the next
twelve months. They range from drainage, transportation and street, and park projects.
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Attached within this report is a map of the FY 16/17 capital projects, descriptions of the projects
and estimated costs. These are the capital projects on the horizon within the year, however the
Five Year Capital improvement program (CIP) through FY 2020/21 totals nearly $46 Million
and comes from various funding sources. The $46 Million includes the Civic Center but does
not include all of the identified projects from various master plans. We have a drainage master
plan that includes approximately $49 Million in projects, of which included the Marsh Road
Project. The Bike|Pedestrian Master plan includes approximately $13 Million in Projects. The
Park Master plan include approximately $2 million in projects.

The CIP is used to identify anticipated capital improvement needs and funding sources. It does
not appropriate funds past the budget year; rather, it functions as a budgeting and planning tool.
With the current $6 million of projects that will occur within the year, staff is preparing for the
expenditure of funds and ensuring there is enough liquidity of cash available. We are in current
review of our investment portfolio with our asset manager (Insight Investments) and looking for
ways to continue optimum investments within our portfolio while ensuring liquidity.

The main objectives of Town investments include preservation of capital and protection of
investment, maintenance of sufficient liquidity to meet cash flow needs, attainment of market
rate of return, and diversification. The Town’s main types of instruments for investments
include United States Treasury Bills, Federal Instrumentality, Medium Term Notes (corporate
bonds), and State of California’s Local Agency Investment Fund (LAIF).

Our current portfolio market value is approximately $20 Million as of October 2016. The value
was approximately $25 Million on July 2015. As the Marsh road project and other capital
improvement projects moved forward, any maturing investments were not reinvested as quickly
and or transferred to LAIF. Usually when investments mature, it is policy to reinvest funds
within our current investment instruments of our Investment Policy. The Town’s portfolio
duration is currently getting shorter and is approximately 1 year. In July 2015 is was
approximately 2 years. Normal practice is to get the portfolio duration out a little longer
between 2 to 3 years to get higher yields.

Town investments are matched with anticipated cash flow requirements. As cash flow becomes
more important for operational needs, the investment portfolio is reduced, as well as the
duration. In observing the needs of cash resources for Town capital projects on the horizon, staff
is slowing down the reinvestment of funds to more liquid instruments. As investments mature
they are held on hand and transferred to LAIF and some are reinvested in securities that have a
shorter maturity duration. The longest we hold an investment is approximately 3 years to
maturity. We do not invest in securities that mature more than five years. In response for
maintenance of sufficient liquidity for capital projects, staff has reviewed the duration of
investments and seeks to adjust reinvestment of maturing securities in the coming year. Below is
a list of security instruments that are maturing in the next six months.
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Description

US Bank —Corporate Bond

US Treasury Note

FNMA-US Instrumentality Securities
US Treasury Note

Apple_ Corporate Note

FHLMC- U Instrumentality
Securities

FHLMC- uUsS Instrumentality
Securities

FHLMC- U Instrumentality
Securities

Total of Securities

Maturi

01/30/2017
01/31/2017
03/14/2017
04/30/2017
05/05/2017
05/12/2017

06/21/2017

06/29/2017

Value

$615,000
$500,000
$500,000
$500,000
$500,000
$500,000

$500,000
$500,000

$4,115,000

Dave Witthohn, Senior Portfolio Manager for Insight investment, is here today to discuss our
investment program, outlook of the economy, and suggestions to accommodate Town liquidity
needs for capital projects. Staff recommends discussion on upcoming Town capital improvement
projects within the next year and the investments of Town funds for preservation of liquidity and
market rate of return. As we move further along the year in preparation for FY 17-18 budget,
we will continue discussions on the five year capital improvement program.

FISCAL IMPACT

None at this time

ATTACHMENTS

FY 16/17 Capital Improvement Program Map
Insight-Town Investment Review Book
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