MEMORANDUM

TO: Mayor Prussing and Members, Urbana City Council

FROM: City Comptroller K AN é: .

RE: Borrowing for Boneyard Project

DATE: September 21, 2012

As had been indicated previousiy when the boneyard improvement project was being approved, the
TIF2 Fund will not have the required monies saved to pay for this project. Therefore, included in
the improvement project plan is a proposed borrowing of $7.8 million.

I sent a request for proposals to 8 local banking institutions in Champaign and Urbana in September
(before the engineer’s estimates come in above the initial proposed amount). Three Urbana banks
responsed, Heartland, Busey and JP Morgan Chase. The other 5 indicated that they either not
looking for any tax-exempt income or the amount was too large for their capacity. At that time,
Busey and Chase submitted virtual identical proposals at 2%.

This debt will be “bank qualified” for IRS reporting, meaning that the bank will not have to pay any
taxes on the interest income on the bonds. This status means a little more net income to the bank
after taxes. This is one of the reasons this type of lending is attractive to banks.

While the bonds are entitled general obligation, monies should be available in the TIF2 fund to pay
all the future debt service and [ believe no levy will ever be required. They are structured this way
to provide the best possible security for the issuer and therefore the lowest possible interest rate.

I have recently sent out a new request for proposals to the 3 banks that previously indicated they
were interested. The borrowing will have 4 draws (timed to coincide with cash needs for the
project): $1.2 million on 2/1/13, $2 million on 5/1/13, $2 million on 8/1/13 and $2 million on
11/1/13. The borrowing is structured in this manner such that the City will not lose money on the
arbitrage (difference between interest being paid and the interest received on the money that is
invested until needed). The bonds will be repaid in 9 equal installments of approximately $928,270,
with the first payment being due on 1/1/14 and the last payment due 1/1/22. (TIF2 expires in 2022).
The final amount of annual debt service may be slightly different. I have attached a cash flow
worksheet for TIF2. While the debt service is a significant amount and will signficantly limit other
possible future projects, the worksheet shows that TIF2 should not have any difficulty paying for
this future debt service. The worksheet does not assume any additional revenues from the boneyard
project although it is certainly hoped that this occurs.



The City has engaged Ken Beth to be the bond counsel and ensure that all necessary documents and
procedures are followed to be in compliance with all IRS rules and laws. Ken is very experienced
in these types of debt issuances and has served as bond counsel for most if not all of previous
Urbana debt issues.

On this second request for proposals, I received proposals from Busey and JP Morgan Chase. JP
Morgan Chase submitted the lowest cost proposal with a net interest rate (including certain fees) of

1.44%. Busey Bank’s proposal was 1.84%. Therefore, we are recommending borrowing these
funds from JP Morgan Chase Bank.

‘We are desiring to have this borrowing approved prior to December 31, 2012. The reason for this is
the City is limited to $10 million/year in this type of bank qualified debt. The City has been
approached by Clark-Lindsey to see if the City would entertain giving our bank qualified
borrowing ability to assist them in doing an improvement to their facility during next calendar year.
I do not know any of the details of the Clark-Lindsey project nor do I assume that the City would or
would not be interested. However, if we are not able to approve the $7.8 million borrowing before
12/31, then it would have to be done in January 2013, thereby meaning the Clark-Lindsey
borrowing would not be available to them. By approving before year-end, the City has at leased
preserved the option of approving the Clark-Lindsey debt.

I had planned on having an actual bond ordinance available for you to approve. However, Ken Beth
indicated he is still reviewing some of the language in the documents proposed by JP Morgan

Chase. Therefore, it is probable that we will not have a actual ordinance for the meeting on 12/3. If
this is the case, I will have to request that the City schedule a special council meeting on the night of
12/12 and this issue be forwarded to that special council meeting.

Recommendation. Approval of the ordinance.
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