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COUNCIL WORKSHOP ITEM

ITEM: Financing of Property Acquisition/Johnson Parcel
DATE: February 8, 2001
PREPARED BY: Martin Lyons, Director-Financial Services
PURPOSE: CBD Property Acquisition Financing

DISCUSSION:

Under separate cover, you have received a memorandum from the Village Attorney outlining the
acquisition cost for property in the Central Business District totaling $4,460,000.  It is my
understanding that this property will be used in redevelopment initiatives in the Downtown and
all, or a portion of it, will eventually be returned to the private sector as quickly as is feasible.
The Village does not have sufficient reserves in any funds to cover the cost of this acquisition.
Although the Corporate Fund has adequate total reserves, such a drawdown would bring
Corporate Fund Reserves below Council policy levels of 33%.  Because of this and, because of
the potential for returning the property to the private sector, we recommend a short-term loan to
finance this acquisition.

Attached is an analysis performed by Northern Trust, our Financial Advisor, showing the use of
a short-term note equal to $4.5 million.  This note carries a projected interest rate of 5.8% - 5.9%
and is not secured by the  Village’s ad-valorem General Obligation Taxing Authority.  Presently,
we have the option under this note structure to make it an annual payment of principle and
interest, an annual payment of interest only and final year payment of the entire principle, or a
straight two-year note with all principle and interest due at the end of the term.  Based on an
interest rate of 5.9%, our annual Debt Service cost will be $265,500; and, if no principle payment
is made after the first year, total interest cost will be $531,000.  We recommend the payment of
this interest from the Village’s Real Estate Fund, which has a cash balance of $895,117 as of
December 31, 2000.

In addition to the interest cost associated with the purchase of this property, there is also the net
loss to the CBD/TIF Tax Increment. Based on an assessed value of $424,550, the Village Tax
Increment Fund will lose $30,000 for each year that this property is owned by the Village.  This
loss, in turn, must be directly accounted for in the Capital Projects Fund because the TIF will be
unable to support the already-issued 1999 and 2000 G.O. Bond Debt Service payments.

There are no direct Financial Advisor fees associated with this issuance and legal costs
associated with the issuance of this debt from Chapman and Cutler are $10,000.

RECOMMENDATION:
Staff request permission to proceed with financing this issue as outlined above.

ATTACHMENT:
Letter from Northern Trust.






