

September 8, 2003

Memorandum

To:
Mayor and Members of the City Council

From:
Charles Cunningham, Finance Director

Cc:    
Frank Salvato, City Manager


Ted Hejl, City Attorney

Date:
September 8, 2003
Re: Resolution R03-25 -  Equipment Lease/Purchase Agreement with La Salle Bank 

During the Budget preparation Workshops, part of the discussion regarding creation of the Internal Service Fund for Equipment involved budgeting certain amounts in each equipment user department for replacement of  vehicles in the City’s fleet. In preparing the rates and replacement fees for the 03-04 fiscal year, the age of the existing fleet and replacement costs of each vehicle were taken into account. As was described in the budget workshops, the total expense of putting the necessary amount aside in 03-04 would not be feasible but it was recommended that a start in this direction should be made. The amount purposed for this purpose was $269,238 for 03-04.  It was also pointed out that while this mechanism will accrue funds for future replacements, there were immediate needs that had to be addressed.   Among these needs were replacement of four police patrol cars, acquisition of two SUV type vehicles for the Fire Service to respond to Medical emergencies as well as other needs for new and replacement public works vehicles.  In addition to these vehicles, the City has an existing Lease/Purchase agreement through LaSalle Bank for a Fire Pumper Truck and a Front End Loader that were purchased in 1999.  The rate of interest on that agreement are 5. ((GET RATE)) which replaced another commercial loan with an 8% + rate of interest.  The current agreement is scheduled to end in 2007 with annual payments of $42,154. 

To remedy this need for new and replacement equipment and reschedule the existing Lease/Purchase terms, it was recommended that a new lease/purchase agreement be entered into in 03-04 and that would have a lower interest rate and spread out the payments over five to seven years. Payment of the debt under the agreement was to come from the replacement fund. Having adopted the budget on August 26th, which included this funding mechanism, quotes from La Salle and another firm associated with HGAC were requested. 

Koch Financial Corporation quoted rates of 4.11 % for five years and 4.42% for seven years. LaSalle quoted a rate of 3.75% for seven years, if the loan were front loaded to shorten the payback term of the fire truck and front end loader. Since this will be the second refinancing of the Fire Truck, the term of the loan may be getting beyond the useful life of the truck plus some of the other vehicles have a normal useful life of less than seven years. Front loading the payments for the first two and a half years, is appropriate.  

The result of accelerating repayment for the first two and a half years means that the  annual payment for that time period would be $108,869.24. This is in comparison with the original estimated amount of $80,000 which would have been paid out over seven years at level debt service. The $28,869 increase in 03-04 may be absorbed by the amounts being set aside for replacement and still leave over $120,000 in surplus funds that would go into the replacement fund. After two and half years the lease payments would be reduced to $66,769.92 per year instead of the planned $80,000 leaving higher surpluses accruing those years.   

The reason for pressing forward with this deal at this time instead of waiting until later in the next fiscal year is the prospect of interest rates increasing in the near future. Since July, long term and intermediate rates have risen dramatically and if the improvement in the economy continues these rates will only go higher.  Locking in a 3.75% rate for seven years at this time is prudent action to take.  By making funds available now, replacement of the four police vehicles and the new fire dept. medical response vehicles will be less expensive if “end of the model year” sales are taken advantage of plus these particular vehicles are of especially high priority. 

The following documents are submitted for your consideration:

1. Resolution R2003-3X Authorizing the Lease Purchase Agreement.

2. Certification of Resolution.

3. Schedule of Payments under terms of the Lease Purchase Agreement.

4. List of Vehicles/Equipment proposed to be acquired. 

Should you have any questions regarding any aspect of this recommended transaction, the staff will be available to respond or gather whatever additional information you may require.  
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