
 

City Council Workshop Agenda 
Tuesday, February 20, 2018 - 6:00 PM 

Cologne Community Center, 1211 Village Parkway 

Vision Statement 
The City of Cologne is a vibrant small town that respects its heritage, embraces 

its future and offers a high quality of life for all who live, work and visit our 
community. 

   Mayor:    Matt Lein 
       Councilmember:     Sarah Bruss 
       Councilmember:     Kyle Evenski 
       Councilmember:     Don Meyer 
       Councilmember:     Carol Szaroletta 

 
NOTE: AGENDA ITEMS ARE APPROXIMATE AND SUBJECT TO CHANGE ACCORDING TO LENGTH OF DISCUSSION. TO 
ENSURE THAT YOU ARE PRESENT FOR ITEMS OF INTEREST, PLEASE ARRIVE AT 6:00 PM. 

1. CALL MEETING TO ORDER & ROLL CALL 
2. Terri Heaton, Springsted - Capital Improvement Plan and Financing 

Policies Workshop 

 



       

 
 
 
 
 
 
 
 
MEMORANDUM 
 
TO: Jesse Dickson, City Administrator 
 
FROM: Patty Kettles, Consultant 
 Terri Heaton, Client Representative 
 
DATE: February 6, 2018 
 
SUBJECT: Capital Improvement Plan 
 

 Following the November City Council workshop regarding the City of Cologne’s CIP, we were tasked to review 
several items.  They included: 

• Revised project costs/timing 
• Review financing opportunities 
• Review the fire contracts for additional revenues from Townships for fire equipment 
• Update the tax impact projections 

 
 Our goal is to assist the City of Cologne in developing a Capital Improvement Plan and a preliminary financing plan 

for projects identified. This report outlines the major capital projects and equipment purchases anticipated by the City 
over the next ten years and provides funding recommendations for each project. The projected impact of our 
recommendations on property taxes is also included in this analysis. 
 
The City has identified just over $2.6 million in vehicle and equipment needs over the next 10 years. In addition, the 
City identified a street reconstruction plan with various street projects in the older part of downtown as well as a 
retaining wall project along Highway 284. The City has identified seven different streets to be reconstructed in 
2019/2020 costing approximately $2.37 million and seven other streets to be reconstructed in 2022 costing 
approximately $2.47 million. 
 
A table outlining the projects identified by the City is shown on the following pages. 
 
 
 
 
 
 

Springsted Incorporated 
380 Jackson Street, Suite 300 
Saint Paul, MN 55101-2887 

Tel: 651-223-3000 
Fax: 651-223-3002 
www.springsted.com 
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The detailed street projects and their timing is shown below. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Financing Alternatives 

 The City has several options available to finance the cost of capital improvements. A brief overview of these 
alternatives is shown below. 
 
General Fund / Property Tax Levy - The City can designate a portion of its property tax levy each year toward the 
acquisition of capital improvements. This is generally referred to as pay-as-you-go financing. The pay-as-you-go 
method of financing is useful for smaller projects where the cost of the capital improvement has a negligible effect on 
the property tax rates or user fees or where improvements provide very short-term benefits or whose useful life is 
short. The use of pay-as-you-go financing allows a jurisdiction to minimize the total acquisition cost of a capital 
expenditure by using accumulated funds on hand to avoid interest cost on borrowed funds. The pay-as-you-go 
method delays the improvement until adequate funds are available. This may mean increased costs due to inflation.  
 
Fees - The Water Charges, Sewer Charges, and Storm Water Charges provide sources of revenue to finance the 
projected capital expenditures related to these utilities. The Capital Improvement Plan projects both pay-as-you-go 
and pay-as-you-use financing (see Debt Financing below) in these utilities.  
 
Other Financing Sources - In addition to the financing sources listed above, the City can fund various capital 
improvements with other sources of revenue including grants, contributions and other available City funds. The City 
does not anticipate any grants or contributions at this time.  
 
Debt Financing - The City can issue debt to finance capital improvements within certain statutory limits. This is 
generally referred to as pay-as-you-use financing. Pay-as-you-use financing relies on the use of the City’s ability to 
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leverage relatively small initial cash outlays to obtain funds from bondholders to finance a capital project.  
Bondholders are repaid over time from revenues charged against beneficiaries of the capital project.  There are 
three primary advantages of debt financing: 1) capital improvements can occur when it is needed most; 2) the costs 
are spread over the useful life of the asset; and 3) the future beneficiaries of the capital improvements pay for the 
project.  The primary disadvantages are that the City pays interest, which could potentially limit future budget 
flexibility.   
 
Proposed Financing Plan 
 
General Fund  
The City levies approximately $75,000 annually for capital improvements. 
 
General Obligation Equipment Certificates 

General Obligation Equipment Certificates can be issued in accordance with Minnesota Statutes, Section 412.301. 
Proceeds of the Certificates can be used to finance public safety equipment, ambulance equipment, road 
construction or maintenance equipment, computer equipment, and other capital equipment so long as the useful life 
of the equipment is at least as long as the average life of the certificates. The maximum term of General Obligation 
Equipment Certificates is ten years. The Capital Improvement Plan includes the issuance of three G.O. Equipment 
Certificates:  $638,000 in 2018; $435,000 in 2022; and $455,000 in 2025. 
 
General Obligation Capital Improvement Bonds 

Minnesota Statutes, Section 475.521 authorizes cities to issue G.O. Capital Improvement Bonds. Under this statute, 
a city that establishes a capital improvement program could issue general obligation bonds for capital improvements 
as defined in the Statutes, without an election. “Capital Improvements” means acquisitions or betterments to public 
lands, building or other improvements used as a city hall, public safety, or public works facility. The improvement 
must have a useful life of five years or more to qualify. The Capital Improvement Plan does not include G.O. Capital 
Improvement Bonds at this time. 
 
General Obligation Street Reconstruction Bonds 

The 2002 legislature amended Chapter 475.58 of the state statutes to enable cities to issue General Obligation 
Street Reconstruction Bonds without the 20% special assessment requirement for General Obligation Improvement 
Bonds and without a requirement for voter approval through an election. This new legislation includes several 
requirements that must be met as follows: 
 
• The city must prepare a street reconstruction plan that describes the streets to be reconstructed, the estimated 
costs, and any planned reconstruction of other streets in the city over the next five years; 
 
• The construction must be confined to the improvement of the current street and cannot include any widening or 
expansion of the street or other added elements like curb and gutter if they do not currently exist. 
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• The street reconstruction plan and the issuance of bonds require a two-thirds vote of the City Council following 
publication of a public hearing for which at least ten days’ notice has been published in the official newspaper; 
 
• There is a reverse referendum provision requiring a vote on the issuance of the bonds when a petition signed by 
voters representing 5% of votes cast in the last general municipal election is filed within 30 days of the public hearing; 
 
• The bonds issued are subject to the net debt limit of the City which is 3% of Estimated Market Value.   
This legislation enables the City to fund the entire cost of their portion of these projects with General Obligation Street 
Reconstruction Bonds if it meets the above requirements. The bonds are to be repaid from ad valorem property 
taxes, special assessments or other revenues sources. 
 
The Capital Improvement Plan includes $1,750,000 in Street Reconstruction bonds in 2019 and $1,475,000 in 2022 
to finance a portion of street projects with the remaining costs to be funded with storm sewer and water revenues. 
 
 
Projected Fire Contract Reimbursements (for new debt service included in this plan only) 
 
City staff indicated that there is an annual revenue stream provided by the neighboring Townships for fire equipment 
needs.  It is our understanding the previous fire chief negotiated a contract, aiming to provide a 4-year payback 
period for the Townships.  
 
In this plan, we have outlined the specific fire needs.  Because a majority of the projects are larger in cost, we have 
assumed G.O. Equipment Certificates will be issued to finance these and other City equipment needs.  We assume 
that the Townships will reimburse the City on an annual basis for their portion of the G.O. Equipment Certificate debt 
service related solely to fire equipment needs. 
 
The proportion of costs allocated amongst the City of Cologne and the Townships from 2007 through 2017 was 
provided.  As the table below indicates, the City’s proportion of costs has increased from 36.06% in 2007 to 38.03% 
in 2017, for an average annual change of 0.53%.  
 
 

  City of 
Cologne Dahlgren Benton Hancock San 

Fran 
2007 36.06 26.35 26.42 7.76 3.41 
2017 38.03 25.18 28.35 8.44   

Avg 
Annual 
Change 0.53% -0.45% 0.71% 0.84% 
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Therefore, in projecting the proportion of debt service to be paid by the Townships in the future, we have assumed 
their 2017 levels of 61.97% (25.18 + 28.35 + 8.44) will decline by 0.53% annually.  The City share and Townships’ 
portion of debt service on the fire equipment is projected in the table below. 
 

  
City 

Share 
Townships 

Share TOTAL 
2018 38.56% 61.44% 100.00% 
2019 39.10% 60.90% 100.00% 
2020 39.63% 60.37% 100.00% 
2021 40.16% 59.84% 100.00% 
2022 40.70% 59.30% 100.00% 
2023 41.23% 58.77% 100.00% 
2024 41.76% 58.24% 100.00% 
2025 42.30% 57.70% 100.00% 
2026 42.83% 57.17% 100.00% 
2027 43.36% 56.64% 100.00% 

 
This results in the following projections of debt service to be paid by the City and by the Townships for fire equipment 
needs over the next 10 years. 
. 
 
 
 
 
 
 
 
 
Please note, in any given year the City may choose to finance the fire equipment with debt OR cash.  This scenario 
assumes all fire equipment will be debt-financed.
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Projected Tax Levy and User Fee Impact 
 
The proposed funding plan for the CIP and the tax and utility rate impacts are shown on the following pages.  The 
projections were based on the following assumptions: 
 

• The new debt service levy typically begins in the year following the year the bonds are issued. 
• The Equipment Certificates are amortized over a period of 10 years and the Street Reconstruction Plan 

Bonds are amortized over a period of 20 years. 
• The City’s net tax capacity is expected to increase 7.0% annually based on the average annual change from 

2012-2017. 
• The City’s General Fund operating levy is expected to increase 5.5% annually based on the average annual 

change from 2012-2017. 
• The City will continue to levy $75,000 annually for capital improvements over the planning period. 
• The water and storm sewer portions of the street improvement projects will be included in the bond issue; 

therefore, the Water and Storm Sewer Funds will pay its portion of debt service each year. 
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Projected Funding Sources 
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Projected Tax Impact 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
*Assumes no inflation in home values over the planning period. 
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Projected User Fee Impact 
 
Assuming the G.O. Street Reconstruction Bonds would include the water and storm sewer portions of the project, the 
respective debt service payments related to these two utilities would be approximately $93,000 in the Water Utility 
and $49,000 for the Storm Sewer Utility as shown in the table below.   
 
 2019 Street Projects 2022 Street Projects Total 
Water $35,000 $58,000 $93,000 
Storm Water $20,000 $29,000 $49,000 
 
Based on 2018 budgeted user fee revenues received in each Utility Fund, the average monthly residential user of 
5,000 gallons of water could see utility bill increases as follows: 
 
 Current Monthly Bill 

(5,000 gals/month) 
Projected Monthly Bill – 
Post 2019 Street Projects 

Projected Monthly Bill - 
Post 2022 Street Projects 

Water $42.00 $45.60 $51.50 
Storm Water $3.50 $6.05 $9.78 
 
 
*Disclaimer:  These are very rough estimates of projected water and storm water bills.  They do not take into 
consideration any cash reserves or other funds the City may have on hand to offset rate increases.  They also do not 
reflect any other rate increases that may occur or may need to occur due to increased operating costs. 
 
The City should strongly consider a comprehensive utility rate study given the projects included in the CIP. 
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Purpose 
The demand for services and the cost of building and maintaining the City’s infrastructure 
continues to increase. No city can afford to accomplish every project or meet every service 
demand. Therefore, a methodology must be employed that provides a realistic projection of 
community needs, the meeting of those needs, and a framework to support City Council 
prioritization of those needs. That is the broad purpose of the Capital Improvement Plan (CIP). 
 
The comprehensive city-wide CIP includes the scheduling of public improvements for the City 
over a five-year period and considers the community’s financial capabilities as well as its goals 
and priorities. A “capital improvement” is defined as any major nonrecurring expenditure for 
physical facilities of government. Typical expenditures are the cost of land acquisition or 
interest in land, construction of roads, utilities and parks. Vehicles and equipment can be 
covered in a CIP or covered separately under an equipment schedule. The CIP is directly linked 
to goals and policies, land use, and community facility sections of the Comprehensive Plan since 
these sections indicate general policy of development, redevelopment, and the maintenance of 
the community. 
 
CIP Development Process 

• Compile and prioritize projects. Staff will consolidate and prioritize recommended 
projects into the proposed city-wide Capital Improvement Plan. 

• Devise proposed funding sources for proposed projects. Recommended funding 
sources will be clearly stated for each project. 

• Project and analyze total debt service related to the total debt of the City. 
• The city will summarize the combined impact of all the existing and proposed debt. 

 
On an annual basis, the City Council will evaluate the proposed CIP and decide on the following: 

• Project Prioritization 
• Funding Source Acceptability 
• Acceptable Financial Impact on Tax Levy, Total Debt, and Utility Rate Levels 
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Purpose 
The use of borrowing and debt is an important and flexible revenue source available to the City. 
Debt is a mechanism which allows capital improvements to proceed when needed, in advance 
of when the improvements would otherwise be possible. Debt can reduce long-term costs due 
to inflation, prevent lost opportunities, and equalize the costs of improvements to present and 
future constituencies.  
 
Debt management is an integral part of the financial management of the City. Adequate 
resources must be provided for the repayment of debt, and the level of debt incurred by the 
City must be effectively controlled to amounts that are manageable and within levels that will 
maintain or enhance the City’s credit rating. A goal of debt management is to stabilize the 
overall debt burden and future tax levy requirements to ensure that issued debt can be repaid 
and prevent default on any municipal debt. A debt level which is too high places a financial 
burden on taxpayers and can create problems for the community’s economy. 
 
Policy Statement 
Wise and prudent use of debt provides fiscal and service advantages. Overuse of debt places 
pressure on the fiscal resources of the City and its taxpayers. The following guidelines provide a 
framework and limit on debt utilization: 
 
1. The City will strive to restrict long-term borrowing to planned capital improvements (see CIP 

Policy) and a limited use of short-term debt for capital outlay. 
2. The City will not use long-term debt for current operations. 
3. The City will strive to maintain a “pay-as-you-go” capital funding policy, supporting capital 

spending without use of debt whenever feasible. The City will strive to pay cash for capital 
projects that can be anticipated and planned for in advance. 

4. The City will strive to pay back debt within a period not to exceed the expected useful life of 
the projects, with at least 50% of the principal retired within 2/3 of the term of the bond 
issue. 

5. Total general obligation debt shall not exceed 2% of the total market valuation of taxable 
property in the City. 

6. Direct net debt (gross debt less available debt service funds) shall not exceed 3% of the total 
market valuation of taxable property in the City. 

7. The City will maintain good communications with bond rating agencies regarding its 
financial condition. The City will follow a policy of full disclosure in every financial report 
and bond prospectus. 

8. When feasible the City will use refunding mechanisms to reduce interest cost and evaluate 
the use of debt reserves to lower overall annual debt service where possible. 

9. The City’s goal has been to quantify the impact of potential future debt on the debt service 
levy, and on various categories of property taxpayers (or other revenue derived customers) 
prior to issuing debt.  
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During the budget process, the Council may review whether a debt study is necessary to be 
prepared in conjunction with the Capital Improvement Plan to provide information about the 
City’s debt structure. In deciding whether to include a Debt Study, the Council will review such 
factors as how long it has been since the last Debt Study, if there have been material changes to 
the CIP, or if a large amount of debt is expected in the near future. 
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Effective cash management is essential to sound fiscal management. Investment returns on 
funds not immediately required can provide a significant source of revenue for the City. 
Investment policies must be well founded and uncompromisingly applied in their legal and 
administrative aspects to protect the City funds being invested. 
 
Purpose 
The purpose of this policy is to establish the City’s investment objectives and establish specific 
guidelines that the City of Cologne will use in the investment of city funds. It will be the 
responsibility of the Clerk to invest City funds in order to attain a market rate of return while 
preserving and protecting the capital of the overall portfolio. Investments will be made, based 
on statutory constraints, in safe, low risk instruments. 
 
Scope/Funds 
This policy applies to the investment of all city funds available for investment and not needed 
for immediate expenditure. The City will consolidate cash balances from all funds to maximize 
investment earnings. Investment income will be allocated to the various funds based on their 
respective participation and in accordance with generally accepted accounting principles. 
 
Delegation of Authority 
Authority to manage the investment program is granted to the Clerk who shall act in 
accordance with established written procedures and internal controls for the operation of the 
investment program consistent with this investment policy. Procedures should include 
references to: safekeeping, delivery vs. payment, investment accounting, repurchase 
agreements, wire transfer agreements and collateral/depository agreements. No person may 
engage in an investment transaction except as provided under the terms of this policy and the 
procedures established by the treasurer. The primary objectives, in priority order, of 
investment activities shall be safety, liquidity, and yield: 
 

1. Safety: Safety of principal is the foremost objective of the investment program. 
Investments shall be undertaken in a manner that seeks to ensure the preservation of 
capital in the overall portfolio. The objective will be to mitigate credit risk, interest 
rate risk, and custodial risk.   

a. Credit Risk:  Credit Risk is the risk of loss due to failure of the security issuer or 
backer.  Thus, designated depositories shall have insurance through the FDIC 
(Federal Insurance) or the SIPC (Securities Investor Protection Corporation).  To 
ensure safety, it is the policy of the City that when considering an investment, all 
depositories under consideration be cross-checked against existing investments to 
make certain that funds in excess of insurance limits are not made in the same 
institution unless collateralized as outlined below.  Furthermore, the City Council 
will approve all financial institutions, brokers, and advisers with which the City will 
do business. 
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b. Interest Rate Risk:  Interest Rate Risk is the risk that the market value of securities in 
the portfolio will fall due to changes in general interest rates.  The City will minimize 
Interest Rate Risk by structuring the investment portfolio so that securities mature 
to meet cash requirements for ongoing operations, thereby avoiding the need to 
sell securities on the open market prior to maturity. 

c. Custodial Risk:  The City will minimize deposit Custodial Risk, which is the risk of 
loss due to failure of the depository bank (or credit union), by obtaining collateral 
or bond for all uninsured amounts on deposit, and by obtaining necessary 
documentation to show compliance with state law and a perfected security interest 
under federal law. 

 
2. Liquidity: The investment portfolio must remain sufficiently liquid to meet all 
operating costs that may be reasonably anticipated. The portfolio must be structured so 
that securities mature concurrent with cash needs to meet anticipated demands. Cash 
needs will be determined based on cash flow forecasts. 
 
3. Diversification of instruments: A variety of investment vehicles must be used to 
minimize the exposure to risk of loss. The investment portfolio must be diversified by 
individual financial institution, government agency, or by corporation (in the case of 
commercial paper) to reduce the exposure to risk of loss. 
 
4. Diversification of maturity dates: Investment maturity dates should vary to 
ensure that the city will have money available when it needs it. 
 
5. Yield: The investment portfolio shall be designed with the objective of attaining a 
market rate of return throughout budgetary and economic cycles, taking into account 
the investment risk constraints and liquidity needs.  Return on investment is of 
secondary importance compared to the safety and liquidity objectives described above. 
 

Prudence 
The standard of prudence to be used by investment officials shall be the “prudent investor”, 
and shall be applied in the context of managing the investments.  All investment transactions 
shall be made in good faith with the degree of judgment and care, under the circumstances, 
that a person of prudence, discretion and intelligence would exercise in the management of 
their own affairs.  This standard of prudence shall mean not for speculation, and with 
consideration of the probable safety of the capital as well as the probable investment return 
derived from assets. 
 
Authorized Investments 
The City of Cologne shall invest in the following instruments as allowed by Minnesota Statutes:  

1. United States Treasury Obligations 
2. Federal Agency Issues 
3. Obligations of State and Local Governments 
4. Certificates of Deposit 
5. Time Deposits (Certificates of Deposits fully insured by the federal deposit insurance 

company or federal agency) 
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Ethics and Conflicts of Interest 
Officers and employees involved in the investment process shall refrain from personal business 
activity that could conflict with the proper execution and management of the investment 
program. Employees and investment officials shall disclose any material interests in financial 
institutions with which they conduct business or that could be related to the performance of 
the investment portfolio. Employees and officers shall refrain from undertaking personal 
investment transactions with the same individual with whom business is conducted on behalf 
of the City. 
 
Internal Controls, Audits, External Controls 
The City Administrator is responsible for establishing and maintaining an internal control 
structure designed to ensure that the assets of the City are protected from loss, theft, or 
misuse.  Accordingly, the City Administrator shall establish a process for an annual independent 
review by the City’s Auditor to assure compliance with the policies and procedures. 
 
Broker Representations 
Municipalities must obtain from their brokers certain representations regarding future 
investments.  Pursuant to Minnesota Statutes 118A, the City shall provide each broker with the 
City’s investment policy, and the securities broker shall submit a certification annually to the 
City stating that the officer has reviewed the investment policies and objectives, as well as 
applicable state law, and agrees to disclose potential conflicts of interest or risk to public funds 
that might arise out of business transactions between the firm and the City.  All financial 
institutions shall agree to undertake reasonable efforts to preclude imprudent transactions 
involving the City’s funds.  
 

Formatted: Not Highlight

Formatted: Not Highlight



Approved: 2-20-2018 

City of Cologne, Minnesota 
Reserve Policy 

 
Purpose 
It is important for the financial stability of the City to maintain reserve funds for unanticipated 
expenditures or unforeseen emergencies, as well as to provide adequate working capital for 
current operating needs to avoid short-term borrowing. The Office of the State Auditor 
recommends that at year-end, local governments maintain an unrestricted fund balance 
(committed, assigned and unassigned dollars) in their general fund and special revenue funds of 
approximately 35 to 50% of fund operating revenues, or no less than five months of operating 
expenditures. While the bond rating agencies do not have recommended fund balance levels, 
the agencies look favorably on larger fund balances, which protect against contingencies and 
cash flow needs. Given the relational nature of the City’s Reserve and Debt Management 
Policies, they are closely managed together.  The City’s Debt Management Policy calls for a pay-
as-you-go strategy for supporting capital spending without use of debt whenever feasible. The 
City strives to pay cash for capital projects that can be anticipated and planned for in advance. 
Therefore, the City’s reserve levels fluctuate, in part, based on capital project plans. 
 
Policy Statement 

1. The City will maintain fund balances in the General and Special Revenue Funds at a level 
which will avoid issuing short-term debt to meet the cash flow needs of the current 
operating budget. Generally, the goal would be to maintain a minimum General Fund 
balance of 50% of the operating budget; however, this need could fluctuate with each 
year’s budget objectives and appropriations such as large capital expenditures, and 
variations in the collection of revenues. 

 
2. The City will maintain reserves in the Enterprise and Capital Funds at a minimum level 

sufficient to provide adequate working capital for current expenditure needs. 
Generally, the City shall strive for a minimum of 3-months operating cash and the 
following year’s debt service in these funds.  

 
3. The City will review the adequacy of all reserve balances when preparing the annual 

budget and make adjustments as necessary to meet expected cash-flow needs. 
 
4. Judicious use of reserves within funds can be used to moderate fluctuations in one-time 

expenses, such as capital projects and infrastructure maintenance expenses (i.e., Parks 
Capital). 
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