MEETING MINUTES
TOWN OF LONGBOAT KEY
JOINT INVESTMENT ADVISORY COMMITTEE AND FINANCE COMMITTEE
MEETING

9/2/16

At 10:00 AM on Friday, September 2, 2016, a public meeting of the Investment Advisory/
Finance Committee commenced in the Ante Chamber conference room located in Town Hall,
501 Bay Isles Road, Longboat Key, Florida.

Members attending: Lynn Larson, Phill Younger, Irwin Pastor and Armando Linde.

Also attending: Finance Director Susan Smith, Town Manager Dave Bullock, Mayor Jack
Duncan, Longboat Observer reporter Terry O’Connor, Ultility Billing Analyst Mike Wilkinson
and Mel Hamilton & Julie Hughes of Chandler Asset Management.

1. PUBLIC COMMENT: None.

2. APPROVAL OF MINUTES - JUNE 2, 2016. A motion was made and seconded to
approve the minutes. The motion passed and Chairman Irwin Pastor signed off on the
minutes.

3. CHANDLER ASSET MANAGEMENT REPORT. Sue Smith started the discussion
with a brief recap of 2" quarter Portfolio results while the Town was still with PFM
Asset Management. The Portfolio realized a gain of $6710.00 representing 52 basis
points. Year to date through June 30" the Portfolio had a return of 1.59% compared to the
benchmark of 1.3%. Sue covered the Management Directive regarding the agreement
with Chandler to manage the Town’s portfolio and the benchmark that will be used to
measure performance. Sue told the group that Chandler has done a lot of work since
taking over including helping in crafting an RFP for banking services, downloading
portfolio data into their system so Town staff can pull reports, putting together an
investment strategy, doing a “red line” draft with proposed changes to the Town’s
investment policy, assisting with cash flow analysis, and putting together LGIP options
for the Town to earn a better return on short term cash balances. Mel Hamilton did a short
introduction and then turned the discussion over to Julie Hughes. Julie told the group that
Chandler believes that short term interest rates will rise slowly. The second quarter had a
fairly weak employment report and Funds futures fell. She said there is a possibility of an
interest rate hike when the Fed meets in September but feels it is more likely that a rate
hike will happen in December. Inflation is at approximately 1.6% which is below the 2%
the Fed would like to see. GDP growth is at a very modest 1.1% and Chandler projects



about 2% for the year. While this is modest growth it is a bright spot when viewed in the
global perspective. Europe is experiencing negative interest rates and England and Japan
are putting downward pressure on U.S. rates and influencing Fed action. Chandler
believes a flatter yield curve will continue in the near term. The Town’s maturity
durations will remain relatively neutral in the short term, just short of the benchmark.
Armando Linde commented that the press reported that Italy floated 50 year bonds at 2%
and they sold at a premium the next day. He questioned if there was inherent risk in the
appetite for yield. Julie acknowledged his thought and said the Fed was watching this
closely and seeing it happen more. She said that it is not a huge concern right now but is
being watched closely. Irwin Pastor noted that interest rates are at zero overseas and this
has an impact on the American dollar. He asked Julie her opinion on how global markets
will impact the U.S. Julie replied that we are seeing the dollar strengthen and oil prices
remain low. This is a mixed blessing and could dampen recovery as it hurts exports and
some industries could have significant slow downs. Phill Younger asked if the Japanese
yen has gained on the U.S. dollar. Julie replied “yes” and that this is a challenge as this
was not what Japan was looking for in terms of economic growth. Jack Duncan asked
how Chandler is evaluating the impact of the upcoming U.S. presidential election and
what are they anticipating regarding China and other global economies. Julie replied that
they are keeping a close eye on the actions of governments in terms of intervention and
the likely impacts to the U.S. She feels that China will have decent economic
performance and that the major economic issues associated with the election will be
policies regarding taxation and immigration and how they will impact markets both at
home and globally. She feels the Fed will watch to see how this shakes out and will most
likely take no action regarding interest rates until after the election. Chandler is working
to project likely scenarios with the election of either major party candidate and to think
ahead and prepare for them. Armando Linde asked where Chandler sees the U.S.
economy in one year. Julie replied that Chandler is not in the recession “camp”. They
project modest growth and project one interest rate hike this year and one next year.
Consumers will drive economic growth . Chandler is cautiously bullish with expectations
of modest growth barring any dramatic events. Expectation is for interest rates and oil
prices to remain low. Irwin Pastor asked if Julie agreed that GDP growth would be
between 2-2.5% and inflation still at about 1.6%. Julie agreed with GDP and felt that we
would see a slight uptick in inflation, perhaps around 1.8%. Mr. Pastor noted that from
the income side we are seeing declining profits and a lack of investment spending. He
said we are seeing negative productivity and job growth of only 2% and does not see
where growth will come from. Julie replied that if we see job growth in the higher paying
jobs sector this will help economic growth. If consumers have more they will spend
more.

Next the discussion shifted to investment strategy regarding the Town’s portfolio.
Chandler’s intent is to work gradually to modify the structure and achieve a gradual



rebalancing of the Town’s assets. Chandler would like to work toward increasing
maturity durations to get closer to 100% of benchmark. They see adding duration to
Corporates and reducing the allocation of Treasuries and increasing GSE allocation. They
see some opportunities in short term money market instruments and perhaps more
allocation in this area in the future. Armando Linde asked what kind of allocation
changes Chandler was talking about in terms of percentage of portfolio. Julie replied that
there would be no big moves all at once. Most of the allocation shift will be to diversify
more in Corporates and add duration to maturities. Any changes will be within
guidelines. Lynn Larson commented that the relatively short durations we have now are
due to uncertainty of rates and expected draw down of funds in the near future. Julie
replied that there will always be adequate funds at the short end of the duration curve.
Chandler will pay attention to cash flow projections and cash needs and make sure the
Town is covered. Mel added that the communication process between Chandler and the
Town will always be there to understand our needs.

The next part of the discussion was regarding proposed changes to the Town’s
investment policy. A few areas were pointed out to the group. Section XV on page 10 of
the handout discusses what to do if a security is downgraded. Lynn Larson commented
that alot of the burden to monitor and make a decision is put on the Town Finance
Director. She requested that language be added for Chandler to notify the Finance
Director and give their recommendation and Julie responded that Chandler can add that
language. Changes to allocation limits and the addition of asset classes on page 11 were
pointed out to the group. In section G on page 15 regarding the purchase of commercial
paper the original language limited acceptable ratings to Moody’s and S&P which
effectively eliminated Fitch. Proposed change states purchases must have acceptable
ratings by 2 Nationally Recognized Statistical Rating Organizations.

Cash flow analysis was the next topic of the discussion. The handout is a spreadsheet
which tracks cash inflows, outflows and balances for the last 3 years with average
balances over the last 12 and 36 months. Bottom line of the analysis is that options exist
for getting a better yield on the daily balance than what the Town is currently getting
through earnings credit by just leaving the balance in the bank account. Our current
earnings credit of 25 basis points is eaten up by FDIC insurance premiums. Sue is
looking to earn at least 75 basis points on a liquid investment with flexibility to move the
funds whenever the Town deems appropriate. Dave asked a question regarding a big
increase in the balance in January of 2014. Sue responded that it was related to property
tax revenue and a healthy balance in the utility fund. The balance in the utility fund
should stay healthy, no projected significant draw downs in the near term. The unknown
that would most likely change that is a storm that inflicts significant damage. This
prompted a discussion of damage to beach nourishment caused by Hermine. Lynn Larson
asked about the extent and Dave responded that there were areas on the south end of the



island that lost around 25%. The followup question was if those areas would get more
sand. Dave explained that during the storm some sand shifted to the Town’s dredging
template and it needs to be determined if that sand can be recovered cost effectively to
help replace sand lost by storm damage. He also informed the group that the Town would
be filing a request for FEMA funds to fix storm damage to the beaches. We will file for
the maximum of 8 million dollars but Dave said we will not get that and we may get
nothing. It will depend on FEMA’s damage assessment and Dave does not feel sure we
will qualify. Testing will be done on a county by county basis and Dave feels that there is
a better chance of getting some funding for Manatee County as it most likely suffered
more damage than Sarasota County. Irwin Pastor commented that the beach at La
Ambiance condominium suffered significant damage and asked if sand will be replaced
there. Dave explained that this would also depend on whether sand that shifted back to
the dredge template during the storm could be cost effectively recovered. He said that
work is being done now to quantify the sand that came back and whether it makes sense
to go after it.

The discussion shifted back to getting a better yield on fund balances and the option of
participating in an LGIP (local government investment pool). Sue provided a memo she
drafted after getting the opinion of the Town Attorney. Basically the Town can
participate without a competitive bid if the Town Commission deems it appropriate. The
memo points out that due to the short term nature and daily yield fluctuation this type of
investment is not usually put out for competitive bid as you want to keep the flexibility to
move the money whenever deemed appropriate. Sue’s recommendation is to move
forward with pursuing the use of an LGIP so the town can realize greater earnings on
fund balances. There was some discussion regarding the debacle with the Florida Prime
Fund that happened around the 2008 time frame during the financial crisis in the U.S.
The fund was heavily invested in asset backed paper which was realizing a high yield.
When the crisis hit the fund could not sell the paper and participants could not get their
money back out. Dave asked what had changed since that debacle happened. Mel
responded there are now much tighter controls and the fund is being prudently managed
by Federated. He commented that we would want to select a fund that managed at least
500M in assets and we would not want to have our assets represent more than 5% of the
fund. Sue commented that our balances would never even come close to 5%. It was
relayed to the group that Chandler was doing some research on LGIP’s and would make a
recommendation to the Town. Irwin Pastor asked when the Town would get the
recommendation. Sue responded that the matter could be taken up at the next Finance
Committee on December 10™. Mr. Pastor replied that he did not want to wait that long.
He said he would like to be notified when we have a recommendation from Chandler so a
special meeting of the Finance Committee can be scheduled to decide on action regarding
the recommendation.



4. GENERAL FUND QUARTERLY REPORT ENDING JUNE 30, 2016. Discussion
was led by Sue Smith. Sue covered the handout and pointed out some key numbers.
Projected revenue for FY 16 is expected to be about 529K more than budget. A large part
of the overage is due to reimbursement of about 438K in pre-referendum costs associated
with the utility undergrounding project. Projected expenses for FY 16 are expected to be
about 450K less than budget. Most of the variance is due to General Services and
Contingency. Overall, revenue is expected to exceed expenses by about 132K which
results in a projected fund balance of 5.3M. The Commission holds a designation of 1.3M
for Pension which will leave the unassigned balance at just under 4M. This represents 93
operating days. Lynn Larson asked a question regarding the additional 1.2M the
Commission moved to the pension fund. She asked if it was possible to get a report on
what that money earned in the pension investment fund versus what it would have earned
in the Town’s investment fund. Sue said she can get a report from the pension fund
investment advisor and compare earnings with the Town fund. Mayor Duncan asked
where we are with the pension buyout. The response was that there are less than 10
participants and this represents less than 1 million dollars. The potential high end of the
buyout was 8 million. Mayor Duncan commented that we should do some analysis on
what drives the buyout decision. He also commented that the FY 16 operating results in
terms of revenues and expenses should be shared with the public as results are very
positive. The response was that the numbers will be available on the Town website. Irwin
Pastor asked what was happening with replacing the Chief Accountant position. Sue
responded that she has applications and some of them look good and she is continuing the
active search for a replacement.

5. NEW BUSINESS. None.
6. NEXT MEETING. The next meeting is scheduled for December 8, 2016 at 10:00 AM.

ADJOURNMENT. The meeting was adjourned at 11:40 AM.

Minutes Approved

Mike Wilkinson Irwin Pastor, Chairman



