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Good morning Commissioner Aaronson and  Fellow Commissioners. Thank you for your time and attention today as we present for you the 2009 year-end financial review. 
This is the fourth year  in which we have publically presented this important information during this time period. We do this for two specific reasons, first, the reporting period for the 2009 Fiscal Year just ended on March 31. A Few weeks ago, you each received a copy of our Comprehensive Annual Financial Report or CAFR for the County Fiscal Year ending on September the 30, 2009. 
This report takes 6 months to complete  and is done by our office with the cooperation of all county departments and executive staff.  As prescribed by law,  it’s a detailed financial statement of all county operations, including county enterprises and constitutional offices, and is audited by McGladrey & Pullen LLP an independent Certified Public  Accounting firm. The CAFR is a mandatory report and must be made available to many state entities including the Auditor General, Department of Financial Services, and the State Board of Administration. It is also sent to Federal Agencies in compliance with Federal Regulations.  

The Second Reason we present this financial information to you at this time is that it marks the beginning of your public dialogue with the citizens of Palm Beach County as you prepare the 2011 budget. 
 
Many of you have asked me, what is the difference between the work of the Clerk and Comptroller, and Your Office of Financial Management and Budget or (OFMB). Although we work with the same financial system and the same numbers , our roles are vastly different. 

While OFMB creates the budget, they follow a sophisticated model driven by the fiscal policies, that you, the elected board create and prescribe,  These policies include the decisions to raise or lower the millage rage, increase or decrease services, incur debt or expend dollars for capital improvements. Once these policy decisions are made, the budget is created in accordance with those policies, giving you a prospective plan for how the county’s tax dollars will be spent. 

The Clerk & Comptroller does not make policy decisions. Our role is to monitor and report on the spending throughout the year to ensure compliance with the  financial policies that you set. That is why your financial policies are so important. They provide assurances to the tax payers that specifically set guidelines will be followed. Over the next 12 minutes, my staff will review for you several specific components of the CAFR
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•Net Asset Review Shannon Ramsey-Chessman, CPA, CGFO
Chief Operating Officer of Finance

• Investment Review Felicia Landerman, MBA, AIF®, CTP
Investment Manager

•Debt Review Jim Beard, MBA, AIF®, CTP
Director of Compliance & Revenue

•Fund Balance Review Peter Jannis Esq., CPA, MBA, CFP
Accounting Director

•Recommendations    Sharon R. Bock, Esq. AIF®
Clerk & Comptroller

AREAS OF DISCUSSION

Presenter
Presentation Notes
 
They are, 

Net Assets Review by Shannon Ramsey Chessman, Our Chief Operating Officer, 
Investment review by Felicia Landerman our Investment Director, 
Debt Review by Jim Beard our Debt Manager and 
Fund Balance Review Peter Janis our Director of Accounting Services. 

These areas of discussion were chosen because they are considered by the Government Accounting Standards board and the Government Finance Officers Association as the primary indicators of the fiscal health of a  County. 

Also, Because of the size and mandatory reporting requirements, the CAFR is quite lengthy. In our Efforts to bring transparency and understanding to county government finances, we create a more concise, user friendly version of the CAFR called the Checks and Balances, your guide to county finances., Which is known as a Popular Annual Financial Report or PAFR, 
We have passed them out to you today and will be referring to it at times during the presentation. For those of you who many be watching on Channel 20, all financial documents in which we refer can be found on our website at www.mypalmbeachclerk.com.

Now I would like to introduce our chief officer of finance, Shannon Ramsey Chessmen. 
(Next Slide)




2008-2009

2007 2008 2009 % Change
Beginning Net 
Assets $3,560,569,000 $3,845,129,000 $3,946,058,000

+ Excess       
Revenues $277,506,000 $100,929,000 $86,342,000 -14%

Ending Net 
Assets $3,838,075,000 $3,946,058,000 $4,032,400,000

 

NET ASSET REVIEW

*2008 beginning net assets restated

*

Change in Net Assets – The Bottom Line
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Thank you Clerk Bock.  

One of the primary indicators of the County’s fiscal health is the total of its net assets.  But what are net assets?  In simplest terms, net assets represent the value of what the county owns less what the county owes. A recap of the County’s FY 2009 net assets  can be found on page 20 of the PAFR. Essentially, net assets represent the County’s net worth. Just as our personal net worth grows when the value of what we own is more than we owe, so does the County’s.

But, why is net worth such an important indicator?  Because changes in the County’s net worth over time show either an improving or a weakening financial position.  These changes can be directly impacted by the financial policies implemented by the County.  Decisions to issue debt, build a library, change spending, or taxing levels have a direct positive or negative impact on net worth.  The County, through its implementation of fiscal policy, can dynamically respond to these changes especially during troubling financial times such as these.  And, as mentioned by Clerk Bock, the Clerk & Comptroller through its policy compliance role can provide the County with valuable financial information demonstrating the effectiveness of these policies. 
This first chart provides a recap of beginning net assets, increases to net assets, and ending net assets for the past three fiscal years.  As I mentioned earlier, this is essentially a recap of our net worth. 
 
If you look at the 2009 column, you will see that the County’s net worth grew by just over $86 million this past fiscal year.  However, as you can also see in this 14% since fiscal year 2008 and and 69% since fiscal year 2007. 
 
But any growth in net worth is a good thing, right?  Well, let’s take a look at the reasons why net worth changed. 

(next slide)



     Beginning Net Assets $3,946,058,000

 2009:

Increased Capital Assets $193,000,000

Net Debt Incurred -$451,000,000

Increased Investments/Cash $314,000,000

Other Net Asset Changes $30,342,000
     Total Change in Net Assets $86,342,000

     Ending Net Assets $4,032,400,000

NET ASSET REVIEW
Change in Net Assets During FY2009
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As you can see in this chart there were two main reasons why net worth grew:  an increase in capital assets and an increase in cash & investments.  These increases were offset by a significant increase in debt, $369 million of which was issued by the Solid Waste Authority.  
 
So, we now know why net worth grew, but is the County really more financially secure?   Well, the County now owns more capital assets such as land and roads, but these assets are not liquid like cash and are not available for future spending.  Additionally, these capital assets will require on-going maintenance and operating expenses in the future.

Ok then, how about the substantial  increase in cash and investments?  Unfortunately, most of these funds are related to the debt that was issued and committed for future projects.  Additionally, most of these increases were related to the County’s business activities such as Airports, Water Utilities, and the Solid Waste Authority, which are mostly self supported through user fees rather than tax dollars. 

So what about the cash and investments for the County’s day to day operations or government activities, such as public safety, transportation and human services?  The news for these services is not as good; cash and investments actually declined $101 million last year, a 5 ½ % decrease.  This fact may come as no surprise as these service are primarily supported through property tax revenues. 

So while the value of what the County owns is higher, this increase in net worth is a result of the addition of capital and other assets in our business activities, while the cash necessary for the County to support its day to day operations is declining.

Let’s take a closer look at the revenues and expenditures for these daily operations to see the reasons for this decline…   

(next slide) 
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This chart provides a recap of revenue and expenses over the past three fiscal years.  The blue line represents revenues while the yellow line represents expenditures.  As you can see from this chart, revenues have sharply declined for the past two years, while expenses declined last year.  As the chart shows,  things have changed dramatically from FY 2007, when revenue clearly outpaced expenses.  Now, all available revenues are being spent to support county operations. 
 
As you are undoubtedly aware, the most significant factor contributing to the decline in revenue is the decrease in property values -- a trend which is anticipated to continue.  However, all categories of revenue including impact fees, gas tax, sales tax, grants and interest income are continuing to decline as well.  This reduction in revenue directly contributed to the $101 million decline in cash and investments discussed in the previous slide.
 
Despite this decrease in property tax revenue, some expenses have continued to grow.  For example, public safety expenses increased $58 million or 8.4% from the previous year, with a portion of this increase due to additional Sheriff services for municipalities, the cost of which is funded by these municipalities.  General government expenses increased $10 million or 2.8% last year as well.   So why does the chart reflect a decrease in spending?  Because the increases in public safety and general government were offset by reductions in spending for other services, including transportation. 

It is clear that until the current economic environment improves, future year revenues will continue to decline causing continued financial hardship for the County going forward.

We just covered the County’s net worth and some of the financial decisions that had an impact.  In the next few minutes you’ll hear in greater detail how these financial policies and decisions impacted net worth.
First, let’s talk about County revenues…who collects it and how is it ultimately invested to reduce the burden on the County’s taxpayers.  

With that, I will now turn it over to Felicia Landerman for a review of the County’s investments…

(next slide)




INVESTMENT REVIEW
Fiscal Year End Portfolio Balances
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Thank you Shannon,
 
One of the Clerk’s responsibilities as the Chief Financial Officer for the County is to safely invest County funds until they are needed to pay expenses.  As you can see in this chart, County investments at the end of the fiscal year totaled $1.7 billion dollars.  Although operations have been drawing on portfolio balances, debt issuance has allowed overall cash balances to remain somewhat stable.

So what does this money represent and where does it come from?  The portfolio balance is made up of all revenues of the County, including tax dollars, user fees and grant funds among others.  Every penny that the County takes in comes into the Clerk’s Revenue Dept. where it is recorded and accounted for.  It then moves to  the Investment Dept., where it is invested with the objective of safety, foremost, followed by liquidity and earning the best return possible within the guidelines of The County Investment Policy that was adopted by the Board of County Commissioners over twenty years ago.  The policy provides strict guidelines,  allowing only for the safest fixed-income investments, rather than other riskier types, such as equities.
Even though these types of securities may earn lower returns, safety of principal is most important because we are investing the public’s money.  Please  refer to page 16 of the PAFR for a breakdown of County investments at the end of the year.

(next slide)



 



INVESTMENT REVIEW
Investment Portfolio Yield Comparison FY2008-FY2009
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In order to earn the maximum amount to help pay for County services, the Clerk and her staff of experienced investment professionals monitor developments in the financial markets and perform on-going, in-depth research on a daily basis.

This graph shows the County’s returns over the past two fiscal years versus the County designated benchmark, which represents an appropriate market rate of return the public can expect to earn on its money. The County’s yield is indicated by the blue line, and the benchmark, which is the 24-month moving average of the 2 year Constant Maturity Treasury note, is shown in yellow. As you can see, the  portfolio yield has consistently beat its target over the period.
 
This graph also shows the Fed Funds rate in red which is significant because of its broad impact on other market interest rates. As you can see, it fell dramatically and then remained exceptionally low throughout the fiscal year. However, the County’s yield remained high, as the Clerk’s office strategically extended the overall maturity of the portfolio in anticipation of a continued low rate environment. Because interest rates eventually do have to go up, recent investments have been into variable rate notes and securities with minimal extension risk, allowing for interest rate sensitivity when this rate shift does occur. 
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INVESTMENT REVIEW
Year-End Interest Income/Excess Fees
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So, just how significant are interest earnings on County funds?  The Clerk’s office continues to generate one of the highest returns in the state, and in fiscal year 2009 alone, interest income on the portfolio totaled $86 million, or the equivalent tax savings of approximately $138 per taxpayer.
 Not only does the Clerk’s office generate significant income for the County, it does so at a tremendous cost savings.  The office is one of only a few in the state to manage the investments in-house.  If we were to outsource the investment management function, it would cost the taxpayers over .15% of the portfolio balance per year, or over $2.5 million dollars per year.  Comparable in-house management only costs the taxpayers a fraction of this amount, at a budget of a mere $431,000 per year.      
Before, I close on County investments, I do want to mention a couple of noteworthy accomplishments during the fiscal year.
In 2009, for the second year in a row, Standard & Poor’s issued the best possible credit and volatility ratings to the County’s investment portfolio, indicating extremely strong protection against credit losses and low sensitivity to changing market conditions.  
Further demonstrating an objective of continuous improvement during the year, the Centre for Fiduciary Excellence -- also known as CEFEX -- certified the Clerk’s office as implementing a set of industry best practices in the management of public tax dollars.
For a more in-depth review of County investments, please refer to the Annual Investment Guide, which is posted on the Clerk’s website.
As you can see, the County’s investment policy has worked very well to the benefit of the taxpayers…I will now turn it over to Jim Beard for a review of the County’s Debt.
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DEBT REVIEW
Long-term Debt Outstanding
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Thanks Felicia
 
Given that debt represents a major liability for the County and the principal and interest payments on debt represent a major annual expense County Indebtedness is a topic worthy of discussion.
 
In this graph, the total debt – which for the purposes of this presentation is comprised of bonded debt, notes, commercial paper and loans of all of the County reporting entities including the SWA - had a net increase of 21%, up to a total of $2.29 billion. 
A snapshot of the debt picture can also be found on pages 18 and 19 of the PAFR. 
It must be noted that during 2009, Palm Beach County made a historic shift in the manner in which bonds will be issued in the future with the BCC and the County Administrator agreeing to revise the County’s Debt Management Policy.  
 
A major component of the revision was the formation of a County Finance Committee (CFC) comprised of subject matter experts from the County, the Clerk & Comptroller’s office, the Solid Waste Authority as well as a representative from the Palm Beach County School Board.  
 
The focus of this highly qualified group, of which I am a member, is to ensure that transparency and openness are part of the debt issuance process through the implementation of best practices.  This committee has begun work on request for proposals (RFP’s) for Bond Underwriters & Bond Counsel and expects to select professional service providers in FY2010. 
 
Additionally, for the first time in recent history the County will issue debt on a competitive basis by asking investment banking firms to place bids for County debt issues.  Bonds will be awarded to the bidder offering the lowest interest cost for the taxpayers and ratepayers of Palm Beach County.

(next slide)




DEBT REVIEW
Debt Comparison by Type FY2007-FY2009
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While the total issuance of new bonds for the county is up for this fiscal year, the real story is the change in the debt composition between fiscal year 2008 and fiscal year 2009. 

The first set of bars represent the General Obligation debt, or debt that is repaid with real estate taxes collected from taxpayers, This type of debt was reduced by $20 million to $273 million due to regularly scheduled principal and interest payments.  No new GO bonds were issued during the fiscal year.
 
The next set of bars represents the $942 million in Non-Ad Valorem Revenue Bonds currently outstanding. Non-Ad Valorem Revenue bonds finance the construction of revenue producing projects This is a net increase of $43 million for the Max Plank project and loan refunding.
 
The set with the tallest bar represents the $957 million in revenue debt of the county, which includes the debts of the Water Utilities Department, the Airport Department as well as the Solid Waste Authority.  These departments and authority are also called enterprise funds as they provide goods and services to the public for a fee and are self-supporting.
 
This category of debt has a net increase of $415 million with several new issues:
 
$68.1m – Water Utilities – FPL Reclaimed Water Project
$131.6m - Solid Waste Authority future landfill and transfer facilities
$261.5m - Solid Waste Authority Waste to Energy & Renewable Energy facilities
 
This shift in the amount of revenue supported debt could lead to increased fees for services in future years for things such as airport parking, water bills, trash collection and alike.
 
The final set of bars represents $117 million in notes, commercial paper and other short-term instruments.  
 
The county generally uses short term debt to fund the initial stages of major projects. 
During the fiscal year the county paid-down or refinanced $55 million in existing notes, including the conversion of $48 million sunshine loans into a Non-Ad Valorem revenue bond.
 
This was offset by the issuance of a $16m long term BAN for work at Four Points and other public buildings.
 
As in previous years, much of this debt will most likely need to be refunded with longer-term debt in the future.  At that time the County will have to bear the additional cost of issuance for the longer-term debt. 
 
(next slide)



DEBT REVIEW
Debt per Capita / Debt per Household
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This slide shows per capita and per household debt.
 
The numbers you see are driven by two factors, a $400+ million increase in the total county wide debt and the loss of approximately 7,300 residents during the year.  It is important to note that as the population decreases, the amount of debt for everyone remaining increases.
 
As you can see, the total debt per capita increased from $1,443 per capita in 2008 to a total countywide debt of $1,755 for every man, woman and child that resides in Palm Beach County.
 
The taller bar displays the debt level per household.  that means for every single family home, multi-family unit, condo, co-op, and retirement home there is $4,156 in county-wide debt.
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DEBT REVIEW
Outstanding Debt Service Payments 2009 - 2041
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Financial decisions made decades ago have a profound impact on the County’s current financial position since any outstanding debt requires annual debt service payments.  Last fiscal year the County made principal payments of $134 million and interest payments of $81 million bringing the total Annual Debt Service Payments to just under $215 million with SWA accounting for about $42 million of this total.
Fortunately, the County has maintained its triple AAA bond rating during these difficult times – A testament to the strength of Palm Beach County’s name in the municipal bond market. 
 
This graph shows the projected Debt Service Payments due on County debt over the next 30 years. The first bar on the left shows that in FY2009.
 
This represented 10 percent of total County revenues for the year and is an expense that cannot be cut when budgets get tight. 
  
Projections indicate that, due to the payment structure of the outstanding debt, debt service payments are projected to peak in FY 2010 at $289.46 million dollars. Roughly $75 million more than 2009’s total Debt Service Payments.
The reason for this is that the debt payments were structured in ways that require the bulk of the payments to be made fairly early in the loan… While front-end loading debt payment reduces the interest cost, the combination of multiple front-end loaded debt issues can cause a strain on budgets.

Additionally, we have issued some debt that is “non-callable.” What this means is that  we are unable to refunding or refinancing of that debt. This is particularly troublesome since it limits the County’s ability to take full advantage of historically low interest rates.
 
Debt should be evaluated on both an issue by issue basis as well as at a portfolio level.   This will ensure that the County strikes the right balance between total budget flexibility and cost.
 
Going forward, a formal debt capacity study may provide insight into ways to better structure county debt and provided greater overall budget flexibility.   
 
(next slide)



General Operating 
FUND BALANCE REVIEW

Change in Operating Fund Balance vs. Expenditures 
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Thank you Jim.
Now let’s focus further on just the General Fund and let me start out by explaining what “General Fund Balance” means. Think of the General Fund Balance as our savings account for our Operating Fund. Fund balance represents county operational funds that were not spent by the end of the fiscal year. It is the accumulation of revenues that have exceeded expenditures over the years. When revenues exceed expenditures in a given year, your savings account or general fund balance increases. If expenditures exceed revenues, the general fund balance declines. Fund balance is the term used in Public Sector accounting, much like the way “Equity” or “Net Worth” is used in Private Sector accounting. 

While Shannon showed the governmental activities revenues were not supporting government wide expenditures, the decline in the General Fund Operating Balance, or net assets for the General Fund, was even more dramatic.  This means that there was not enough annual tax revenue to pay for all of the services which were already budgeted so we had to reach into our savings account, or General Fund balance, to make up the shortfall.
 
This chart illustrates the change in the amount of money that is left in the operating account at the end of the fiscal year. The General Fund Balance has recently followed a downward trend as you can see.
 
While the amount left in the General fund balance as of September 30, 2009, $181 million, may seem quite high. Compared to 2007 and 2008, this amount is substantially lower and dropping rapidly. It is a $39.7 million or 18% decrease from 2008.  This reduction marks the second year in a row that the County’s operating revenues did not support operating expenditures. This highlights the seriousness of the current economic situation for the County’s financial future.
 
 What is even more troubling is that the rate of decline per the year end 2009 financial report demonstrates that it was double the rate from 2008; that is, our savings account declined at the rate of 18 percent in 2009 versus a decline at the rate of 9 percent in 2008, per the chart.

Over the next 6 months, you as the County Commissioners will be considering the 2010-2011 County Budget. During these months, you will be asking a lot of hard questions. The road map to help you answer these questions can be found in the performance of the operating fund balance.
 
(next slide)





General Operating FUND BALANCE 
REVIEWREVIEW
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Now let’s look at how the County’s revenues and expenditures have compared recently. 

This chart depicts General Fund revenues and expenditures for the past five fiscal years.  The blue line represents revenues, the orange line expenditures.  As you can see, revenues exceeded expenditures through Fiscal Year 2007. But since then, revenues have fallen short, beginning in Fiscal Year 2008, where the lines cross. This decline in revenues coincided with the recession. It also directly correlates with the last chart showing the recent decline in fund balance.
 
Let’s take a look at a simplistic real-world example to illustrate what has been happening with the County’s finances. Say I earn my paycheck and  pay my bills. At the end of the month, the money that is left over goes into my savings. If I increase my expenses without an increase in my paycheck, there wouldn’t be enough money left over in my paycheck to pay my bills, so I would have to dip into my savings from previous months. I now have to spend less money or dip into my savings to cover the loss in my pay -- if there are any savings left to dip into.  

 As we move into the budget season, note that the revenue stream for the County has decreased from the peak in 2007. Each year you must decide whether to increase taxes or cut spending in order to keep the relationship depicted in this chart in balance.

Because of the economic crisis,  the County has passed the point where spending now exceeds earnings; we are out of balance.  We’ve taken a pay cut, that is our property tax revenues have dropped, and we have been forced to dip into our savings, the General Fund balance, to cover our expenses or operating costs. However, this savings account may soon run out at the rate we are spending it.
 
(next slide)





General Operating FUND BALANCE 
REVIEWREVIEW

Declining  Property Tax Revenues
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As Shannon mentioned, the primary reason for this reduction in fund balance has been declining County revenues.  Let’s take a more detailed look at why these revenues are declining.
 
This graph depicts the County’s General Fund revenues for the past three fiscal years. Taxes, predominantly property taxes,  are in blue and total taxes and other revenues are in red on this chart.   Total taxes and other revenues, or total revenues, include property taxes, user fees such as licenses and permits, state shared revenues, such as the gas or sales taxes, charges for services, such as customer solid waste billings, airport parking fees,  and investment income. 
 
As you can see in this graph, property taxes -- the blue bar -- make up most of the revenue in the General Fund.  While property tax revenue in the General Fund peaked in Fiscal Year 2007 at approximately $718 million, this figure dropped by $43 million to approximately $675 million in Fiscal Year 2008.  Property tax revenue dropped in 2009 by an additional $63 million, to approximately $612 million. 
 
Just to summarize, annual Tax Revenue in the General Fund has dropped by $106 million from 2007 to 2009. This decrease in taxes was the major contributing factor to the reduction in the General Fund’s fund balance. This is discussed further in the PAFR on pages 9 and 12. 
 
As you can see, legislative changes and economic conditions such as the downturn in the housing market have negatively affected revenues. If this revenue decline continues, it will deplete fund balance even more in the future.
 
You may be asking if anyone could have foreseen the challenges we are facing. Is there something we could have done better to prepare for the recent economic storm?
 
 Hindsight is always 20/20, but there are clear guidelines followed by other governments which include the creation of a formal reserve and fund balance policy. On page 15 of the PAFR, we describe Reserves. We build Reserves from excess Fund Balances.  Just as the formal investment policy guides investments during stable and unstable times, a formal fund balance reserve policy would be useful as you move forward. Right now, the County has no formal general fund balance reserve policy. The latest reductions in revenues have forced us to deplete our general fund balance; but this strategy cannot be sustained much longer as we have seen. Our savings account is dwindling.  

Also, because there is no formal fund balance reserve policy, it is difficult for us to monitor compliance with such policy.
  
Now I will turn it back over to Clerk & Comptroller Sharon Bock for a recap…
(next slide)



2008 
RECOMMENDATIONS

 Adopt a debt policy 
encompassing GFOA 
guidelines

 Limit “debt-financed” capital 
improvements

 Review debt using a portfolio 
based approach  vs. an issue 
by issue approach

 Adopt comprehensive 
reserve and fund balance 
policies

 Review debt using a portfolio 
based approach  vs. an issue 
by issue approach

 Adopt comprehensive 
reserve policies

 Adopt comprehensive fund 
balance policy

 Consolidate all county 
investments into one 
portfolio to reduce cost and 
maximize interest earnings

2009 
RECOMMENDATIONS

Presenter
Presentation Notes
As your chief financial officer, Each year, we offer recommendations that are the accepted best practices in County Government finance.  This year is no different, but we wanted to show  the 2008 recommendations and commend you on your previous efforts this year to comply with these best practices. 
As you see, you did adopt a debt policy and you limited debt financed capital improvements during the 2009 budget year. The other two recommendations have been moved over to this years recommendations.  They are, to review debt using a portfolio based approach versus an issue by issue approach. Also, and very importantly, to adopt a comprehensive reserve policy as well as a comprehensive fund balance policy. And lastly, we would recommend the consolidation of all county investments into one portfolio to reduce costs and maximize interest earnings. 

As we stated throughout this presentation, the creation and adherences to flexible but written fiscal policies provide decision making guidelines from year to year. These policies, in addition to being GFOA Best Practices, will help the county balance current and future financial priorities, and will also allow us to comply with mandatory GASB reporting requirements.  Our Professional staff is ready to work with you throughout this year and into the future. 

We thank you for your time. 

(next slide)





Sharon R. Bock
Clerk & Comptroller
Palm Beach County

Questions?

Presenter
Presentation Notes

We thank you for your time and attention and will now answer any questions you may have. 

End Slide Show
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