
STATE OF THE COUNTY ADDRESS
FISCAL YEAR 2011 FINANCIAL REPORT

May 15, 2012

Presenter
Presentation Notes
Good morning Commissioner Vana and fellow Commissioners. Thank you for your time and attention today as we present the Clerk & Comptroller’s annual State of the County Address, which is our comprehensive Year-end Financial report. Sept 30th, 2011, was the end of the county fiscal year. From that date until March 31st, 2012 we worked diligently to prepare the fully audited financial report called the “Comprehensive Annual Financial  Report” or  CAFR.   A copy of this 200 page report was delivered to you in two forms this year, by hard copy and by CD. Because this meeting is being recorded and will reach a larger audience, please note that the CAFR is also available on our website at www.mypalmbeachclerk.com. Today, you and those in our audience also received three other important year-end publications produced by our office:   1.  Checks and Balances, Your Guide to County Finances - our user friendly, easy to read, snapshot of county finances.  2.  Annual Investment Guide, a detailed review of the County’s Investments  3.  Annual Debt Guide, a detailed review of the County’s outstanding debt  All of the information provided today, including this presentation, can be accessed on our website. In government, as in business, a basic tenet of accounting is “segregation of duties”. This is designed to ensure that no one entity has control of all financial decisions, payments, and reporting.  So when the Florida Constitution was written in 1838, the framers of that guiding document in creating the county infrastructure ensured citizens that there would be complete financial oversight of their hard earned tax dollars.   As the elected, constitutionally created Clerk & Comptroller, I serve the people of Palm Beach County as the county’s Chief Financial Officer, treasurer, accountant and financial auditor.  And in this role, there exists no duplication of duties or added costs, but only the assurance that our financial matters are properly vetted and fully reported in a transparent manner. With this transparency in mind, my staff and I will now present our annual report on the county’s financial position. 
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• Net Assets Shannon Ramsey-Chessman, CPA, CGFO
Chief Operating Officer of Finance

• Investments Felicia Landerman, MBA, AIF , CTP
Investment Manager

• Debt Tony F. DeBlasio, CPA
Accounting and Financial Reporting Manager

• General Darlene Malaney, CIMA
Fund Balance Director - Finance Services

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

• County Financial Sharon R. Bock, Esq., AIF
Health Clerk & Comptroller

AREAS OF DISCUSSION

Presenter
Presentation Notes
As in past years, we have chosen four areas of discussion as they are considered by the Government Accounting Standards Board and the Government Finance Officers Association as the primary indicators of the County’s fiscal health.First, Shannon Ramsey Chessman, our Chief Operating Officer of Finance will give a review of the County’s net assets. Year to year monitoring of net assets provides perspective for where the County is heading and allows you to change course, if needed.  Next, you’ll hear an investment review by our Investment Manager Felicia Landerman. We focus on this area because the proper management of invested tax dollars is essential always, but particularly during challenging times. Maximizing revenue through the daily management of the County’s portfolio can lessen the tax burden on County citizens. Then, Tony DeBlasio, our Accounting and Financial Reporting Manager will provide a review of county debt. This is an area that’s important to focus on because, as you know, debt is a major liability paid for not only by current taxpayers, but also future generations. Governments must carefully plan debt to maintain financial health. Darlene Malaney, our Director of Finance Services, will then review the County’s General Fund Balance – the main operating account of the County – which can have a major impact on the amount of money the County has to pay its bills, potential tax rates and county reserves.  And, finally, I will provide recommendations and a review of the County’s overall fiscal health.  Now, here’s Shannon. 
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CHANGE IN NET ASSETS – THE BOTTOM LINE

2009 2010 2011

2010-2011 
Percent 
Change

Beginning Net 
Assets $3,613,005,493 $3,647,729,000 $3,595,622,000
Ending Net 
Assets $3,647,729,000 $3,595,622,000 $3,634,011,000
+ Excess 
Revenues $34,723,507 -$52,107,000 $38,389,000 174%

Presenter
Presentation Notes
Thank you Clerk Bock. One of the primary indicators of the County’s fiscal health is the total of its net assets. In simplest terms, net assets represent the value of what the county owns less what the county owes—or basically the County’s net worth. Just as 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 – in other words, this shows your bottom line.  Decisions to issue debt, build a park, increase or decrease taxing levels have a direct positive or negative impact on your bottom line.  The Board, through its fiscal policies, can proactively influence changes, especially during uncertain financial times.  The Clerk & Comptroller – through its policy compliance role – provides valuable financial information, which demonstrates the effectiveness of these policies. That’s why we are here today. Let’s look at our net assets. This chart provides a recap of beginning, ending, and changes to net assets for the past three fiscal years. In the last column, you see that the County’s net worth increased by $38 million dollars in 2011. Airports and Water Utilities, the county enterprise funds, are included here.  As a quick reminder, county governmental activities are funded through taxes and fees while enterprise funds operate like a business, obtaining their revenue through user fees and charges, rather than property tax dollars. –  Since you asked last year Commissioner Marcus, please know that the Solid Waste Authority’s financial information is no longer combined with the County’s.  Therefore, you now have a clearer view of the Board’s direct operations. While these challenging financial times are clearly not over, it is encouraging that the County’s net asset position is once again increasing after its first-ever decline last year. Now let’s take a look at what factors are contributing to this increase.    (Next slide)  
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CHANGE IN NET ASSETS – THE BOTTOM LINE

Beginning Net Assets in 2011 $3,595,622,000

Increased Capital Assets $  33,000,000

Decrease in Liabilities $  99,000,000

Decreased Investments/Cash -$117,000,000

Increase in Receivables $23,389,000

Total Change in Net Assets $     38,389,000

Ending Net Assets $3,634,011,000

Presenter
Presentation Notes
In this chart, the primary change you’ll notice in the box highlighted in red is a decrease in liabilities.  The good news?  The County is reducing its debt. Just as each of us pays our car payment, mortgage payment, or other debt, so does the County.  As you can see, the County reduced its debt by $99 million dollars in fiscal year 2011.   The bad news?  As we know all too well, you have to use cash to pay for debt which leaves less cash available for other spending or investing.The second factor contributing to the increase in net assets is an increase in receivables, or money owed to the County.  As you know, the County has historically received Federal and State grant funding for parks, social services, environmental protection, and transportation, among others.  During this most recent economic downturn, the County has increasingly solicited additional grant funding.  A majority of these more recent grants are specifically related to economic development & sustainability.  As of the end of fiscal year 2011 the County was awaiting more than $69 million dollars in grant funding from Federal and State agencies, an increase of $23 million dollars from the prior year.The County’s net worth is stabilizing. Your decisions over this past year are what created this stabilization. In the next few minutes, you’ll hear more about the effects of your policy decisions in greater detail.This chart shows a decrease in the County’s investments and cash. Let’s move on to more specifically detail why this happened. I will now turn it over to Felicia Landerman for a review of the County’s investments… (Next slide) 



www.mypalmbeachclerk.com

$-

$20,000,000 

$40,000,000 

$60,000,000 

$80,000,000 

$100,000,000 

9/30/2009 9/30/2010 9/30/2011

$75M

$59M

$86M

INVESTMENT YEAR-END INTEREST INCOME

Presenter
Presentation Notes
Thank you Shannon,One of the Clerk’s responsibilities as the Chief Financial Officer for the County is to safely invest taxpayers’ dollars.  The portfolio balances averaged $1.5 billion dollars during the 2011 fiscal year, peaking to a high of about $1.8 billion dollars as ad valorem taxes were received.The portfolio is made up of all revenues, including taxes, grants, state-shared revenue, and user fees, that are remitted to the County.  The Clerk’s Revenue Department receipts and accounts for every penny. After that, the Clerk’s professional investment team invests all funds with the objective of safety of principal, foremost, followed by liquidity, the bills must be paid, and then earning the best possible return within the guidelines of the County Investment Policy.  That policy was adopted by the Board of County Commissioners over twenty years ago and is reviewed and updated on a regular basis. Even with the policy’s strict guidelines, the Clerk’s office earns significant interest income, which benefits you, the Board of County Commissioners, by adding millions of dollars to your bottom line. The above chart demonstrates that interest income has been trending downwards in recent years. This is due to declining revenues, resulting in declining portfolio balances. This is also accentuated by an extended period of historically low interest rates.  Nevertheless, the Clerk’s office continues to generate one of the highest returns in the state.  Last year alone, interest income totaled $59 million dollars, or the equivalent tax savings of approximately $94 dollars per property owner.(next slide) 
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INVESTMENT PORTFOLIO YIELD COMPARISON
FY2009-FY2011
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Presenter
Presentation Notes
In order to provide the maximum return, the Clerk’s investment team actively manages the portfolio. We partially measure our success by comparing our return to a standard benchmark outlined in the County Investment Policy.This graph shows the portfolio’s returns over the past three fiscal years versus the benchmark. The County’s yield in blue, and the benchmark which is the 24-month moving average of the 2 year Treasury in green, demonstrate that the portfolio yield has consistently beaten its target.This graph also shows the Fed Funds rate in red.  It fell dramatically in FY’ 08 and then remained exceptionally low throughout the past three years. However, the portfolio’s yield remained relatively high because the Clerk’s office extended the maturity of investments in anticipation of continued low rates. Because interest rates eventually will rise in an expanding economy, we are careful to monitor performance as rates shift and make our investment decisions accordingly.(next slide)
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FLORIDA COUNTIES COMPARISON
Portfolio Yield Portfolio Duration

0.0%

0.5%

1.0%

1.5%

2.0%

2.5%

3.0%

3.5%

4.0%

9/30/2010 9/30/2011

0

100

200

300

400

500

600

9/30/2010 9/30/2011

Palm Beach

Sarasota

Broward

Hillsborough

Miami-Dade

Orange

Presenter
Presentation Notes
As you can see on this next slide, Palm Beach County’s yield on investments shown in blue has exceeded that of comparable counties for the past two years.  What’ sets us apart from our peers is our longer duration and wide diversification of assets.In stark contrast is Miami-Dade.  Although their portfolio is three times the size of PBC’s, they generated $35 million dollars less in interest income last fiscal year.  If they were to have invested like we had, they could have earned approximately $104 million dollars extra in interest income last year alone. Over the years other entities have sought out our internal investment expertise through the use of interlocal agreements such as the Sheriff’s office, the Housing Finance Authority, and most recently, the Tax Collector’s office.Before I conclude, I’d like to mention a couple of notable accomplishments.  Last month, the Clerk hosted the inaugural meeting of the “Investment Council of the Palm Beaches” with great success.  This forum will be ongoing and will present the opportunity for local government investment professionals to collaboratively work together and share best practices with one another. And finally, I’d like to mention that for the third consecutive year, the Centre for Fiduciary Excellence recognized and certified the Clerk’s office for using 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.I will now turn it over to Tony DeBlasio for a review of the County’s Debt.(next slide)
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Presenter
Presentation Notes
SLIDE 1 (graph of outstanding debt)Thank you, Felicia. We will now move our discussion from investing money to borrowing money. A discussion of debt is as important as the discussion of investments. Why? Because debt represents a major liability for the County, and the resulting principal and interest payments on that debt represent a significant annual expenditure.   This graph reports outstanding debt from fiscal year 2002 thru 2011 for each of the County’s two operating functions, governmental activities and business-type activities.  For our discussion, outstanding debt includes bonds, notes, and loans. 97% of the County’s debt is in the form of bonds with a typical term of 15 to 20 yrs.  The remaining 3% of debt consist of notes and loans, which are paid back over a shorter period of time.  As you can see in this slide, the County’s total debt increased from $981M in 2002 to $1.4B in 2011, a 47% increase.  By comparison, the County population rose 12% and inflation based on the CPI rose 24% during this same time period.The majority of new debt issued during this period was related to the County’s governmental activities, which include jails, libraries, and parks, among other projects.  This debt, represented by the blue section in the graph increased 54% over the past 10 years.  Please note that we separate debt in the chart above for the County’s enterprise funds (Airports and Water Utilities) and represent it by the orange section. This is done because the enterprise debt service is paid by direct users of those entities, as opposed to the blue section, which is paid through countywide use taxes, including ad valorem and sales tax. As members of the commission, your policy decisions have a direct impact on the taxpayers of Palm Beach County. In comparison to the 54% increase in governmental activity debt, the enterprise debt only increased by half that – or 27% since 2002.  This graph however, offers us some good news.  Since 2009, the county’s Outstanding debt is on the decline -- 11% over the past 2 years. This reduction in outstanding debt was achieved through normally scheduled principal payments and the near elimination of new debt issuance in recent years.   What debt has the County issued over the past 10 years?  Let’s take a look.(next slide)
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Governmental Activities Millions

Biomedical Technology $403

Jail, Law Enforcement, Courthouses $291

Parks, Libraries, Environmental Land $204

Public Building Improvements $ 79

Other $  45

$1,022

Business-type Activities

Water Utilities $222

Airports $ 69

$291

$1,313,000,000

Presenter
Presentation Notes
SLIDE 2 (graph of new debt issued – 10 years) For the previous 10 year period ending with fiscal year 2011, the County issued new debt in the amount of $1.3 billion dollars.  A little over 1 billion was for governmental activities and the remaining amount was for the business-type activities, water utilities and airports.  The graph shows new debt issued for each year during this period. Refunding debt is not included as those proceeds are used to reduce debt issued in prior years. Governmental activities are displayed in blue and business-type activities are displayed in orange and green. The table on the right side of the slide provides an overview of the function and purpose of this new debt.  Of the one billion dollars issued for governmental activities, 40% was incurred for the special purpose of developing an economic environment that would allow the biomedical technology industry to grow in Palm Beach County.  The other 60% of new debt was issued for such projects as jails, parks, libraries, etc. Now, let’s move our discussion from borrowing money to the cost of repaying that borrowed money.(new slide)
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DEBT SERVICE
Payment History & Future Scheduled Payments

Presenter
Presentation Notes
SLIDE 3 (graph of future debt service payments) This graph shows debt service (i.e. principal and interest payments) actually paid from 2003 thru 2011, the left side of the graph shaded in orange, versus payments scheduled to be made through 2021, if no new debt is issued. It is important to note that any new debt issued after September 30, 2011, will increase the future scheduled payments indicated here.    The red line shows that the amount of debt service for the County’s enterprise funds, Airports and Water Utilities, hit its peak in 2011. If no new debt is issued, payments made will gradually decline in future years. The blue line representing the County’s governmental activities resembles a ‘bell curve’.  Currently, debt service is at the top portion of the curve, and for the next 4 years (2012 thru 2015) debt service will remain at its peak level, locking the County into historically high debt payments during these economically challenging times. However, Board decisions can proactively change this schedule of payments. A good example is represented in the graph above. For example, the County owed $16 million dollars on a note due to mature in 2012.  The decision was made to refund this debt in effect reducing debt service payments in 2012 from $149 million dollars to $133 million dollars. While this provided some short-term relief to the county, this debt will be repaid over the next 15 years.  In summary, while the County has reduced its total outstanding debt, the debt service burden for governmental activities remains at historical highs. While debt is clearly a valuable and essential tool for financing capital improvements and other long-term assets, the down side is that the payment of that debt becomes an obligation on future revenue streams.  Therefore, each debt issuance should be carefully evaluated to ensure its necessity prior to issuance. I will now turn the presentation over to Darlene Malaney…who will discuss the General Fund Balance.(new slide)
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Presenter
Presentation Notes
Thank you, Tony! Now let’s look at how the County’s revenues and expenditures have compared since 2005. We have selected the General Fund to demonstrate this since it is the main operating account of the County.This chart shows General Fund revenues and expenditures for the past seven fiscal years. The blue line represents revenues, the red, expenditures. As you can see, for the first time since 2007, revenues slightly exceeded expenditures in  Fiscal Year 2011 – by approximately $7 million dollars. Because fund balance is a complicated concept, let’s illustrate this with a real-world example of personal finance. We earn a paycheck and we pay our bills. At the end of the month, the money that is left over goes into savings. If I increase my expenses without increasing my pay, there will be a shortfall and I won’t have enough money to pay my bills. I would then need to dip into my savings. The result is that I either need to spend less money or continue dipping into my savings. This is the dilemma experienced in Palm Beach County today.As the revenue stream coincides with the expenditures, each year a decision must be made whether to increase taxes or cut spending.  (next slide)
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GENERAL OPERATING FUND BALANCE REVIEW
BOCC General Fund Revenues

Presenter
Presentation Notes
Let’s take a more detailed look at General Fund revenues. This graph shows the County’s General Fund revenues for the past five fiscal years. Property taxes are in orange and total revenues are in blue. Total revenues include property taxes, user fees such as licenses and permits, state shared revenues, such as gas or sales taxes, charges for services, and investment income.  As you can see property taxes comprise most of the revenue in the General Fund. While property tax revenue in Fiscal Year 2011 dipped slightly – about $7 million dollars, or around 1% - TOTAL General Fund revenues were $29 million dollars less - about a 3% decline – over the prior year.So, with revenues declining once again, did we dip into our savings?  No, as noted on the previous slide, for the first time since 2007, the County’s expenditures were LESS than its revenues.Let’s take a look at how that decision benefitted the County.  (next slide)
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GENERAL OPERATING FUND BALANCE REVIEW
BOCC General Fund Balance History (Amounts in Millions)

Presenter
Presentation Notes
Another important aspect of the General Operating Fund, is the Fund Balance. Fund balance is the accumulation of revenues that have exceeded expenditures over the years. In other words, unspent revenues. When revenues exceed expenditures in a given year, the general fund balance increases. But, if expenditures exceed revenues, it reduces the fund balance.  From 2005 to 2011, this chart illustrates the balance remaining in the operating account at the end of each fiscal year. As you can see, for this first time since 2007, the General Fund ending balance actually rose slightly from the previous year, which indicates revenues outpaced expenditures during Fiscal Year 2011. It is important to keep in mind that while the $181 million General Fund balance as of September 30, 2011, is up over the previous year, it is still down by $67 million dollars, or 27% from its peak in 2007. This overall decrease is due to a decline in revenues with no appropriate corresponding decline in expenditures.  However, this chart does demonstrate that the significant annual fund balance declines experienced during this recession appear to be subsiding, which could provide some financial relief to the County in future years.   I’d also like to take a brief moment to discuss one last item with regards to fund balance—the new reporting requirements.  (next slide)
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FUND BALANCE
GASB Statement No. 54 old vs. new terminology

OLD

Reserved Fund Balance

Unreserved  Fund Balance

Presenter
Presentation Notes
As you may recall, one focus of last year’s Tax Watch report was the County’s fund balance and more specifically, the unreserved fund balance.  During our presentation in December, we indicated that a new accounting standard would be changing the way fund balance was reported and that this change would clear up much of the confusion caused by the term “unreserved.”Well, the new standard is here and this year’s CAFR is reflective of these changes.As you can see in the chart above, rather than two classifications – reserved and unreserved – we can now separate fund balance into 5 classifications. This provides greater detail and a better understanding for the taxpayers. So let’s see what last year’s fund balance looked like under the old and new accounting standards.�(next slide)
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FUND BALANCE
Palm Beach County Governmental Funds

Presenter
Presentation Notes
The left side of the graph above shows the composition of Palm Beach County’s fund balance at the end of fiscal year 2010, before the new accounting standard was implemented.The right side shows how we are now reporting fund balance in Fiscal Year 2011 under the new standard.While we are comparing two separate fiscal years, this chart still provides a clear picture of the dramatic change in fund balance classification due to the new standard.  As you can see, in fiscal 2010 $1.2 billion dollars was reported as “unreserved fund balance.” When we now look at fiscal year 2011 under the new standards, the “unassigned” fund balance is only $170 million dollars – clearly a huge difference.  Hopefully, the implementation of this new reporting model will help to clear up the confusion that led to TaxWatch’s concern with regards to the County’s fund balance. Now, I’d like to turn it over to Clerk Bock to provide some recommendations and a recap of the County’s overall financial health.(next slide)
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2010  RECOMMENDATIONS      2011 RECOMMENDATIONS

 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

 Implement a Long-Term Financial 
Plan for debt issuance

 Adopt comprehensive reserve and 
fund balance policies

 Increase use of technology-based 
applications (P-cards, scanning, 
pay cards, and a Time and 
Attendance system)

 Strategic approach to developing  
and aligning budget with Board-
directed priorities

Presenter
Presentation Notes
Thank you Darlene.Each year, we offer recommendations that are the accepted best practices in County Government finance – and this year is no different. Our first recommendation for 2011 is the implementation of a long-term financial plan for debt issuance.  Our previous recommendation in 2010 regarding a portfolio based approach to debt issuance has not been implemented. However, since minimal new debt has been issued, we suggest that now is the time for a discussion regarding long-term financial planning for future debt issuance. Because debt has important ramifications on the County’s financial health, a regular debt analysis to thoroughly examine the impact of any future debt should be considered.  The reason for this recommendation is not only the impact of debt on the County’s operating budget, but also the burden on the community as a whole.  And while the County adopted a debt service policy in FY2009, a strategic approach to issuance was not addressed. Second, we again recommend the creation of a comprehensive reserve policy and a comprehensive fund balance policy.  Established policies, when implemented, will help guide the County through revenue shortfalls.  Additionally, these policies provide transparency to the public and other users, like TaxWatch, who rely on the County’s financial information. We added a new recommendation this year and briefly discussed it during our April banking services presentation. It involves the increased use of technology-based applications, including purchasing cards for travel, pay cards for employee payroll, scanning for document submission and storage, and an automated time and attendance system.  Our final and most important recommendation is developing a strategic approach to aligning budget with Board-directed priorities. Commission Chair Vana was quoted by the Palm Beach Post during last year’s budget preparation process as saying quote, "We have no goals, we have no objectives. We have no priorities. Staff has made the priorities in a vacuum because we don't have them.“  end quote. We agree.Priorities must be set by you, the policy makers, so that direction regarding funding priorities can be fully vetted before each budget year. The transparency brought by establishing spending priorities will enhance public trust.   The Government Finance Officers Association (GFOA) recommends as an industry best practice that all governmental entities use some form of strategic planning to provide a long-term perspective for service delivery and budgeting.  This plan should establish logical links between authorized spending and the organizational goals of the county. Our presentation today discussed how your financial decisions directly impacted the county’s fiscal health.  Let’s look at how we are doing.(next slide)
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COUNTY FINANCIAL HEALTH
How are we doing?

Weak Improving Strong

NET ASSETS X
INVESTMENTS X
DEBT X
FUND BALANCE X

Presenter
Presentation Notes
Our presentation focused on four financial areas.    The first was net assets. While this financial indicator showed mixed results for the past three fiscal years, net assets increased in 2011.  While the increase was moderate, it is clearly a step in the right direction.  By following the recommendation to develop a strategic approach to align the budget with Board-directed priorities and commitment to technology based solutions, the Board can ensure this trend continues forward.The second indicator of the County’s financial health relates to investment performance. While this indicator remains strong, a continued decrease in revenues directly correlates to a decrease in investment income. Debt, the third indicator – although improving – continues to be a popular topic for government – with Palm Beach County as no exception. While the volume of new debt issues and overall long-term debt outstanding has declined since 2009, our debt service payment remains at historically high levels. The implementation of a strategic financial plan for debt issuance will allow for a comprehensive analysis relating to the impact of debt on taxpayers. Lastly, fund balance.  The fund balance of the county’s main operating account, the General Fund, is beginning to show some signs of improvement.  As a key indicator of the financial health of the County, a comprehensive fund balance policy remains a valuable tool and is a recommended best practice of the GFOA.  In closing, I would like to thank county administrator Bob Weisman and his competent staff for their cooperation, collaboration and partnership during this 2011 fiscal year.  Additionally, I’d like to thank each of you for your time and attention during this presentation.  It is my privilege and honor to serve as Palm Beach County’s Clerk & Comptroller. Please know my staff and I stand ready, willing and able to help in any way we can during this next fiscal year.  Thank you.   



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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