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Good morning Mayor Abrams and fellow Commissioners. Thank you for your time and attention today as we present the Clerk & Comptroller’s annual State of the County Address. Sept 30th, 2012, was the end of the county fiscal year. From that date until March 31st, 2013 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. Today, you also received, as did those in our audience, Checks and Balances, Your Guide to County Finances - our user friendly, easy to read, snapshot of county finances. Both of these publications, as well as our: Annual Investment Guide, a detailed review of the County’s InvestmentsAnd our Annual Debt Guide, a detailed review of the County’s outstanding debt  Can be found on our website – www.mypalmbeachclerk.com  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 an accurate and transparent manner. 
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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 and the County’s General Fund Balance. Year to year monitoring of net assets provides perspective for where the County is heading and allows you to change course, if needed. The General Fund Balance, the main operating account of the County, has an impact on the amount of money the County has to pay its bills.  Next, you’ll hear Darlene Malaney, our Director of Financial Services, who will provide a review of the County Debt and Investments. We focus on this area because the proper management of both the Debt and Investment portfolios can lessen the tax burden on County citizens. And, finally, I will provide recommendations and answer any questions you may have.    Now, here’s Shannon. 
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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. 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.This chart represents the change in net assets over the past 5 years. Included in this change are both the County’s Governmental Activities and the County’s enterprise funds. As a quick reminder, Governmental Activities are funded through taxes and fees while the enterprise funds – Airports and Water Utilities – operate like a business obtaining their revenue through user fees and charges rather than property tax dollars.As this chart shows, the County’s net assets increased $75 million dollars in fiscal year 2012 or 97 percent over the prior year.  What caused this dramatic increase?Let’s look at some of the key economic indicators in that impacted net assets in Palm Beach County.NEXT SLIDE  
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The first indicator of why there is an improving net asset position is Real Estate.The housing market in Palm Beach County showed signs of a turnaround in 2012. There were more than 13,000 single-family home sales last year, a 10 percent increase from the previous year.  In addition to an increase in the number of sales, the current chart indicates that the median sales price of a single family home rose to $212,000 in 2012 – a 10 percent increase from 2011. And it’s not just the single-family home market that is showing improvement – condominiums and townhomes sales are up 6.6 percent from the previous year, with the median price jumping 22.7 percent to more than $101,000.These are clearly positive figures for the County, but we have to be cautious.  Experts warn that home prices may be inflated due to the unknown amount of housing inventory not yet on the market, known as the shadow inventory,  as well as the historically low interest rates. NEXT SLIDESource: Palm Beach PostApril 22, 2013
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The upswing in Palm Beach County’s housing market is further illustrated by the increase in the number of residential building permits issued in 2012 as seen in this chart. The county saw an 82 percent increase in permits for single-family and multifamily units, with nearly 4,200 issued in 2012, compared with 2,300 in 2011.  This spike in residential permits resulted in Palm Beach County seeing its highest number of permits issued since 2006.This news is good, however, what’s driving this increase is multi-family permits.  In the chart, the purple bar represents single family permits and the black line represents multi-family permits.  While single family permits increased slightly, multi family permits increased by 350 percent -- and actually exceeded single family for the first time in recent history.  The shift toward multi-family housing is a new trend being seen not only in Palm Beach County, but across the nation – leading experts to refer to the emergence of a “renter nation”. As a matter of fact, local homeownership rates have plunged from 71 percent in 2005 to 58.7 percent in December 2012.While any increase in residential construction has a positive impact on our local economy in the short term by creating jobs and bolstering our tax base, we do have to be mindful of the long-term impacts of this “renter nation”.  Experts warn that rental properties often suffer from poor maintenance and upkeep as renters have less tendency to take care of property they do not own.  Unfortunately, this can have a negative effect on future property values. Therefore, increases in tax revenues based on housing could potentially be short-lived.NEXT SLIDESource: Palm Beach PostApril 27, 2013 
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The reason housing is such an important indicator is that property taxes are the primary source of revenue for Palm Beach County.  This chart provides a recap of property tax revenues for the past nine years.  As you can see, the projected $829 million in revenue in fiscal year 2013 is the first increase since 2010; however, it still represents a $110 million decrease from the peak in fiscal year 2007.  So how are things looking for next year?  For now, it appears the once free-falling real estate market is finally on the mend.  According to preliminary estimates from the Property Appraiser, Palm Beach County’s tax base grew for the second straight year, nearly 3 percent — from $125.3 billion on the first day of 2012 to $129 billion on the first day of 2013. This 3 percent increase will provide additional property tax revenue, which is great news! But property taxes are only one source of revenue – how about the County’s other revenue sources?NEXT SLIDESOURCE: PALM BEACH POST April 26, 2013
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Other local taxes, specifically sales, gas and tourist development, provide significant revenue to the County as well.  Let’s see if they are increasing as well.  First, sales tax collections, which are represented by the yellow line on this chart, have increased by 5.1 percent from 2011 to 2012 – the third consecutive year collections increased.  While the County’s sales tax collections are down 12.3 percent since 2006, this indicator demonstrates that consumer confidence is returning.The purple bars represent tourist development taxes. In 2012, the County collected $28.8 million in Tourist Development Taxes, a 13.1 percent increase and the highest amount in the past seven fiscal years, which shows tourism is strengthening in Palm Beach County.  Lastly, Gasoline Tax.   This revenue increased for the first time since 2006, to $45.6 million in fiscal year 2012 –  a 2 percent increase from fiscal year 2011.These economic indicators clearly show that Palm Beach County is moving in the right direction.  While increases in revenue is positive, such increases alone were not enough to account for the dramatic jump in Net Assets – these increases were joined with a decrease in spending.Let’s take a look.NEXT SLIDE
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Simply stated, the County is spending within its means.  Specifically, expenditures for governmental activities decreased $28 million dollars, or 8 percent, from the previous fiscal year.  Some of these reductions include: A 7.4 percent reduction in spending for cultural & recreational services and a 5.2 percent reduction for human services.  The Board and County staff should be commended for taking a conservative approach to its spending during the tough economic times. This approach, coupled with the recent growth in revenues, has resulted in a stronger financial position for Palm Beach County, as evidenced by your balance sheet, your Net Assets.These factors have also had a positive effect on the County’s fund balance. Let’s take a look.     
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If Net Assets are the balance sheet for the County, the Fund Balance is its income statement.Fund balance is the accumulation of revenues that have exceeded expenditures over the years -- in other words, unspent revenues. When revenues exceed expenditures, the fund balance increases. While there are many funds, in this chart, we focus on the General Operating Fund Balance since it is the main operating account of the County and where the majority of tax dollars flow.This chart illustrates general fund balance from fiscal year 2005 to 2012.  Although the County currently has no formal policy indicating what a healthy fund balance is, for the second year in a row, the General Fund balance increased from the previous year.  As stated earlier, this increase is due to a decrease in spending coupled with an increase in revenue.While this is a positive trend, it is important to keep in mind that the 2012 general fund balance of $196 million dollars is down $52 million, or 21 percent from its peak in 2007.  One way the County can continue this positive trend is by limiting the issuance of new debt.Darlene Malaney will now review the County’s debt service costs. NEXT SLIDE 
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Thank you Shannon. Debt is an important tool used by the County to fund projects or purchases, much like a mortgage to buy a home or a loan to buy a car.  However, decisions made decades ago to issue debt can have a profound impact on the County’s current and future financial picture.The shaded area on this chart includes actual debt service payments from 2004 thru 2012, and scheduled payments from 2013 through 2018 for existing debt.  Debt service peaked in 2007 and will continue at high levels through 2015. The reason this is important is that the County’s highest debt payments came at a time of the lowest revenue years. While debt is an important tool in providing services for Palm Beach County’s residents, it’s important that each proposed debt issuance be carefully evaluated to ensure its necessity, effect on future year budgets, and how it fits into the overall strategic finance plan. A comprehensive debt policy would include these disciplines.If no new debt is issued, these payments are projected to decline significantly -- $9 million, or 7 percent in fiscal year 2015 and another $31 million, or 25 percent in 2016.  This decline will only happen if no new debt is issued.  For more information about County debt, please refer to the Annual Debt Guide, which has been provided to you today. It also is available online at www.mypalmbeachclerk.com. While debt can be a considerable cost to the County, the prudent investment of County funds can provide significant revenue to lessen the burden on taxpayers.  Let’s review the County’s investment portfolio.NEXT SLIDE 
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In fulfilling our fiduciary role as County Treasurer, it is our responsibility to invest taxpayer dollars pursuant to Florida Statutes and the County Investment Policy. Investment objectives, aresafety of capital, liquidity of funds and earning a market rate of return, in that order. The County’s investment portfolio averaged $1.4 billion during fiscal year 2012, peaking at a high of more than $1.8 billion as the county received ad valorem taxes.Our investment performance has been superior year after year, earning hundreds of millions of dollars in investment income for the County, as detailed in this chart. However, during the recession, investment income has declined for multiple reasons.First is the significant decrease in county revenues, in particular, ad valorem taxes. As was discussed previously, the single family home market experienced a 29% PERCENT decrease from its high in 2008. Therefore, there is simply less money for us to invest.Second, and which most influences the portfolio’s earnings, is the overall bond market environment. Record low interest rates, coupled with the length of time rates have been this low, have resulted in lower earnings. The Federal Reserve has indicated interest rates may remain low well into the future, meaning the County’s investment income will likewise remain at historically low levels.While many of you may be seeing double digit returns in your personal investment accounts, it’s important to remember the Clerk is limited to investing in only fixed-income instruments, such as bonds or money market accounts.  We cannot invest in the equity market – stocks are not permitted. As part of our active investment management strategy, the Clerk has had to shift the investment strategy to stay within the risk parameters set forth in Florida Statutes. What this means is that although we still earn significant investment income, it is not at the levels we have been used to year after year.Let’s take a look.
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Notwithstanding all current market influences, this slide demonstrates how the Clerk’s investment strategy has consistently delivered one of the highest returns in the state. The bar graph shows the County’s book yield versus our peers over the last three years. Our portfolio’s management approach is what has set us apart. This strategy has included bonds with a longer duration, diversification of asset classes, and closely monitoring the markets to take advantage of rebalancing opportunities. However, as we all know, there is no free lunch. Shorter durations and limited asset classes are prudent, given today’s market conditions, to ensure preservation of capital. That’s exactly what we’ve done. Yet, we continue to closely monitor market conditions to take advantage of any potential rise in interest rates and restructure the portfolio. Our strategy still allows for growth and earnings higher than any of our peer counties in Florida.The Clerk has a demonstrated commitment to financial literacy in our community. For example, the Clerk created the Investment Council of the Palm Beaches, a quarterly forum for local government investment professionals to share best practices with one another. Presenting financial experts during our Investment Policy meetings, in addition, this past March we hosted the latest installment in our Financial Education Series, featuring CNBC Senior Analyst and commentator Ron Insana, who presented “Politics, Policy and the Economy: What Issues on Capitol Hill Mean for Main Street and Wall Street.”For a more in-depth review of County investments, please refer to the County Investment Guide, which you received today. It also is available online.I will now turn the presentation back over to Clerk Bock.



PRIOR  RECOMMENDATIONS         CURRENT RECOMMENDATIONS 

 Strategic Approach to Developing 
     and Aligning Budget with Board-

Directed Priorities 
 

 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  
 Time & Attendance System 
 Pay Cards 

 

 Strategic Approach to Developing  
And Aligning Budget with Board-
directed Priorities 

 

 Enhance and Strengthen Financial 
Plan for Debt Issuance 

 

 Adopt Comprehensive Reserve 
And Fund Balance Policies 

 

 Continue  use of Technology- based 
Applications  
 Time & Attendance System 
 Pay Cards 

Presenter
Presentation Notes
Thank you Darlene.Each year, we offer recommendations that are the accepted best practices in County Government finance by GFOA and other industry experts – and this year is no different. Our first recommendation carries over from last year. It is to take a Strategic Approach to Developing and Aligning the Budget with Board-directed priorities.Priorities must be set by you, the policy makers, in conjunction with public input and needs. This collaborative model allows for a proactive approach to the allocation of resources each year and brings transparency to the process, which, in turn, helps enhance public trust. This plan should establish logical links between authorized spending and the organizational goals of the county. Our second recommendation also carries over from last year. This is to Enhance and Strengthen the Financial Plan for Debt Issuance. 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. And while the County adopted a debt service policy in FY2009, a strategic approach to issuance was not addressed. Thirdly, 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 who rely on the County’s financial information. And lastly, two of the four technology-based recommendations from last year carry over to this year. They are to Continue use of Technology-based Applications, such as Pay Cards and the Time & Attendance system. Although significant strides have been made with the use of P-cards and scanning, we must continue our efforts to become more effective and efficient in how we do business across the board. Our presentation today discussed how your financial decisions directly impact the County’s fiscal health.  Overall, Palm Beach County is on the right path – but we must remain cautious and vigilant when it comes to our finances to ensure that we continue this positive trend now and in the years to come.In closing, I would like to thank county administrator Bob Weisman and his competent staff for their cooperation, collaboration and partnership during this 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? 
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We thank you for your time and attention and will now answer any questions you may have. 
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