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amount of new debt was issued, reducing the " O U O baétstading debt from its record high in Fiscal Year 2009.

"OPT YT UOQwWUTT w" OUOU0azUwOOwW! OPOT wOEOPT EUPOOUWEOEWEOOUPOUE OwWD Ox

billion, future borrowing for the Convention Center hotel ($27 million), Ocean Avenue bridge ($25 million), Max Planck
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payment schedule over the next 20 years.
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implementing debt management strategies used by industry leaders to safeguard and conserve taxpayer money. In 2009,

when my office issued an in-depth review of County debt issuance practices, the County began taking steps to improve

its debt issuance practices and help maximize every dollar borrowed.

provide an independent check and balance on County finances to ensure your tax dollars are safe. Each year, my highly
skilled team of financial experts produces numerous publications to help you better understand how your tax dollars are
managed, invested and spent. In addition to the Annual Debt Guide my office also produces Checks & Balances: Your Guide
to County Financeghe Annual Investment Guideand the Comprehensive Annual Financial Repdrhese publications provide
you with important information about County finances and can easily be accessed online at
www.mypalmbeachclerk.com/countyfinances.

SHARON R. BOCK
Clerk & Comptroller I am honored to serve as your Clerk & Comptroller and remain dedicated to promoting transparency and accountability
Palm Beach County in County government.

Best regards,

Sharon R. Bock, Esq.
Constitutional Clerk & Comptroller, Palm Beach County

Clerk & Comptroller Sharon R. Bock was elected to the office in 2004. Certified as an Accredited Investment Fiduciapi@ ahkrifis Doctorate and has earned
insurance and securities licenses Series 7, 63 an dax6éobarsar®mamagedfandGde.r k Bock ds
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critical role in the debt process by: ensuring compliance with debt covenants, including
timely payment of debt service obligations; pre -auditing and maintaining supporting
documentation for all debt service payments; accurately accounting for all debt About the Clerk & Comptroller
transactions in the general ledger for financial reporting purposes; and preparing and
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. icer and Treasurer for Palm Beach County.

important to the future of Palm Beach County. As Treasurer, the Clerk invests and eamns

. . . L . interest income on County funds.
For the purpose of this guide, debt includes general obligation bondadnatorem revenue bonds, busiress

type revenue bonds, and notes and loans. As Chief Financial Officer, the Clerk monitors

the County budget, revenue, debt and
spending and maintains an accurate and
complete set of financial records in order to
produce all required financial statements and
reports to comply with state and federal laws
and generally accepted accounting principles.
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Palm Beach County Debt Overview
As of September 30, 2010
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County paid more than $278 million in principal and interest on outstanding debt and the total debt decreased by nearly $175

million. This decrease includes an additional $3 million of issued debt that was offset by principal payments of $178 million .
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revenue bonds; $854 million of businesstype revenue bonds; and $102 million of notes and loans.

total debt is due to an increase in non ad valorem and businesstype revenue bond issuance.

As of September 30, 2010, annual ad valorem

tax revenue generated from the taxation of

County property has jumped almost 91 Notes & Loans
percent or $409 million from levels 10 years $102,316,668

Business-type
Revenue Bonds
$854,242,818

ago. While this has positively positioned Palm 5% 41%

Beach County to pay its current outstanding

debt obligations, any additional debt issued

will alter the future debt service schedule (see

page 7 and may extend debt payments further. Non-Ad General

Valorem Obligation

Revenue Bonds/ Bonds
$877,633,232 $250,470,000

42% 129%
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Palm Beach County Debt History FY 2010 Bond
Indebtedness

A bond is a type of debt security in which an investor loans money to an entity (corporate
or governmental) to use to finance a project or activities. The investors and the borrowing
entity, in this case Palm Beach County, enter into an agreement that the investors will
receive periodic principal and interest payments.

Governmental Activities Debt*:
$1,128,103,232

County government issues these bonds to pay for capital improvement projects such as
new public buildings, building renovations, roads, water -treatment plants, airports or jails.
Bonds, also referredtoastaxi 81 Ox OWEOOEUOWOUOPEDxEOWEOOEUOWOU H%PHPEBYH O» wpi 1 OwPUUUI EwE 3
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Palm Beach County, a bond typically takes approximately 20 years to mature. The County
also incurs debt in the form of notes and loans, which are paid back over a shorter period
of time, usually less than five years. The type of debt issued is determined by the project
type, duration and repayment considerations.

Business -type Activities Debt:

For the complete schedule, visit
the Public Funds section of
www.mypalmbeachclerk.com

Historic Principal & Interest Payments

*general obligation and non ad valorem revenue bonds
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Debt & The Taxpayer Total Debt Outstanding
FY2001 -FY2010
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O Notes and Loans M Business-type Revenue Bonds

billion. Since that time, the yearly debt level

has fluctuated due to changing political and $2,500,000,000
economic conditions. The most significant
growth, between 2007 and 2009, was

accompanied by an increase in land $1,500,000,000 I
acquisition, infrastructure and capital projects. $1,000,000,000 + i + i :
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totaled $2.1 billion.

$0
2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

$2,000,000,000
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debt from future real estate taxes or other fees
and taxes paid by residents or visitors to Palm
Beach County.
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. Total Historical GO and Non-Ad Valorem Revenue Bond Debt
e=p=n GO and Non-Ad Valorem Revenue Bond Debt Per Capita
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The chart o.n the right shows the growth of % % $726$725368 .
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Debt Management

e General Obligation bonds were reduced by $20 million. This includes a reduction of $21 million through regularly scheduled de bt
service payments, which were offset by the issuance of $19 million in general obligation refunding bonds to refund $18 millio n of a
Library District Improvement Project debt issue from FY2003.

¢ Non-ad valorem revenue bonds were reduced by $46 million. This includes a reduction of $58 million through regularly scheduled
debt service payments, which were offset by the issuance of $12 million in non-ad valorem revenue bonds to refund a Bond
Anticipation Note (BAN) for the Convention Center Hotel Project.

e Businesstype revenue bonds were reduced by $94 million through regularly scheduled principal payments.

e The County reduced its debt in the form of notes and loans by $15 million. This includes a reduction of $12 million resulting from the
refunding of the Convention Center Hotel BAN and regularly scheduled principal payments of $5 million. This reduction was off  set
by the issuance of five Housing and Urban Development (HUD) loans totaling approximately $2 million.

Total Debt Outstanding
FY 2009 -2010

® Amount Outstanding 9/30/09 & Amount Outstanding9/30/10
$1,000,000,000

$800,000,000
$600,000,000
$400,000,000

$200,000,000 -—’

$-

@

General Obligation Non-Ad Valorem Notes and Loans Business-type Revenue
Bonds Revenue Bonds Bonds
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07 - Debt Planning
\ / (\"
g ) dZ’ Bond issuance is an important aspect of thoughtful fiscal planning. While neither the Florida Constitution nor
)/ '7 Florida Statutes sets a limit on the amount of debt that the County can incur, debt must be carefully planned to
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(9 J 4 repayment (both principal and interest) are obligations on present taxpayers that were decided in the past, and
“ debt incurred today will affect the taxpayers of the future.
v
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and increasing accountability to taxpayers are universal goals that may assist policy makers in their financial
decision-making.
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County Policy and Procedural Manual Number CW -F-074, Debt Management Policy, effective August 18, 2009,
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improvements and equipment.

The Debt Management Policy identifies debt management goals and standards which the County Commission
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bond rating and reputation in the investment community. Once the Board of County Commissioners determines
that a negotiated sale of bonds is appropriate and authorizes new debt to be issued, PPM# CWF-078, effective
August 18, 2009, establishes parameters and guidance for the competitive selection of bond underwriters.
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Future Principal & Interest Payments

When Palm Beach County borrows money from investors by selling bonds, it makes a commitment to repay the principal and the in terest
accrued over the life of the debt. In order to fulfill its obligation of repayment, the government will need future sources o frevenue. The
sources of repayment are factored in through the budget process and could come from future tax collections or additional borr owing. In
this sense, bond financing for public infrastructure or other forms of public spending is actually deferred taxation, which s hifts the burden
to future taxpayers.

The schedule of debt service payments must be carefully considered when issuing debt. As illustrated in the chart below, the current
structure of debt service payments obligates the County to pay a significant percentage over the next five years. In the nextthree years
alone, $680million in payments will be due while the County is experiencing a significant reduction in revenue when compared to
previous years.

Scheduled Debt Service Payments

FY2011-FY2041

$275,000,000
$250,000,000

$225,000,000
$200,000,000

® Annual Interest WM Principal Payments
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Rating agencies consider Bond Credit Ratings
the following factors to
determine a bond rating:
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e Overall Management and Fitch Ratings. The AAA bond rating from all three agencies places the County in an exclusive
Governance club. Palm Beach County is one of only three counties in Florida and only 36 counties

) ) nationwide that has the AAA rating from all of the major rating agencies.
e Expansion Strategies and

Economic Policies Like credit scores for individuals, bond ratings are given to local governments to rate their
. . i overall creditworthiness. Just as high credit scores help you buy a new home at a lower
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Performance, Resources, and

T money. To achieve AAA status, state and local governments must undergo a rigorous
exibility

evaluation of several factors. The chart below shows the ratings for all current bond types.

e Debt Burden and Liquidity

*  Economic Conditions Palm Beach County Bond Ratings
e Revenue and Expenditure
Composition and Diversity Type of Debt Issue Moody's Fitch Ratings  S&P
e Risk Management and General obligation bonds Aaa AAA AAA
Contingency Planning Non-ad valorem revenue bonds Aal AA+ AA+
Water and Sewer System Enterprise revenue bonds Aaa AAA AAA
e Investment Performance .
Water and Wastewater System Enterprise revenue bonds Aaa AAA AAA
Airport System Enterprise revenue bonds A2 A A
Solid Waste Authority Aa3 - AA

*Highest rating: AAA/Aaa, Investment grade ratings: AAA/Aaa through BBB/Baa, Lowest Rating:
C
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Arbitrage

Arbitrage is the process by which profit is earned from interest on borrowed money that is invested at a

higher yield. In the private sector, this profit is acceptable and is taxed as investment income. When

government borrows money by the issuance of a non-taxable bond, it receives all of the money from the

bondholder in a lump sum. This money is invested until it is needed. A government is permitted to keep the

interest it earns if it is equal to the borrowing rate on the debt. However, the interest earned on this

investment often exceeds the amount of interest owed to the bondholder. In these cases, the Internal
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As County Treasurer, the Clerk & Comptroller is responsible for investing the proceeds from bond sales.

The process of tracking and reporting the interest on these investments in compliance with IRS rules is

known as arbitrage analysis. The rebate owed to the federal government is considered a financial liability.
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changes from year to year and is dependent on a variety of factors including, but not limited to, market
reinvestment rates, construction and debt service fund balances and the timely completion of projects for

which the debt was issued. The calculation required to determine the arbitrage liability for each of the
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portfolio to ensure the yield on investments is sufficient to pay the interest due to the bondholder and that
excess interest is properly reported and remitted to the IRS.




