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MESSAGE FROM THE CLE

DEAR RESIDENTS :

In 2010, the Federal Reserve kept interest rates low to help the economy rebound from the recession. While that eased
lending across the country, Palm Beach County citizens were still feeling the effects of low property values, continuing
foreclosures, high unemployment and sweeping budget cuts.

Among my many constitutional duties as your elected Clerk & Comptroller, | am responsible for managing the
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Fortunately, despite low interest rates, my highly skilled team of Accredited Investment Fiduciary® professionals

earned $77.1 million in interest and investment income during Fiscal Year 2010, saving each taxpayer* $121. This return

is greater than any other large county in Florida.

Because | understand that these are your hardearned dollars, | take extra precautions to ensure they are safe. Each day,
my team monitors the portfolio using the same diligent management strategies used by industry leaders. For extra
security, we also conduct ongoing, in-depth research and analysis of the portfolio holdings.

As a taxpayer, | encourage you to read this guide to become familiar with how your tax dollars are invested. My office
also produces other annual publications, including Checks & Balances: Your Guide to County FinanttessAnnual Debt
Guide and 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.

| consider it a privilege and honor to serve as your Clerk & Comptroller, and | remain committed to promoting
transparency in how your tax dollars are managed, invested and spent. Please share your comments, questions or

SHARON R. BOCK suggestions by emailing me at clerkweb@mypalmbeachclerk.com or calling (561) 3552996.
Clerk & Comptroller
Palm Beach County Best regards,

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

Clerk & Comptroller Sharon R. Bock was elected to the office in 2004. Certified as an Accredited Investment Fiduciaig®asheil Doctorate and has earned
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*Based upon 626,918 parcels on which taxes were paid in Palm Beach County
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As part of our ongoing commitment to transparency in government, this Annual Investment
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in part from the award -winning Comprehensive Annual Financial Report (CARB) the fiscal year
that ended on September 30, 2010 and other financial reports. All Clerk financial reports, as well
as the Annual Debt Guide, CAFRand its condensed and simplified version, Checks & Balances:
Your Guide to County Financeare available online at www.mypalmbeachclerk.com/
countyfinances. For the third consecutive year, the Clerk &

Comptroller -managed Palm Beach County
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The Clerk maintains an accurate and complete set of financial records in order to produce all required financial statements a Credit Quality Rating. As the highest credit rating

Palm Beach Countyos
Standard & Poordés (S&P)

reports to comply with state and federal laws and generally accepted accounting principles. The management of public funds is  possible, the portfolio has extremely strong
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Volatility Rating, indicating it has low sensitivity
to changing market conditions.

specific investment policy guidelines related to investment types, risk diversification, maturity, investment qualitypgresor
measurement, selection of qualified dealers and issuers, safekeeping of securities, and reporting requirements. A copy of the

County Investment Policy is available at www.mypalmbeachclerk.com/investments.
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credit ratings, indices, investment research, risk
as dictated by state statute. The ordinance also provided for the creation of the Palm Beach County Investment Polieg Committ oy 5juation and data.

(IPC).

establishing a framework for a formalized investment policy that expanded investment alternatives and set standardsse®yond th
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About the Clerk & Comptroller

The Clerk & Comptroller is an independently elected constitutional office that is responsible for safeguarding public records and public
funds for all Palm Beach County citizens. Separate from the County Commission and other constitutional officers, such as the Tax
Collector and Property Appraiser, the Clerk & Comptroller has more than 1,000 statutory duties. In addition to duties as Cler k of the
Court, County Recorder, Clerk of the Board of County Commissioners and County Auditor, the Clerk & Comptroller is the Chief
Financial Officer and Treasurer for Palm Beach County.

SHARON R. BOCK, ESQ., Clerk & Comptroller, Palm Beach County
SHANNON RAMSEY -CHESSMAN, Chief Operating Officer of Finance
DENISE COFFMAN, ESQ., Legal Counsel & Ethics Officer

FELICIA LANDERMAN, AIF, CTP, Investments Manager

Investment Policy Committee

The committee has seven members from the public and private sectors who are appointed by the Board of County Commissioners. The
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policies. For FY2010 membership of the committee was as follows:

BURT AARONSON, Chair, Palm Beach County Commissioner

LARRY ZALKIN, Citizen at large

LIZ BLOESER, Director, Office of Financial Management & Budget, Palm Beach County
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ALLYSON DUPREE SMITH, Trust Administrator, The Northern Trust Bank

STEPHEN FREILICH, Treasurer, South Florida Water Management District

SEVINE WILLIAMS, JR., Florida Highway Patrol, retired
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Portfolio Size & Performance

During FY2010, the Clerk-managed investment portfolio averaged $1.8 billion and ended the

fiscal year totaling $1.5 billion. During the fiscal year, the yield averaged 4.31 percent, and the Portfolio Allocations
effective duration averaged 1.8 years. The portfolio earned approximately $75 million in interest

income during the fiscal year, exclusive of any realized or unrealized gains or losses. Investment GOVT

income during the fiscal year, which includes realized and unrealized gains and losses, totaled Full faith and credit of

more than $77 million. The portfolio allocation at fiscal year -end is depicted in the chart below. S, (VAT

Specific investment descriptions follow. A detailed listing of portfolio holdings as of Sept. 30,
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www.mypalmbeachclerk.com/investments. Enterprise

MBS

I i Mortgage -Backed Securit
Portfolio Allocation ortgage-Backed Security

as of September 30, 2010: $1.5 billion ARM

Adjustable -Rate Mortgage

Govt MBS,
GSE CMO, $19,220,057,
$86,159,325, 1.3% Govt ARM, CMO
GSE ARM, 5.8% $24,901,354,

$270,267,149 Collateralized Mortgage

1,8.2"/:) ! . Obligation
SBA Fixed,
$146,731,504,
PLN
9.9%
Prepayment-Linked Note
GSE MBS, \ SBA Floating,
$193,511,180, —  $95,993,651, S
13.0% ] 6.5% .
Small Business
\ Administration Pool
Corporates,
$55,000,000, Govt CMO,
3.7% $215,321,300,
14.5%
GSE PLN,
$37,064,101,
2.5%
GSE Call, Cash,
$202,320,000, $138,212,151,

13.6% 9.3%
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Sources of County Funds
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charges for services (16 percent), grants (7 percent) and investment income (8 percent).
Funds are fiscal and accounting entities that record cash and other financial resources as well as related liabilities and
equities. When revenues come in, they are recorded into individual funds, which are classified according to their purpose.
The investment portfolio is comprised of numerous fund types, including Governmental Funds, Enterprise Funds,
Agency Funds, and Internal Service Funds.
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operating fund), Debt Service Funds, Special Revenue Funds, and Capital Project Funds. Enterprise Funds include the
& Department of Airports and the Water Utilities Department. Agency Funds from constitutional officers include the Clerk
& Comptroller, Tax Collector and Property Appraiser. Internal Service Funds include risk management insurance funds.

Depository Banking

. Just as individuals earn interest on money in their savings accounts, the County earns interest on funds reserved for

1 EUUUI QOUWEOGE wi VOUUT wi Rx1 OUT Uw6eT 1 OwUT T w" OUOUazUwUI YT OUI UOWUUET wEUW
N4 collected, they are temporarily deposited into a main bank account. When the funds are not being used for a particular
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in the bank overnight. The remainder is placed in a competitive money market account.
A large percentage of local governments that lack the professional staff, skill and sophistication to implement an effective

investment program will invest most, if not all, of their funds in the local depository or the State Pool. Unfortunately,
these local governments do not maximize the earnings potential on idle funds.

61 OOUWHEUT Ow! EOOOwW-8 BwUI UYTI UwEUwW/ EOOw! 1 EET w" OUOUazUwWE]I xOUDUOUAa wWE
public deposits must be secured in Qualified Public Depositories (QPD). Wells Fargo Bank, N.A. is a QPD, and all

deposits are collateralized pursuant to state law. The collateral requirement for QPDs is determined by the Chief Financial

Officer of the State of Florida.
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Portfolio Growth _
Investment Portfolio

The graph to the right illustrates the County FY2009 EY2010
BDOYI UUOI O0wxOUUI OOPOzUwUPa]l WwEUUDOT wUT 1 wx EUUWUP O yeginning Balance $1,667,568,091

fiscal years. Over the period the portfolio size

averaged $1.8 billion and ended Fiscal Year $2,400,000,000
2010 with a balance of approximately $1.5 $2,200,000,000
billion. Changes from month to month reflect

net cash flow as well as growth due to

investment income. $1,800,000,000
$1,600,000,000
= ||||I| ||||II
$1,200,000,000 I
Portfolio Income

$1,000,000,000 = = === &8 8 & & S |, | f S S SRS 8. %

$2,000,000,000
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are not being used to earn interest income and

decrease the burden on taxpayers. Despite a

weak economy and unprecedented low

interest rates during FY2010, the Clerk Interest Income
managed portfolio earned $77.1 million in FY2001 -FY2010
investment income, which includes $74.8

million in interest income in FY2010, saving $120,000,000

each taxpayer* $121.
$100,000,000

Income generated by County investments is $80,000,000
erendent upon_many factors, such as thg $60,000,000
interest rate environment, economy and size of

the portfolio. The graph to the right illustrates $40,000,000
the amount of interest income generated over $20,000,000
the past 10 fiscal years. $-

*Based upon 626,918 parcels on which taxes were paid in 6@9 ge? GeQ 969 969 eeQ GQQ 909 969 GeQ

Palm Beach County
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Strategic Investment Management

increased risk that short term interest rates and bond yields may rise as the economy recovered.Investment strategies
fall within the guidelines of the County Investment Policy, a formal document approved by the Board of County
Commissioners that addresses issues such as authorized instruments, risk diversification methods, internal controls,
program monitoring, performance measurement, qualified dealers and competitive bidding.

Investment Policy

The County Investment Policy is very specific in terms of its stated investment objectives. These objectives in order of

priority are safety of principal, liquidity of funds and earning a market rate of return. The primary objective of the policy
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throughout the year. After meeting these two objectives, the Clerk consistently and actively seeks opportunities to
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office was the first county government office in the country to become certified by the Centre of Fiduciary Excellence

The Markets and the Economy

The U.S. economy continued to recover throughout the year. Real Gross Domestic Product (GDP) increased 2.8 percent
in 2010, compared to a decrease of 2.6 percent in 2009. Increases in consumer spending, business investment, export
demand, and U.S. deficits all contributed to economic growth.

The Federal Reserve is forecasting a gradually improving economy with high unemployment and low inflation over the
next year. The subpar expansion seems unlikely to allow the Federal Reserve to alter its easy monetary policy.
Consumer spending remains constrained by high unemployment, weak income growth, tight credit, high debt levels,
and declining home prices. Business spending for productivity -enhancing technology is increasing due to rising profits
and faster sales growth. Federal government spending restraint looms due to massive past deficits. State and local
spending cuts and tax increases are set to intensify. Overall, a 3 percent real GDP growth, low inflation, and high
unemployment suggest low interest rates for an extended period of time.
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Investment Tools
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strategies. The office subscribes to Bloomberg, which is a stateof-the-art financial system that allows access to reattime

financial, market, and economic information. The system is a tool to perform complex and detailed analyses of
investment securities of all classes.
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resulting effects of fluctuating interest rates. Portfolio optimization models are used to analyze which securities perform :
best while also taking into consideration risk and adhering to the investment policy. A brief explanation of relevant
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Investment Strategy

continued to recover. The Federal Reserve kept interest rates low and even bought longterm Treasury securities to force
longer rates down. Its goal was to drive stock prices higher to make consumers wealthy enough to spend money. Its plan
was also to keep mortgage rates low to revive housing.

Federal government budget deficits were supposed to spark job creation. Even though the economy has shown signs of
improvement, the fiscal stimulus did not have a substantial impact on reducing the unemployment rate or creating new
jobs. As a result, interest rates remained low and bond yields did not move much.

However, interest rates and bond yields are expected to rise as economic growth produces more jobs and higher wages

rebalancing the portfolio, as needed, to minimize the risk to principal when interest rates eventually rise.
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Strategic Risk Management
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four basic categories:
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debt. In addition, the portfolio may contain minimum exposure to corporations that are also highly rated.
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class of instruments. The Clerk spreads exposures broadly between all of the following Government/GSE issuers: Government

National Mortgage Association (GNMA), Small Business Administration (SBA), Federal National Mortgage Association (FNMA),

Federal Home Loan Mortgage Corporation (FHLMC), Federal Home Loan Bank (FHLB) and Federal Farm Credit Bank (FFCB).
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borrowing sectors of the economy. In addition, diversification exists within these issuing entities by varying the maturity and other

characteristics of the structures to include stated final maturities, callable securities and amortizing structures that pay back

principal and interest on a monthly basis.
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two years, considering factors including the outlook for the economy, the general level of interest rates, and the trend of F ederal
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of income versus principal risk.

Liquidity Risk PUwUT T wUDPUOwWUT EVWEEUT wi OOPUwWi UOOwWUT T wxOUUI 6O0POwbDPOOWOOUWET WEYED:
Office of Financial Management and Budget to lower this possibility by effectively forecasting cash flow needs. Having a broa d mix
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mortgage holdings are diversified among quarterly, annual and term (hybrid) adjusting pools that reset to any changes in
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unanticipated liquidity needs that may arise during the fiscal year.
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Benchmark Comparison

Florida law and the County Investment Policy require that investment performance be measured. By measuring performance, the C lerOz U w

office is able to gauge the effectiveness of the investment choices. The policy states that the measurement focus shall be ahe portfolio

as a whole, and that the portfolio shall be designed to attain a market rate of return, while taking into account risk constr aints and cash

flow requirements.
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Book Yield vs. Benchmark
FY2001-2010

6.0
N Portfolio Yield & 2YR CMT (24m avg)

nl

Sep-01 Sep-02 Sep-03 Sep-04 Sep-05 Sep-06 Sep-07 Sep-08 Sep-09 Sep-10

4.0

3.0

percent

2.0

1.0
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Investment Sector Descriptions

o)
m f\) Government Sponsored Enterprise Securities (GSEs) are financing entities created by Congress to fund loans to certain
O\ m groups of borrowers such as homeowners, farmers and students. GSEs are also sometimes referred to as federal agencies
' or federally sponsored agencies. The more common GSEs are Federal Home Loan Bank (FHLB), Federal National
Mortgage Association (FNMA), Federal Home Loan Mortgage Corporation (FHLMC) and Federal Farm Credit Bank
\O { (FFCB). All GSE debt is sponsored but not guaranteed by the U.S. Government. To conduct their lending business, GSEs
QQ T EYTl wUDT OPi PEEOU Wi UGEDOT wul gUPUI OI OUUBw6T POl wOEOawEUI wUUOEOT OOEIT U
&2$UwUlUl QawxUPOEUPOAWOOWET EQwi POEGEPOT wOOwWi UOEwWUT 1 PUwWEEaT1 U01 EEawbOx
{ lines of credit from the U.S. Treasury. In general, debt securities issued by GSEs are considered to be of high credit
3 % quality. The County only holds senior debt of the GSEs, which is rated AAA/Aaa. GSE debt obligations often pay a

premium varies with market volatility, structure, maturity, and general supply and demand for the particular security.
Sl The County portfolio consists of both callable GSEs as well as stated maturity (bullet) GSE securities.

At the beginning of this fiscal year, the U.S. Government placed FNMA and FHLMC under conservatorship and the
Treasury took controlling ownership. Both companies have access to unlimited capital from the Treasury until
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Small Business Administration (SBA) Pools represent ownership interests in assembled pools of small business loans
guaranteed by the SBA. The U.S. Government guaranteed portion is bought and sold on the secondary market to form
these pools. Pools adjust either monthly or quarterly to the prime rate published in the Wall Street Journal, providing
excellent interest rate sensitivity. SBA pools are guaranteed by the full faith and credit of the U. S. Government. The
County also selectively invests in SBA fixed-rate securities that provide attractive fixed coupon/yield returns, monthly
cash flows, short stated final maturities compared to fixed -coupon MBS, and diversification within the full faith and
credit sector of the market.

Corporates are debt securities issued by corporations and sold to investors. The backing for the bonds are usually the
payment ability of the companies, which is typically money to be earned from future operations.
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Mortgage ¢ Backed Securities are GSE guaranteed and represent ownership interests in mortgage loans made by financial institutions to finance
EOQUUOPI UUzZ wxUUET EUIl UwOi wi 001 UwOUwWOUT T UwUl EOQwlI UUEUT 6w, OUUD €@ 11 EEGEuE aEwu U1 |
issuers or servicers for sale to investors. As the underlying mortgage loans are paid off by the homeowners, the investors receive payments of

interest and principal. As of the end of the fiscal year, Palm Beach County held three types of mortgage-backed securities, including:

Fixed-Rate Mortgage-Backed Securitiesare pooled groups of mortgage loans that have a fixed interest rate. Maturities vary from 5 to 30
years with principal and interest payments paid to investors, typically monthly.

Adjustable -Rate Mortgages-Backed Securitiesare groups of mortgage loans in which the interest rate changes at regular intervals to reflect

fluctuations in general market interest rates. The adjustments are based on an index that cannot be controlled by the lending institution, such

as the interest rate on U.S. Treasury bills or the London Interbank Offered Rate (LIBOR). There are often limitations on theinterest rate

change from one period to the next with rate caps for either the period, the life of the loan, or both.

Collateralized Mortgage Obligations EUIT wx OOOUwOi wOOUUT ET 1 1 EEEOI EwUI EUUDPUDPI UwUT ECWEUT wlUL
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priority of cash flows. Interest payments are usually paid monthly. The County Investment Policy specifically addresses the ¢ lasses of

tranches that may and may not be purchased.

Money Market Funds (MMKT) OEa wE]l wUUI Ewi OUwOPBUPEPUawxUUxOUI UwEOEWEU! wi EUPOaAawWEEET UL
EOOxUDPUI EwOi wUT 6UU1 Ul UOwpO I-qualidebt Bnd mboetaryl irstiirients all@&nadletbytbel indast@éntu pdidy. IThe fund
must maintain a net asset value of $1, and cash is accessible on a daily basis while earning a competitive overnight interestate.

Prepayment-Linked Note (PLNs) EUT wbUUUI EwEa w&2 $ VWEOEWxEawx UPOEDXxEOQWEQOEWPOUT Ul U0 wUOwWUT
Ul EOUPUPT Ubw3T 1T wUEUT WEUwPT PET wbOUI Ul U0wPUwxEPEwWPUwU a = eetemdedpal] UwEa wE wi
U 1T 1T Ul OET wxO0OO0? wOi wOOUUT ETT Uwl UUEEODUT T EwEawUT I wbUUUD Olays e PLAEa WEOwWUT T |
receives principal cash flows in accordance with a predetermined schedule. PLNs typically have stated final maturities rangin g from 5 to 15

years and are classified as debentures since there is no direct mortgage ownership involved.
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1.3 million residents from several locations throughout Palm Beach County and online at www.mypalmbeachclerk.com.

ONLINE SERVICES:

1 "72—e¢1 '—S—E'Sel —+">-S+’"—1  yMinutes 3 w+ Qost Marriage Information
1 "7>01i1 o’ E&’S+1 ZE >+l ZS>E"'Z e MyVAB Jw/ EUUxOUUw( O OUOEUD OO w
1 >See’E1l "E"Z+1 S¢C-Z—ece1l 1 Zeel Z>5Y' EZ1 "25+1 “>—ce 1 "—Zoee &1l Sse—27Z50""™1 Ze @e>(

1 —e'—Z71 HZEs" w2521 2E+ " —®



