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To the Honorable

the Commeon Council

City of Milwaukee - Room 205
Milwaukee, WI 53202

Dear Council Members:

In accordance with the provisions of Chapter 67.101(7) of the
Wisconsin State Statutes, I herewith submit the Annual Report of the Public Debt
Amortization Fund for the year ended December 31, 2009.

W. MARTIN MORICS
Comptroller and Secretary
Public Debt Commission
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PUBLIC DEBT AMORTIZATION FUND

OVERVIEW OF 2009 OPERATIONS

PREFACE

The Public Debt Amortization Fund (PDAF) is governed by Wisconsin State Statutes,
Chapter 67.101. The principal sources of revenues are 1/3 of eamings on City :
investments, and earnings on PDAF investments.

Subject to certain limitations, the Public Debt Commission {PDC) may apply a portion
of the balance of the PDAF to the purchase and cancellation of General Obligation Debt of
the City. On September 3, 1997, the PDC adopted a policy that targets a balance of the
PDAF in the range of 156-20% of non-self supporting General Obligation Debt shall be
taken into account when determining the amount of the PDAF to be used to purchase and
cancel debt.

- These statements have not been independently audited, but were prepared from
information used to prepare the City’s Comprehensive Annual Financial Report, which is
independently audited.

TOTAL FUND INVESTMENT PERFORMANCE

With the sub-prime mortgage problems, short-term interest rates continued to stay
near 0% in 2009. As the flight to quality reversed, U.S. Treasury medium to long-term
interest rates rose while other interest rates dropped. As a result, there was a modest
increase in the market value of investments.

The PDAF unrestricted portfolio returned an overall (interest earnings less loss in
market value) +2.89% in 2009, compared to a +3.57% in 2008. The unrestricted long-term
investments {investments excluding cash) had a return of +5.10% in 2009 vs. +4.52% in
2008. In comparison, a “benchmark” of the Lehman Brothers Intermediate Index returned -
1.41% in 2009, and +11.35% in 2008, which approximates a portfolio of U.S. Treasury
obligations with a duration of four years.



OPERATIONS-UNRESTRICTED FUND BALANCE

The unrestricted portion of the PDAF produced earnings of $0.6 million in 2009 |
compared to earnings of $1.3 million in 2008. Interest rates were low during 2009, with the
average interest rate for 2009 significantly lower than in 2008.

2009 contributions to the PDAF were $3.8 million, down from $5.1 million in 2008.
The decrease is attributable to a decrease in interest rates.

The Commission authorized in 2009 payments for the payment of debt service on
. City of Milwaukee Bonds in the amount of $5.4 million from the Unrestricted portion, and
$1.95 million from the Segregated portion of the PDAF. In 2008, $6.5 million and $2.6 .
million were used from the Unrestricted and Segregated portions of the PDAF to reduce
the debt service levy. Due to the timing of the 2009 payment for 2010 debt service, the
transfer is reflected as a "Due to other funds” on the balance sheet.

As a result of the above, the amount of Fund Balance available for future
prepayment, or cancellation of City debt and other potential commitments (Unrestricted
portion), totaled $50.4 million as of December 31, 2009, a decrease of $0.5 million (-0.1%).
from the comparable 2008 year-end balance. The Public Debt Commission, on September
3, 1997, adopted a revised "Statement of Policy” which targets an Unrestricted PDAF
balance between 15% to 20% of non-self supporting General Obligation debt. For 2009,
the unrestricted portion of the PDAF equaled 10.6% of the City's non-self supportlng debt
compared to 10.8% in 2008, well below the 15% minimum target.

ACCOUNTING FOR CITY DEBT OWNED BY THE PDAF

In 2007, the City’s Independent Auditors changed the accounting treatment of City
Debt owned by the PDAF. For GAAP purposes, the City Debt owned by the PDAF is no
longer considered outstanding debt of the City, nor an investment of the PDAF.

In order to provide an accurate financial condition of the PDAF, the GAAP
adjustment for City Debt was not made. As such, these financial statements will differ from
the City's CAFR by the amount of City Debt owned by the PDAF (see Note E at the end of
the financial statements).

2009 Overview.doc
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A Statutory
Background:

B. Basis of
Accounting:
C. Investments:

D, Segregated Fund
Balance:

E. City Debt:
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CITY OF MILWAUKEE

PUBLIC DEBT AMORTIZATION FUND
Notes to the Financial Statements

For the Year Ended December 31, 2009

The Public Debt Amortization Fund ("PDAF”) is governed by Section
67.101 of Wisconsin Statutes. The Commissioners of the Public Debt
("PDC") may apply, in any one year, up to 40 percent of the balance of
the PDAF to the cancellation of general obligation bonds or notes of the
City, but the PDAF shall not be decreased below $2,000,000 as a result
of such purchases and cancellations. Principal sources of revenue are
one-third of all interest on general city investments, and interest on the
PDAF's own investments. '

The financial statements of the Public Débt Amortization Fund are
prepared on the accrual basis. Revenues are recorded when earned

and expenses are recorded as incurred, without regard to the receipt or

payment of cash or its equivalent,

Investments in marketable securities are reported at market value.
Investments in non-marketable securities (City debt) are reported at
amortized book value. Interest earnings is based upon amortized book
value. Realized and unrealized gains and losses are reflected in the
year they occurred. ’

The PDC has earmarked, in advance, a portion of the PDAF for future
purchase and cancellation of City debt {the “"Segregated” portion). The
PDC intends not to consider the Segregated portion for purposes of
determining the annual amount provided for prepayment of debt.

Investment in City Debt is considered a related party transaction, and
excluded from consolidated GAAP financial statements. The net result
is that Investments and Fund Balance is reduced by the amount of City
Debt for GAAP reporting purposes. One exception is City Debt that is
fully reimbursed by Milwaukee Public Schools. That debt is shown as a
Loan Receivable, rather than an Investment, and thus has no effect on
Fund Balance.

In order to more properly reflect the economics of the transaction, this
Financial Statement treats City Debt as an investment. As a result,
Investments and Interest Earnings will vary from the GAAP financial
statements as presented in the Ciity's CAFR.



