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Project Briefing Purpose
The purpose of this project
briefing is to describe the City of
Southlake’s management of debt
as a method of funding important
projects, while balancing the use
of bonds against strong financial
management.
Debt is used to provide for the
acquisition and construction of
major capital facilities and
infrastructure, such as buildings,
roads, and water and sewer lines.
For projects to qualify for debt
issuance they must be a
substantial cost to the City and will
remain an asset that exceeds the
life of the debt incurred to finance
it.
The City has a five year funding
plan for the purchase,
construction, or replacement of
physical assets of the City known
as the Capital Improvement
Program, or CIP. This plan
identifies the needed projects,
prioritizes them by importance,
and identifies the funding source.
Ultimately, the CIP aligns
available resources to projects,
and is approved by the City
Council for financing and
implementation. The CIP is the
basis for the decision to issue
bonds and incurring debt.
The City utilizes debt to maintain
intergenerational equity and fund
large capital projects. Incurring
debt allows the city to extend the
payment period of major projects
like the Marq. This attains
intergenerational equity by limiting

the overuse of the practice of frontloading the cost onto current
taxpayers and paying one-hundred
percent cash for assets that have a
long-period of life. Additionally, the
use of debt allows the City to fund
large projects, such as street
pavement, that might be
unattainable with only current tax
revenue funding.
The power to borrow money and
incur debt is granted through the
City Charter, Chapter IX, Section C.
Debt Service Funds are established
to service interest and principal
payments on short and long term
debt incurred by the City. The
Schedule is the equivalent to a
repayment plan for this debt. The
City will issue debt in the form of
general obligation bonds,
certificates of obligation,
combination tax and revenue
certificates of obligation, and tax
notes.
Financial stewardship is one of the
four major components of
Southlake’s strategic model. Careful
consideration of the use of debt is
central to the City’s overall
approach to financial management.
Types of Debt
General Obligation (GO) bonds are
secured by the full-faith-and-credit
and taxing power of the City and
typically benefit the community as a
whole. GO bonds are paid for by
property taxes or other tax sources.
They are considered the most
flexible of all capital funding sources
as they can be used for the design
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or construction of any capital
project.
These bonds are pledged
unconditionally to pay the interest
and principal balance of the debt.
Due to the nature of GO bonds,
they may only be increased if
authorized by a ballot election. To
minimize the need for property tax
increases, the City makes every
effort to coordinate new bond
issues with the retirement of
previous bonds.
Certificates of Obligation (CO)
bonds are similar to GO bonds, as
they are backed by the full-faithand-credit of the City and are paid
for by property taxes or other
revenue sources. The major
difference is Certificates require
no voter approval. This type of
debt is utilized to pay for basic
level services in the City, such as
buildings, roads, and sidewalks.
A recent project funded through
Certificate of Obligation bonds is
the North White Chapel Boulevard
improvement project, which will
eventually widen the pavement
into a four-lane, divided highway
with a median, helping alleviate
traffic congestion.
Combination Tax and Revenue
Certificates of Obligation are
issued for both governmental and
business
functions.
Revenue
bonds depend on user charges
and other project-related income
in addition to taxes to cover their
costs.

Revenue bonds are sold for projects
that produce revenues, such as
those for the water and sewer
system. These Certificates are
payable from the net revenues of
the water and sewer system via
utility payments and through the
general debt service tax.
One major project in Southlake that
was funded through revenue bonds
is the Caylor Ground Storage Tank
facility,
which
included
the
installation of a 48-inch water supply
line (Picture 1). The completion of
this project has enabled the city to
increase its water supply capacity to
36 million gallons per day, meeting
a key project goal identified in the
Southlake 2030 Water Master Plan.

Picture 1: Caylor Ground Storage
Tank Facility Construction

Tax Notes are generally used to
cover temporary cash shortfalls that
occur when there is a mismatch
between
cash
inflow
and
disbursement. These temporary
notes are issued with a life of less
than one year and are often repaid
from revenues received in the
current year. The City of Southlake
does not use tax notes.
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Self-Supporting Debt
Self-Supported Vs. Property
Tax-Supported Debt
There are two major distinctions
between the types of debt for
cities: whether the debt is selfsupporting or tax-supported. Selfsupporting debt payments are
made from special revenues, such
as voter-approved sales tax
levies, and comprise about twothirds of City debt (Figure 1).
Alternatively, tax-supported debt is
sustained through a percentage of
the property tax levied annually.
This type of debt is primarily used
for construction of local roads and
sidewalks,
and
constitutes
approximately one-third of the
City’s total outstanding debt.

Figure 1: Percentage of SelfSupporting and Property Tax Debt
(FY2017)

The distinction between selfsupporting and tax-supported debt
is important because self-supporting
debt has specific revenue streams
earmarked
for
certain
bond
repayment. Revenue bonds are the
main type of self-supporting debt.
A revenue bond will secure a limited
pledge of revenue sources to the
repayment of the bond. This
ensures that the bond is repaid
through charges resulting from the
use of the service, meaning those
who consume the benefit of the
service are the ones to pay for it.
For example, water utilities in
Southlake are paid based on use,
and not through a flat fee. The
revenue made from utility charges is
then partially used to support the
debt incurred to provide that water.
Taxpayers not using the service are
not required to help pay off the debt,
resulting in a more equitable
payment system.
The City currently has voterauthorized sales tax levies for the
upkeep and construction of the
parks
system,
community
enhancement, and public safety
buildings. The City receives $0.02 of
sales tax for every dollar spent
within the City limits. One of these
pennies goes to the General Fund
and is used for general city
operations. The other penny is split
between the Crime Control and
Prevention District (CCPD), the
Southlake
Parks
Development
Corporation (SPDC), and the
Community
Enhancement
and
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Development Corporation (CEDC)
(Figure 2).
CEDC
$0.3750
19%

General
Funds $0.10
50%

SPDC $0.50
25%
CCPD
$0.125
6%

Figure 2: $0.02 Sales Tax Uses (FY
2017)

The CCPD levies a one-eighth
cent sales tax that has funded the
construction of facilities for the
Department of Public Safety
(DPS) such as DPS North
Training
Facility
and
DPS
Headquarters. The SPDC is a
half-cent sales tax for the park
system and has funded capital
projects
such
as
the
improvements
made
to
Bicentennial
Park.
The
construction
of
community
development and enhancements
like the Marq are funded through
the CEDC’s three-eighths cent
sales tax.
These three units were voted on
by the residents, and separate
funds were created to account for
the revenues and expenditures of
each unit. These funds can be
used for operational or capital
projects within their specialized
function. These funds help with
the initial cash payments that

jump-start many big projects and
help alleviate the debt burden.
Debt paid with sales tax levies has
the benefit of exporting part of the
burden from Southlake residents, as
shoppers may not reside in
Southlake themselves. In 2016,
approximately 75% of the sales tax
collected was from nonresidents.
Therefore,
Southlake
residents
benefit in the form of beautiful parks
and updated police facilities paid for
by visitors, rather than through
property taxes.
Finally, Southlake has implemented
a Tax Increment Reinvestment
Zone (TIRZ) located largely in Town
Square, represented in purple in
Picture 2. The TIRZ primarily uses
commercial property taxes to repay
the debt incurred for projects in the
TIRZ.

Picture 2: Southlake TIRZ

Self-supporting debt does not fall
entirely on property owners as taxsupported debt does, making it the
generally preferred type of debt.
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These projects help shape the
community and advance the
master plan for the City.
Property Tax-Supported Debt
A portion of the property tax paid
annually is dedicated to debt
repayment. In 2017, $0.100 of the
total tax rate of $0.462 per $100
valuation is dedicated to debt
service. This means that for a
home with a taxable value of
$500,000, $500 of the annual
property tax payment would go
towards debt service.
These funds are largely used to
pay off debt that has been
incurred for city infrastructure such
as new roadway construction and
expansion.
Certificates
of
Obligation are typically issued for
these projects.

General Obligation (GO) and
Certificates of Obligation Bonds are
primarily used
to
fund
the
construction of roads, sidewalks,
and other types of public facilities
that have no revenue-producing
capabilities.
GO debt and sometimes Certificates
of Obligation Bonds are voter
approved, and are backed by the
full-faith-and-credit of the City.
These bonds are repaid through any
means the City has available,
including all sources of revenue and
taxing powers. Non self-supporting
and partially self-supporting GO
bonds contribute to the City’s net
bonded debt, which is a measure of
the debt burden on the property of
the City.
Pictured below in Figure 3 is a
graphical summarization of debt per
capita for the FY 2009-2017.

Figure 3: Southlake’s Debt Per Capita
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Debt Repayment
Southlake has been actively
working towards the goal of
reducing debt, specifically debt
that is backed by property taxes.
After setting this goal, the City
decreased its total outstanding
property tax-supported debt by
36% between the years 2002 and
2017, as seen in Figure 4.
The City has also made it a
priority to aggressively amortize
debt schedules, meaning a quick
repayment plan. For example, with
the use of cash funds generated

through a sales tax levy, the City
was able to repay the entire cost of
the DPS North Facility in just four
years, with the last payment made
in 2017.
By managing amortization in this
way, the City pays higher initial debt
payments, but reduces borrowing
costs overall because interest is
paid for a shorter period of time.
Ninety-one percent of the total
current outstanding property taxsupported debt will be paid off within
the next ten years, leaving the City
free to pursue other available
investments, or implement tax relief
measures.

Figure 4: Long-term Debt as a Percentage of Assessed Valuation
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Bond Ratings
Annually, Southlake is subject to a
rigorous review from third party
bond agencies. These reviews
serve as indicators to potential
borrowers of how credit-worthy the
City is. Currently, the City has
earned two AAA ratings, the
highest awarded. Bond ratings
are important to maintain as they
aid in determining the interest
rates and reserves tied to bonds.
Generally, the higher the rating
the lower the interest rate. These
two exceptional credit ratings are
a strong external endorsement of
the City’s financial management.
Historically,
Southlake
has
focused
on
maintaining
or
decreasing debt with aggressive
amortization coupled with an
increasing shift to self-supporting
debt. These practices are in-line
with the current debt strategy.
For annual updates and specific
data on Southlake’s current debt
service fund, refer to the Annual
Adopted Budget document found
on the City of Southlake website.
As per City ordinance, this section
is updated annually with relevant
information.
Strategic initiative Fund
While the focus of this Project
Briefing is the City’s management
of its debt, it is important to note
that the City has used cash for
certain capital projects. The
Strategic Initiative Fund has

provided substantial funding for
moving forward with the CIP while
simultaneously reducing property
tax-supported debt.
At the end of each fiscal year,
excess revenue and unspent
appropriation become part of the
City’s fund balance, or reserves.
When the reserves exceed the level
deemed by the City Council, the
excess is transferred to the
Strategic Initiative Fund (SIF). This
provides cash funding for needed
projects without requiring the City to
borrow money for them.
The Strategic Initiative Fund has
provided almost $41 million to the
CIP since 2006, funding numerous
capital projects that would have
otherwise required bond dollars.
Debt Schedules
Appendix A shows debt schedules
by funding source, detailing 2017
annual debt requirements, as well
as total debt obligations.
Summary
Debt is a tool the City uses to
ensure that public infrastructure is
built to meet the needs of the
community.
Several varieties of debt are used
by the City of Southlake to fund
major projects, and they can be
categorized as self-supported and
tax-supported.
The City has focused on reducing
tax-supported debt by instead using
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self-supporting debt to fund voter
approved Districts, charged with
pursuing community priorities.

For additional resources on sales
tax levies, TIRZ, and other City
projects, visit the City of Southlake’s
website.

Aggressive
amortization,
responsible borrowing, and the
use of the Strategic Initiative Fund
(cash)
are
hallmarks
of
Southlake’s debt management
strategy.
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