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CITY OF ORANGE

FINANCE DIRECTOR (714) 744-2235 . www.cityoforange.org FAX: (714) 744-2245

December 19, 2017
To the Honorable Mayor, City Council and City Manager of the City of Orange, California:

The Comprehensive Annual Financial Report (CAFR) of the City of Orange (City), as prepared
by the City’s Finance Department, is hereby presented for your information. State law requires
that every general-purpose local government issue within six months of the close of each fiscal
year, a complete set of audited financial statements. This report fulfills that requirement for the
fiscal year ended June 30, 2017.

Responsibility for preparation of the CAFR rests with the City’s management. In addition,
management assumes full responsibility for the accuracy, completeness, and reliability of the
information contained in this report, based upon a comprehensive framework of internal controls
that have been established for this purpose. Because the cost of internal controls should not exceed
anticipated benefits, the objective is to provide reasonable, rather than absolute, assurance that the
financial statements are free of any material misstatements. To the best of our knowledge and
belief, the enclosed data is accurate in all material respects and is reported in a manner designed
to present fairly the financial position and results of operations of the City of Orange. All
disclosures necessary to enable the reader to gain an understanding of the City’s financial activities
have also been included.

The independent accounting firm of White Nelson Diehl Evans LLP (Auditors) performed the
annual financial audit, which was designed to meet the requirements of Government Auditing
Standards. The Auditors have issued an unmodified (“clean”) opinion on the City’s financial
statements for the year ended June 30, 2017. The Independent Auditors’ Report on the CAFR is
included at the front of the financial section of this report.

The Management Discussion and Analysis (MD&A) immediately follows the Independent
Auditors’ Report and provides a narrative introduction, overview, and analysis of the basic
financial statements. The MD&A complements this letter of transmittal and should be read in
conjunction with it.

PROFILE OF THE CITY OF ORANGE
The City of Orange, with a present population estimated at 140,882 is situated in central Orange

County, approximately 32 miles southeast of Los Angeles. The City’s land area is 24 square miles.
Its planning area or "sphere of influence" is 62 square miles.
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The City was incorporated in 1888 under the general laws of the State of California. Under a
council-manager form of government, a mayor is elected every two years and four council
members are elected to four-year terms alternating on a two-year basis. The City Manager, who is
the administrative official of the City, is appointed by the City Council.

The City provides a full range of services for its citizens. These services include police, fire,
paramedic, emergency transportation, library, recreation and parks, senior services, planning and
development, street improvements and lighting, and general administration. The City also operates
a water utility and contracts for refuse collection services. In addition, the City provides aid to its
citizens in the form of residential and commercial rehabilitation loans and economic development.

The former Orange Redevelopment Agency was a component unit of the City until the
implementation of AB IX 26, which dissolved California Redevelopment Agencies effective
January 31, 2012 (dissolution date). All funds remaining as of that date were transferred to the
Successor Agency public trust fund. The City, per Resolution No. 10625, is the Successor Agency
to the former Redevelopment Agency. The Successor Agency’s (City Council) approvals are
subject to review and confirmation by the Oversight Board (OB) and State Department of Finance
(DOF). All transactions effective from the dissolution date and through the “wind- down” period,
will be reported in the Successor Agency trust fund.

The annual budget is adopted by July 1 for all funds of the City on a basis consistent with
generally accepted accounting principles. The budget is monitored to ensure compliance with
legal provisions embodied in the appropriated budget as approved or amended by the City Council
throughout the year. City staff is responsible for monitoring the appropriated budgets for all funds.
The budget is prepared by fund, department (e.g. police), and activity (e.g. patrol). Transfers of
appropriations between funds, between departments within a fund, and between capital outlay or
debt service and another object group classification within a department, require City Council
approval. All other transfers of appropriations can be made with City management approval.

LOCAL ECONOMY

The local economy in the City of Orange has continued to improve since the Great Recession. The
City’s largest revenue source, sales tax, increased by $.25 million, or .6%, in the General Fund
from the prior Fiscal Year (FY). Auto sales continue to drive the increase, as well as growth in
building and construction. Offsetting some of that growth were fuel and service station sales, the
largest component of sales tax, were down 11% due to lower gas prices.

General Fund property tax revenue, increased $1.2 million over the prior year. Assessed valuations
continue to climb following the decreases during the Recession, and a robust real estate market
has resulted in the revaluation of properties as they are transferred to new owners. In addition, the
General Fund will continue to see an increase in residual revenues as a result of the dissolution of
the Redevelopment Agency and as activities of the Successor Agency “wind-down”.

Interest rates increased slightly in FY 17 with investments earning an average yield of 1.68%.
Rates are expected to increase slightly in FY 18.
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RELEVANT FINANCIAL POLICIES

Historically, the City’s Reserve Policy provided for as much as a 25% set-aside of budgeted
General Fund operating expenditures as a designation of fund balance (Designated for
Contingencies), which is included in Unassigned fund balance. This policy was established to
provide a contingency in case of a catastrophic, or other severe economic, event. The current set-
aside is 18.6% of FY 18 budgeted General Fund operating expenditures.

LONG-TERM FINANCIAL PLANNING AND MAJOR INITIATIVES

Pursuant to the California Public Employees’ Pension Reform Act of 2013 (PEPRA) and related
statutory changes, the City implemented a two-tiered retirement system with the California Public
Employees Retirement System (CalPERS). This system provides for a second tier of reduced
retirement benefits, effective for employees hired after January 1, 2013 who are also new to
CalPERS. It includes a retirement benefit of 2% at 62 for miscellaneous employees and 2.7% at
57 for safety employees, and requires employee contribution rates of 6.75% and 12%, respectively.
Over the long term, this reduced benefit tier is designed to decrease retirement costs for the City.
As of June 30, 2017, there are 167 of the City’s 619 covered employees (26.9%) at this lower tier
of retirement benefits.

Sales Tax Sharing Program: In May 2013, the City Council adopted Ordinance No. 4-13
establishing a Sales Tax Sharing Program as a new economic development incentive to promote
business growth and job creation, and to enhance the economic base through increased sales tax
revenue in the City of Orange. Under the Sales Tax Sharing Program, the City may enter into a
Participation Agreement with the owners of existing or new local businesses that generate sales
tax revenue to provide for economic development incentives. Currently, the City has Participation
Agreements with two entities.

Providing for Internal Service Funding (ISF): The City maintains several Internal Service
Funds (ISF). The City is working to reduce reserves in the Workers’ Compensation and General
Liability funds as it strives to close out a number of older claims. Allocations to other internal
service funds, including the Employee Accrued Liability Fund (see below), Equipment
Maintenance, Equipment Replacement, Information Systems, and Computer Replacement funds,
are also recorded to ensure adequate future funding for each of those respective functions.

Retirement Cost Increases: As part of their plan to fully fund all retirement plans within 30 years,
CalPERS established a plan to dramatically increase contribution rates over a five-year period,
beginning in FY 16. In addition, changes in actuarial assumptions based on life expectancy have
increased retirement costs for all agencies. In FY 13, City Council established a contingency
reserve in the Employee Accrued Liability Fund which set-aside monies to be used to offset future
retirement costs. While these funds have not yet been used, $6.2 million has been set aside as of
June 30, 2017.
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WHITE NELSON DIEHL EVANS LLP

Certified Public Accountants ScConsultants

INDEPENDENT AUDITORS’ REPORT

To the Honorable City Council
of the City of Orange
Orange, California

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities, the
business-type activities, each major fund, and the aggregate remaining fund information of the City of
Orange, California (the City), as of and for the year ended June 30, 2017, and the related notes to the
basic financial statements, which collectively comprise the City’s basic financial statements as listed in
the table of contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this
includes the design, implementation, and maintenance of internal control relevant to the preparation
and fair presentation of financial statements that are free from material misstatement, whether due to
fraud or error.

Auditors’ Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We
conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements are free from
material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditors’ judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error. In making those risk assessments, the auditors consider internal control relevant to the City’s
preparation and fair presentation of the financial statements in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness
of the City’s internal control. Accordingly, we express no such opinion. An audit also includes
evaluating the appropriateness of accounting policies used and the reasonableness of significant
accounting estimates made by management, as well as evaluating the overall presentation of the
financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinions.

1
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Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, the business-type activities, each major
fund, and the aggregate remaining fund information of the City, as of June 30, 2017, and the respective
changes in financial position and, where applicable, cash flows thereof for the year then ended in
accordance with accounting principles generally accepted in the United States of America.

Other Matters
Report on Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the
Management’s Discussion and Analysis, Budgetary Comparison Schedules - General and Major
Special Revenue Funds, the schedules of changes in net pension liability and related ratios, and the
schedules of plan contributions, identified as Required Supplementary Information (RSI) in the
accompanying table of contents, be presented to supplement the basic financial statements. Such
information, although not a part of the basic financial statements, is required by the Governmental
Accounting Standards Board, who considers it to be an essential part of financial reporting for placing
the basic financial statements in an appropriate operational, economic or historical context. We have
applied certain limited procedures to the RSI in accordance with auditing standards generally accepted
in the United States of America, which consisted of inquiries of management about the methods of
preparing the information and comparing the information for consistency with management’s
responses to our inquiries, the basic financial statements, and other knowledge we obtained during the
audit of the basic financial statements. We do not express an opinion or provide any assurance on the
RSI because the limited procedures do not provide us with sufficient evidence to express an opinion or
provide any assurance.

Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the City’s basic financial statements. The introductory section, combining and
individual non-major fund financial statements and schedules (supplementary information), and
statistical section, as listed in the table of contents, are presented for purposes of additional analysis
and are not a required part of the basic financial statements.

The supplementary information, as listed in the table of contents, is the responsibility of management
and was derived from and relates directly to the underlying accounting and other records used to
prepare the basic financial statements. Such information has been subjected to the auditing procedures
applied in the audit of the basic financial statements and certain additional procedures, including
comparing and reconciling such information directly to the underlying accounting and other records
used to prepare the basic financial statements or to the basic financial statements themselves, and other
additional procedures in accordance with auditing standards generally accepted in the United States of
America. In our opinion, the supplementary information is fairly stated in all material respects in
relation to the basic financial statements taken as a whole.

The introductory and statistical sections have not been subjected to the auditing procedures applied in
the audit of the basic financial statements and, accordingly, we express no opinion or provide any
assurance on them.



Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated
December 19, 2017, on our consideration of the City’s internal control over financial reporting and on
our tests of its compliance with certain provisions of laws, regulations, contracts and grant agreements
and other matters. The purpose of that report is to describe the scope of our testing of internal control
over financial reporting and compliance and the results of that testing, and not to provide an opinion on
the internal control over financial reporting or on compliance. That report is an integral part of an
audit performed in accordance with Government Auditing Standards in considering the City’s internal
control over financial reporting and compliance.

Ui Dtor) fidt hnna) ILF

Irvine, California
December 19, 2017
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MANAGEMENT’S DISCUSSION AND ANALYSIS

The purpose of this Management’s Discussion and Analysis is to interpret and summarize the
financial changes in the City of Orange Financial Statements for Fiscal Year 2016-17. This
analysis will focus on the significant changes in an effort to explain the City’s overall financial
condition. We encourage readers to consider the information presented here in conjunction
with the additional information furnished in our Letter of Transmittal, Notes to the Financial
Statements, and the Statistical Section.

OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysis is intended to serve as an introduction to the City’s Basic
Financial Statements, which are comprised of three components: (1) Government-wide
Financial Statements; (2) Fund Financial Statements; and (3) Notes to the Financial
Statements. In addition to the Basic Financial Statements and required information, this report
also contains other supplementary information.

Government-wide Financial Statements. The Government-wide Financial Statements are
designed to provide readers with a broad overview of the City’s financial position, in a manner
similar to that of a private-sector business. These statements are reported on the full accrual
basis of accounting. Thus, revenues and expenses are reported for some items that will not
affect cash flows until future fiscal periods.

The Government-wide Financial Statements separate Governmental Activities that are
principally supported by taxes and revenues from other agencies, from Business-type
Activities that are intended to recover all, or a significant portion, of their costs through user
fees and charges. The Governmental Activities of the City include General Government,
Public Safety, Public Works, Community Development, Parks and Library, Economic
Development, and Interest on Long-Term Debt, when applicable. The City’s two Business-
type Activities are Water and Sanitation.

The Statement of Net Position presents information on all of the City’s assets and deferred
outflows of resources, and liabilities and deferred inflows of resources; the difference between
the four is reported as net position. Total assets include all capital items including
infrastructure. Evaluating increases or decreases in net position over time will serve as a
useful indicator of whether the financial position of the City is improving or declining.

The Statement of Activities presents information on the net cost of each governmental
function (activity) during the fiscal year. This statement also identifies the amount of general
revenues needed to fully fund each governmental function.

Fund Financial Statements. A fund is a grouping of related accounts that is used to maintain
control over resources that have been segregated for specific activities or objectives. The
City, like other state and local governments, uses fund accounting to demonstrate compliance
with finance-related legal requirements. All of the funds of the City can be divided into three

categories: Governmental Funds, Proprietary Funds, and Fiduciary Funds.
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Governmental Funds (General Fund, Special Revenue, Debt Service and
Capital Projects Funds) are used to account for the same functions reported as
Governmental Activities in the Government-wide Financial Statements.
However, unlike the Government-wide Financial Statements, Fund Financial
Statements focus on short-term inflows and outflows of spendable resources.
These funds are reported using the modified accrual basis of accounting, which
measures cash and all other financial assets that can readily be converted to
cash. This information is useful in evaluating the City’s short-term financing
requirements.

The focus of the Fund Financial Statements is narrower than that of the
Government-wide Financial Statements. The governmental fund Balance
Sheets and the Statement of Revenues, Expenditures, and Changes in Fund
Balance, require a reconciliation to facilitate the comparison between the Fund
Statements and the Government-wide Statements. This reconciliation is
required because the Government-wide Statements are prepared on the full
accrual basis of accounting while the Fund Statements are prepared on the
modified accrual basis of accounting. These reconciliations can be found in
the Fund Financial Statements on pages 23 and 26.

Proprietary Funds are Enterprise and Internal Service Funds. The City uses
Enterprise Funds to account for its Water Utility and Sanitation services.
Internal Service Funds are used to accumulate and allocate costs internally to
various functions. The City uses Internal Service Funds to allocate equipment
expenses, equipment replacements, major building improvements, information
systems, computer replacements, employee accrued liability, and workers’
compensation, liability and dental self-insurance costs.

All of the Internal Service Funds are combined into a single, aggregated
presentation in the Proprietary Fund Financial Statements. Individual fund
data for the Internal Service Funds is provided in the form of combining
statements found on pages 120-125.

Fiduciary Funds (Agency and Private-Purpose Trust Funds) are used to
account for resources held for the benefit of parties outside of the City such as
the collection of charges and fees for other governmental agencies. The
Fiduciary Fund resources are not available to support City programs. Fiduciary
Funds are reported in Fiduciary Fund Statements of the basic Financial
Statements section and are also reported in the Supplementary Schedules
section.

Notes to the Financial Statements. The notes provide additional information that is essential
to the reader for a full understanding of the data provided in the Government-wide and Fund
Financial Statements.

Other Information. In addition to the Basic Financial Statements and accompanying notes,
this report also presents certain Supplementary Information such as Budgetary Comparison
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Schedules for the General Fund and all Major Special Revenue Funds, Schedules of Changes
in the Net Pension Liability and Related Ratios and Schedules of Plan Contributions (Required
Supplementary Information). In addition, Budgetary Comparison Schedules for all of the
Non-Major Special Revenue, Capital Projects Funds, and Combining Non-Major Statements
are provided (Supplementary Schedules). The Statistical Section provides users with
statistical information covering five categories, including financial trends, revenue capacity,
debt capacity, demographic and economic information, and operating information.

GOVERNMENT-WIDE FINANCIAL HIGHLIGHTS AND ANALYSIS

City of Orange
Net Position
(expressed in thousands of dollars)

Governmental Business-type
Activities Activities Total
16-17 15-16 16-17 15-16 16-17 15-16

Current and other
assets $ 170,928 175,759 25,257 24,167 196,185 199,926
Capital assets 643,259 632,246 134,137 137,601 777,396 769,847

Total assets 814,187 808,005 159,394 161,768 973,581 969,773
Deferred outflows of

resources 45,868 15,523 3,969 1,284 49,837 16,807
Long-term liabilities
outstanding 16,272 23,118 566 605 16,838 23,723
Net pension liability 220,772 179,654 18,699 15,063 239,471 194,717
Other liabilities 32,009 21,127 7,546 5,364 39,555 26,491

Total liabilities 269,053 223,899 26,811 21,032 295,864 244,931

Deferred inflows of

resources 8,478 21,111 241 1,813 8,719 22,924
Net Investment in
capital assets 643,259 632,246 134,137 137,601 777,396 769,847
Restricted 43,175 50,289 - - 43,175 50,289
Unrestricted (103,910) (104,017) 2,174 2,606 (101,736) (101,411)

Total net position $ 582,524 578,518 136,311 140,207 718,835 718,725

Governmental Activities:

Assets exceeded liabilities at the close of the fiscal year by $582.5 million. The majority of
this excess is due to the capitalization of the City’s infrastructure per GASB Statement No. 34,
including streets, sidewalks, rights-of-way, street lights, traffic signals, sewer system, storm
drain system, wells and bridges.

Total assets increased by $6.2 million due to an increase in fixed assets.

Total liabilities increased by $45.2 million due to an increase in the City’s net pension liability
and workers compensation and liability claims payable.

The restricted portion of the City’s net position ($43.2 million) represents resources that are
subject to legal outside restrictions by law, constitution, or enabling legislation, and funds
committed by City Council for specific purposes.
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Business Type Activities:

Total Assets decreased from prior year by $2.4 million due to the transfer of $4.9 million in
capital assets from Construction in progress to Improvements now being depreciated. Net
position decreased by $3.9 due mainly to an increase in Net pension liability.

Program Revenue
Charges for services
Operating grants and

contributions
Capital grants and
contributions

General Revenues
Property Taxes
Sales Taxes
Other Taxes
State Revenue
Other

Total Revenues

Expenses
General government
Public Safety
Public Works
Community dev.
Parks and library
Economic development
Sanitation
Water

Total Expenses

Change in net position

Net position at beginning
of year

Net position at end of
year

City of Orange
Changes in Net Position
(expressed in thousands of dollars)

Governmental Business-type

Activities Activities Total
16-17 15-16 16-17 15-16 16-17 15-16
$16,903 20,741 33,066 30,086 49,969 50,827
4,161 4,398 - ) 4.161 4,398
7,228 3,845 ) 463 7,228 4,308
39,908 26,733 - - 39,908 26,733
46,102 45,789 - - 46,102 45,789
8,207 8,347 - - 8,207 8,347
- 11,952 - - - 11,952
13,083 7,522 93 241 13,176 7,763
135,592 129,327 33,159 30,790 168,751 160,117
12,901 11,523 - - 12,901 11,523
74,753 68,091 - - 74,753 68,091
21,175 15,344 - - 21,175 15,344
4,754 3,652 - - 4,754 3,652
15,632 12,868 - - 15,632 12,868
2,371 2,616 - - 2,371 2,616
- - 7,761 7,592 7,761 7,592
- - 29,294 25,302 29,294 25,302
131,586 114,094 37,055 32,894 168,641 146,988
4,006 23,134 (3,896) (2,104) 110 21,030
578,518 555,384 140,207 142,311 718,725 697,695
$582,524 578,518 136,311 140,207 718,835 718,725




GOVERNMENTAL FUND HIGHLIGHTS AND ANALYSIS

The graph below shows a summary of Governmental Fund type revenues. This includes
revenues from the General Fund, Special Revenue Funds, and Capital Project Funds for the

Fiscal Year ended June 30, 2017.

GOVERNMENTAL FUNDS REVENUES

The graph below shows a summary of Governmental Fund type revenues. This includes
revenues from the General Fund, Special Revenue Funds and Capital Project Funds for the

Fiscal Year ended June 30, 2017

Sales and Use Taxes
34.23%

Licenses and Permits\g

3.69%

Other Taxes
4.05%

Use of Money & Property

1.17%

Charges for Services

Other Revenues
8.54%

Property Taxes
29.63%

Fines and Forfeitures
1.27%

Intergovernmental

7.22%

Other taxes

agi gizs Frang%geo/oFees

INCREASE (DECREASE)
FROM 15-16
16-17 15-16
REVENUE SOURCE AMOUNT AMOUNT AMOUNT %

Property taxes $ 39,907,869 26,733,026 13,174,843 49.3
Sales and use taxes 46,102,329 45,789,026 313,303 T
5,452,730 5,269,795 182,935 3.5
Franchise fees 2,755,030 3,076,891 (321,861) (10.5)
Licenses and permits 4,966,017 5,443,388 477,371) (8.8)
Use of money and property 1,572,433 2,248,055 (675,622) (30.1)
Intergovernmental 9,727,861 20,125,635 (10,397,774) 517
Charges for services and fees 10,978,973 14,311,067 (3,332,094) (23.3)
Fines and forfeitures 1,706,291 1,725,785 (19,494) (1.1)
Other revenues 11,495,612 4,732,645 6,762,967 142.9
TOTAL $134,665,145 129,455,313 5,209,832 4.0




As indicated in the table on the previous page, for the 2016-17 Fiscal Year, Property taxes
increased 49.3% and Intergovernmental revenue decreased 51.7%. These changes are due to
the reclassification, in this fiscal year, of Property tax in Lieu of state motor vehicle revenue
from Intergovernmental revenue to Property taxes. Use of money and property decreased
30.1% as a result of the posting of unrealized losses in accordance with GASB 34. Finally,
Other revenue increased by $6.7 million due to the sale of a vacant lot in January 2017.

GENERAL FUND SALES TAX REVENUE
Fiscal Years 2008-2017

Percentages represent change from preceeding year l

$45,000,000
9.2% 4.2%
6.7%
$40,000,000 -
4.2%

0.6% -

$35,000,000 13.6% =
0.3%
(16.2)%
$30,000,000 -
(11.8)%
$25,000,000 -
$20,000,000 -
$15,000,000 -
$10,000,000
$5,000,000
$0 - ; : .
2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Sales tax is the City's largest revenue source and is directly related to general economic
conditions within the City. The historical change in General Fund sales tax revenue, excluding
Measure M and Proposition 172 sales tax revenues (which are restricted for transportation and
public safety purposes), is presented in the bar graph above.
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GOVERNMENTAL FUNDS EXPENDITURES

General
Government

Capital Outlay 8.6%
. (s]

14.0%

Public Works
7.6%

Parks and Library
10.4%

Community
Development
3.5%
Economic
Development
1.6%
Public Safety
57.5%
INCREASE (DECREASE)
FROM 15-16
16-17 15-16
FUNCTION AMOUNT AMOUNT AMOUNT %

General government $11,369,206 11,059,999 309,207 2.8
Public safety 72,292,753 70,304,539 1,988,214 2.8
Public works 10,099,229 9,732,287 366,942 3.8
Community development 4,651,614 4,086,895 564,719 13.8
Parks and library 13,835,002 12,464,990 1,370,012 11.0
Economic development 2,115,151 2,519,124 (403,973) (16.0)
Capital outlay 18,601,383 12,103,521 6,497,862 53.7
TOTAL $132,964,338 122,271,355 10,692,983 8.7

Overall expenditures increased by $10.7 million from the prior fiscal year. This increase was
due mainly to an increase in capital expenditures and to minor increases in department
operating expenditures.
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FUND BALANCE ANALYSIS OF THE GOVERNMENTAL FUNDS

As noted earlier, the City uses fund accounting to demonstrate compliance with finance-
related legal requirements.

Governmental Funds. The focus of the statements presenting the City’s governmental funds
is to provide information on the short-term inflows, outflows, and balances of spendable
resources. Such information is useful in assessing the City’s current financial requirements.
In particular, unassigned fund balance may serve as a useful measurement of a government’s
net resources available for spending during the subsequent fiscal year.

At the end of the fiscal year, the City’s governmental funds reported combined ending fund
balances of $126.4 million; a decrease of $1 million as compared to the prior fiscal year’s
fund balances. This decrease is due to the current year expenditure of gas tax and Proposition
172 funds accumulated for special purposes over the prior fiscal years.

The General Fund is the major operating fund of the City. The total fund balance of the
General Fund was $35.9 million, an increase of $1 million in the 2016-17 Fiscal Year.

Other General Fund highlights include:

e Unassigned fund balance of $35.8 million was 34% of total General Fund
expenditures.

® Actual General Fund revenues increased $4.5 million due primarily to the sale of a
vacant lot in the City. The General Fund’s original expenditure budget was increased
throughout the year by City Council actions totaling $3.3 million or 3.0%.

* General Fund actual expenditures totaled $105.3 million as compared with the ending
amended budget of $112.7 million; a savings of $7.4 million, primarily due to unfilled,
budgeted positions throughout the City.

Major Special Revenue Funds highlights include:

e The $1.7 million write down of loans receivable to net present value in the Housing
Successor Fund accounted for the decrease in fund balance in this fund.

e A transfer of $3.8 million from the General Fund to the Capital Improvement Fund
was made to provide funding for General Fund capital projects.

e The Proposition 172 Fund qualified as a major fund this fiscal year due to an advance
from another fund, resulting in an increase in total liabilities.

PROPRIETARY FUND HIGHLIGHTS AND ANALYSIS

The Proprietary Funds of the City consist of the Enterprise Funds (Water Fund and Sanitation
Fund) and the Internal Service Funds. The Enterprise Funds are reported as Business-Type
Activity on the Government-wide Financial Statements. The Internal Service Funds are
Governmental Activities and as such, are combined with other Governmental Activities
(Governmental Funds) when presented on the Government-wide Financial Statements. The
following are highlights of the Proprietary Funds:
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Enterprise Fund - Revenues. Operating revenues increased approximately $3 million, due
mainly to increased water sales.

Enterprise Fund - Expenses. Operating expenses increased $4.2 million over the prior year,
due primarily to an increase in purchased water and replenishment assessment, correlating to
the increase in water sales.

Enterprise Fund - Net Position. The unrestricted net position at year-end totaled $2.2
million, a decrease of $0.4 million from the prior year.

Internal Service Funds - Revenues. During Fiscal Year 2016-17 the Internal Service Funds
had total operating revenues of $12 million. This represents a decrease of $1.1 million over
the prior year, mainly due to a reduction in charges to user funds for vehicle replacement
funding.

Internal Service Funds - Expenses. Operating expenses for Fiscal Year 2016-17 totaled
$19.8 million, an increase of $4 million. The increase was mainly due to higher workers’
compensation insurance claims expense.

Internal Service Funds - Net Position. The unrestricted net position of the Internal Service
Funds at year-end totaled $10.4 million. Total net position decreased $5.1 million over the
prior year, due to the unfunded year-end recording of actuarial determined future insurance
claims.

CAPITAL ASSET AND DEBT ADMINISTRATION

Capital Assets. The City’s Five Year Capital Improvement Plan estimates spending another
$88.7 million in Fiscal Years 2017-18 through 2023-24. Funding will come from current fund
balances, projected revenues over the next seven years, grants, and private donations.

Capital Assets
(shown in thousands, net of depreciation)
Governmental Business-type
Activities Activities Total

16-17 15-16 16-17 15-16 16-17 15-16
Land $ 80,404 80,310 2,647 2,647 83,051 82,957
Rights of way 344,845 344,981 - - 344,845 344,981
Infrastructure 119,493 115,202 - - 119,493 115,202
Structures/improvements 75,157 76,871 55,257 52,485 130,414 129,356
Furniture/fixtures/equip 16,495 11,693 8,007 8,193 24,502 19,886
Construction in Progress 6,865 3,189 827 4,949 7,692 8,138
Sewer - - 26,464 26,669 26,464 26,669
Storm drains - - 40,935 42,658 40,935 42,658
Total $643,259 632,246 134,137 137,601 777,396 769,847
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More detailed information on the City’s capital asset activity can be found in note 3 on pages
51 through 53.

Long Term Liabilities

The City has no outstanding long term debt. The long term liabilities of the City consist of
liabilities for compensated absences and insurance claims.

Amounts Amounts
Beginning Ending Due Within  Due Beyond
Balance Additions Deletions Balance One Year One Year
Governmental activities:
Compensated absences $8,144,122 3,424,952 3,510,890 8,058,184 3,473,843 4,584,341
Claims payable 11,960,612 7,554,057 3,902,910 15,611,759 3,924,183 11,687,576
Total Governmental activities 20,104,734 10,979,009 7.413,800 23,669,944 7,398,026 16,271,918
Business-type activities:
Compensated absences 736,665 107,950 142,856 701,759 136.091 565,668
Total $20,841,399 11,086,959 7,556,656 24,371,702 7.534,117 16,837,585

REQUEST FOR INFORMATION

This financial report is designed to provide a general overview of the City’s finances. This
financial report can also be found on the City’s website at www.cityoforange.org. Questions
concerning any of the information provided in this report or request for additional financial
information should be addressed to the Finance Department, City of Orange, 300 East
Chapman Avenue, Orange, California 92866.
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