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December 16, 2019
The Citizens of Orange County:

The Comprehensive Annual Financial Report (CAFR) of the County of Orange, State of California (County), for the
year ended June 30, 2019, is hereby submitted in accordance with the provisions of Sections 25250 and 25253 of
the Government Code of the State of California. The report contains financial statements that have been prepared in
conformity with United States generally accepted accounting principles (GAAP) prescribed for governmental entities.
Responsibility for both the accuracy of the data and the completeness and fairness of the presentation, including all
disclosures, rests with the County. A comprehensive framework of internal controls has been designed and
established to provide reasonable assurance that the enclosed data is accurate in all material respects and is
reported in a manner designed to present fairly the financial position and changes in financial position of County
funds. Because the cost of internal controls should not outweigh their benefits, the County’s comprehensive
framework of internal controls has been designed to provide reasonable, rather than absolute, assurance that the
financial statements will be free from material misstatements.

The CAFR has been audited by the independent certified public accounting firm of Eide Bailly LLP. The goal of the
independent audit was to provide reasonable assurance about whether the basic financial statements of the County
for the year ended June 30, 2019, are free of material misstatement. The independent certified public accounting
firm has issued an unmodified (clean) opinion on the County’s basic financial statements as of and for the year
ended June 30, 2019. The independent auditor’s report is located at the front of the financial section of this report.

This letter of transmittal is designed to complement and should be read in conjunction with Management’s
Discussion and Analysis (MD&A) that immediately follows the independent auditor's report. MD&A provides a
narrative introduction, overview, and analysis of the basic financial statements.

PROFILE OF THE GOVERNMENT

The County, incorporated in 1889 and located in the southern part of the State of California, is one of the major
metropolitan areas in the state and nation. The County occupies a land area of 798 square miles with a coastline of
42 miles serving a population of over 3 million. It represents the third most populous county in the state and ranks
sixth in the nation.

The County converted to a charter county as a result of the March 5, 2002, voter approval of Measure V, which
provides for an electoral process to fill mid-term vacancies on the Board of Supervisors. Before Measure V, as a
general law county, mid-term vacancies would otherwise be filled by gubernatorial appointment. In November 2008,
voters approved Measure J, which added Article 1ll, Section 301 to the Charter of Orange County requiring voter
approval for increases in future retirement system benefits of any employee, legislative officer, or elected official of
the County in the Orange County Employees Retirement System (OCERS) or any successor retirement system,
with the exception of statutorily-established cost of living adjustments, salary increases, and annual leave or
compensatory time cash-outs. In June 2012, voters approved Measure B, which requires that any Orange County
Supervisors elected on or after June 5, 2012 can enroll only in the minimum pension option, i.e., the least lucrative
pension plan, offered to Orange County employees. At present, the minimum pension plan is a 1.62% at 65 pension
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plan. This measure amends the County Charter and applies to any current or previous Supervisor. In June 2016,
voters approved Measure B, which requires the County Auditor-Controller to review any Countywide measure
placed on the ballot and prepare a fiscal impact statement.

The County is like a general law county and governed by a five-member Board of Supervisors (Board), who
each serve four-year terms, and annually elect a Chairman and Vice-Chairman. The Supervisors represent districts
that are each approximately equal in population. The district boundaries were revised effective September 6, 2011,
incorporating the results of the 2010 census. A County Executive Officer (CEO) oversees 15 County departments,
and elected officials serving as department heads oversee six County departments. The Supervisorial Districts map
below shows the boundaries of Orange County and the areas governed by each member of the Board.
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The County provides a full range of services Countywide, for the unincorporated areas, and contracted services for
cities. These services are outlined in the following table:

Countywide Services Unincorporated Area Services

Affordable Housing

(Housing Authority) Veterans Services Animal Care & Control Libraries

Agricultural Commissioner Indigent Medical Services Flood Control Parks

Airport Jails & Juvenile Facilities Land Use Waste Disposal Collection
Ch"d. FRIEEIEN & Soet] Juvenile Justice Commission Law Enforcement

Services

Child Support Services Landfills & Solid Waste Disposal

Clerk-Recorder Law Enforcement

Coroner & Forensic

Services Probationary Supervision Contracted Services for Cities

District Attorney/Public

S Public Assistance Animal Care & Control Libraries
Administrator
Elections & Voter Public Defender/ Alternate Public Works &
; ) Law Enforcement . )
Registration Defense Engineering
Environmental/Regulatory Public & Behavioral Health Ut|||t)_/ Billing and Chgck
Health Remittance Processing
Flood COntr.0| & Senior Services Sources: County departments
Transportation
OC Parks Collection & Appeals
Disaster Preparedness Weights & Measures

Property Tax Assessment,

Grand Jury Apportionment & Collection

Public Guardian

In addition to these services, the County is also financially accountable for the reporting of component units, which
can be either blended or discretely reported. Blended units, although legally separate entities, are, in substance, part
of the County's operations and, therefore, data from these units are combined with data of the County. The County
has two discretely presented component units, the Children and Families Commission of Orange County (CFCOC)
and CalOptima, which require discrete presentation in the government-wide financial statements. The following
entities are presented as blended component units in the basic financial statements for the year ended June 30,
2019: the Orange County Flood Control District, Orange County Housing Authority, Orange County Public Financing
Authority, Capital Facilities Development Corporation, South Orange County Public Financing Authority, Orange
County Public Facilities Corporation, County Service Areas, Special Assessment Districts, Community Facility
Districts, and In-Home Supportive Services Public Authority. Additional information on these entities can be found in
Note 1, Summary of Significant Accounting Policies, in the Notes to the Basic Financial Statements section.

The County maintains budgetary controls to ensure compliance with legal provisions embodied in the annual
appropriated budget approved by the Board. Activities of the General Fund and most of the Special Revenue, Debt
Service, Capital Projects and Permanent Funds are included in the annual appropriated budget. The level of
budgetary control (that level which cannot be exceeded without action by the Board) is at the legal fund-budget
control-unit level, which represents a department or an agency. Budget-to-actual comparisons are provided in this
report for each governmental fund for which an appropriated annual budget has been adopted. The Budgetary
Comparison Statements for the General Fund and major Special Revenue Funds are part of the Basic Financial
Statements. The Budgetary Comparison Schedules for the nonmajor Governmental Funds with appropriated annual
budgets are presented in the Supplemental Information section for governmental funds. The County also maintains
an encumbrance accounting system as one technique of accomplishing budgetary control. Encumbered
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appropriations do not lapse at year-end; outstanding encumbrances are carried forward. Additional information on
the budgetary process can be found in Note 1, Summary of Significant Accounting Policies, in the Notes to the Basic
Financial Statements section.

The County’s eGovernment website portal at www.ocgov.com provides online services and extensive information
about County government to Orange County residents, businesses, partners, and visitors. The County’s website
provides information and online services to the public 24/7. It includes information about the Board, County job
listings, purchasing bid solicitations, assessment appeals, links to court information and local court rules, voter
information, County permits and forms, public safety, health and human services programs and financial
information. The site also provides several online services, including live and archived Board meeting videos, the
ability to order birth, death and marriage certificates, search fictitious business names, find polling locations and
election results, how to license pets, pay property taxes and subscribe to receive emergency alerts. The County
continuously strives to improve a constituent’s ability to conduct business online with the County.

FACTORS AFFECTING ECONOMIC CONDITION Table 1: Unemployment Rate Comparison
Local Economy _ _ August 2019
Primary Government Entity Unemployment Rate

Two indicators of the County economy are: how well the

. . . United States 3.7%
local economy performs relative to surrounding counties, Californi 4.99
the State, and the Nation and its own historical trends. alffornia e
This section provides data for various indicators that ~ Los Angeles County 4.7%
summarize the current and projected outlook of the Riverside County 4.6%
County’s economy. San Bernardino County 4.1%

i ) o i San Diego County 3.4%
Economic growth in Ca_lhf_ornla is forecasted to slow., WI’Fh Orange County 3.0%
some economists predicting a risk of global recession in
late 2020. In terms of historical trends, current and
projected activity suggests that economic growth at the Unemployment Rate
local level will follow national and state trends. m United States
H , . 6.0% _’."' California

e County’s unemployment rate continues to be below m Orange County
that of all surrounding Southern California counties, the 5.0% 1
State, and the Nation (see Table 1). 4.0% +
3.0% 1

According to the California Department of Finance, )
inflation, as measured by the increase of the Consumer 2.0% 1
Price Index (CPI) in 2019, is expected to be 3.9% for 1.0%
Orange County, higher than both the State and U.S. at
3.8% and 2.4%, respectively (see Table 2). R

Unemployment
Rate

Table 2: 2019 — Projected Increase of the CPI
United States California Orange County

2.4% 3.8% 3.9%

Sources: State of California, Employment Development Department
California Department of Finance, April 2019
Note: Unemployment rates are for the month of August 2019
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According to the Department of Housing and Urban
Development, the County’s median family income is
expected to be $97,900 (absolute dollars) in 2019,
compared to $92,700 (absolute dollars) in 2018. The
median family income in the County continues to exceed
all surrounding Southern California counties, the State of
California, and the Nation (see Table 3).

Table 3: Median Family Income Comparison

Median Family Income

Primary Government Entity (absolute dollars)

According to the California Association of Realtors, the
median home sales price for existing single-family
detached homes in Orange County was $810,000
(absolute dollars) in August 2019, representing a 3.4%
decrease relative to August 2018. The median sales
price in Orange County continues to exceed all

surrounding counties (see Table 4).

In terms of internal trends, current and projected
indicators forecast that the Orange County economy
will slow, with job growth expected to increase by 1.3%

in 2019.

United States $75,500
California $82,200
Orange County $97,900
San Diego County $86,300
Los Angeles County $73,100
Riverside County $69,700

Sources: U.S. Department of Housing and Urban Development, 2019

Comparisons of Inflation and Median Family

Income

100 T e s $97.9 - — - 5%

2 $80 ittt s T it 9% 4%
37 0
£8 2
>0 $60 —— — - —————— —————— ——+ 3%
ES e
g2 =
o
.E.E $40 ——— - —————- | —————— _ 20/9/
T~ °c
g i)
s
<

$20 ———@-—————— —————— —— 1%

$0 0%

United States California Orange County

Sources: California Department of Finance, April 2019

U.S. Department of Housing and Urban Development, 2019

Table 4: Median Home Sales Price Comparison-
(existing single-family detached homes only)
Southern California Counties — August 2019

Primary
Government
Entity

Orange County

San Diego County

Los Angeles County
Riverside County

San Bernardino County

Median Home

Median Home

Sales Price Change Sales Price

increase(decrease)
(3.4%)
(1.5%)
3.3%
4.8%
8.6%

(absolute dollars)
$810,000
$650,000
$627,690
$420,000
$315,000

Source: California Association of Realtors, August 2019

Price
(in thousands)

Table 4: Comparison of Median Home Sales Price
and Price Changes Among Counties

$900 - —————— e m T 10%

| $810 |

S0 -+ S S S S Lo

s800 o T 8%
$700 - ———— ————————————— —— — 4

|
$600 |~ B BN T

| L 40
$500 +— — -, ————————-— 1 4%

| * |
$400 +- === === [==g |[m===== 2%
$300 - — -

| [ 0%
$200 1— —— F—— —— S -1

' e Lo
$100':— —— [ —— —— == ‘: °

-3.4%
$o-l— Sipiel QNN (ENERE ERENE -4%
Orange San Diego Los Angeles Riverside San
County County County County Bernardino
County

Sources: California Association of Realtors, August 2019

Percentage Change in Sales Price
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Table 5 shows various internal indicators reflecting Table 5: Orange County Historical Data

moderate growth of the County’'s economy. The

unemployment rate decreased to 3.0% for the month of
August 2019 relative to 3.1% for the month of August U | t
2018. Job growth is expected to increase by 1.3% in 2019. nemploymen

Median home prices for existing single-family detached Annual Job Growth

Rates 45% 43% 38% 3.1% 3.0%

homes decreased by 3.4% in August 2019, relative to an Rates 32% 26% 21% 21% 1.3%

increase of 6.3% in August 2018, according to California

Association of Realtors. Sales tax receipts is forecasted to  Annual CPlinflation  1.7%  2.1%  3.5% 3.4% 3.9%

increase by 2.6% in 2019. Median Home Sales

Price Increase 21% 4.8% 53% 6.3% (3.4%)

Annual Change in

Sales Tax Receipts  2.1% 19% 33% 4.1% 2.6%

Data in Table 5 for prior years may be different from previous years CAFR due to the timing of obtaining data.

Orange County Historical Data Comparison Data for 2019 is based on forecasted data
(Shown as a year-to-year percentage increase/decrease)

7.0% -
B Unemployment Rates
6.0% -
50% - Annual Job Growth
Rates
4.0% -
® Annual CPI Inflation
3.0% -
2.0% - = Median Home Sales
Price
1.0% -
Annual Change in Sales
0.0% = ' Tax Receipts
-1.0% - rLQ’\% ,LQ’\Q’ ,LQ'\" ,LQ'\% rLQ'\g
-2.0% -
-3.0% -
-4.0% -

Sources: State of California, Employment Development Department
Economic & Business Review, Chapman University, June 2019
California Association of Realtors

In summary, the economy in Orange County is forecasted to slow.

Long-Term Financial Planning

Strateqic Plan: In March 1997, the Board initiated a financial planning process that is a key component of the
County’s commitment to fiscal responsibility, accountability, and efficiency. The plan includes projections of County
general purpose revenues, departmental projections of operating costs, revenues, capital and information
technology needs for current programs and services and anticipated caseload changes. New programs, services
and capital projects are identified and prioritized on a Countywide basis with financial impacts identified over the plan
period. The plan covers a five-year period and includes a ten-year analysis of operating costs in cases where new
programs and facilities are assessed to ensure the ability to pay for long-term operational costs.

The 2019 Strategic Financial Plan (SFP) will be presented to the Board on December 17, 2019. The 2019 SFP is
the foundation in planning for continued financial stability and is augmented by the monitoring and establishment of
budgetary control via the quarterly budget reporting process and adoption of the Annual Budget. The five-year SFP
projections indicate that General Purpose Revenue will grow, on average, about 3.0% annually. The moderate
growth rate for revenue, coupled with the increasing cost of doing business, will require the County to carefully
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manage programs and service levels. The County continues to believe that sustained job growth and reduced
unemployment are the key indicators for economic growth.

In order to address identified budget issues and prepare for the continued uncertainty of the general and local
economy, the following represent some of the actions taken or identified as options for early planning. Early action is
critical to ensure baseline services are met and that the County continues to experience financial stability.

e The SFP reflects a 0% increase in Net County Cost allocations to departments for Fiscal Year (FY) 2020-21,
and 0% for each of the following fiscal years, with the remaining excess funds distributed and/or set-aside to
address the most critical strategic needs for the County
Continuation of the policy to not backfill State budget reductions
Internal financing program to support major capital and information technology projects

e Maintaining prudent levels of General Fund and Contingency Reserves

The County continues to move forward on several large projects identified below. In addition, the County is in
various stages of planning and implementing several other projects. Construction started for the Behavioral Health
Services campus site purchased in the city of Orange in March 2018 and the second phase of the Civic Center
Facilities Master Plan. Development of the County property at the former Marine Corps Air Station El Toro in Irvine
and other various County-owned properties such as the Greenspot and Prado Dam properties will require up-front
financial planning and investment in order to generate revenue in future years on a long-term basis.

Santa Ana River Mainstem Project: The Santa Ana River Mainstem Project (SARMP) was initiated in 1964, in partial
response to a resolution of the United States House Committee on Public Works adopted May 8, 1964. A survey
report was completed by the Orange County Flood Control District in 1975. The report was reviewed and submitted
to Congress in September 1978. In September 1980, the United States Corps of Engineers completed the General
Design Memorandum for the SARMP. Construction for the SARMP was authorized by the Water Resources
Development Act of 1986. Construction for the SARMP was initiated in 1989, and completion is scheduled for
December 2029.

The SARMP is designed to provide flood protection to the growing urban communities in Orange, Riverside and San
Bernardino Counties. The proposed improvements to the system cover 75 miles, from the headwater of the Santa
Ana River east of the city of San Bernardino to the mouth of the river at the Pacific Ocean between the cities of
Newport Beach and Huntington Beach. The project will increase levels of flood protection to more than 3.35 million
people within the three county areas. The project includes seven independent features: Seven Oaks Dam, Mill
Creek Levee, San Timoteo Creek, Oak Street Drain, Prado Dam, Santiago Creek and the Lower Santa Ana River.
More information on the SARMP is available in Note 15, Construction and Other Significant Commitments. To learn
more about the SARMP, visit the Orange County Flood Control Division's website at http://www.ocflood.com/sarp.

OC Dana Point Harbor Revitalization Plan: The OC Dana Point Harbor Revitalization Plan (Plan) includes
revitalization of Dana Point Harbor's commercial core, marinas, and hotel. The Plan is a multi-phased and long-term
public-private partnership project, where total development costs have been estimated in excess of $150,000
pending final project design approvals. The Plan is a phased and systematic long-term rehabilitation and/or
replacement of the commercial core, hotel, and waterside elements. County Executive Office Real Estate staff
managed the process for selection of a potential private partner for the project and worked with OC Parks staff to
finalize the financial strategy for the complete Plan that will meet the long-term needs and expectations of the
community and the County. On October 17, 2017, the County selected Dana Point Harbor Partners, LLC (DPHP)
as the primary developer and Dana Point Partners, LLC as the alternate developer for the lease, development, and
management of certain portions of Dana Point Harbor. On July 17, 2018, the Board approved option and ground
lease agreements with DPHP and Dana Point Harbor Partners Drystack, LLC to administer and manage Dana
Point Harbor and initiate entittement approvals for certain portions of Dana Point Harbor for the long-term use and
enjoyment by the public. Both option and ground lease agreements with DPHP and Dana Point Harbor Partners
Drystack, LLC were executed and recorded in October/November 2018.

James A. Musick Facility Expansion: On March 8, 2012, the County received a conditional award from the State for
$100,000 in funds for expansion of the James A. Musick Facility, Assembly Bill 900 (AB900 Phase II). On March 8,
2013, the State approved the funding to complete design and construction for the project, of which establishment
allows the County to commit funding to design and construction that is reimbursed from the AB900 Phase I
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$100,000 award. This project is estimated to start in April 2020, with an estimated completion in FY 2022-23. The
County must front costs initially until the notice to proceed for construction is approved by the State. At that time, all
past eligible costs incurred can be invoiced for reimbursement by the State in full, and all future costs will be invoiced
for reimbursement by the State on an ongoing basis until construction completion and occupancy. It is anticipated
that costs will be reimbursed beginning in FY 2019-20.

On March 13, 2014, the State approved $80,000 in funds for the County for additional rehabilitation, treatment, and
housing for the James A. Musick Facility (Senate Bill 1022). This project will be completed in parallel with the AB900
Phase Il project. Because of schedule compaction during design, the State approved executing both project phases
into a single construction project. The financial requirements for this second phase are consistent with those
described above.

La Pata Avenue Gap Closure and Camino Del Rio Extension Project: The County has completed construction of
the La Pata Avenue Gap Closure Project (Project) that widened Avenida La Pata and completed a gap closure
between the cities of San Juan Capistrano and San Clemente. This was a cooperative project between the City
of San Clemente, City of San Juan Capistrano, Rancho Mission Viejo, OC Waste & Recycling, and OC Public
Works (OCPW), with the County acting as the lead agency. The Board awarded a construction contract for
$72,741 to Sukut Construction, Inc. (Sukut) on December 10, 2013. A construction management contract for
$7,706 was awarded to Hill International, Inc. on February 4, 2014, and later amended on October 6, 2015 to
reduce the overall contract amount to $6,706. The total final construction cost was $86,000, which included a
Contract Change Order of $6,000 to Sukut approved by the Board on April 11, 2017. The total Project cost was
approximately $130,000. The project was funded by State Proposition 1B, Measure M1 and M2, gas tax, La Pata
Fee Program, OC Waste & Recycling, developer agreement, and community facility district revenues.

The groundbreaking ceremony was held on April 4, 2014. The ribbon cutting ceremony for the roadway gap
closure was held on August 13, 2016 and the roadway was open to the public on August 14, 2016. Construction
of the Camino Del Rio Extension Phase was completed on April 3, 2017. The final phase of the La Pata
Widening was completed November 5, 2018 and the Notice of Completion of Work was filed December 7, 2018.

Central Utility Facility (CUF) Infrastructure Upgrade Project: The County CUF Project (Project) in the city of Santa
Ana, replaced the cooling tower, chillers and pumps, and added a boiler and related equipment at the CUF,
replaced the absorption chiller and steam line, and modified the steam system to accommodate the new
absorption chiller. The Project replaced the original 1968 CUF components which were beyond useful life and
required upgrades and replacement to be reliable and energy efficient. The Project also included expansion of the
present thermal utility distribution system to new thermal utility clients and improving the cogeneration system
efficiency and performance by using the full capacity of the cogeneration components. The total Project is on
budget at $68,000 and is funded from CUF Lease Revenue Bonds, Series 2016 issued in June 2016. As of June
30, 2019, $67,800 of $68,000 bond proceeds were spent. The Project is complete and notice of completion was
submitted in August 2019. Note that the above summary does not include soft costs.

Westminster Watershed Feasibility Study/East Garden Grove Wintersburg Channel: OCPW continues to work
with the Army Corps of Engineers (USACE) to complete the Westminster Watershed Feasibility Study to achieve
the final milestone of Chief’'s Report (March 2020). Having reached the tentatively selected plan, OCPW can soon
begin to construct channel reaches covered by the study while receiving Work-In-Kind credit towards OC Flood
Control District’'s (OCFCD) portion of the expected 65% Federal/35% Non-Federal cost share. Improvements to
OCFCD facilities will benefit several cities including Huntington Beach, Fountain Valley, Westminster, Garden
Grove, Santa Ana and Seal Beach. As part of the study, USACE conducted public hearings and continues to
incorporate refinements to cost analyses. Preliminary estimates for the project indicate that total construction cost
is approximately $1,000,000; however, final analyses will provide a better estimate.

Two projects for the East Garden Grove Wintersburg Channel are planned for construction by OCPW ahead of
the formal partnership agreement with USACE. The reaches include Warner Ave. to Goldenwest St., estimated
at $70,000 starting in FY 2019-20, and Confluence with Oceanview Channel to Beach Blvd estimated at $13,500
starting in FY 2021-22.

Orange County Civic Center Facilities Master Plan: On April 23, 2013, the Board adopted an ordinance approving a
public-private partnership to develop the Civic Center Facilities Strategic Plan. On February 24, 2016, the Board
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approved a Program Management and Design Agreement for Phase 1A planning and design of the Orange County
Civic Center Facilities.

Included in Phase | is a six-story, approximately 254,000 square foot building located at 601 N. Ross Street. On April
25, 2017, the Board approved the Phase 1B, construction of the new Building 16, County Admin South (CAS), within
the Civic Center, the lease and leaseback of Building 16 property, and establishment of a nonprofit corporation as it
related to the financing of Building 16 and the Civic Center Facilities Strategic Plan. Building 16 is to be occupied by
several County departments and includes a one-stop shop public counter where the public will access services from
multiple departments. There will also be a 6,600-square-foot event/conference center, Building 18, located at 425 W.
Santa Ana Boulevard, which is planned to be used by the County and the public. In the CAS Building, there will be
350 underground parking spaces.

The project’s financing was facilitated through a Board adopted ordinance on May 9, 2017, identifying the legal
authority for the issuance of bonds, approving a Ground Lease, a Facility Lease, and forming the Capital Facilities
Development Corporation (Corporation). On June 22, 2017, the California Municipal Finance Authority (CMFA)
issued $152,400 Lease Revenue Bonds, Series 2017A. Pursuant to a loan agreement, the CMFA loaned a total of
$175,340 to the Corporation for the construction. Upon filing the certificate of substantial completion, the County will
commence base rental payments, under the Facility Lease, to repay the loan to the CMFA, which pays debt service
to the bondholders. The CAS Project was completed, notice of completion was received and accepted by the
Corporation, and the CAS Building was fully occupied by the County in November 2019.

On June 26, 2018, the Board approved a Program Management and Design Agreement for Phase 2A planning and
design of a new Building 14, County Admin North (CAN), within the Civic Center, which will be a twin building of the
above CAS Building, a six-story, approximately 254,000 square foot, 332 underground parking spaces and
additional 196 surface parking spaces. CAN will be occupied by several County departments and includes a Board
of Supervisor Board Hearing room.

The project’s financing was facilitated through a Board adopted ordinance on September 25, 2018, identifying the
legal authority for the issuance of bonds, approving a Ground Lease, a Facility Lease, and forming the Corporation.
In December 2018, the CMFA issued $185,705 Lease Revenue Bonds, Series 2018A. The CMFA loaned a total of
$212,304 to the Corporation, pursuant to a loan agreement, for the construction. Upon filing the certificate of
substantial completion, the County will commence base rental payments, under the Facility Lease, to repay the loan
to the CMFA, which pays debt service to the bondholders. The CAN Project started in October 2019 with
environmental assessment and demolition efforts for the existing buildings and the new building construction is
estimated to be completed in July 2022.

Be Well OC Behavioral Health Services Campus-Mind OC: On December 5, 2017, the Board approved the
purchase of the office building located at 265 S. Anita Dr., in the city of Orange, for use as a centralized campus for
behavioral health services in the County. On January 29, 2019, the Board committed $16,600 to establish the
County’s first Be Well Orange County Regional Mental Health and Wellness Campus. This was a transformative
initiative that brought together public, private, academic and faith-based organizations to create a coordinated
system of mental health care and support for all County residents regardless of their ability to pay. The County’s
share of costs are funded from the Health Care Agency’s Behavioral Health programs. Additional funding was
received from the CalOptima Board in the form of an $11,400 advance payment to assist in the design and
construction of the OC Regional Wellness Hub. This was included in the June 11, 2019, Board approval of the
amendment to the agreement with Mind OC to increase the fund total $28,000 advance funding for the design and
construction of the OC Regional Wellness Hub.

The project construction started in October 2019 and is estimated for completion in August 2020. The overall cost of
financing the design and construction is approximately $40,000 and is distributed among the County, CalOptima,
and OC hospitals including Hoag, Providence St. Joseph Health, and Kaiser Permanente. The hospitals’
commitment of $12,000 is shared equally between the three hospitals. CalOptima’s $11,400 advance payment will
be used to offset service costs provided to CalOptima clients at the Be Well OC Behavioral Health Services
Campus. The construction cost for this project will be recorded as progress is made with full cost reconciled at the
completion of the project.
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Relevant Financial Policies

To achieve the goal of providing outstanding and cost-effective regional public services, the County applies sound
management practices and policies that enhance the quality of life of its citizens. Such financial management
practices have been identified by the Government Finance Officers Association of the United States and Canada
(GFOA) and recognized by Fitch Ratings as best practices that promote financial soundness, efficiency in
government, and solvency in public finance.

General Fund Reserves Policy

The County General Fund Reserves Policy provides guidance in the creation, maintenance and use of reserves.
The policy covers formal and informal reserves, and includes provisions for reserves such as appropriations for
contingencies, reserve-like appropriations, and reserve-like funds held by others such as the OCERS Investment
Account. The policy also recognizes whether funds are legally required or discretionary or have special restrictions.
The reserves policy is maintained and updated, as needed, through the County’s annual SFP process. The
reserves policy targets and balances are included in the annual SFP document.

The General Fund Reserves policy is designed to provide flexibility to the County as well as the following:

Resources to address unanticipated or cyclical economic conditions

Resources for emergencies and/or catastrophic events

Mitigation of the volatility of revenues and expenditures in managing temporary cash flow shortages
Capacity to cover unexpected large one-time expenses and opportunities

Capacity to fund capital investments

Capacity to minimize borrowing costs

Capacity to provide some level of protection against statutory changes to County revenues and impacts
from federal and state actions

The County has a variety of reserve funds available to both the General Fund and Non-General Funds including:

Fund Balance Assigned for Contingencies

Fund Balance Assigned for Operations

Fund Balance Assigned for Construction and Maintenance
Fund Balance Assigned for Capital Projects

Fund Balance Assigned for Teeter Loss Reserve

Fund Balance Assigned for Reserve Target

Reserve-Like Funds

Reserve-Like Appropriations

Department-Type Reserves

All of the previously mentioned are reserves normally modified at the time of budget adoption (Government Code
Section 29085) or at fiscal year-end. Changes to reserve amounts at other times require a 4/5 vote of the Board. A
4/5 vote is also required to make such reserves available for appropriation to expend the funds, if needed, during the
fiscal year (Government Code Section 29130).

Reserve Targets and Descriptions

Under GFOA recommended practice, the County establishes an overall reserve target and allocates the calculated
target among the classes of obligated fund balances as appropriate. The County may fund more or less to each
reserve class for a variety of reasons, such as its current financial condition, the need to set aside for particular goals
or directives, the need to bridge one-time gaps, etc. The goal is to ensure a prudent reserve balance that is
maintained and replenished on a regular basis. In implementing the GFOA's best practice, the County elected to
establish a funding target based upon two months of General Fund operating revenues.

Contingencies

The purpose and use of this reserve is to cover unanticipated and severe economic downturns, major emergencies,
or catastrophes that cannot be covered with existing appropriations. In particular, continued drought conditions with
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the attendant risk of wildfires, highlights the potential for catastrophic events within the County. A significant event
could create the need for a higher funding level of this reserve. The target amount for this reserve is 15% of ongoing
annual General Purpose Revenues (excluding fund balance unassigned and one-time amounts and transfers).

The following table summarizes the County’s financial management practices:

Relevant Financial Policies

Multi-Year SFP The County’s SFP is based on a five-year financial forecast and includes a 10-year
analysis of operating costs in cases where new programs and facilities are
recommended to ensure the ability to pay for long-term operational costs. Performance
measures and strategies are key elements of the SFP process.

Five-Year Capital The County’s five-year Capital Improvement Plan (CIP) is a long-term list of significant
Improvement Plan projects funded by the General Fund in the Capital Projects budget. It also includes
the five-year capital program for Non-General Fund agencies. The CIP aids the County
in its assessment of the best use of funds available in order to establish and prioritize
its capital asset goals, while maintaining long-term financial stability.

NI ELT MY LT \"A The five-year Information Technology Plan (ITP) is a compilation of significant IT
Projects projects including upgrades or replacements of existing systems, greater or equal to
$150 and less than $1,000 in any one fiscal year of the five years in the plan. Costs
for ongoing system support and maintenance are included. The ITP is a tool used by
the County to assess IT projects, leverage owverlap, and prioritize the use of County
General Funds available to IT projects.

(ITEV CY\€ATTL[TANET To]ad The County Executive Office issues quarterly budget reports that provide the Board,
County departments, members of the public, and other interested parties with an
oveniew of the current status of budgeted revenues and expenditures, total budgeted
positions and various departmental issues requiring adjustments to the County’s
budget.

UL UVEIN TG [T o) [[4 X5 The Annual Budget reflects the County’s disciplined approach to fiscal management
and Guidelines and is consistent with the County’s SFP process. Department budgets are consistent
with the priorities and operations plans contained in the SFP. Departments use these
planning processes, along with outcome indicators, to evaluate programs and redirect
existing resources as needed for greater efficiency to reduce costs and minimize the
need for additional resources.

FTLHCRCEIEGEENCECTWY I The County General Fund currently contains formal and informal reserves,
Policy appropriations for contingencies, appropriated reserve-type funds, and reserves held by
others. The purpose of these resernes is to protect community programs and senvices
from temporary revenue shortfalls and provide for unpredicted, sudden and unawidable
one-time expenditures.

(LG ELISALEGLIG .M The County’s General Fund maintains a reserve for contingencies, which was
Policy established through the SFP process. The target amount for this reserve is 15% of
ongoing annual General Purpose Rewvenues (excludes fund balance unassigned and
one-time amounts and transfers), or $127,575. This compares to the GFOA guidelines
for funding contingencies at 15% or higher. The November 30, 2019 balance is $65,000,
approximately $62,575 below the target.

In addition to the reserve for contingencies, the County budgets an annual appropriation
for significant unanticipated emergencies, catastrophes, one-time expenditures and
opportunities of no less than $5,000 in the General Fund.
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Relevant Financial Policies (Continued)

Debt Disclosure The County presents a set of debt disclosures in the County’s adopted Budget
Practices document and the CAFR, as well as Continuing Disclosure Annual Reports on its
website and the Electronic Municipal Market Access (EMMA) repository.

LWL NoxTo]i~ |l The County’s long-term practice has been to use pay-as-you-go funding for capital
Funding projects whenever possible. The use of systematic long range financial planning assists
in making fiscal decisions such as debt vs. pay-as-you-go capital project financing.
The SFP forecasts sources of the County’s revenue and operating expenses and
incorporates a list of previously identified and prioritized projects that will benefit the
citizens of the County. The financial planning for capital projects considers the
County’s limited funding sources, the capital and operating costs, useful life of projects,
and good business practices.

Credit and Debt The County’s long-term practice has been to rapidly repay debt when practicable. The
Management Policy Policy is intended to maintain long-term financial stability by ensuring that its long-term
financing commitments are affordable and do not create undue risk or burden, achieve
and maintain high credit ratings, minimize debt senvice interest expense and issuance
costs, provide accurate and timely financial disclosure and reporting, and comply with
applicable State and Federal laws and financing covenants.

Public Financing The Public Financing Advisory Committee (PFAC) is responsible for the review,
Advisory Committee approval, and modification or denial of debt financing proposals. No County debt
financing proposal is considered by the Board unless recommended in writing by the
PFAC. The PFAC membership consists of the following: five public voting members,
each representing a district, and three Ex-Officio County government members (the
County Executive Officer, the elected Treasurer-Tax Collector, and the elected Auditor-
Controller) (non-wvoting).

Audit Oversight The Audit Owersight Committee (AOC) is an advisory committee to the Board that
Committee provides owersight of the activities of the County’s Internal Audit Department, and the
County’s external audit coverage including financial reporting and federal and state
audit activities. The AOC membership includes the Chair and Vice-Chair of the Board,
the County Executive Officer, the elected Treasurer-Tax Collector (non-woting), the
elected Auditor-Controller (non-woting), and five private sector members appointed by
the Board. The private sector members are appointed by the Board for a term of four
years and may be reappointed or removed by the Board.

Treasury Oversight The Treasury Oversight Committee (TOC) is responsible for reviewing and monitoring
Committee the annual Investment Policy Statement (IPS). In addition, the TOC causes an annual
audit of the County’s compliance with the IPS. The TOC shall also investigate any and
all irregularities in the treasury operations, which become known to the TOC. The TOC
has an approved policy to investigate and report such irregularities.

Annually, the TOC reviews the IPS, including all proposed amendments or
modifications to the IPS. The elected Treasurer-Tax Collector then submits the IPS to
the Board for approval, including any additions or amendments thereto. The TOC
membership consists of the following: The elected Auditor-Controller, the County
Executive Officer, the elected County Superintendent of Schools, or their respective
designees, and four members of the public. The public members shall be nominated by
the elected Treasurer-Tax Collector and confirmed by the Board.

24/7 Fraud Hotline The Fraud Hotline is part of an ongoing fraud detection and prevention effort. The Fraud
Hotline is intended for use by County employees, the general public, or vendors for
reporting suspected waste, fraud, violations of County policy or misuse of County
resources by vendors, contractors or County employees.
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Major Initiatives

Funding Equity: The County hovers at the bottom of funding for counties statewide, receiving the lowest percentage
of property taxes in California to support services-about 5 cents on the dollar; the state average is 14 cents. The
formula for returning local property taxes to the counties where they were collected was set in 1978 and has not
been updated since. This systematically disadvantages the County’s ability to provide services to its diverse
population.

The County’s predicament does not have easy fixes. Shifting funding formulas could affect other counties receiving
more of their share of taxes, as well as other taxing entities such as cities, special districts, and schools, which have
constitutional protections for state funding. Therefore, the answer to assuring funding equity for the County lies in
increasing funding, programs, and partnerships that specifically benefit County programs and services. When the
state shifts or adds responsibilities at the county level, the County will seek enough funding for those programs to
ensure their success. The County’s robust legislative agenda seeks creative and substantive ways to assure our
residents are provided with their fair share of the taxes they pay to support the programs and services they deserve.

Labor Agreements: Most County employees are represented by one of 19 bargaining units, which are separated into
eight labor organizations. The principal organization is the Orange County Employees Association (OCEA), which
represents six bargaining units totaling about 9,839 permanent filled employee positions. The next largest unions are
the Association of County Deputy Sheriffs, which represents four bargaining units totaling about 2,777 members and
the American Federation of State and Municipal Employees at about 1,494 members. Subsequent to the end of FY
2018-19, most bargaining unit contracts have been negotiated. All but three contracts have been successfully
negotiated and County employees continue to work under contract terms with no interruption.

AWARDS AND ACKNOWLEDGEMENTS

GFOA Awards: The GFOA awarded a Certificate of Achievement for Excellence in Financial Reporting to the
County for its CAFR for the year ended June 30, 2018; this represents the County’s 24" consecutive award. The
Certificate of Achievement is the highest form of recognition for excellence in state and local government financial
reporting.

In order to be awarded a Certificate of Achievement, a government unit must publish an easily readable and
efficiently organized CAFR, whose contents conform to program standards. Such a CAFR must satisfy both GAAP
and applicable legal requirements. A Certificate of Achievement is valid for a period of one year only. We believe
our current report continues to meet the Certificate of Achievement Program’s requirements and we are submitting it
to the GFOA to determine its eligibility for another certificate.

In addition, the County issued its 16™ consecutive Popular Annual Financial Report (PAFR) titled the “OC Citizens’
Report” for the year ended June 30, 2018. The County received the GFOA Award for Outstanding Achievement in
Popular Annual Financial Reporting for this PAFR. The award is a prestigious national award recognizing
conformance with the highest standards for preparation of state and local government popular reports. In order to
be awarded, a government must publish a PAFR that reflects the program standards of creativity, presentation,
understandability, and reader appeal. The “OC Citizens’ Report” is available for viewing at www.ac.ocgov.com.

Distinguished Budget Presentation Award: The GFOA awarded a Distinguished Budget Presentation Award to the
County for its FY 2018-19 Annual Budget; this is the County’'s third award. The award is the highest form of
recognition in governmental budgeting. In order to receive the award, the entity had to satisfy nationally recognized
guidelines for effective budget presentation. These guidelines are designed to acknowledge how well an entity’s
budget serves as a policy document, a financial plan, an operations guide, and a communications device.

Counties Financial Transactions Reporting Award: The County received the Financial Transactions Reporting
Award from the State Controller’s Office for its Year-End Financial Transaction Report for the fiscal year ended June
30, 2018. The award is in recognition of the professionalism demonstrated by Counties in preparing accurate and
timely financial reports and for those counties that meet the review criteria of the award program.
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Acknowledgments: We would like to express our sincere appreciation to County staff and the staff of the certified
public accounting firm of Eide Bailly LLP. We hope this report will be of interest and use to those in county

government, other governmental agencies, and the public interested in the financial activities of the County of
Orange.

Respectfully submitted,

Frank Davies, CPA Michelle Aguirre
Auditor-Controller Chief Financial Officer
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