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The images on the front cover this year are renderings of the Yorba Linda Town Center,
which is currently under construction at the corner of Yorba Linda Boulevard and
Imperial Highway. This project, over 20 years in the making, will bring a movie theater,
numerous dining options, and other retail outlets to Yorba Linda’s historic Town Center
and facilitate additional redevelopment along Main Street and in surrounding areas.
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workforce. The City has a Council-Manager form of government, with a City Council
comprised of five members elected bi-annually to four-year alternating terms. City Council
members are elected at-large, on a non-partisan basis, with the City Council annually
selecting a Mayor from its members. The City Council appoints the City Manager and City
Attorney. The City Manager is responsible for implementing the policy direction of the City
Council and directing the day-to-day administration and management of City business
within all City departments.

The City provides a wide range of municipal services to its residents either directly or by
contract with private vendors or other government agencies. These services including
construction and maintenance of streets and other infrastructure, planning and zoning,
recreational activities, golf course, library services, and general administrative and support
services provided through a staff of approximately 200 full- and part-time employees. The
City contracts with the Orange County Sheriff’'s Department to provide Police Services and
Fire Protection Services are provided by the Orange County Fire Authority. In addition to
general City activities, the City Council is financially accountable for the Yorba Linda Public
Financing Authority. This entity is therefore included as an integral part of the City’s
financial statements. Additional information regarding this legally separate entity can be
found in Note 1 in the notes to the financial statements.

The annual budget serves as the foundation for the City’s financial planning and control.
The City Council holds a public hearing and adopts an annual budget for all funds. The City
Council may modify appropriations with majority approval. The budgets are adopted and
presented on a basis consistent with accounting principles generally accepted in the United
States of America. Supplemental budget appropriations or transfers in an amount greater
than $25,000 must be approved by the City Council, while smaller changes may be
approved by the City Manager. The legal level of expenditures is controlled at the
department level and appropriations lapse at the end of each fiscal year unless they are
encumbered for purchases in process, related to capital projects, or specifically approved
by the City Council for re-appropriation in the following fiscal year. Budget-to-actual
comparisons are provided in this report for each individual governmental fund for which an
appropriated annual budget has been adopted.

Local Economic Outlook

The California economy continues to grow, with the City of Yorba Linda and the County of
Orange outperforming much of the State. The City relies heavily on taxes, its primary
source of revenue, comprising approximately 83% of all General Fund revenues. The
majority of the tax revenues are collected from property taxes and sales taxes. The City’s
sales tax revenue has increased over the past several years and is expected to continue to
increase next year, which reflects a thriving local business community. The City’s property
tax revenues are expected to continue to show positive growth based on an increase in
assessed valuation and continued residential development in the City. While the City
expects revenues to increase during the upcoming fiscal year, we continue to be cautious
with the City’s financial resources and are committed to maintaining a balanced operating
budget and one of the strongest General Fund budget reserves in Orange County.



Long-Term Financial Policies and Planning

A portion of fund balance in the General Fund is set aside and committed for future
emergencies, economic contingencies, and known long-term needs pursuant to a City
Council-approved budget reserves policy (the policy). The policy requires operating
reserves to be maintained at a level of at least 50% of budgeted General Fund expenditures
(excluding transfers) and other reserves for long-term needs to be established and funded
in a prudent manner. As of June 30, 2016, the City’s General Fund had budget reserves of
approximately $23.1 million. Of this amount, $15.6 million is committed to operating
reserves for emergencies and economic contingencies and $7.5 million is committed to
special reserves for facilities, road maintenance, self-insurance, and other long-term needs.
Assigned fund balance amounts to approximately $2.8 million assigned to capital projects,
budget carryovers, and encumbrances. Nonspendable fund balance of approximately
$25.6 million consists primarily of outstanding loans to the City’s Successor Agency and the
Golf enterprise fund. The remainder of fund balance, amounting to approximately $4.7
million, is unassigned and available for any purpose at the direction of the City Council.

Major Initiatives

Annually, the City updates a five (5) year Capital Improvement Program (CIP). Planned
capital expenditures during fiscal year 2016/17 are budgeted at approximately $15.1 million.
Funding comes from multiple sources, including existing funds, user fees, impact fees, and
regional, state and federal funds. The CIP consists primarily of transportation-related
projects and parks & recreation facilities. The current CIP includes publicly-funded
infrastructure and a parking garage related to the Yorba Linda Town Center development
and the initial funding for development of a new Yorba Linda Public Library and community
arts center, both significant projects for the City.
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INDEPENDENT AUDITOR’S REPORT

To the Honorable Mayor and Members of the City Council
City of Yorba Linda, 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 Yorba Linda,
California, (the City) as of and for the fiscal year ended June 30, 2016, and the related notes to the
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.

Auditor’s 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 auditor's 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 auditor considers internal control relevant to the entity’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 entity’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 of Yorba Linda, California, as of June 30, 2016,
and the respective changes in financial position, and, where applicable, cash flows thereof, for the fiscal
year then ended in accordance with accounting principles generally accepted in the United States of
America.

Emphasis of Matter
Change in Accounting Principle

As discussed in Note 1 to the financial statements effective July 1, 2015, the City adopted the provisions of
Governmental Accounting Standards Board (GASB) Statement No. 72, Fair Value Measurement and
Applications. Our opinion is not modified with respect to this matter.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management’s
discussion and analysis on pages 4 through 15, budgetary comparison information on pages 73 to 76,
Schedule of Changes in the Net Pension Liability and Related Ratios — Last 10 Years on page 78,
Schedule of Pension Contributions — Last 10 Years on page 79, Schedule of Funding Progress - OPEB
on page 80, and the Modified Approach for Infrastructure Capital Assets on page 81 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 required
supplementary information 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 our audit of the basic financial statements.
We do not express an opinion or provide any assurance on the information 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, budgetary comparison schedule
— Capital Improvement fund, combining nonmajor fund financial statements, nonmajor funds budgetary
comparison schedules, the combining agency fund financial statement, and the statistical section are
presented for purposes of additional analysis and are not a required part of the basic financial statements.

The budgetary comparison schedule — Capital Improvement fund, combining nonmajor fund financial
statements, nonmajor funds budgetary comparison schedules, and the combining agency fund financial
statement are the responsibility of management and were derived from and relate 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 budgetary comparison schedule —
Capital Improvement fund, combining nonmajor fund financial statements, nonmajor funds budgetary
comparison schedules, and the combining agency fund financial statement are fairly stated in all material
respects in relation to the basic financial statements 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 do not express an 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 31, 2016, 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 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 City’s internal control over financial
reporting and compliance.

wm' Kq v MM
Moss, Levy & Hartzheim, LLP

Culver City, California
December 31, 2016



MANAGEMENT’S DISCUSSION AND ANALYSIS

The management of the City of Yorba Linda (“City”) offers readers of the City’s financial
statements this narrative overview and analysis of the City’s financial activities for the
fiscal year ended June 30, 2016. We encourage readers to consider the information
presented here in conjunction with additional information that is provided in our letter of
transmittal. The presentation of the City’s financial data in this analysis and statements
will differ from the City’s budget, in that the analysis and statements are required to follow
Governmental Accounting Standards Board Statement Number 34 and other Statements
to allocate costs associated with capital related items, long-term debt transactions,
accrued interest, compensated absences, and depreciation to the various functions of the
City; whereas, the City’'s budget is an operational financial plan for the upcoming fiscal
year.

OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysis provides an introduction to the City’s basic financial
statements. The City’s basic financial statements are comprised of three components: 1)
government-wide financial statements, 2) fund financial statements, and 3) notes to the
financial statements.

Government-wide financial statements. The government-wide financial statements are
designed to provide readers with a broad overview of the City’s finances, in a manner
similar to a private-sector business.

The statement of net position presents information on all of the City’s assets and deferred
outflows, and liabilities and deferred inflows, with the difference between the two being
reported as net position. Over time, increases or decreases in net position may serve as
a useful indicator of whether the financial position of the City is improving or deteriorating.

The statement of activities presents information showing how the City’s net position
changed during the most recent fiscal year. All changes in net position are reported as
soon as the underlying event giving rise to the change occurs, regardless of the timing of
related cash flows. Thus, revenues and expenses are reported in this statement for some
items that will only result in cash flows in future fiscal periods (e.g., uncollected taxes and
earned but unused vacation leave).

The government-wide financial statements distinguish functions of the City that are
principally supported by taxes and intergovernmental revenues (governmental activities)
from other functions that are intended to recover all or a significant portion of their costs
through user fees and charges (business-type activities). The governmental activities of
the City include general government, public safety, community development, parks &
recreation, and public works. The business activities of the City include the Black Gold
Golf Course, trash disposal, and the catering operation at the Yorba Linda Community
Center.

The government-wide financial statements include the activities of the City and one
blended component unit, the Yorba Linda Public Financing Authority. Although legally
separate, this entity functions for all practical purposes as a department of the City and
therefore has been blended as part of the primary government. The Successor Agency to
the Yorba Linda Redevelopment Agency (Successor Agency) is also included as a
private-purpose trust fund since it would be misleading to exclude the Successor Agency



due to the nature and significance of the relationship between the City and the Successor
Agency. The activity of the Successor Agency is reported with the City’s fiduciary funds,
which are not included in the government-wide statements since the resources of those
funds are not available to support the City’s own programs.

Both the Governmental Activities and the Business-Type Activities are presented on the
accrual basis of accounting, a basis of accounting that differs from the modified accrual
basis of accounting used in presenting governmental fund financial statements. Note 1 of
the Notes to the Basic Financial Statements fully describes these bases of accounting.

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 local governments, uses fund accounting to ensure and
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.

Governmental funds. Governmental funds are used to account for essentially the same
functions reported as governmental activities in the government-wide financial
statements. However, unlike the government-wide financial statements, governmental
fund financial statements focus on near-term inflows and outflows of spendable
resources, as well as on balances of spendable resources available at the end of the
fiscal year. Such information may be useful in evaluating a government's near-term
financing requirements.

Because the focus of governmental funds is narrower than that of the government-wide
financial statements, it is useful to compare the information presented for governmental
funds with similar information presented for governmental activities in the government-
wide financial statements. By doing so, readers may better understand the long-term
impact of the government's near-term financing decisions. Both the governmental fund
balance sheet and the governmental fund statement of revenues, expenditures, and
changes in fund balances provide a reconciliation to facilitate this comparison between
governmental funds and governmental activities.

The City maintains seventeen individual governmental funds. Information is presented
separately in the governmental fund balance sheet and in the governmental fund
statement of revenues, expenditures, and changes in fund balances for the General
Fund, the Housing Fund, the Library Fund, the Street Lighting & Maintenance Fund, and
the Capital Improvements Fund, which are considered to be major funds. Data from the
other twelve governmental funds are combined into a single, aggregated presentation.
Individual fund data for each of these nonmajor governmental funds is provided in the
form of combining statements elsewhere in this report.

The City adopts an annual appropriated budget for its governmental and proprietary
funds. A budgetary comparison statement has been provided for the each governmental
fund to demonstrate compliance with this budget.

Proprietary funds. Proprietary funds are used to account for activities where the City
needs to show the full costs of providing the services, including depreciation, and utilize
the accrual basis of accounting. The City maintains three enterprise funds. Enterprise
funds are used to report the same functions presented as business-type activities in the
government-wide financial statements. The City uses enterprise funds to account for the
Black Gold Golf Course, trash disposal, and the catering operation at the Yorba Linda
Community Center.



Proprietary funds provide the same type of information as the government-wide financial
statements (business-type activities), only in more detail. The proprietary fund financial
statements provide separate information for the Black Gold Golf Course, trash disposal,
and the catering operation at the Yorba Linda Community Center operations, all of which
are considered to be major funds of the City.

Fiduciary Funds. Fiduciary funds are used to account for situations where the City’s role
is purely custodial. Fiduciary funds are not reflected in the government-wide financial
statements because the resources of those funds are not available to support the City’s
own programs. The accounting used for fiduciary funds is much like that used for
proprietary funds.

Notes to the financial statements. The notes provide additional information that is
essential to a full understanding of the data provided in the government-wide and fund
financial statements.

Combining statements. The combining statements referred to earlier in connection with
nonmajor governmental funds are presented immediately following the notes.

GOVERNMENT-WIDE FINANCIAL ANALYSIS

The two tables on the following pages focus on the net position and changes in net
position of the City’s governmental and business-type activities. The table below
summarizes the City’s assets, liabilities, deferred inflows and outflows, and net position as
of June 30, 2016, and the end of the prior fiscal year. As noted earlier, a government’s
net position may serve over time as a useful indicator of its financial position.

Governmental Activities Business-Type Activities Total
2016 2015 2016 2015 2016 2015
Current and other assets $145,685,616 $139,600,539 ($22,735,273) ($23,820,121) $122,950,343 $115,780,418
Capital assets, net 375,388,766 369,642,916 25,867,362 26,228,533 401,256,128 395,871,449
Total assets 521,074,382 509,243,455 3,132,089 2,408,412 524,206,471 511,651,867
Deferred outflows of resources 1,186,312 1,377,543 - - 1,186,312 1,377,543
Current liabilities 4,479,705 3,351,810 1,073,226 1,028,726 5,552,931 4,380,536
Noncurrent liabilities
Long-term liabilities 2,527,161 1,157,953 - - 2,527,161 1,157,953
Net OPEB obligation 9,044,845 7,990,781 - - 9,044,845 7,990,781
Net pension liability 16,510,080 15,094,792 - 16,510,080 15,094,792
Total liabilities 32,561,791 27,595,336 1,073,226 1,028,726 33,635,017 28,624,062
Deferred inflows of resources 1,300,772 3,057,930 - - 1,300,772 3,057,930
Net position:
Net invested in capital assets 375,388,766 369,642,916 5,780,632 6,425,228 381,169,398 376,068,144
Restricted 84,293,217 78,795,131 - 84,293,217 78,795,131
Unrestricted 28,716,148 31,529,685 (3,721,769) (5,045,542) 24,994,379 26,484,143
Total net position $488,398,131 $479,967,732 $ 2058863 $ 1,379,686 $490,456,994 $481,347,418

The City’s assets and deferred outflows exceeded liabilities and deferred inflows by
$490.5 million at June 30, 2016, an increase of $9.1 million from June 30, 2015.

The largest portion of the City’s net position reflects its investment in capital assets (i.e.,
land, buildings, machinery, equipment and infrastructure), net of accumulated
depreciation and any related debt that is still outstanding used to acquire those 