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January 30, 2020

Honorable Mayor, Members of the City Council, and Citizens of the City of Brea:

We are pleased to submit to you the Comprehensive Annual Financial Report (CAFR) of the City of Brea, a
California City, for the Fiscal Year ended June 30, 2019. This report has been prepared in conformity with
accounting principles generally accepted in the United States of America and audited in accordance with
auditing standards generally accepted in the United States of America by a firm of licensed certified public
accountants.

This report consists of management's representations concerning the finances of the City. Consequently,
management assumes full responsibility for the completeness and reliability of all of the information presented
in this report. To provide a reasonable basis for making these representations, management of the City of
Brea has established a comprehensive internal control framework that is designed both to protect the
government's assets from loss, theft, or misuse and to compile sufficient reliable information for the
preparation of the City’s financial statements. Because the cost of internal controls should not outweigh their
benefits, the City’s comprehensive framework of internal controls has been designed to provide reasonable
rather than absolute assurance that financial statements will be free from material misstatement.

As management, we assert that, to the best of our knowledge and belief, the enclosed data is accurate in all
material respects and is reported in @ manner designed to present fairly the financial position and results of
operations of the various funds and component units of the City of Brea. All disclosures necessary to enable
the reader to gain an understanding of the City’s financial activities have been included.

Vavrinek, Trine, Day & Co., LLP, a firm of licensed certified public accountants, has audited the City of Brea's
financial statements. The goal of the independent audit was to provide reasonable assurance that the financial
statements of the City of Brea for the Fiscal Year ended June 30, 2019, are free of material misstatement.
The independent audit involved examining, on a test basis, evidence supporting the amounts and disclosures
in the financial statements; assessing the accounting principles used and significant estimates made by
management; and evaluating the overall financial statement presentation.

The independent auditor concluded that there was a reasonable basis for rendering an unmodified opinion
that the City of Brea's financial statements for the Fiscal Year ended June 30, 2019, are fairly presented in all
material respects in conformity with accounting principles generally accepted in the United States of America.
The independent auditors’ report is presented as the first component of the financial section of this report.

The City of Brea is required to undergo an annual single audit in conformity with the provisions of the Single
Audit Act of 1984 and the U.S. Office of Management and Budget's 2 CFR Part 200 Uniform Guidance,
Uniform Administrative Requirements, Cost Principles and Audit Requirements For Federal Awards. The City
continually seeks federal assistance whenever possible and for Fiscal Year ending June 30, 2019 received in
excess of $750,000 in grant revenues. Information related to this single audit, including a schedule of
expenditures of federal awards assistance, the independent auditors’ reports on the internal controls and
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compliance with applicable laws and regulations, and a schedule of findings and questioned costs is available
in the City of Brea’s separately issued Single Audit Report.

Generally Accepted Accounting Principles (GAAP) require that management provide a narrative introduction,
overview, and analysis to accompany the basic financial statements in the form of Management’s Discussion
and Analysis (MD&A). This letter of transmittal is designed to complement MD&A and should be read in
conjunction with it. The City of Brea’s MD&A can be found immediately following the report of the independent
auditors.

CITY OF BREA PROFILE

The City of Brea, a diverse residential and business community is located at the most northern tip of Orange
County at the juncture of three counties with access to major airports, popular regional attractions, beaches,
deserts and mountains. Nestled among the hillsides, just 25 miles southeast of Los Angeles, Brea is home
to more than 44,000 residents and hosts a daytime working population of more than 125,000.

The City is a major retail center featuring the county’s fourth largest shopping center, the Brea Mall; the Brea
Union Plaza; Brea’s Downtown; and a host of other retail and service businesses. Brea is also a center for
big businesses such as Albertsons Distribution Warehouse, Bank of America, Beckman-Coulter, Bristol
Industries, Kirkhill-TA Company, Evangelical Christian Credit Union, Kaiser Permanente, Kindred Hospital,
Nature’s Best, Veterinary Pet Insurance Company and Nestle Waters North America. Several companies’
corporate headquarters are located within Brea, including Beckman-Coulter, Suzuki Motor of America and
Mercury Insurance.

Although Brea is a major retail and business hub, it maintains a balance with nature, preserving its hillside
and canyon areas, which also contribute to Brea's quality of life. Brea is home to one of the nation’s largest
outdoor sculpture collections, with 183 pieces of sculpture created to date, an art gallery and a performing
arts theatre. Brea has long been recognized for its vision and innovation. It possesses a focused economic
development strategy, designed to ensure a well-balanced, economically viable community which includes a
wide range of housing, beautiful parks and excellent schools.

Brea provides an excellent portfolio of responsive municipal services. The City operates as a “full service
city,” providing a full range of services including police and fire protection, water and sanitation services,
construction and maintenance of streets and infrastructure, as well as recreational and cultural services.
Besides serving its own residential and business customers, Brea has a tradition of entrepreneurial ventures
providing services to numerous other public agencies such as information technology and printing services.

The City of Brea operates under the Council-Manager form of government, and is governed by a five member
City Council elected at large, serving staggered four-year terms. Council elections are held in November of
even-numbered years in conjunction with statewide general elections.

The annual budget serves as the foundation for the City of Brea’s financial planning and control. The budget
is adopted on an annual basis by the City Council in June of each year. The budget team, with the approval
of the City Manager, develops budget guidelines in January. The various City departments then submit
revenue estimates and expenditure appropriation requests for the one-year period that begins July 1. Budget
meetings are held with each department, which leads to the development of the proposed budget. The City
Manager then presents the proposed budget document to the City Council, which is discussed with the City
Council in public workshops in mid-May. Formal public hearings are held in early June. The City Council
adopts the annual budget on or before June 30 of each year. At the conclusion of the first six months, the
budget team prepares a report on the progress of the first half of the budget cycle. The City Manager formally
reviews the report with the City Council. The City Council adopts budget modifications as needed. The level
of budgetary control is established at the department level within the General Fund and at the fund level for
all other funds.
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LOCAL ECONOMIC FACTORS

Brea’s physical setting encompasses about 7,955 acres or 12.43 square miles of land. The City's land use is
distributed as follows:

Land Use Distribution

Land Use Percent
Residential (single-family, multi-family, and mobile homes) 27%
Commercial and Office 5
Industrial 11
Parks and Open Space 14
Public Facilities (City facilities, schools, drainage channels, and 4
fire stations)
Carbon Canyon Hillsides Areas and Vacant Lands 21
Agriculture 1
Vacant 2
Other (streets) _15
Total 100%

Source: City of Brea General Plan (2003, and subsequent updates 2008, 2014)

The current land use mix produces General Fund revenues of approximately $65 million. The top four revenue
sources include sales tax, property taxes, vehicle license taxes, and franchise taxes. These revenue sources
account for 65.3% of the total amount of General Fund revenues. The remaining revenues account for 34.7%
of the total and are represented by a broad range of sources.

General Fund Revenues by Revenue Source
Fiscal Year Ended June 30, 2019

M Sales tax
34.7% 37.8%
= Property tax
= Vehicle license tax in lieu
\‘/‘ = Franchise tax
3.9% .‘ = Other

6.5% 17.1%

Sales Tax
Sales tax represents the single largest source of General Fund revenue at $23.3 million. It is derived from six

major economic categories as listed in the following chart. The retail category, including department stores,
apparel stores and general merchandise, makes up 34.2% of the total sales tax generated. This sector
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includes the regional Brea Mall, which is the third largest mall in sales tax volume in Orange County. The
second largest economic sector being transportation. The increase in this sector is largely due to new auto
sales. In Fiscal year 2018-19 Sales tax receipts increased $4.1 million due to sales tax payments from the
previous year, overall improved receipts (due mainly to car sales) and the discovery and audit of sales tax
receipts. Overall, Brea’'s sales tax on a per capita basis consistently outperforms other municipalities, a strong
indicator that the City imports sales tax dollars from surrounding communities. The City of Brea’s sales tax
per capita is the second largest in Orange County.

Sales Tax by Economic Categories
Fiscal Year Ended June 30, 2019

= General Retail

19.2%
= Business to Business

0,
15.5% 3.3%
= Food Products

0.3% Transportation

= Construction

17.5%

= Miscellaneous

34.2%

Property Taxes

Brea is a very diverse community as previously indicated in the land use chart. General Fund property taxes
represent $11.21 million or 17.1% of General Fund revenues. Assessed valuation of all property (including
the former Brea Redevelopment Agency) in Brea is $10.3 billion, an increase of 6.5% over the prior fiscal
year. The valuation is split between residential at 59%, commercial/industrial at 34%, and the remaining 7%
for other miscellaneous uses. Of the City’s 16,708 dwelling units, 64% are single-family units, 30% are multi-
family units and 6% are mobile homes. Housing costs in Brea continue to rank among the highest in North
Orange County. Brea, like other cities in Orange County, is experiencing a slight decrease in housing prices.
The median price of a single-family home decreased to $690,000 from $694,000 noted in the prior fiscal year.

Vehicle License Fees (VLF)

When a vehicle is registered in California, a license fee is charged by the State of California. This fee includes
a small administrative fee and a property tax in lieu fee. The in lieu fee is based on depreciated value of the
vehicle and declines over the useful life of the vehicle. The in lieu fee, while collected by the State Department
of Motor Vehicles, belongs to local government (cities and counties). It is allocated based on a per capita
basis.

Beginning in January 2005, the Vehicle License Fee was permanently reduced to 0.65% from 2.0% of the
vehicle’s fair market value. Any loss to cities by this rate reduction will be made up, dollar for dollar, with an
allocation from the County’s Educational Revenue Augmentation Fund (ERAF) property tax account with two
payments, due on or before January 31t and May 1st of each year. This allocation will grow with any
corresponding growth in the City’'s secured property tax valuation.
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Franchise Taxes

The franchise revenue received by the City is based on adopted City ordinances and contractual agreements.
Public utilities (electric and gas) account for 31.6% of the $2.6 million in annual franchise tax revenue. The
remaining 68.4% of this revenue includes franchise fees for oil pipelines, cable television, and other non-city
utilities.

Franchise Taxes
Fiscal Year Ended June 30, 2019

Annual Percent

Revenue of Total
Public Utilities $ 805,073 31.6%
All Others 1,745,450 68.4%
Totals $ 2,550,523 100.0%

ECONOMIC OUTLOOK

Development within Brea continues to remain active with both projects in review as well as actively being
constructed. New residential units opened this past year in the planned community of Central Park Village
and additional units are expected to be underway in the coming fiscal year. Infill development is currently
under construction at the Brea Place project which is approved to include mixed-use improvements
including 600+ residential apartments, commercial office space and a new hotel. Finally, on the residential
front, project applications are in review for new master planned neighborhoods at the Brea 265 project,
which includes applicant goals for as many as 1100 new homes. For more affordable, workforce level
housing, the Mercury Lane Apartments project—proposed at 120 units—is under review and would provide
for a westward expansion of Brea Downtown. Commercial and Industrial activity also remains active. Of
significant note, the City is in discussions with Simon Properties to redevelop the now closed Sears store
and parcel at the Brea Mall—Simon is planning a significant new investment in its Brea property to take it
to the next level. Simon’s further refinement of this asset has already started with its expansion of the Apple
Store and realizing further tenants such as Tesla Automotive, Google, and others in a reworking of its
tenanting strategies. Brea Downtown commercial activity has also been strong with a new 100+ room hotel
application in review and the recent opening of the new and expanded Improv live performance venue and
associated new restaurants. Other existing restaurant investment is anticipated this year together with new
retail tenants. Finally, on the Industrial front, several projects are in discussion an anticipated for submittal
this year for new research and design facilities to come to market. All in all, Brea's development activity
remains robust and anticipated to continue as new City led Planning efforts, such as The Brea Core Plan,
continues, with goals to help assure for Brea’s Economic Development future.

Unemployment in Brea continues to remain low with Orange County ranked 7t in the state for the lowest
unemployment rate hovering around 3% according to the State Employment Development Department.
Brea’s rate is slightly lower than the County with an unemployment rate of 2.8 percent. The low
unemployment is anticipated to stay relatively unchanged through the next fiscal year. Retail sales are
anticipated to remain strong over the next fiscal year with most sectors experiencing increases. Several
retail sectors within Brea that are at an all-time high such as new auto sales, furniture/appliance markets
and construction retailers and suppliers. Given the positive outlook in these areas along with the coming
development, Brea is expected to continue to experience revenue growth in coming fiscal year.



Brea’s strong financial foundation is not only the result of the City’s efforts during Fiscal Year 2018-19, but
the result of fiscally conservative organizational decisions made over the past decade. Some of the past
measures included tough strategic decisions such as: City-wide reorganization, increasing employee
retirement contributions and other reductions, while maintaining core City services.

Overall, the Fiscal Year 2019-20 budget is balanced due to a solid foundation of fiscally conservative
practices combined with a continued increase in employee retirement contributions, projecting relatively flat
expenditures and a generally improving economy. Total General Fund revenues for Fiscal Year 2019-20
as compared to the prior year (as adjusted for one-time non-recurring items) are projected to increase by
approximately 2%, mainly due to the increasing sales and property taxes. While revenues are increasing
slightly, staff will continue to identify and closely monitor any potential threats to City revenues.

It is important to understand why the City of Brea (and all local government) is impacted by State
Government’s decisions and actions. Unlike the State Government, the City does not exert control over
two of its primary sources of revenue for the General Fund - property taxes and sales taxes.

The following regional factors, along with the State and National economic condition, will continue to place
uncertainty on Brea’s revenues and expenditures:

e The continued statewide pension contribution increases imposed by the California Public
Employees Retirement System (CALPERS) in FY 2019-20 and beyond to address pension
liability.

e The continued increase in online versus brick and mortar retail sales impacting sales tax
revenues.

e Increases in the cost-of-living as the economy continues to improve.

e Housing activity expected to decrease due to increasing interest rates.

It is expected that these factors may have a potentially negative impact on the City’s revenues. Other costs
such as energy, water, and equipment are being diligently managed in an effort to minimize the need for
future service reductions. Going forward, during Fiscal Year 2019-20, City staff will continue to be diligent
in monitoring economic factors and seek additional budget solutions to balance the budget.

Locally, geographic and socio-economic conditions in Orange County and the City of Brea remain desirable.
Property values in the region are projected to increase, and the City's property tax base is expected to
continue its favorable trend for the foreseeable future. Brea's taxable assessed valuation for Fiscal Year
2018-19 General Fund increased by 6.3% from the prior year.

Brea’'s sales tax of $23.3 million in Fiscal Year 2018-19 increased 21.2% compared to the prior fiscal year.
This increase was primarily due to recovering prior year's sales tax payments that had not been forwarded by
the State and increased new auto sales. The prior year's sales tax payments and a portion of the new auto
sales were one-time fluctuations in sales tax revenues and not included in projections for FY 2019-20.
Therefore, as compared to the prior year, the FY 2019-20 budgeted sales tax projections were lower due to
these anomalies. However, based on economic data trends and updated projections, the underlying overall
retail sales are projected to increase by approximately 2.0%

Highlights for the State of California from the UCLA Anderson Forecast on December 4, 2019 include the
following:

e The forecast indicates that the state’s economy is now slightly stronger than predicted due to the
National economy slowing at a slower rate than forecasted previously.

e California’s unemployment rate is expected to begin to drift upward in the next couple years.

e New home building will decrease by about 5,000 units in 2020, with more optimistic views for 2021.

e The employment growth is expected to be 0.9% and 1.3% in 2020 and 2021 respectively. However,
payroll growth rates are expected to be 1.9% and 0.9% over the same period. Real personal income
growth is expected to be in the upper 3% range in 2019 and will cool to just below 3% in 2020.



LONG-TERM FINANICAL PLANNING

Brea Engagement & Strategy Team (BEST)

Representatives from all City departments meet to discuss strategic planning issues. Over 40 City staff
members work collaboratively on an ongoing basis to focus on identifying and evaluating changing City
needs. As needed, this group is also instrumental in tackling economic impacts on the City's Budget. BEST
meets as needed to address changes to the budget and other organizational concerns that may be
necessary to financially sustain the City over the course of the next several fiscal years and beyond.

Capital Improvement Program (CIP) Budget

The goal of the seven-year CIP is to enhance the quality of life in the community, ensure a safe environment
and to promote transportation improvement in the City. The CIP budget for Fiscal Year 2018-19, the first of
the seven years, reflects the City Council's commitment to this goal by enhancing existing infrastructure and
providing new infrastructure to aid in service delivery to the community. The remaining six years of the CIP
are not a commitment of actual funds, but rather a long-range planning tool for subsequent investments in the
City's infrastructure. The CIP is divided into six categories: streets, traffic safety, water, storm drain, sewer,
and facility improvements.

Community Center Reserves

Funds are set aside annually for the future replacement of the Community Center facility and equipment.
Ongoing review of facility and equipment needs allows the City to manage and plan for expenditures in a
more proactive manner. The balance in Community Center Reserves at June 30, 2019 was $1,032,404.

Capital Asset Reserves

Funds are set aside annually for the replacement of City-owned infrastructure, facilities and capital assets. In
addition to a fixed annual contribution, an assessment is made at the end of each fiscal year to determine
whether an additional contribution can be made based upon a review of General Fund excess revenues over
expenditures. The balance in Capital Asset Reserves at June 30, 2019 was $8,503,317.

Pension Rate Stabilization Program

On November 17, 2015, the City of Brea established a pension rate stabilization program with Public
Agency Retirement Services (PARS) to reduce the future unfunded pension liability for current and future
retirement costs for both safety and non-safety employees. The City’s initial contribution of $6,000,000 was
made during FY 2015-16 and the balance as of June 30, 2019 including interest earned to date was
$7,742,302.

MAJOR INITIATIVES

State Route 57/Lambert Road Interchange Improvements

This is a major construction project in conjunction with Caltrans to construct a new eastbound to northbound
loop on-ramp and modify the spacing between the existing SR-57 on and off ramps to improve traffic flow on
Lambert Road. The project budget is $100 million with more than 90% of the funding from grants; federal
funding $74 million and $18 million from the Orange County Transportation Authority (OCTA). The remainder
is funded by the City with Traffic Impact Fees. Caltrans is the lead agency for environmental and
implementation while the City of Brea is the lead for the Right-of-Way and Design.
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Pension Reform

Starting in Fiscal Year 2011-12, the City of Brea began the first year of pension reform for both safety and
non-safety employees by requiring employees to contribute toward their retirement and instituting PEPRA, a
second retirement tier for new employees. As of June 30, 2019, all employees are paying 100% of the
employee share of retirement; all public safety employees and some miscellaneous employees are cost
sharing the City’s share of retirement costs. The implementation of a multi-tiered retirement system is a long-
term solution to mitigate the increases in pension costs; however, savings are not fully realized for many years

in the future.

AWARDS

The Government Finance Officers Association of the United States and Canada (GFOA) awarded a Certificate
of Achievement for Excellence in Financial Reporting to the City of Brea for its Comprehensive Annual
Financial Report for the Fiscal Year ended June 30, 2018. This was the 29" consecutive year that the City of
Brea has achieved this prestigious award. In order to be awarded a Certificate of Achievement, a government
must publish an easily readable and efficiently organized comprehensive annual financial report. This report
must satisfy both generally accepted accounting principles and applicable legal requirements.

A Certificate of Achievement is valid for a period of one year only. We believe our current comprehensive
annual financial report continues to conform to the Certificate of Achievement Program’s requirements and
we are submitting it to GFOA to determine its eligibility for another certificate.
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