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INDEPENDENT AUDITOR’S REPORT

Board of Directors
Orange County Local Transportation Authority
Orange, California

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities and each major fund of
the Orange County Local Transportation Authority (OCLTA), a component unit of the Orange County
Transportation Authority (OCTA), as of and for the fiscal year ended June 30, 2019, and the related notes to the
financial statements, which collectively comprise OCLTA'’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.



Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the respective
financial position of the governmental activities and each major fund of OCLTA as of June 30, 2019, and the
respective changes in financial position for the year then ended in accordance with accounting principles
generally accepted in the United States of America.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management’s
discussion and analysis and budgetary comparison information for the Local Transportation Authority Special
Revenue Fund, as listed in the table of contents, be presented to supplement the basic financial statements.
Such information, although not a part of the basic financial statements, is required by the Governmental
Accounting Standards Board, who considers it to be an essential part of the 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.

Supplementary Information

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively comprise
OCLTA's basic financial statements. The budgetary comparison schedule for the Local Transportation Authority
Debt Service Fund is presented for purposes of additional analysis and is not a required part of the basic financial
statements. Such information is 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 for the Local Transportation Authority Debt
Service Fund is fairly stated, in all material respects, in relation to the basic financial statements as a whole.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated October 29, 2019, on
our consideration of OCLTA's internal control over financial reporting and our on 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 OCLTA's internal control over financial reporting and compliance.

(o

Crowe LLP

Costa Mesa, California
October 29, 2019



Orange County Local Transportation Authority
Management’s Discussion and Analysis
(unaudited)

For the Fiscal Year Ended June 30, 2019

As management of the Orange County Local Transportation Authority (OCLTA), we offer
readers of the OCLTA’s financial statements this narrative overview and analysis of the
OCLTA’s Measure M financial activities for the fiscal year (FY) ended June 30, 2019. We
encourage readers to consider the information on financial performance presented in
conjunction with the financial statements that begin on page 10. All amounts, unless
otherwise indicated, are expressed in thousands of dollars.

Financial Highlights

e Total net position of the OCLTA was $625,919 as of June 30, 2019. The net position of
the OCLTA is restricted for transportation projects, Environmental Mitigation
Program and debt service.

e Net position increased by $62,963 during FY 2018-19. This increase was primarily
due to general and program revenues exceeding program expenses. In FY 2018-19,
sales tax revenue increased by $11,735 compared to FY 2017-18. In addition,
operating grants and contributions increased by $57,709, or 67.5 percent, compared
to the prior FY.

e OCLTA’s governmental funds reported combined ending fund balances of
$1,303,547 reflecting an increase of $457,779 from the prior FY. The increase is
primarily due to the issuance of sales tax revenue bonds. For more information
related to this bond issuance, refer to note 7.

Overview of the Financial Statements

This discussion and analysis is intended to serve as an introduction to the OCLTA’s basic
financial statements, which are comprised of three components including government-wide
financial statements, fund financial statements and notes to the financial statements. This
report also contains required supplementary information in addition to the basic financial
statements. Because the OCLTA is a governmental activity of the Orange County
Transportation Authority (OCTA), governmental funds are used to account for its
Measure M program activities. The basic financial statements include only the activities of
the OCLTA.

Government-wide Financial Statements
The government-wide financial statements are designed to provide readers with a broad
overview of the OCLTA’s finances using the accrual basis of accounting, in a manner similar

to a private-sector business.

The statement of net position presents information on all of the OCLTA’s assets and
liabilities, with the difference reported as net position. Over time, increases or decreases in



Orange County Local Transportation Authority
Management’s Discussion and Analysis

net position may serve as a useful indicator of whether the financial position of the OCLTA
is improving or deteriorating.

The statement of activities presents information showing how the OCLTA’s net position
changed during the FY. 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.

The government-wide financial statements can be found on pages 10-11 of this report.
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. Fund accounting is used to ensure
and demonstrate compliance with Measure M finance-related legal requirements. The
OCLTA uses governmental funds.

Governmental funds are used to account for essentially the same functions reported as
governmental activities in the government-wide financial statements; however,
governmental funds financial statements focus on near-term inflows and outflows of
spendable resources and on balances of spendable resources available at the end of the FY.
Such information may be useful in evaluating the OCLTA’s near-term financing
requirements.

Since 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. As a result, readers may better understand the
long-term impact of the OCLTA’s near-term financing decisions. Both the governmental
funds balance sheet and related statement of revenues, expenditures and changes in fund
balances provide a reconciliation to facilitate this comparison between governmental funds
and governmental activities.

The OCLTA maintains two individual governmental funds which are considered to be major
funds. Information is presented separately in the governmental funds balance sheet and in
the related statement of revenues, expenditures and changes in fund balances for the
OCLTA’s major governmental funds.

The governmental funds financial statements and related reconciliations to governmental
activities can be found on pages 12-15 of this report.

Notes to the financial statements provide additional information that is essential to a full
understanding of the data provided in the government-wide and fund financial statements.
The notes to the financial statements can be found on pages 16-32 of this report.



Orange County Local Transportation Authority
Management’s Discussion and Analysis

The OCLTA adopts an annual budget for its two funds. A budgetary comparison schedule
has been provided for the LTA special revenue fund as required supplementary information
on page 33 and the LTA debt service fund as other supplementary information on page 35 to
demonstrate compliance with the annual appropriated budget.

Government-wide Financial Analysis

As noted previously, net position may serve over time as a useful indicator of the OCLTA’s
financial position. At June 30, 2019, the OCLTA’s assets and deferred outflows of resources
exceeded liabilities by $625,919, a $62,963 increase from June 30, 2018. Our analysis below
focuses on the net position (Table 1) and changes in net position (Table 2) of the OCLTA’s
governmental activities.

Table 1
Orange County Local Transportation Authority
Net Position

Governmental Activities

2019 2018
Current and other assets $1,428,831 $ 964,182
Assets held for resale 371 1,095
Total assets 1,429,202 965,277
Deferred outflows of resources
Deferred charge on refunding 1,499 -
Current liabilities 100,688 90,881
Long-term liabilities 704,094 311,440
Total liabilities 804,782 402,321
Total net position $ 625919 $ 562,956

Total assets increased by $463,925, or 48.1 percent, from June 30, 2018. This increase is
primarily due to an increase in cash and investments, which resulted primarily from the
issuance of sales tax revenue bonds.

Total liabilities increased by $402,461, or 100 percent, from June 30, 2018. This increase is
primarily due to the issuance of sales tax revenue bonds.

Total net position from governmental activities changed from $562,956 at June 30, 2018 to
$625,919 at June 30, 2019. This increase was primarily due to increased operating grants and
contributions, sales tax revenues and investment earnings, offset by lower program expenses
such as infrastructure.



Orange County Local Transportation Authority
Management’s Discussion and Analysis

Table 2

Orange County Local Transportation Authority

Changes in Net Position

Governmental Activities

2019 2018

Revenues:
Program revenues:

Charges for services $ 454 $ 733

Operating grants and contributions 143,173 85,464
General revenues:

Sales taxes 333,187 321,452

Unrestricted investment earnings 46,824 11,592

Other miscellaneous revenue 110 -
Total revenues 523,748 419,241
Measure M program expenses 460,785 474,219
Change in net position 62,963 (54,978)
Net position - beginning 562,956 617,934
Net position - end of year $ 625,919 $ 562,956

OCLTA expenses shown on the statement of activities consist of:

Governmental Activities

Supplies and services

Contributions to other local agencies
Bond issuance

Infrastructure

Interest expense

Contributions to other OCTA funds

Total expenses

2019 2018

$ 92,893 $ 93,194
109,443 106,863
184,048 239,570
24,253 20,312
49,322 14,280

$ 460,785 $ 474,219

Governmental activities increased the OCLTA's net position by $62,963.

Total revenues increased by $104,507, or 24.9 percent, from FY 2017-18 primarily due to an
increase in operating grants and contributions for freeway projects including the
1-405 Improvement Project. Also, investment earnings increased by $35,232 due to
market performance. Sales taxes, which ultimately financed a significant portion of the
OCLTA’s net costs, increased by $11,735 from the prior year as a result of continued

improvement in the economy.

Program expenses decreased by $13,434 primarily due to a decrease in expenses related to

the 1-405 Improvement Project.



Orange County Local Transportation Authority
Management’s Discussion and Analysis

Financial Analysis of the OCLTA’s Funds

As of June 30, 2019, the OCLTA’s governmental funds reported combined ending fund
balances of $1,303,547, an increase of $457,779 compared to FY 2017-18. The majority of fund
balances, 96.5 percent, are restricted for transportation projects funded by the Measure M
Program. The remaining fund balances are restricted for the Environmental Mitigation

Program and for debt service on M2 sales tax revenue bonds issued to accelerate funding for
transportation projects.

OCLTA’s major governmental funds include the following significant changes:

The LTA fund balance increased by $444,900 primarily due to the issuance of sales tax
revenue bonds.

The LTA Debt Service fund balance increased by $12,879, due to interest earned and
transfers received from the LTA fund in excess of debt service payments.

Capital Asset and Debt Administration

Capital Assets

As of June 30, 2019, the OCLTA had $0 net of accumulated depreciation invested in capital
assets including improvements and machinery.

A summary of the OCLTA’s capital assets, net of depreciation, follows:

Governmental Activities

2019 2018

Machinery $ 21 $ 32
Total capital assets 21 32
Less accumulated depreciation (21) (32)
Total capital assets, net $ - $ -

More detailed information about the OCLTA’s capital assets is presented in note 6 to the
financial statements.

OCTA has outstanding capital expenditure commitments, the most significant of which are:
$750,499 for the I-405 Improvement Project, $47,739 for the I-5 Improvement Project, and
$16,952 for the Laguna San Juan Project.

Debt Administration

As of June 30, 2019, the OCLTA had $635,220 in sales tax revenue bonds compared to
$310,235 as of the prior FY.



Orange County Local Transportation Authority
Management’s Discussion and Analysis

The OCLTA maintains an “AA+” rating from Standard & Poor’s Corporation (S&P), an
“AA+” rating from Fitch Ratings (Fitch) and an “Aa2” rating from Moody’s Investors
Services (Moody’s) for its 2010 M2 Sales Tax Revenue Bonds. The 2019 M2 Sales Tax
Revenue Bonds have an “AA+” rating from S&P and an “AA+” from Fitch.

Additional information on the OCLTA’s long-term debt can be found in note 7 to the
financial statements.

Economic and Other Factors

The OCLTA is responsible for administering Measure M, the half-cent transportation sales
tax, which originally passed in 1990 and was delivered as promised to the residents of
Orange County, with over $4 billion invested in improvements to freeways, streets and
roads and transit services. Measure M1 (M1) ended in March 2011, and collection of sales
tax under Measure M2 (M2) began in April 2011. M2 was overwhelmingly approved by the
voters of Orange County in 2006 because of the tangible results that were realized through
M1. The passage of M2 has allowed for the continuation of transportation improvements
through March 31, 2041. Allocation of M2 funds remains the same as the original M1 with
43 percent slated for freeway improvements, 32 percent for streets and roads, and 25 percent
for transit projects and programs.

Although revenue collection for M2 projects did not begin until April 2011, OCTA began
delivering projects early based on the five-year M2 Early Action Plan (EAP) adopted in 2007
and subsequent M2020 Plan adopted in 2012. Both delivery plans were developed to
accelerate M2 freeway, streets and roads, transit, and environmental projects. In response to
lower actual sales tax revenue, a new forecasting methodology was adopted in March 2016.
This prompted the need to revisit the assumptions built into the M2020 plan. A new
program/project delivery framework for the next ten years, called the Next 10 Plan, was
adopted by the Board of Directors on November 14, 2016 and was updated and re-adopted
by the Board of Directors on September 10, 2018.

Based on the forecast provided by MuniServices, LLC, the estimated sales tax growth rate for
FY 2019-20 is 4.3 percent for M2. Sales tax for the M2 Program is estimated to be $13.4 billion
over the life of the measure.

The OCLTA adopted its FY 2019-20 annual budget on June 10, 2019. Approximately
$664 million in M2 funds are budgeted to improve transportation within Orange County.
These funds will provide improvements to freeways and streets and roads throughout
Orange County, as well as fund rail and bus transit programs. These funds include
$366 million to make improvements along Interstate 405, Interstate 5, State Route 55, State
Route 57, and State Route 91. Approximately $159 million is budgeted to improve streets and
roads, including $58 million to fund the Local Fair Share Program, $57 million for the
Regional Capacity Program, and $34 million for Regional Traffic Signal Synchronization.
In addition, the M2 transit budget consists of $110 million in bus and rail projects, including
$49 million to continue the OC Streetcar project.
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Management’s Discussion and Analysis

Contacting the OCLTA’s Management

This financial report is designed to provide a general overview of the OCLTA's finances for
all those with an interest in the OCLTA’s finances and to demonstrate OCLTA accountability
for the money it receives. Questions concerning any of the information provided in this
report or requests for additional information should be addressed to the Finance and
Administration Division of the Orange County Transportation Authority, 550 South Main
Street, P.O. Box 14184, Orange, California 92863-1584.



ORANGE COUNTY LOCAL TRANSPORTATION AUTHORITY
(A Component Unit of the Orange County Transportation Authority)

Statement of Net Position

(amounts expressed in thousands)

June 30, 2019

Governmental
Activities

Assets
Cash and investments
Receivables:
Interest
Operating grants
Other
Due from other OCTA funds
Due from other governments
Condemnation deposits
Note receivable
Restricted investments
Other assets
Assets held for resale
Total Assets

Deferred Outflows of Resources
Deferred charge on refunding

Total Deferred Outflows of Resources

Liabilities
Accounts payable
Accrued interest payable
Due to other OCTA funds
Due to other governments
Unearned revenue
Other liabilities

Advance from other OCTA funds

Noncurrent liabilities:
Due within one year

Due in more than one year

Total Liabilities

Net Position
Restricted for:
Transportation projects
Debt service

Environmental Mitigation Program

Total Net Position

See accompanying notes to the financial statements.

10

$ 1,288,440

4,847
9,876
1,290
1,787
95,603
9,284
3,862
9,534
4,308
371

1,429,202

1,499

1,499

54,906
12,920
13,151
11,746
6,839
17
1,109

8,530
695,564

804,782

580,367
36,018
9,534

$ 625,919




ORANGE COUNTY LOCAL TRANSPORTATION AUTHORITY
(A Component Unit of the Orange County Transportation Authority)
Statement of Activities

Year Ended June 30, 2019
Net (Expense)
Revenue and
Changes in Net
Program Revenues Position
Operating
Charges for Grants and Governmental
(amounts expressed in thousands) Expenses Services Contributions Activities
Program governmental activities:
Measure M program $ 460,785 $ 454 % 143,173 % (317,158)
General revenues:
Sales taxes 333,187
Unrestricted investment earnings 46,824
Other miscellaneous revenue 110
Total general revenues 380,121
Change in net position 62,963
Net position - beginning 562,956
Net position - ending $ 625,919

See accompanying notes to the financial statements.
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ORANGE COUNTY LOCAL TRANSPORTATION AUTHORITY
(A Component Unit of the Orange County Transportation Authority)
Balance Sheet - Governmental Funds

June 30, 2019
LTA Debt Total
(amounts expressed in thousands) LTA Service OCLTA
Assets
Cash and investments $ 1,254,613 $ 33,827 % 1,288,440
Receivables:
Interest 4,790 57 4,847
Operating grants 9,876 - 9,876
Other 1,290 - 1,290
Due from other OCTA funds 1,787 - 1,787
Due from other governments 93,469 2,134 95,603
Condemnation deposits 9,284 - 9,284
Note receivable 3,862 - 3,862
Restricted investments 9,534 - 9,534
Other assets 4,308 - 4,308
Total Assets $ 1,392813 $ 36,018 $ 1,428,831
Liabilities
Accounts payable $ 54906 $ - $ 54,906
Due to other OCTA funds 13,151 - 13,151
Due to other governments 11,746 - 11,746
Unearned revenue 6,839 - 6,839
Other liabilities 17 - 17
Advance from other OCTA funds 1,109 - 1,109
Total Liabilities 87,768 - 87,768
Deferred Inflows of Resources
Unavailable revenue - grant reimbursements 22,460 - 22,460
Unavailable revenue - reimbursements from others 15,056 - 15,056
Total Deferred Inflows of Resources 37,516 - 37,516
Fund Balances
Nonspendable:
Condemnation deposits 9,284 - 9,284
Other assets - prepaids 4,308 - 4,308
Restricted for:
Debt service - 36,018 36,018
Environmental Mitigation Program 9,534 - 9,534
Transportation projects 1,244,403 - 1,244,403
Total Fund Balances 1,267,529 36,018 1,303,547
Total Liabilities, Deferred Inflows of Resources
and Fund Balances $ 1,392813 $ 36,018 $ 1,428,831

See accompanying notes to the financial statements.
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ORANGE COUNTY LOCAL TRANSPORTATION AUTHORITY
(A Component Unit of the Orange County Transportation Authority)
Reconciliation of the Balance Sheet of Governmental Funds
to the Statement of Net Position
June 30, 2019

(amounts expressed in thousands)

Amounts reported for governmental activities in the Statement of Net Position (page 10) are different because:
Total fund balances (page 12) $ 1,303,547
Assets held for resale are not financial resources and, therefore, are not reported in the funds. 371

Earned but unavailable revenue is not available to liquidate current liabilities
and, therefore, is reported as a deferred inflow of resources in the funds. 37,516

Interest payable on bonds outstanding is not due and payable in the current period
and, therefore, is not reported in the funds. (12,920)

Deferred outflows of resources related to deferred charge on refunding are not available to
pay for current-period expenditures and, therefore, are not reported in the funds. 1,499

Long-term liabilities, including bonds payable, are not due and payable in the current
period and, therefore, are not reported in the funds. (704,094)

Net position of governmental activities (page 10) $ 625,919

See accompanying notes to the financial statements.
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ORANGE COUNTY LOCAL TRANSPORTATION AUTHORITY

(A Component Unit of the Orange County Transportation Authority)
Statement of Revenues, Expenditures and Changes in Fund Balances

Governmental Funds

Year Ended June 30, 2019
LTA Debt
(amounts expressed in thousands) LTA Service Total OCLTA
Revenues
Sales taxes $ 338,666 $ - $ 338,666
Contributions from other agencies 59,492 - 59,492
Contributions from other OCTA funds 75,649 - 75,649
Interest 40,024 6,800 46,824
Miscellaneous 456 - 456
Total Revenues 514,287 6,800 521,087
Expenditures
Current:
General government:
Supplies and services 92,893 - 92,893
Transportation:
Contributions to other local agencies 109,443 - 109,443
Contributions to other OCTA funds 49,322 - 49,322
Capital outlay 182,952 - 182,952
Debt service:
Principal payments on long-term debt - 8,165 8,165
Interest 47 20,630 20,677
Bond issuance costs 826 - 826
Total Expenditures 435,483 28,795 464,278
Excess (deficiency) of revenues
over (under) expenditures 78,804 (21,995) 56,809
Other financing sources (uses)
Transfers in - 34,874 34,874
Transfers out (34,874) - (34,874)
Bond issuance 376,690 - 376,690
Bond premium 69,342 - 69,342
Payment to refunded bond escrow agent (45,062) - (45,062)
Total other financing sources (uses) 366,096 34,874 400,970
Net change in fund balances 444,900 12,879 457,779
Fund balances - beginning 822,629 23,139 845,768
Fund balances - ending $ 1,267,529 $ 36,018 $ 1,303,547

See accompanying notes to the financial statements.
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ORANGE COUNTY LOCAL TRANSPORTATION AUTHORITY
(A Component Unit of the Orange County Transportation Authority)
Reconciliation of the Statement of Revenues, Expenditures and Changes in
Fund Balances of Governmental Funds to the Statement of Activities
Year Ended June 30, 2019

(amounts expressed in thousands)

Amounts reported for governmental activities in the Statement of Activities (page 11) are different because:
Net change in fund balances - total governmental funds (page 14) $ 457,779

The transfer of land to private party is a decrease to net position. (1,095)

Revenues in the statement of activities that do not provide current financial resources

are not reported as revenue in the funds. 2,660

The issuance of long-term debt (e.g., bonds) provides current financial resources to
governmental funds, while the repayment of principal of long-term debt consumes
current financial resources of governmental funds. Neither transaction, however, has any
effect on net position. Also, governmental funds report the effect of premiums, discounts,
and similar items when debt is first issued, whereas these amounts are amortized
in the statement of activities. This amount is the net effect of these differences in the treatment
of long-term debt and related items. (396,381)

Change in net position of governmental activities (page 11) $ 62,963

See accompanying notes to the financial statements.
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Orange County Local Transportation Authority
(A Component Unit of the Orange County Transportation Authority)

Notes to The Financial Statements

Year Ended June 30, 2019

(in thousands)

1. Summary of Significant Accounting Policies
Reporting Entity

In November 1990, Orange County voters approved the Revised Traffic Improvement and
Growth Management Ordinance, known as Measure M. This implemented a one-half of one
percent retail transaction and use tax to fund a specific program of transportation
improvements in Orange County. The Orange County Local Transportation Authority
(OCLTA) is responsible for administering the proceeds of the Measure M sales tax program.
The original Measure M Program (M1) commenced on April 1, 1991 for a period of 20 years.

On November 7, 2006, Orange County voters approved the renewal of Measure M for a period
of 30 more years from April 1, 2011 to March 31, 2041. Renewed Measure M (M2) allocates
funds to freeway, street and road, transit, and environmental improvements.

On June 20, 1991, under the authority of Senate Bill 838, the Orange County Transportation
Authority (OCTA) was formed as a special district by merging several agencies and funds,
including the OCLTA, a component unit of the OCTA. Accordingly, the OCLTA'’s financial
activities are included with the financial activities of the OCTA for financial reporting
purposes.

The OCTA governing board (Board) consists of 17 voting members and one non-voting
member and also serves as the OCLTA governing board. Measure M requires that
an 11-member Taxpayer’s Oversight Committee (TOC) monitor the use of Measure M funds
and ensure that all revenues collected from Measure M are spent on voter-approved
transportation projects.

These financial statements include only the activities of the OCLTA, a component unit of the
OCTA. These financial statements are not intended to present the activities of the OCTA.

Basis of Presentation

The OCLTA’s basic financial statements consist of government-wide statements, including a
statement of net position and a statement of activities, and fund financial statements that
provide a more detailed level of financial information.

Government-wide Statements: The statement of net position and the statement of activities
report information on all of the OCLTA. The effect of significant interfund activity has been
removed from these statements. The OCLTA provides only governmental activities which are
supported principally by sales taxes.

16



Orange County Local Transportation Authority
Notes to The Financial Statements

Year Ended June 30, 2019

(in thousands)

The statement of activities demonstrates the degree to which the OCLTA Measure M program
expenses are offset by program revenues. Program expenses include direct and indirect
expenses, which are identifiable with Measure M. Interest expense related to the sales tax
revenue bonds is reported as a direct expense of the Measure M program. The borrowings
are considered essential to the creation or continuing existence of the Measure M program.
For the fiscal year ended June 30, 2019, interest expense of $24,253 was included in
Measure M program costs. Program revenues include: 1) charges to customers or applicants
who purchase, use, or directly benefit from services or privileges provided by Measure M; and
2) grants and contributions that are restricted to meeting the operational or capital
requirements of the Measure M program. Taxes, investment earnings and other items are not
reported as program revenues and instead are reported as general revenues.

Fund Financial Statements: The fund financial statements provide information about the
OCLTA’s governmental funds. The OCLTA considers all of its Measure M funds as major
governmental funds. They are comprised of the following;:

e Local Transportation Authority (LTA) Fund - This special revenue fund accounts for revenues
received and expenditures made for the implementation of the Orange County Traffic
Improvement and Growth Management Plan. Financing is provided by a one-half percent
sales and use tax assessed for 20 years pursuant to Measure M, which became effective
April 1, 1991, and was renewed for an additional 30 years from April 1, 2011 to
March 31, 2041. The Measure M ordinance requires that sales tax revenues only be
expended on projects included in the ordinance. A decision to use the revenues for any
other purpose must be put to the voters in another election.

e LTA Debt Service Fund - This fund accounts for the resources accumulated and payments
made for principal and interest on long-term debt of the OCLTA.

Measurement Focus and Basis of Accounting

The government-wide financial statements are reported using the economic resources
measurement focus and the accrual basis of accounting. Revenues are recorded when earned,
and expenses are recorded when a liability is incurred, regardless of the timing of related cash
flows. Grants and similar items are recognized as revenue as soon as all eligibility
requirements imposed by the provider have been met.

Governmental fund financial statements are reported using the current financial resources
measurement focus and the modified accrual basis of accounting. Revenues are recognized
as soon as they are both measurable and available. Revenues are considered to be available
when they are collectible within the current period or soon enough thereafter to pay liabilities
of the current period. For this purpose, the OCLTA considers revenues to be available if they
are collected within 90 days of the end of the fiscal period. Expenditures generally are
recorded when a liability is incurred; however, principal and interest expenditures on
long-term debt of governmental funds are recorded only when payment is due.
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Those revenues susceptible to accrual are sales taxes collected and held by the state at
year-end on behalf of the OCLTA, intergovernmental revenues and interest revenue.
In applying the susceptible-to-accrual concept to intergovernmental revenues, there are
essentially two types of revenues. In one, monies must be expended on the specific purpose
or project before any amounts will be paid to the OCLTA; therefore, revenues are recognized
based upon the expenditures incurred and availability criteria met. In the other, monies are
virtually unrestricted and are usually revocable only for failure to comply with prescribed
requirements. These resources are reflected as revenues at the time of receipt, or earlier if the
susceptible-to-accrual criteria are met.

Cash and Investments

The OCLTA maintains cash and investments in a pool with other OCTA cash and investments
and in accordance with the Investment Policy (Policy) originally adopted by the Board on
May 8, 1995, and most recently amended June 10, 2019. The Policy complies with, or is more
restrictive than, the California Government Code (Code). Separate investment manager
accounts are maintained for the proceeds of bond issues, with the earnings for each bond issue
accounted for separately. Pooled cash and investment earnings are allocated based on average
daily dollar account balances.

OCTA holds investments that are measured at fair value on a recurring basis. OCTA
categorizes the fair value measurements of its investments based on the hierarchy established
by generally accepted accounting principles. The fair value hierarchy, which has three levels,
is based on the valuation inputs used to measure an asset’s fair value: Level 1 inputs are
quoted prices in active markets for identical assets; Level 2 inputs are inputs
- other than quoted prices included in Level 1 - that are observable including quoted prices for
similar assets in active markets and quoted prices for identical or similar assets in markets that
are not active; Level 3 inputs are unobservable inputs.

OCLTA participates in the OCTA comingled investment pool which invests in
U.S. government and U.S. agency securities, medium term notes, repurchase agreements,
variable and floating rate securities, mortgage and asset-backed securities, and corporate notes
which are carried at fair value based on quoted prices of similar assets. In addition, OCLTA
invests in money market and mutual funds and participating interest-earning investment
contracts with a remaining maturity of one year or less at purchase date, which are carried at
amortized cost which approximates fair value.

The Policy requires that assets in the portfolio consist of the following investments, with
maximum permissible concentrations based on book value, and may be more restrictive than
applicable state statutes for the following investment types: OCTA notes and bonds, U.S.
treasuries, federal instrumentality securities, federal agencies, State of California and local
agency obligations, banker’s acceptance, commercial paper, negotiable certificates of deposit,
repurchase agreements, medium-term maturity corporate securities, money market funds,
other mutual funds, mortgage or asset-backed securities, LAIF, OCIP, variable and floating
rate securities and bank deposits.
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Investment of debt proceeds held by trustees are governed by provisions of the indentures for
each obligation, rather than the general provisions of the California Government Code or
OCTA’s investment policy. The investment of these debt proceeds is in accordance with the
Permitted Investments section and applicable account restrictions outlined in the indenture of
each debt obligation. Under certain indentures, guaranteed investment contracts are allowed.
OCTA’s investment in a guaranteed investment contract is carried at fair value.

In addition, OCTA has restricted investments held by the California Community
Foundation (CCF). The amount invested in the CCF investment pool is a restricted asset as
approved for funding by the OCTA Board of Directors in October of 2014. The CCF is
headquartered in Los Angeles, California. The CCF is a community foundation and holds a
501 (c) 3 status, which meets California State Government Code requirements for community
foundations. Legislation providing for OCTA to use a qualified organization to hold and
manage the endowment is provided in Government Code §§65965-65968. An investment
committee of 14 members has full discretion over investment decisions. The Endowment Pool
is a diversified pool invested for long-term growth and appreciation while providing a
relatively predictable stream of distributions that keeps the pace with inflation over time.
The target asset allocation is approximately 50 percent equities, 14 percent alternative
investments, 14 percent real assets and 22 percent fixed income.

The purpose of the agreement between CCF and OCTA is to provide for the establishment of
a fund within the CCF to receive and hold M2 Environmental Mitigation Program
contributions made by OCTA during the endowment funding period for use in establishing
the permanent endowment pursuant to the conservation plan. OCTA is the beneficiary of the
fund and, therefore, has reported a restricted asset in the financial statements.

The CCF shall hold, administer, invest, and reinvest the fund in accordance with the CCF’s
proposal and the objectives set forth in the Scope of Work of the Request for Proposal, each of
which is incorporated into the agreement by reference, and in compliance with all applicable
state and federal laws, including, but not limited to, Sections 65965, 65966, 69667, and 65968
of the California Government Code and the Uniform Prudent Management of Institutional
Funds Act, California Probate Code Section 18501 et seq. The agreement shall remain in place
in full force and effect through December 31, 2029.

The fair value of OCTA’s investment in this pool is reported in the accompanying financial
statements at amounts based upon OCTA’s pro-rata share of the fair value provided by the
CCF for the entire CCF portfolio (in relation to the amortized cost of that portfolio).

Due To/From Other OCTA Funds

During the course of operations, numerous transactions occur between individual funds
involving goods provided or services rendered and transfers of revenues from funds
authorized to receive the revenue to funds authorized to expend it. Outstanding interfund
balances are reported as due to/from other funds. Any residual balances outstanding
between the Measure M Program governmental activities and other OCTA funds are reported
in the government-wide financial statements as due to/from other OCTA funds.
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Contributions To/From Other OCTA Funds

Transfers between OCLTA and other OCTA funds are reported as program expenses and
revenues in the statement of activities and as revenues and expenditures in the statement of
revenues, expenditures and changes in fund balances.

Administrative Services Costs

OCTA allocates indirect costs related to administrative services from certain funds to
benefiting funds. For fiscal year 2018-19, $21,209 of administrative services were charged to
the OCLTA and are reported as general government expenditures in the statement of
revenues, expenditures and changes in fund balances and as program expenses in the
statement of activities.

Assets Held for Resale

OCLTA holds title to property in connection with the purchase of rights-of-way for
infrastructure not held by OCLTA. These assets are reported as assets held for resale in the
governmental activities column in the government-wide financial statements except in cases
in which OCLTA has entered into a sales contract prior to the issuance of the financial
statements. In these cases, the assets held for resale are reported in the governmental funds
financial statements. Proceeds received will be reimbursed to the fund in which the initial
expenditure was recorded.

Capital Assets

Capital assets including land, right-of-way improvements, and machinery and equipment,
are reported in the government-wide financial statements. Capital assets are defined by the
OCLTA as assets with an initial, individual cost of more than $5 and a useful life exceeding
one year. Assets are recorded at historical cost or estimated historical cost if purchased or
constructed. Donated capital assets are recorded at acquisition value at the acquisition date.
The costs of normal maintenance and repairs that do not add to the value of an asset or
materially extend an asset’s life are not capitalized.

Freeway construction and certain purchases of right-of-way property, for which title vests
with the California Department of Transportation (Caltrans), are included in capital outlay.
Infrastructure consisting primarily of freeway construction and right-of-way acquisition is not
recorded as a capital asset in those instances where the OCLTA does not intend to maintain
or operate the property when complete.

Right-of-way improvements and machinery and equipment are depreciated using the
straight-line method over the following estimated useful lives:

Asset Type Useful Life
Right-of-way improvements 10-30 years
Machinery and equipment 3-10 years
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Deferred Outflows/Inflows of Resources

In addition to assets, the financial statements will sometimes report a separate section for
deferred outflows of resources. This separate financial statement element; deferred outflows
of resources, represents a consumption of net position that applies to a future period and so
will not be recognized as an outflow of resources (expense/expenditure) until then.

OCLTA has one item reported as deferred outflow of resources. This item is the deferred
charge on refunding, which results from the difference in the carrying value of refunded debt
and its reacquisition price. This item is reported in the government-wide statement of net
position. This amount is deferred and amortized over the shorter of the life of the refunded or
refunding debt.

In addition to liabilities, the financial statements will sometimes report a separate section for
deferred inflows of resources. This separate financial statement element, deferred inflows of
resources, represents an acquisition of net position that applies to a future period and will not
be recognized as an inflow of resources (revenue) until that time. OCLTA has one type of
deferred inflow, unavailable revenue which occurs only under a modified accrual basis of
accounting. Accordingly, the item is reported only in the governmental funds balance sheet.
The governmental funds report unavailable revenues for grant reimbursements and
reimbursements from others. The amounts are deferred and recognized as an inflow of
resources in the period that the amounts become available.

Long-Term Debt

In the government-wide financial statements, long-term debt is reported as a liability in the
statement of net position. Bond premiums and discounts are amortized over the life of the
bonds using the straight-line method, which approximates the effective interest method.
Bonds payable are reported net of the applicable bond premium or discount.

In the fund financial statements, governmental funds recognize bond premiums and discounts
in the current period. The face amount of debt is reported as other financing sources.
Premiums received on debt issuances are reported as other financing sources, while discounts
on debt issuances are reported as other financing uses. Issuance costs, whether or not
withheld from the actual debt proceeds received, are reported as debt service expenditures.

Contributions to Other Agencies
Contributions to other agencies primarily represent sales tax revenues received by the OCLTA
and disbursed to cities for competitive projects, the local fair share program, and the senior

mobility program, and to other agencies for projects which are in accordance with the Measure
M ordinance.
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Net Position

In the government-wide financial statements, net position represents the difference between
assets plus deferred outflow of resources and liabilities plus deferred inflow of resources and
is classified into three categories:

e Net investment in capital assets - This balance reflects the net position of the OCLTA that is
invested in capital assets, net of related debt. This net position is generally not accessible
for other purposes.

e Restricted net position - This balance represents net position that is not accessible for general
use because use is subject to restrictions enforceable by third parties. The OCLTA
government-wide statement of net position reports net position restricted for debt service,
Environmental Mitigation Program and transportation projects funded by the Measure M
Program.

o Unrestricted net position — This balance represents the net position that is available for
general use.

Fund Balances

The governmental fund financial statements present fund balances based on classifications
that comprise a hierarchy that is based primarily on the extent to which the OCLTA is bound
to honor constraints on the specific purposes for which amounts can be spent.

The classifications used in the governmental fund financial statements are as follows:

e Nonspendable - amounts that cannot be spent either because they are not in spendable form
or because they are legally or contractually required to be maintained intact. As of
June 30, 2019, OCLTA reported nonspendable balance for condemnation deposits and
other assets - prepaids.

e Restricted - amounts that can be spent only for specific purposes because of constitutional
provisions or enabling legislation or because of constraints that are externally imposed by
creditors, grantors, contributors, or the laws or regulations of other governments. As of
June 30, 2019, OCLTA reported restricted fund balance for debt service, Environmental
Mitigation Program and transportation projects.

e Committed - amounts that can be spent only for specific purposes determined by a formal
action of the government’s highest level of decision-making authority. The Board, as the
highest level of decision-making authority, has the ability to commit fund balances
through the adoption of a resolution. These committed amounts cannot be used for any
other purpose unless the Board removes or modifies the use through the adoption of a
subsequent resolution.
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e Assigned - amounts that do not meet the criteria to be classified as restricted or committed
but that are intended to be used for specific purposes. This classification also includes
residual amounts assigned for specific projects. The Board establishes and modifies
assignments of fund balance through the adoption of the budget and subsequent budget
amendments. The Board retains the authority to assign fund balance.

When both restricted and unrestricted resources are available for use, it is the OCLTA'’s policy
to use restricted resources first and then unrestricted resources as they are needed. When using
unrestricted fund balance amounts, the OCLTA applies the default established by GASB 54,
whereby the committed amounts would be reduced first followed by the assigned amounts.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States requires management to make estimates and assumptions that
affect certain reported amounts and disclosures during the reporting period. As such, actual
results could differ from those estimates.

Reclassifications

Prior year amounts were reclassified to conform to current year presentation. Fund balance
did not change due to these reclassifications.

2. Reconciliation of Government-wide and Fund Financial Statements

Explanation of Certain Differences Between the Governmental Funds Balance Sheet and
the Government-wide Statement of Net Position

The governmental funds balance sheet includes a reconciliation between fund balances - total
governmental funds and net position - governmental activities as reported in the government-
wide statement of net position.

One element of that reconciliation explains that “Long-term liabilities, including bonds
payable, are not due and payable in the current period and, therefore, are not reported in the
funds.” The details of this $(704,094) difference are as follows:

Bonds payable $ (635,220)
Plus unamortized bond issuance premium (to be amortized to interest

expense) (68,874)
Net adjustment to decrease fund balances - total governmental funds to
arrive at net position - governmental activities $ (704,094)
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Explanation of Certain Differences Between the Governmental Funds Statement of
Revenues, Expenditures and Changes in Fund Balances and the Government-wide
Statement of Activities

The governmental funds statement of revenues, expenditures and changes in fund balances
includes a reconciliation between net changes in fund balances - total governmental funds and
change in net position - governmental activities as reported in the government-wide statement
of activities.

One element of that reconciliation states that “The issuance of long-term debt (e.g., bonds)
provides current financial resources to governmental funds, while the repayment of the
principal of long-term debt consumes the current financial resources of governmental funds.
Neither transaction, however, has any effect on net position. Also, governmental funds report
the effect of premiums, discounts, and similar items when debt is first issued, whereas these
amounts are amortized in the statement of activities.”

The details of this $(396,381) difference are as follows:

Bond issuance $ (376,690)
Bond premium (69,342)
Payment to refunded bond escrow agent 45,062
Principal repayments 8,165
Change in accrued interest (5,226)
Amortization of premium and deferred charge on refunding 1,650

Net adjustment to increase net change in fund balances - total
governmental funds to arrive at change in net position -
governmental activities $ (396,381)

3. Cash and Investments

Cash and investments are comprised of the following at June 30, 2019:

Investments:
With OCTA Commingled Investment Pool $ 798,836
With Trustee 489,604
With CA Community Foundation 9,534
Total Cash and Investments $ 1,297,974

Total deposits and investments are reported in the financial statements as:

Unrestricted Cash and Investments $ 1,288,440
Restricted Cash and Investments 9,534
Total Cash and Investments $ 1,297,974
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As of June 30, 2019, OCLTA had the following investments:

Weighted
Average
Fair Interest Maturity ~ Maturity
Investment Value Rate Yield Range (Years)
OCTA Commingled
Investment Pool $798,836 * * * *
Money Market Funds ** 122,904 Various 1.93%-2.28 7/1/19 1 Day
Guaranteed Investment
Contract 366,700 2.02% 0.00% 4/1/21 1.756
CA Community Foundation
Investment Fund 9,534 N/A N/A N/A N/A

Total Investments $1,297,974

* Refer to the OCTA Comprehensive Annual Financial Report (CAFR) for information related
to the OCTA Commingled Investment Pool.

** Money Market Funds are measured at amortized cost which approximates fair value.

The Portfolio Weighted Average Maturity is 2.53 years.

As of June 30, 2019, OCLTA had $798,836 invested in the OCTA’s Commingled Investment
Pool (CIP). Refer to the OCTA’s CAFR for details on valuation techniques and fair value
hierarchy, interest rate risk, variable rate notes and custodial credit risk. Deposits and
withdrawals in OCTA’s CIP are made on the basis of $1.00 (absolute dollars) and not fair
value. Accordingly, the OCLTA’s investment in OCTA’s CIP at June 30, 2019 is uncategorized,
not defined as Level 1, Level 2, or Level 3 input.

As of June 30, 2019, OCLTA had $9,534 invested in the CA Community Foundation (CCF)
investment fund. The amount invested is valued using significant unobservable inputs and,
therefore, classified as Level 3. Unobservable inputs used by CCF include the foundations
own assumptions, market comparable rates, capitalization and occupancy rates.

As of June 30, 2019, OCLTA had $366,700 invested in a guaranteed investment contract. This
investment is valued using quoted prices of similar assets and, therefore, classified as Level 2.

Credit Risk

The Policy sets minimum acceptable credit ratings for investments from any of the three
NRSROs: S&P, Moody’s, and Fitch. For an issuer of short-term debt, the rating must be no
less than A-1 (S&P), P-1 (Moody’s), or F-1 (Fitch), while an issuer of long-term debt shall be
rated no less than an “A” by two of the three rating services.
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The following is a summary of the credit quality distribution and concentration of credit risk
by investment type as a percentage of each pool’s fair value at June 30, 2019. (NR means Not
Rated, US means obligation of the United States (U.S.) government or obligations explicitly

guaranteed by the U. S. government):

% of
Investments S&P Moody’s Portfolio
OCTA Commingled
Investment Pool NR NR 61.54%
CA Community Foundation NR NR 0.74%
Held by Trustee:
Money Market Funds AAA Aaa 9.47%
Guaranteed Investment A Aa 28.25%
Contract
Total 100.00%

4. Due From/To Other Governments

Amounts due from other governments as of June 30, 2019 in the fund financial statements are
$95,603 and are comprised of $60,576 of sales taxes, $32,893 of project reimbursements and
$2,134 representing the interest receivable on Build America Bonds.

Amounts due to other governments

as of June 30, 2019 are $11,746 and are comprised of

$11,545 for transportation projects and $201 for other miscellaneous transactions.

5. Related Party Transactions and Interfund Transfers

Related party transactions:

As of June 30, 2019, OCLTA has $1,787 receivable from other OCTA funds. $203 is due from
the 91 Express Lanes fund for the SR-91 Improvement project and $1,584 is due from the
Service Authority for Freeway Emergencies fund for project expenditures.

As of June 30, 2019, OCLTA owes $13,151 to other OCTA funds as follows:

Explanation

Amount
General Fund $ 593
OCUTT 48
General Capital Project 11,966
OCTD 544
Total $ 13,151

Placentia Rail Station and ARTIC
Local Fair Share funds withheld from City of Placentia

OC Streetcar project
Mission Viejo Transit Circle & iShuttle operations
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OCTA advanced monies to OCLTA to cover expenditures such as election costs,
Interest accrues monthly at an interest rate
representing OCTA’s rate of return on short-term investments, adjusted each July
(2.39 percent for fiscal year 2018-19). As of June 30, 2019, OCLTA owes OCTA $1,109. OCLTA

administrative costs, and accrued interest.

began repaying OCTA when Measure M funds were collected.

Contributions from Other OCTA Funds:

During fiscal year 2018-19, OCLTA received $70,243 from the 1-405 EL Fund for the 1-405
Improvement project. In addition, OCLTA received $659 from the 91 EL Fund for freeway
improvements and $4,747 from OCTA for the sale of land related to the Measure M Program.

Contributions to Other OCTA Funds:

During fiscal year 2018-19, OCLTA made contributions to the following funds:

e 510 to the General Fund for the Placentia Rail Station.
e $36,409 to the General Capital Projects Fund for the OC Streetcar project.
e $396 to the OC Streetcar Fund for the OC Streetcar project.

e  $12,507 to the OCTD Fund for La Habra service, Irvine Shuttle, Commuter Rail, Fare
Stabilization and Senior Mobility Program.

Interfund Transfers:

During fiscal year 2018-19, the LTA Fund transferred $34,874 to the LTA Debt Service Fund

for debt service payments.

6. Capital Assets

Capital assets activity for the OCLTA governmental activities for the year ended

June 30, 2019 was as follows:

Capital assets, being depreciated:
Machinery and equipment
Total capital assets, being
depreciated

Less accumulated depreciation for:
Machinery and equipment
Total accumulated depreciation
Total capital assets, being
depreciated, net
Total governmental activities capital
assets, net

Beginning Ending
Balance Decreases Balance
32 $ (11) $ 21
32 (11) 21
(32) 11 (21)
(32) 11 (21)
- $ -8 -
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7. Long-Term Debt
Sales Tax Revenue Bonds

On December 9, 2010, OCLTA issued $293,540 in Measure M2 Sales Tax Revenue Bonds,
2010 Series A (Taxable Build America Bonds) and $59,030 in 2010 Series B (Tax-Exempt
Bonds), to finance and refinance the costs of certain transportation projects located in Orange
County, to restructure the Tax Exempt Commercial Paper (TECP) Program, and to fund
capitalized interest and costs of issuance related to the 2010 Series Bonds. A reserve fund is
not required in connection with the 2010 Series Bonds per the bond indenture. The transaction
closed on December 23, 2010. A total of $75,000 was used to refund outstanding TECP. The
Measure M sales tax is the source of revenue for repaying this debt.

On February 12, 2019, OCLTA issued $376,690 in Measure M2 Sales Tax Revenue Bonds
(Limited Tax Bonds), Series 2019 (the “Series 2019 Bonds”), i) to refinance costs of certain
transportation projects located in Orange County, consisting of the general purpose lanes of
the 1-405 Improvement Project; ii) to refund and defease $43,540 of the 2010 Series A Bonds,
which resulted in gross cumulative cash flow savings of approximately $2,867 and net present
value cumulative savings of approximately $2,584; and to fund costs of issuance related to the
Series 2019 Bonds. A reserve fund is not required in connection with the Series 2019 Bonds per
the bond indenture. The transaction closed on February 26, 2019.

The OCLTA’s outstanding debt obligations related to M2 Sales Tax Revenue Bonds contain a
provision that in the event of default, bondholders have the right to sue in order to force the
OCLTA to cure the event of default, which may result in financial related consequences.

A summary of the bonds outstanding is as follows:

2010 Series A 2010 Series B 2019 Series B

(Taxable Build (Tax-Exempt (Tax-Exempt

America Bonds) Bonds) Bonds)
Issuance date 12/9/10 12/9/10 2/12/19
Original issue amount $ 293,540 $ 59,030 $ 376,690
Original issue premium - 6,023 69,342
Net Bond Proceeds $ 293,540 $ 65,053 $ 446,032
Issuance costs $ 1,905 $ 274 $ 970
Interest rates 5.56%-6.91% 3.00%-5.00% 3.00%-5.00%
Maturity range 2021-2041 2014-2020 2021-2041
Final maturity 2041 2020 2041
Bonds outstanding $ 250,000 $ 8,530 $ 376,690
Plus unamortized premium - 602 68,272
Total $ 250,000 $ 9,132 $ 444,962
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Annual debt service requirements on the sales tax revenue bonds as of June 30, 2019, are as

follows:

Year Ending June 30, Principal Interest
2020 $ 8530 $ 35592
2021 8,065 35,774
2022 8,455 35,371
2023 19,935 34,949
2024 20,920 33,952
2025-2029 123,440 151,202
2030-2034 156,585 111,323
2035-2039 197,110 61,479
2040-2041 92,180 8,146

Total $ 635,220 $ 507,788

Changes in Long-Term Liabilities

Long-term liabilities activity for the year ended June 30, 2019, was as follows:

Beginning Ending  Due within
Balance  Additions Reductions Balance one year
Measure M program activities:
Sales tax revenue bonds $ 310,235 $ 376,690 $ (51,705) $ 635,220 $ 8,530
Unamortized premium 1,205 69,342 (1,673) 68,874 -
Total Measure M program
activities long-term liabilities $ 311440 $ 446,032 $ (53,378) $ 704,094 $ 8,530

Pledged Revenue

OCLTA has debt issuances outstanding that are repaid and secured by the pledging of certain
revenues. For the year ended June 30, 2019, debt service payments in relation to the pledged
gross revenue net of the local fair share program and other expenses as required by the debt
agreement, are indicated in the following table:

Annual Amount Annual Debt Pledged
Description of of Net Pledged Service Revenue
Pledged Revenue Revenue Payments Coverage
Measure M2 Net Sales Tax Revenue $ 258,085 $ 28,795 8.96

Line of Credit

On July 26, 2017, OCTA and the Department of Transportation Build America Bureau Credit
Programs Office (Bureau) executed a TIFIA loan of up to $628,930 for eligible project costs for
the I-405 Improvement Project. The Bureau required OCTA to secure a $900,000 line of credit
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secured by future M2 debt issuances to be committed at the time of closing on the TIFIA loan.
The OCTA Board of Directors selected Bank of America N.A. (BANA) to provide a $900,000
line of credit to meet the Bureau’s requirement. The line of credit was set up as two separate
Credit and Fee Agreements, one with a 2019 maturity in the amount of $450,000 and the other
with a 2021 maturity, also in the amount of $450,000. The cost for the BANA Line is 26 basis
points per year for the 2019 maturity and 36 basis points per year for the 2021 maturity. The
two Credit and Fee Agreements were also executed on July 26, 2017. There were no amounts
drawn on the line of credit as of June 30, 2019. The 2019 Credit and Fee Agreement line of
credit matured in early 2019. Therefore, the unused balance is $450,000.

The payment obligations owed to BANA under the Credit and Fee Agreements is payable and
secured by a pledge of, lien on, and security interest in the M2 sales tax revenues, including
earnings on such amounts, subject only to the provisions of the Master Indenture. The pledge,
lien, and security interest shall be junior and subordinate only to the pledge of M2 sales tax
revenues in favor of the Senior Lien Debt pursuant to the express terms of the Master
Indenture.

8. Commitments and Contingencies
Purchase Commitments

The OCLTA has various long-term outstanding contracts that extend over several years and
rely on future years” revenues. Total commitments at June 30, 2019, were $1,150,140, the
majority of which relate to the expansion of Orange County’s freeway and road systems.

Federal Grants

The OCLTA receives federal grants for transportation projects and other reimbursable
activities which are subject to audit by the grantor agency. Although the outcome of any such
audits cannot be predicted, it is management’s opinion that these audits would not have a
material effect on the OCLTA's financial position or changes in financial position.

9. Effect of New Pronouncements
GASB Statement No. 83

In November 2016, GASB issued Statement No. 83, Certain Asset Retirement Obligations. This
Statement addresses accounting and financial reporting for certain asset retirement
obligations (AROs). An ARO is a legally enforceable liability associated with the retirement
of a tangible capital asset. A government that has legal obligations to perform future asset
retirement activities related to its tangible capital asset should recognize a liability based on
the guidance in this Statement. This Statement also requires disclosure of information about
the nature of a government’s ARO, the methods and assumptions used for the estimates of the
liabilities, and the estimated remaining useful life of the associated tangible capital assets.
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This Statement is effective for OCLTA’s fiscal year ending June 30, 2019. OCLTA has
determined that this Statement does not have a material impact on the financial statements.

GASB Statement No. 84

In January 2017, GASB issued Statement No. 84, Fiduciary Activities. The objective of this
Statement is to improve guidance regarding the identification of fiduciary activities for
accounting and financial reporting purposes and how those activities should be reported. This
Statement establishes criteria for identifying fiduciary activities of all state and local
governments. An activity meeting the criteria should be reported in a fiduciary fund in the
basic financial statements. This Statement describes four fiduciary funds that should be
reported, if applicable: (1) pension (and other employee benefit) trust funds, (2) investment
trust funds, (3) private-purpose trust funds, and (4) custodial funds. This Statement also
provides for recognition of a liability to the beneficiaries in a fiduciary fund when an event
has occurred that compels the government to disburse fiduciary resources. This Statement is
effective for OCLTA’s fiscal year ending June 30, 2020. OCLTA has not determined the effect
of this Statement.

GASB Statement No. 87

In June 2017, GASB issued Statement No. 87, Leases. The objective of this Statement is to better
meet the information needs of financial statement users by improving accounting and
financial reporting for leases by governments. This Statement increases the usefulness of
governments’ financial statements by requiring recognition of certain lease assets and
liabilities for leases that previously were classified as operating leases and recognized as
inflows of resources or outflows of resources based on the payment provisions of the contract.
It establishes a single model for lease accounting based on the foundational principle that
leases are financings of the right to use an underlying asset. Under this Statement, a lessee is
required to recognize a lease liability and an intangible right-to-use lease asset, and a lessor is
required to recognize a lease receivable and a deferred inflow of resources, thereby enhancing
the relevance and consistency of information about governments’ leasing activities. This
Statement is effective for OCLTA'’s fiscal year ending June 30, 2021. OCLTA has not
determined the effect of this Statement.

GASB Statement No. 88

In April 2018, GASB issued Statement No. 88, Certain Disclosures Related to Debt, Including
Direct Borrowings and Direct Placements. The primary objective of this Statement is to
improve the information that is disclosed in notes to government financial statements related
to debt, including direct borrowings and direct placements. It also clarifies which liabilities
governments should include when disclosing information related to debt. This Statement is
effective for OCLTA’s fiscal year ending June 30, 2019. See note 7.
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GASB Statement No. 89

In June 2018, GASB issued Statement No. 89, Accounting for Interest Cost Incurred before the
End of a Construction Period. The objectives of this Statement are (1) to enhance the relevance
and comparability of information about capital assets and the cost of borrowing for a reporting
period and (2) to simplify accounting for interest cost incurred before the end of a construction
period. This Statement is effective for OCLTA’s fiscal year ending June 30, 2021. OCLTA,
however, has early implemented this Statement in this fiscal year. OCLTA has determined
that this Statement does not have a material impact on the financial statements.

GASB Statement No. 90

In August 2018, GASB issued Statement No. 90, Majority Equity Interests — an amendment of
GASB Statements No. 14 and No. 61. The primary objectives of this Statement are to improve
the consistency and comparability of reporting a government’s majority equity interest in a
legally separate organization and to improve the relevance of financial statement information
for certain component units. This Statement is effective for OCLTA’s fiscal year ending
June 30, 2020. OCLTA has not determined the effect of this Statement.

GASB Statement No. 91

In May 2019, GASB issued Statement No. 91, Conduit Debt Obligations. The primary
objectives of this Statement are to provide a single method of reporting conduit debt
obligations by issuers and eliminate diversity in practice associated with (1) commitments
extended by issuers, (2) arrangements associated with conduit debt obligations, and (3) related
note disclosures. This Statement achieves those objectives by clarifying the existing definition
of a conduit debt obligation; establishing that a conduit debt obligation is not a liability of the
issuer; establishing standards for accounting and financial reporting of additional
commitments and voluntary commitments extended by issuers and arrangements associated
with conduit debt obligations; and improving required note disclosures. This Statement is
effective for OCTA’s fiscal year ending June 30, 2022. OCLTA has not determined the effect
of this Statement.
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ORANGE COUNTY LOCAL TRANSPORTATION AUTHORITY
(A Component Unit of the Orange County Transportation Authority)
Required Supplementary Information
Budgetary Comparison Schedule - LTA Fund (Budgetary Basis)

Year Ended June 30, 2019
Budgeted Amounts
Actual Variance with
(amounts expressed in thousands) Original Final Amounts Final Budget
Revenues:
Sales taxes $ 332,170 $ 332,170 $ 338,666 $ 6,496
Contributions from other agencies 60,646 60,646 106,488 45,842
Contributions from other OCTA funds 14,521 14,521 75,649 61,128
Interest 7,470 7,470 40,024 32,554
Miscellaneous 4,665 4,665 456 (4,209)
Total revenues 419,472 419,472 561,283 141,811
Expenditures:
Current:
General government - supplies and services 169,600 168,819 110,311 58,508
Transportation:
Contributions to other local agencies 175,551 175,517 109,552 65,965
Contributions to other OCTA funds 51,405 51,405 49,322 2,083
Capital outlay 972,401 972,401 842,762 129,639
Debt service:
Interest - - 47 (47)
Bond issuance costs - 1,000 826 174
Total expenditures 1,368,957 1,369,142 1,112,820 256,322
Excess (deficiency) of revenues
over (under) expenditures (949,485) (949,670) (551,537) 398,133
Other financing sources (uses):
Transfers in 17,624 17,624 - (17,624)
Transfers out (48,535) (48,535) (34,874) 13,661
Bond issuance - - 376,690 376,690
Bond premium - - 69,342 69,342
Payment to refunded bond escrow agent - - (45,062) (45,062)
Total other financing uses (30,911) (30,911) 366,096 397,007
Net change in fund balance $ (980,396) $ (980,581) $ (185,441) $ 795,140
Reconciliation to GAAP:
Net change in fund balance (budgetary basis) $ (185,441)
Less: Estimated revenues for encumbrances outstanding at June 30 46,996
Add: Current year encumbrances outstanding at June 30 677,337
Net change in fund balance (GAAP basis) $ 444,900

See accompanying notes to the required supplementary information.
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Orange County Local Transportation Authority
(A Component Unit of the Orange County Transportation Authority)

Notes to Required Supplementary Information

Year Ended June 30, 2019

(in thousands)

1. Budgetary Data

The OCLTA establishes accounting control through formal adoption of an annual operating
budget for the LTA and the debt service governmental funds. The budget is prepared in
conformity with accounting principles generally accepted in the United States (GAAP) except
for multi-year contracts, for which the entire amount of the contract is budgeted and
encumbered in the year of execution. The adopted budget can be amended by the Board to
increase both appropriations and estimated revenues as unforeseen circumstances come to
management’s attention. Budgeted expenditure amounts represent original appropriations
adjusted for supplemental appropriations during the year. Division heads are authorized to
approve appropriation transfers within major objects subject to approval by the Finance and
Administration Division. Major objects are defined as Salaries and Benefits, Supplies and
Services and Capital Outlay. Supplies and Services includes Contributions to Other Local
Agencies, Debt Service and Transfers. Appropriation transfers between major objects require
approval of the Board. Accordingly, the legal level of budgetary control, that is the level that
expenditures cannot exceed appropriations, for budgeted funds, is at the major object level for
the budgeted governmental funds. A Fourth Quarter Budget Status Report, June 2019 is
available from the OCTA Finance and Administration Division. With the exception of accounts
which have been encumbered, appropriations lapse at year end.

There were no excess of expenditures over appropriations for fiscal year 2018-19.
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ORANGE COUNTY LOCAL TRANSPORTATION AUTHORITY
(A Component Unit of the Orange County Transportation Authority)
Other Supplementary Information
Budgetary Comparison Schedule - LTA Debt Service Fund (Budgetary Basis)

Year Ended June 30, 2019
Budgeted Amounts
Actual Variance with
(amounts expressed in thousands) Original Final Amounts Final Budget
Revenues:

Interest $ 6,726 % 6,726 % 6,800 $ 74
Total revenues 6,726 6,726 6,800 74
Expenditures:

Debt service:

Principal payments on long-term debt 11,279 11,279 8,165 3,114

Interest on long-term debt 33,086 33,086 20,630 12,456
Total expenditures 44,365 44,365 28,795 15,570
Deficiency of revenues

under expenditures (37,639) (37,639) (21,995) 15,644
Other financing sources:

Transfers in 37,638 37,638 34,874 (2,764)

Transfers out (6,726) (6,726) - 6,726
Total other financing sources 30,912 30,912 34,874 3,962
Net change in fund balance $ 6,727) $ 6,727) $ 12,879 $ 19,606
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Crowe

Crowe LLP
Independent Member Crowe Global

INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING
AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL
STATEMENTS PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

Board of Directors
Orange County Local Transportation Authority
Orange, California

We have audited, in accordance with the 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, the financial statements of the governmental
activities and each major fund of the Orange County Local Transportation Authority (OCLTA), a component
unit of the Orange County Transportation Authority (OCTA), as of and for the year ended June 30, 2019,
and the related notes to the financial statements, which collectively comprise OCLTA’s basic financial
statements, and have issued our report thereon dated October 29, 2019.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered OCLTA's internal control
over financial reporting (internal control) to determine the audit procedures that are appropriate in the
circumstances for the purpose of expressing our opinions on the financial statements, but not for the
purpose of expressing an opinion on the effectiveness of OCLTA'’s internal control. Accordingly, we do not
express an opinion on the effectiveness of OCLTA's internal control.

A deficiency in internal control exists when the design or operation of a control does not allow management
or employees, in the normal course of performing their assigned functions, to prevent, or detect and correct,
misstatements on a timely basis. A material weakness is a deficiency, or a combination of deficiencies, in
internal control, such that there is a reasonable possibility that a material misstatement of the entity’s
financial statements will not be prevented, or detected and corrected on a timely basis. A significant
deficiency is a deficiency, or a combination of deficiencies, in internal control that is less severe than a
material weakness, yet important enough to merit attention by those charged with governance.

Our consideration of internal control was for the limited purpose described in the first paragraph of this
section and was not designed to identify all deficiencies in internal control that might be material
weaknesses or significant deficiencies. Given these limitations, during our audit we did not identify any
deficiencies in internal control that we consider to be material weaknesses. However, material weaknesses
may exist that have not been identified.
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether OCLTA's financial statements are free of material
misstatement, we performed tests of its compliance with certain provisions of laws, regulations, contracts,
and grant agreements, noncompliance with which could have a direct and material effect on the
determination of financial statement amounts. However, providing an opinion on compliance with those
provisions was not an objective of our audit, and accordingly, we do not express such an opinion. The
results of our tests disclosed no instances of noncompliance or other matters that are required to be
reported under Government Auditing Standards.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control over financial
reporting and compliance and the results of that testing, and not to provide an opinion on the effectiveness
of the entity’s internal control or on compliance. This report is an integral part of an audit performed in
accordance with Government Auditing Standards in considering the entity’'s internal control and
compliance. Accordingly, this communication is not suitable for any other purpose.

Cowiw K

Crowe LLP

Costa Mesa, California
October 29, 2019
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