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UNDERSTANDING THE BUDGET 
 
 
The City's Annual Budget document functions as a Policy Document, a Financial Plan, 
an Operations Guide and a Communications Tool. To satisfy these roles, the Budget 
includes the following components: the City Managerôs Message, which serves as a policy 
statement; the financial worksheets, which detail the program revenues and expenditures 
and serves as the annual financial plan; department goals, accomplishments, and 
objectives, which serve as an operational plan and guide in allocating resources, and; the 
Five Year Capital Improvement Program, which serves as a budget and strategic planning 
tool to determine the extent of future capital improvement needs and sources of funding. 
The inclusion of these components ensures that the budget document is a comprehensive 
communication tool. 
 
To understand the budget, it is important to know that the City budgets and accounts for 
revenues and expenditures in a number of different funds. The General Fund accounts 
for all financial resources, except for those required by law or mandate to be accounted 
for in a restricted fund. The General Fund provides for basic government services such 
as public safety, planning and building services, park maintenance, and recreation 
services. The primary revenue sources for the General Fund are sales taxes, property 
taxes, vehicle license fees, and various user fees. 
 
Other funds that contribute to the Budget include Special Revenue Funds, from revenue 
sources that are legally restricted to expenditures for specific purposes. These include 
funds such as Proposition 172 for Public Safety, Measure "M2" funds for transportation, 
and Gas Tax funds for street maintenance and construction. Revenue from the City's 
sanitation/sewer and water utility operation supports the Cityôs Enterprise Funds.  Capital 
Improvement Funds are derived from a variety of grants and other revenue sources that 
are designated for infrastructure and other capital improvements. A complete listing and 
description of each of the Cityôs funds is contained in the ñFund Descriptionsò section of 
this document. 
 
 

THE BUDGET PROCESS 
 

BUDGET CALENDAR 
 
The City of Orange operates on a fiscal year that starts July 1st and ends the following 
June 30th. The formal budget process for the upcoming fiscal year begins during 
December and culminates with the City Councilôs adoption of the budget in June.   
 
In November, City Departments begin the planning process for Capital Improvement 
Projects and submit their initial Capital Improvement requests to the City Manager. During 
January, City Departments establish goals and service objectives for the upcoming fiscal 
year. Initial revenue estimates are also prepared.  In February, departments prepare and 
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submit their operating budget requests and meet with the City Manager to discuss these 
submittals.  Departments also meet with the City Manager to review Capital Improvement 
Project submittals. 
 
Between the months of March and May, the City Council conducts a series of public study 
sessions on the budget. These study sessions address Departmentsô goals and service 
objectives, the proposed Capital Improvement Projects, and a review of estimated 
revenues, expenditures, and fund balances. The proposed budget may be revised in 
response to feedback provided by the public or the City Council at these study sessions. 
 
The process culminates with the adoption of the budget during a Council Meeting in June. 
During any Council meeting after the adoption of the budget, the City Council may amend, 
supplement, or revise the budget. A summary version of the Cityôs budget calendar is 
included at the end of this ñBudget Processò section. 
��
 
OPERATING BUDGET 
 

The Cityôs operating budget covers costs for the maintenance and operations needed 
to provide general City services and covers expenditures such as salaries and benefits, 
materials, supplies, professional services, capital outlay, allocated costs, etc. The 
Operating Budget does not include costs associated with Debt Service or Capital 
Improvement Projects. Revenues to fund the operating budget are primarily derived 
from sales taxes, property taxes, motor vehicle in lieu fees, and user fees. 
 
The first step in preparing the Cityôs operating budget involves the establishment of 
goals and services objectives by each department for the upcoming year.  Resources 
are allocated based on the goals and service objectives that are established as a result 
of this process.   
 
Each department partakes in zero-base budgeting ï providing justification and detail for 
all budgetary expenses that support ongoing programs and services. Requests for 
funding over and above the current level of services may be submitted to the City 
Manager for consideration. The City allocates the costs of providing various citywide 
services to each department. Fleet Service costs (fuel, vehicle maintenance, and 
vehicle replacement); Information Technology costs for both equipment and operations; 
costs for workers compensation; liability costs and general and administrative overhead 
costs are allocated to departments based on a variety of factors intended to reasonably 
approximate each departmentôs portion of the Cityôs total cost of providing the service. 
 
During February and March, Department Heads meet with the City Manager to review 
their budget submittals. Proposed budgets are finalized during the months of April and 
May. The City Council adopts the budget during a Council Meeting in June. Once 
adopted, the budget becomes the authority for the expenditure of City funds.   
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CAPITAL IMPROVEMENT BUDGET 
��
Along with the Operating Budget, the City prepares a plan of capital improvements that 
covers the upcoming five-year period, referred to as the Capital Improvement Program 
(CIP). The CIP is a financial plan for the expenditure of funds which add to or improve 
the Cityôs infrastructure or capital assets. CIP projects can be distinguished by one or 
more of the following characteristics: 
 

�ƒ Project expenditures may span more than one fiscal year; 
�ƒ Projects may require funding with debt because of the significant costs to be 
shared by current and future beneficiaries; and 

�ƒ Projects may require systematic acquisitions over an extended period of time in 
order to implement major operating systems, to provide public programs, or to 
ensure the replacement of certain equipment at regular, scheduled intervals. 

 
CIP projects include a variety of infrastructure or major building projects such as the 
rehabilitation of streets, highways, and/or intersections, the construction of new facilities 
or renovations and repairs to existing facilities. Major investments in technology 
(computer equipment, safety equipment, etc.) are also budgeted as a part of the CIP.    
 
Budgets for CIP projects include the costs for staff to provide the engineering, design 
work, construction oversight, etc. needed to complete the project. The immediate and 
long-term costs to the operating budget that result from a CIP project is considered 
when proposing or designing CIP projects.  Any operating cost increase resulting from 
the completion of a CIP project is included in the operating budget.  
 
Funding for the CIP can come from various Restricted Funds or from transfers from the 
General Fund into the appropriate Capital Project Fund.  The City also pursues 
numerous grant opportunities to fund the costs of capital improvements whenever 
possible. 
 
The budget process for the CIP runs concurrent with the operating budget process. 
Budget study sessions for the CIP may be held separately or in conjunction with those 
of the operating budget. The CIP is adopted by June 30th together with the operating 
budget and includes appropriations for the first of the five-years covered by the CIP.    
 
Although CIP projects frequently span two or more fiscal years, the estimated funding 
needed to complete the project is typically appropriated in the first year of the project.  
This ensures that funds needed to complete the project will be available once work on 
the project is started. Appropriations for CIP projects are generally carried over to the 
following fiscal year until the project has been completed. At any City Council meeting 
after the adoption of the CIP, the City Council may amend, supplement, or revise the 
CIP project appropriations for the current fiscal year. 
 
Additional information (highlights and funding schedules) specific to the Cityôs CIP is 
included in the Capital Improvements section of this document. 
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GANN APPROPRIATION LIMIT 
 
State Proposition 4, commonly known as the Gann Initiative, was approved by California 
voters in November 1979.  Proposition 4 created Article XIIIB of the State Constitution, 
which places limits on the amount of revenue that can be spent by government 
agencies. This is referred to as the Gann Appropriation Limit or Gann Limit. 
 
A subsequent related State initiative, Proposition 111, was approved by the voters in 
June 1990 and provided new adjustment formulas to make the Gann Limit more 
responsive to local growth issues and to address concerns regarding the accountability 
of local governments in adopting their limits.  Prior to each fiscal year, City Councils 
must adopt by resolution the Gann Appropriation Limit for the City for the upcoming 
year.  In addition, cities are required to conduct a review of their limits during annual 
financial audits.  
 
The appropriations limitation imposed by Propositions 4 and 111 creates a restriction 
on the amount of revenue that can be appropriated in any fiscal year.  The limit is based 
on actual appropriations during the 1978-79 fiscal year and is increased each year using 
population and inflation growth factors.  Only revenues that are classified as ñproceeds 
of taxesò are subject to the limit.  The use of ñnon-tax proceedsò (user fees, rental 
income, franchise fees, Gas Tax revenue) is not restricted. 
 
During any fiscal year, a city may not appropriate any proceeds of taxes it receives in 
excess of its established limit. Excess funds received in any year may be carried into 
the subsequent year for use if the City is below its limit for that year.  Any excess funds 
remaining after the second year would be required to be returned to local taxpayers by 
reducing tax rates or fees. As an alternative, a majority of the voters may approve an 
ñoverrideò to increase the Cityôs appropriation limits. 
 
The Gann Limitôs appropriation restriction had little impact in the early 1980ôs as a result 
of the high rate of inflation during that period. Because the appropriation limit for most 
cities increased faster than actual revenue grew, cities were generally below their limits.  
This trend changed during the mid 1980ôs, as exemplified by the State of Californiaôs 
$1.1 billion refund to taxpayers in 1987 when it collected revenues in excess of its limit.  
The limit also served as the major barrier to increasing taxes on gasoline in the late 
1980ôs.  In recent years, the trend has reversed again for most cities.  As the rate of 
revenue growth slows and the growth factors, especially population, increase at a 
steady rate, most cities, including Orange, are experiencing comfortable gaps between 
their appropriation limits and their actual appropriations.  
 
The City of Orangeôs FY 25 Gann Appropriation Limit, as adopted by the City Council, 
is $254,022,817. The appropriations subject to the Limit total $127,542,785. Thus, the 
City of Orange is under its Appropriation Limit by $126,480,032. 
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BASIS OF BUDGETING 
 
The Cityôs annual budget is adopted by June 30th of each year on a basis consistent 
with generally accepted accounting principles for all governmental funds as defined 
below: 

 
Governmental fund types use the flow of current financial resources and the modified 
accrual basis of accounting whereby revenues are recognized when they become both 
measurable and available to finance expenditures of the current period. Accrued 
revenues include property taxes, sales taxes and earnings on investments.  The City 
considers property taxes and sales taxes as available if they are remitted within 60 days 
after year-end.  Grants received before the related revenue recognition criteria have 
been met are reported as deferred revenues.  Expenditures are recorded when the 
related fund liability is incurred, except that principal and interest on general long-term 
debt is recognized when due. 
 
Proprietary fund types are accounted for on the flow of economic resources and use the 
ñfullò accrual basis of accounting.  Generally, revenues are recognized when they are 
earned and become measurable; expenses are recognized when incurred, if 
measurable. 
 
Encumbrance accounting, under which purchase orders, contracts and other 
expenditure commitments are recorded in order to reserve that portion of the applicable 
appropriation, is employed as an extension of formal budgetary integration in the 
General, Special Revenue, Debt Service, and Capital Projects Funds.  Encumbrances 
outstanding at year-end are reported as reservations of fund balances and do not 
constitute expenditures or liabilities. Open encumbrances and their appropriations 
automatically carryover to the subsequent year. Generally, unencumbered operating 
appropriations of the governmental funds automatically lapse at the end of the fiscal 
year. Operating appropriations may be carried over to the next fiscal year with the 
approval of the City Council.  Appropriations for CIP projects are generally carried over 
to the following fiscal year until the project has been completed.  The carryover of a CIP 
appropriation does not require Council authorization. 
 
The City prepares an Annual Comprehensive Financial Report (ACFR) which reports 
the status of the Cityôs finances on the basis of Generally Accepted Accounting 
Practices (GAAP).  In most instances, this is consistent with the way in which the City 
prepares its budget.  There are a few exceptions: 
 

�ƒ Capital expenditures are recorded as an asset in the Enterprise Funds of the 
ACFR as opposed to an expenditure in the budget. 

�ƒ Depreciation is recognized as an expense in the ACFR although it is not a 
budgeted expenditure. 

�ƒ The short-term portion of compensated absences are accrued as a liability in the 
Cityôs accounting records but recognized as a budgetary expenditure only when 
paid. 
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�ƒ Unrealized investment losses or gains are reported in the Cityôs ACFR but not 
budgeted as either an expenditure or revenue. 

�ƒ Principal payments on long-term debt are budgeted as expenditures rather than 
a reduction to a liability. 

�ƒ Proceeds from the sale of assets are recognized as revenue in the Cityôs budget, 
without any recognition of a gain or loss. 

�ƒ Expenses for Internal Services are budgeted as expenditures in the Internal 
Service activities and again as allocated expenditures in the Cityôs departments.  
In the ACFR, the City reports only the allocated expenditure. 

 
 
BUDGETARY CONTROL 
 
Budgetary control is maintained at the fund level for operating expenditures and at the 
project and fund levels for capital projects. Department Heads may transfer 
appropriations between non-salary object classifications or programs within their 
operating departmental budget with the approval of the Finance Director.  The City 
Managerôs approval is required to transfer funds to or from salary accounts.  All other 
transfers of appropriations, as well as any additional appropriations, require City Council 
approval. 
 
 
BUDGET PERFORMANCE MONITORING AND REPORTING 
 
Department heads are responsible for monitoring their budgets throughout the year. 
Department monthly reports on budget performance are available for review via the 
financial system program.  Periodically, staff will provide the City Manager and City 
Council with updates, issues and responses to any budget related questions and/or 
concerns.  These reports may include the status of revenues, expenditures, and goals 
and objectives relative to the adopted budget and the status of capital projects.  
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FINANCE AND BUDGET POLICIES 

 
 

DEBT MANAGEMENT POLICIES 
 
The City of Orange has been prudent in its use of debt to finance projects and major 
purchases.  Prior to issuing any debt, the City considers several key factors.  These 
factors include the availability of resources to repay the debt, the current and future 
impact on the taxpayers, and the operations of the City.  
 
Complete schedules detailing all debt obligations and the annual debt service 
requirements related to those obligations can be found in the ñDebt Serviceò section of 
this document. 
 
The City is bound by a provision in state law limiting indebtedness for cities to 15% of 
the assessed value of all real and personal property of the City.  Based on an assessed 
value of $28.8 billion, the City of Orangeôs legal debt limit for 2024-25 was $4.3 billion. 
This statutory limitation applies to bonded indebtedness of the City payable from the 
proceeds of taxes levied on property. The City of Orange has outstanding Pension 
Obligation Bonds originally issued in the amount of $286,485,000, with an outstanding 
balance of $246,290,000 as of June 2025. The City of Orange has outstanding Lease 
Revenue Bonds originally issued in the amount of $29,930,000, with an outstanding 
balance of $27,695,000 as of June 2025. The City of Orange has no other outstanding 
bonds. 
 
 
RESERVE AND FUNDING POLICIES  
 
The City Council adopted a comprehensive financial reserve policy effective February 
1, 2021, rescinding the General Fund Reserve Policy established in May 1996. The 
Financial Reserve Policy defines reserve types, specifies how the reserves are to be 
used, and how they are to be replenished.   
 
General Fund Contingency Reserve ï The Financial Reserve policy designates 18% 
of its General Fund operating expenditures as a catastrophic contingency, which can 
be used in the case of a catastrophic event or severe economic downturn.  The Reserve 
for Catastrophic Contingencies is currently $26,928,879. This equates to 18% of the 
adopted FY26 General Fund operating budget.  
 
Capital Improvement Program Funding (500) ï The City has established a separate 
fund for budgetary and financial reporting purposes for capital projects that are funded 
by the General Fund. The minimum reserve level per the Financial Reserve Policy is 
the annual average of the five-year Capital improvement Plan budgeted expenditures, 
or 50% of the single highest year in the five-year CIP, whichever is higher. The fund is 
projected to have an ending fund balance of $3,849,373 through June 2026, $985,627 
less than the policy minimum.   

7



FY 26 Budget 
 

 

 
Vehicle Replacement Funding (720) ï The Cityôs practice is to charge allocations to 
each department using City vehicles.  The allocation includes a factor for straight-line 
depreciation as well as an inflation factor, designed to provide for the increasing costs 
of replacement vehicles. The inflation factor component is evaluated periodically and 
adjusted based on factors such as the age of the Cityôs fleet, vehicle price indexes and 
the Vehicle Replacement Fundôs balance.  Replacement funds are accumulated in an 
internal service fund for the future replacement of vehicles and miscellaneous rolling 
stock. The minimum reserve level, as designated in the Financial Reserve Policy, is the 
annual average of the prior three yearsô of actual vehicle and equipment expenditures. 
This fund is projected to have an ending fund balance of ($2.1M), through June 2026, 
$4.6M below the policy minimum.   

 
Employee Accrued Liability Funding (760) ï The City has established a policy to fund 
payouts to employees, upon termination or retirement, of accrued leave. An annual 
charge is made to all departmental budgets based on 3.68% of actual payroll.  These 
funds are set aside to cover payouts of accumulated accrued leave upon the termination 
or retirement of employees. In addition, due to rising costs associated with employee 
retirement costs (CalPERS), at City Council direction, this fund also includes a reserve 
to cover these future costs. The fund is projected to have an ending fund balance of 
$340,776.  ��

��
Computer and Technology Replacement Funding (790) ï As specified in the Cityôs 
Financial Reserve Policy, funding for the acquisition and replacement of the Cityôs 
information technology infrastructure has been established. Funding is accomplished 
through an allocation to all funds. The minimum reserve level, as designated in the 
Financial Reserve Policy, is the annual average of the prior three yearsô of actual 
computer and technology capital expenditures. The fund is projected to have an ending 
fund balance of $7,549,366 through June 2026, $4,793,792 above the policy minimum. 
 

Water Fund Operating Reserve (600) ï As specified in the Financial Reserve Policy, 
the Cityôs goal is to designate 25% of the Cityôs Water Operations Fund in order to 
ameliorate revenue fluctuations that result from varying weather conditions. The Water 
Operations Fund is projected to have a FY 26 ending available fund balance of 
$7,014,172, which equates to 14.6% of the Fundôs operating expenditures. 

 
Sanitation Fund Operating and Capital Reserve (220) ï As specified in the Financial 
Reserve Policy, the Cityôs goal is to designate 25% of the Cityôs Sanitation Operations 
Fund in order to ameliorate revenue fluctuations that result from varying weather 
conditions. The Sanitation Operations Fund is projected to have a FY 26 ending 
available fund balance of $3,204,969, which equates to 36.6% of the Fundôs operating 
expenditures. 
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OPERATING BUDGET POLICIES 
 
�x The City will strive to avoid budgetary procedures that balance current expenditures 
at the expense of meeting future yearsô expenses, such as postponing expenditures, 
accruing future yearsô revenues, or rolling over short-term debt. 

�x Budgetary and accounting procedures will conform to Generally Accepted 
Accounting Principles (GAAP) for governmental agencies. 

�x Provisions will be made for adequate maintenance of capital assets and equipment 
and for their orderly replacement, within budgetary limits. 

�x Costs will be allocated to programs to cover administrative costs and the funding of 
future liabilities. 

�x The budget will provide for adequate funding of all retirement obligations in 
accordance with contractual commitments. 

�x The City will maintain a budgetary control system to help City staff adhere to the 
budget. 

�x The City will be held accountable for ensuring that department expenditures stay 
within budgeted appropriations. 

�x The City will periodically submit reports to the City Council comparing actual 
revenues and expenditures to budgeted appropriations, along with a written 
analysis. 

�x All requests for City Council action having a financial impact upon the City and/or its 
various funds shall be reviewed by the Finance Director for approval prior to placing 
these requests on the Councilôs agenda. 

�x New and/or upgraded positions approved as part of the budgetary process shall be 
reviewed to determine the appropriateness of the assigned classification and 
compensation. 

�x The City will aggressively seek State, Federal, and other grants that may be 
available to the City. 

�x Enterprise funds will remain self-supporting for operating expenses and will receive 
no General Fund tax support. 

 
 
PURCHASING POLICIES 
 
�x Purchases will be made in accordance with all Federal, State, and municipal 
requirements.  If there are no specific requirements, purchases will be made in the 
best interest of the City. 

�x Purchases will be made in an impartial, economical, competitive, and efficient 
manner. 

�x Purchases will be made from the lowest priced and most responsible vendor. 
Qualitative factors such as vendor reputation and financial condition will be 
considered, as well as price. 

�x Preference will be given to purchases of like-quality to vendors who maintain a place 
of business within the City. 
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REVENUE POLICIES 
 
�x The City will endeavor to maintain a diversified and stable revenue base to shelter 
it from short-term fluctuations in any single revenue source. 

�x The City will estimate City annual revenues by an objective, conservative, analytical 
process. 

�x The City will set fees and user charges for each enterprise operation at a level that 
fully supports the total direct and indirect costs of the activity.  Indirect costs will 
include the cost of annual depreciation of capital assets. 

�x The City will calculate the full direct cost of activities supported by user fees and 
consider such information when establishing user charges. 

�x The City will strive to use non-recurring revenues only to fund non-recurring 
expenditures. 

�x The City will allocate interest earned on cash and investments of all Internal Service 
Funds to the General Fund to provide an additional stable revenue source to the 
General Fund.  

 
 
INVESTMENT POLICIES 
 
�x City funds will be invested in a manner that will provide foremost for the safety of 
principal, while meeting the cash flow needs of the City and conforming to all statutes 
governing the investment of City funds.   

�x Investments will be made within the carefully defined parameters of the Statement 
of Investment Policy.  Designed to establish a clear understanding of the objectives, 
policies, and guidelines for the investment of the Cityôs funds, and to provide 
guidance to investment staff, brokers, and other advisors regarding the investment 
of City funds, the Cityôs investment policy is even more stringent than requirements 
contained in the California Government Code.   

�x Each year, the City undergoes an external audit of the Cityôs investments to be sure 
that investments are in complete compliance with the procedures and policies 
mandated by the Statement of Investment Policy.  

�x To further ensure the safety of public funds, the City utilizes an Investment Advisory 
Committee (IAC), comprised of citizens from the community with demonstrated 
experience in investing and finance.  The IAC meets quarterly and reviews the Cityôs 
investments for consistency with the Cityôs Investment Policy of safety first, followed 
by liquidity and return.  On an annual basis, the IAC reviews the Statement of 
Investment Policy and makes recommendations for any changes.   

�x The City Manager, City Finance Director, and City Treasurer will work together on 
the Investment Oversight Committee (IOC). The IOC reports to and submits regular 
compliance reports to the City Council.  Three monthly ñTreasurerôs Reportsò are 
submitted to the City Council within 45 days following the end of the quarter.  The 
Treasurerôs Report includes a detailed listing of the Cityôs investments along with 
return and benchmarking information.  
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RISK MANAGEMENT POLICIES 
 
�x The City is to be protected to the maximum extent feasible against loss or liability, 
which would affect personnel, property, finances, or the ability of the City to continue 
to fulfill its responsibilities to the taxpaying public. 

�x Risk Management is the responsibility of all City Departments and employees. 
�x The Cityôs Risk Manager works cooperatively with City Departments to limit the 
Cityôs exposure to risks of loss related to torts, theft, damage or destruction of assets, 
errors and omissions, road and walkway design hazards, vehicle accidents, and 
natural disasters. 

�x The Cityôs Risk Manager provides training to City staff in prevention programs such 
as employee safety and hazard identification and conducts ongoing risk 
assessments of all City facilities.  

�x The City works with groups, contractors, consultants, and other companies doing 
business with the City to review and accept insurance (Professional Liability and/or 
General Liability) and surety bonds that will protect the City in instances of loss; the 
City obtains indemnification and hold harmless agreements where applicable. 
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