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Mayor Ashley Swearengin City Manager Bruce Rudd

2600 Fresno Street, Suite 2156 - Fresno, California 93721-3622

March 11, 2016

The Honorable Mayor Ashley Swearengin
The Honorable Members of the City Council
Distinguished Citizens of the City of Fresno

Fresno, California
COMPREHENSIVE ANNUAL FINANCIAL REPORT OF THE CITY OF FRESNO

We are pleased to present the Comprehensive Annual Financial Report (CAFR) of the
City of Fresno, California (City) for the fiscal year ended June 30, 2015 (Fiscal Year
2014-2015), with the Independent Auditor's Report, submitted in compliance with City
Charter Section 804(c) and Section 1216. The CAFR has been prepared by the
Controller’'s Office in conformance with the principles and standards for financial
reporting set forth by the Governmental Accounting Standards Board (GASB).

Responsibility for both the accuracy of the data and the completeness and fairness of
the presentation, including all disclosures, rests with the City. We believe that the data
(as presented) is accurate in all material respects; that its presentation fairly shows the
financial position and the results of the City’s operations as measured by the financial
activity of its various funds; and that the included disclosures will provide the reader with
an understanding of the City’s financial affairs.

FINANCIAL REPORTING AND FORMATS

The City has prepared its CAFR in conformance with the principles and standards for
financial reporting set forth by the Governmental Accounting Standards Board (GASB).
The existing comprehensive structure of internal accounting controls in the City provides
reasonable assurance that the financial statements are free of any material
misstatements. Since the cost of internal control should not exceed anticipated benefits,
the objective is to provide reasonable, rather than absolute, assurance that the financial
statements are free of any material misstatements. We believe that the reported data is
accurate in all material respects and that its presentation fairly depicts the City’s
financial position and changes in its financial position as measured by the financial
activity of its various funds. We are confident that the included disclosures provide the
reader with an understanding of the City’s financial affairs.
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Accounting principles generally accepted in the United States of America (GAAP)
requires that management provide a narrative introduction, overview, and analysis to
accompany the basic financial statements in the form of Management’s Discussion and
Analysis (MD&A). This letter of transmittal is designed to complement the MD&A and
should be read in conjunction with it. The MD&A can be found immediately following the
report of the independent auditors.

KEY FINANCIAL REPORT SECTIONS

Our CAFR is divided into the following sections:

The Introductory Section includes information about the organizational structure of the
City, the City’'s economy, major initiatives, status of City services, and cash
management.

The Financial Section is prepared in accordance with GASB Statement No. 34
requirements by including the MD&A, the Basic Financial Statements including notes,
and the Required Supplementary Information. The Basic Financial Statements include
the government-wide financial statements that report on all City financial operations,
and also include fund financial statements that present information for all City funds.
Also included in this section is the Independent Auditor’s Report on the Basic Financial
Statements and schedules.

The financial statements of several enterprise activities and all component units of the
City, (the Fresno Joint Powers Financing Authority, the City of Fresno Fire and Police
Retirement System, the City of Fresno Employees Retirement System, the City of
Fresno Health and Welfare Trusts, and the Fresno Revitalization Corporation and FRC
Canyon Crest, LLC) are included in this CAFR. The reason for reporting the component
unit information is that they either have substantially the same governing boards as the
City or because they provide services exclusively or almost exclusively for the benefit of
the City.

A fiduciary component unit, the Successor Agency to the Redevelopment Agency of the
City of Fresno (Successor Agency) is also presented. It was created to serve as
custodian for assets and to wind down the affairs of the former Redevelopment Agency.
The Board of the Successor Agency consists of the Fresno City Council. The
Successor Agency is a separate legal entity and is reported as a private purpose trust in
the City’s financial statements.

The discretely presented component unit (City of Fresno Cultural Arts Properties) is a
legally separate entity for which the City is financially accountable through the
appointment of the corporation’s board and the ability to approve the corporation’s
budget. However, it does not provide services exclusively or almost exclusively to the
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City of Fresno. Through its charitable purpose of owning and managing properties, it
provides ongoing services to the citizens of the community.

The Statistical Section includes up to ten years of historical financial data, debt
statistics, and miscellaneous social and economic data of the City that is of interest to
potential bond investors and other readers. Its presentation conforms to GASB
Statement No. 44.

FRESNO’S GOVERNMENT, ECONOMY AND OUTLOOK

Fresno is the county seat of Fresno County, and is the economic and cultural hub of the
fertile Central San Joaquin Valley: a metropolitan region with more than 520,159
residents in the City proper and just under 1 million in Fresno County. As of the most
recent data in 2015, the population estimate continues to reflect Fresno as the fifth
largest city in California, the largest inland city in California and the 34" largest in the
nation. Fresno is located in the center of the wide San Joaquin Valley of Central
California, approximately 200 miles north of Los Angeles and 170 miles south of the
state capitol, Sacramento. The City is part of the Fresno-Clovis metropolitan area,
which is the second largest metropolitan area in the Central Valley after Sacramento.

The economic base of Fresno County is predominantly agriculturally oriented. Fresno
County is the number one agriculture-producing county in the United States. Grapes,
cotton, cattle and calves, milk, tomatoes, plums, turkeys, oranges, peaches and
nectarines, and alfalfa hay are among the largest income-producers and helped
produce a gross farm income of about $7.0 billion in 2014. Industries related to
agriculture, wholesale distribution, recreation, and tourism are the other components of
the Fresno economy. Industries related to agriculture include processing of fresh fruit,
nuts and citrus; manufacturing of farm machinery products, implements, and irrigation
pumps; along with the production of wine, fertilizers, insecticides, and sheet and bottle
glass.

The City of Fresno currently has a land area of 114.2 square miles. The population of
the City has grown by approximately 10.3% in the past ten years. More than 90
different nationalities that speak over 75 different languages call Fresno home. Over
half of all county residents live in the City of Fresno, making it the largest city in the
county. Fresno and its closest neighboring City of Clovis account for 64% of the County
population. The 2010 Federal census showed that racial and ethnic diversity continues
to be robust in the City, with nearly a majority of the City’s population represented by all
minority groups combined.

Fresno’s position as the hub for education, healthcare, government and professional
services makes it unique among the economy of Fresno County. Construction
employment rapidly expanded for many years until the downturn in the housing market
and the economy. Food processing has led the manufacturing sector with such notable
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companies as Conagra Foods, Lyons-Magnus, Del Monte, Wawona Foods, E & J Gallo
Winery, Kraft Foods, Foster Farms, Harris Ranch and others. Distribution has many
centers in the City, led by the 80 acre site of the Gap Pacific Distribution Center.
Companies specializing in machinery manufacturing, medical devices and water
technology are also present. Public sector employment is also a major contribution to
the City’s economy.

Fiscal Year 2015 Economic Conditions & Financial Impact
As was the case throughout the country, Fresno showed improvement in its economy

during fiscal year 2015. This improvement was reflected in most key economic
indicators, such as:

Economic Indicator 2014 2015 Increase
Assessed Value $28,203,427,306 $30,083,475,506 6.6%
Taxable Sales $10,469,047,200 $10,863,790,000 8.4%
Unemployment Rate 11.4% 11.6% 0.2%
Building Permits 9,766 10,962 12.2%

The improvement seen in the local economy had an effect on the City of Fresno’s
finances. This effect was evident in several City wide financial measures:

- Unrestricted Cash was up $15.6 million (4.3%) over the fiscal year 2014 year-end
Cash balance of $362.6 million.

- Total Liabilities were down $11.6 million (0.9%) from the fiscal year 2014 year-
end Total Liabilities balance of $1,294.9 million.

- Revenues were up $30.2 million (4.3%) over Revenues for fiscal year 2014
which totaled $710.0 million.

However, the largest impact on the City’s finances was the inclusion of a $326.7 million
Net Pension Asset on the City’s Statement of Net Position. Under the provisions of
Governmental Accounting Standards Board Statement # 68 (GASB 68), governmental
entities are now required to show their organization’s Net Pension Liability or Asset on
the Statement of Net Position. On the following table showing our assets compared to
25 largest California cities by population, every other city that has disclosed their
pension status as of the date of our CAFR’s publication has recorded a Net Pension
Liability: some large enough to materially offset their assets. We are the only city
among the 25 largest California cities by population (and one of the few cities in the
United States) to have a Net Pension Asset: a position that is a testament to the
outstanding work done by the Retirement Boards and the Retirement Office. In
addition, it reflects the City’s discipline to not increase benefits when its sustainability
was uncertain.
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The improvement seen by the overall organization was especially seen in the General
Fund. The General Fund’s improvement was leveraged by actions that the City’s policy
makers and management took from fiscal year 2009 through fiscal year 2013 to
alleviate budget shortfalls brought on by the Great Recession. Key metrics reflecting
that improvement include:

- Total Assets were up $13.7 million (23.1%) over the fiscal year 2014 Total Assets
year-end balance of $73.3 million.

- Total Liabilities were down $6.8 million (30.7%) from the fiscal year 2014 year-
end Total Liabilities of $22.1 million.

- Revenues were up $14.9 million (5.6%) over Revenues for fiscal year 2014.
Improved Property Tax, Sales Tax, and Business License revenues were primary
drivers in the revenue increase.

Even with the improved finances, Fresno still lags behind the other large cities in
California when it comes to assets available for use to support the City’s population. As
the following table shows, the difference between our population figure and our assets
per capita figure is one of the biggest among the 25 largest California cities by
population. And, it is important to note that our assets are increased because of the
GASB 68 Net Pension Asset that was included in the fiscal year 2015’s numbers. This
condition puts us at a disadvantage when it comes to providing services to our citizens,
because we have an inadequate asset base to efficiently address the needs. Thus, it is
imperative that we maintain fiscal prudence and continue implementing the plan to build
all our assets, especially cash and capital assets.

These metrics and others are discussed in greater detail in the Management’'s
Discussion & Analysis.



Total Government-wide Assets Per Person / Peer Cities Comparison

City Total Assets Population Assets per Population | Per Capita Net Pension
e U Census Bureau Person Ranking | Asset Rank | Asset/(Liability)
Los Angeles $53,606,578,000 2015 CAFR 3,928,864 $13,664 1 3 ($8,660,389,000)
San Diego $13,969,905,000 2015 CAFR 1,381,069 $10,115 2 10 ($1,269,623,000)
San Jose $10,542,057,000 2015 CAFR 1,015,785 $10,378 3 9 ($1,730,337,000)
San Francisco $28,827,110,000 2015 CAFR 852,469 $33,816 4 1 ($2,785,751,000)
Fresno (Restated) | $3,484,501,392 2015 CAFR 515,986 $6,753 5 16 $128,023,820*%*
Sacramento $4,014,493,000 2015 CAFR 485,199 $8,274 6 12 ($731,116,000)
Long Beach $9,086,237,000 2014 CAFR 473,577 $19,186 7 2 Not Available
Oakland $2,848,022,000 2015 CAFR 413,775 $6,883 8 15 ($1,226,357,000)
Bakersfield $2,678,744,908 2015 CAFR 368,759 $7,264 9 13 ($315,606,375)
Anaheim $4,679,912,000 2015 CAFR 346,997 $13,487 10 4 ($602,369,000)
Santa Ana $1,564,314,474 2015 CAFR 334,909 $4,671 11 23 ($481,349,315)
Riverside $4,276,870,000 2015 CAFR 319,504 $13,386 12 5 ($452,029,000)
Stockton $2,105,128,705 2015 CAFR 302,389 $6,962 13 14 ($414,667,200)
Chula Vista $1,206,277,694 2015 CAFR 260,988 $4,622 14 24 ($240,839,927)
Irvine $2,609,469,000 2015 CAFR* 248,531 $10,500 15 8 ($107,028,000)
Fremont $1,212,965,468 2015 CAFR* 228,758 $5,302 16 22 ($291,811,391)
San Bernardino $932,826,694 2013 CAFR 215,213 $4,334 17 25 Not Available
Modesto $1,830,416,018 2015 CAFR 209,286 $8,746 18 11 ($233,032,454)
Oxnard $2,320,001,983 2014 CAFR 205,437 $11,293 19 7 Not Available
Fontana $1,222,922,899 2015 CAFR 204,950 $5,966 20 19 ($106,072,962)
Moreno Valley $1,205,727,301 2015 CAFR 202,976 $5,940 21 20 ($56,678,478)
Huntington Beach | $1,070,234,000 2015 CAFR 200,809 $5,330 22 21 ($347,814,000)
Glendale $2,285,794,000 2015 CAFR 200,167 $11,419 23 6 ($453,139,000)
Santa Clarita $1,195,325,025 2015 CAFR 181,557 $6,584 24 17 ($30,551,107)
Garden Grove $1,073,233,476 2015 CAFR 175,078 $6,130 25 18 ($212,225,404)

*These cities have governmental activities only.
**This figure represents the Prefunded Pension Asset/over funding applicable to future years. For other cities this figure represents the underfunding of pension liabilities.
Only figures for Primary Governments were used. In cases where Component Units were reflected in separate Columns, Component Unit numbers were excluded.

City of Fresno as compared to Peer Cities as of June 30, 2015 CAFRs (2013 or 2014 when 2015 not available)
Vi
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Regional Perspective

The City serves as the economic and cultural center for the San Joaquin Valley.

Economic Overview

* The City of Fresno is strategically located in the center

of California with nearly half a millionresidents
(520,159) as of January 1, 2015.

*  While agriculture remains the primary industry
(13.56% of jobs), Fresno’s economy continues to
diversify, reflecting its advantageous location and
attractive cost of living.

*  The City has land area of 114.2. square miles.

* Fresno is the 5% largest city in California by population

and 34t largest in the nation.

*  Fresno is approximately 200 miles north of Los
Angeles and 170 miles south of the state capital,

Sacramento, and is the second largest metropolitan

area in the Central Valley after Sacramento.

*  Approximately 60 miles south of Yosemite National

Park, Fresno also serves as gateway to Sequoia
National Park (75 miles), Sierra National Forest (40
miles) and Kings Canyon National Park (75 miles).

Fresno is at the Center of California
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1990 vs. 2015 Estimated Number of Workers by Industry

1990

Manufacturing

9%_\

Transportation &
Public Utilities
3%
Mining &
Construction
6%

Agriculture
19%

Leisure &
Hospitality
6%

Government
18%

Wholesale

29 Finance,
0

Insurance &
Real Estate
5%

Retail Trade
10%

Source: CA Employment Development Department

Transportation

& Public
Manufacturing Utilities 20 1 5
6% 3%
Mining & \
" N ——

Agriculture
14%

Construction
4%

Leisure &
Hospitality
800
Service
28%
Government
18%
Wholesale
4%
Finance,
Insurance &
Retail Trade Real Estate

10% 5%

Vi



City of Fresno, California
Controller’s Transmittal Letter
For The Fiscal Year Ended June 30,2015

City Economic Overview

The City is poised for steady, manageable long-term growth.

Economic Overview

Population Growth Principal Employers (Public/Private Sector)

Population in Thousands Full-time
Employer Industry Employees

600 520 Community Reg Med Centers Hospital/Health Care 4,789
500 465471481 486 496 502 500 505 508 O™ City of Fresno Government 2,938
Saint Agnes Med Center Hospital/Health Care 2,400

400 - Kaiser Permanente Hospital/Health Care 2,000
300 - Calif. State University, Fresno Education 1,562
State Center Comm College Education 1,178

200 - Fresno Econ Oppt Comm Non-profit 973
100 - AmeriGuard Security Services ~ Armed Security 567
Guarantee Real Estate Real Estate Sales 544

0 - Geil Enterprises, Inc. Security & Janitorial 500

e Agriculture remains one of the backbones of the Fresno
area and continues to be robust; Fresno County’s
Other Crops agricultural strength rests with its diversity with more than
Cotton . 350 commercial crops providing gross production of just
2% 22% over $7.03 billion in 2014, an increase of 9.26% from 2013.
For the second time, almonds surpassed the billion dollar
mark and beat out grapes for the number one spot on
Fresno County’s Top Ten ranking. Grapes once again
ranked number two on the list. California produces most
of the grapes grown in the United States with 99% of
raisins coming from Fresno County. Many specialty crops
are almost solely produced in California — almonds, kiwi
fruit, nectarines, olives as well as pistachios. For the first
time ever, the gross value of Fresno County agriculture

Peaches
3%

Grapes exceed seven billion dollars. This is a testament to the
Garlic 13% resiliency and determination of the Fresno County
3% agricultural industry. Growers continue to expand into

more lucrative products. In 2014, Fresno County exported
crops and livestock to 101 countries or to over 50% of all
countries in the world.

Pistachios
5% 9% . Fresno is marketing itself as an ideal location for
manufacturing and distribution due to strategic location,

Tomatoes low business costs and affordable housing.

7%

—  Within one day’s drive of nearly 39 million people
there is the expectation of continued commercial and
industrial development over the long-term.

Cattle and Calves
8%

. Government, services and trade industries, as well as,
leisure and hospitality are also important economic sectors

Source: 2014 Fresno County Department of Agriculture in the Fresno area.

Vil



City of Fresno, California
Controller’s Transmittal Letter
For the Fiscal Year Ended June 30, 2015

Subsequent Events

The City’s improving finances were noted as a primary factor in Moody’s decision to
increase the City’s issuer rating from Baa1 to A3 in September 2015. They also
increased the rating on the City’s lease backed obligations from Ba2 to Ba1, and raised
the rating on Convention Center, Pension Obligation Bond and Judgment Obligation
Bond debt from Ba3 to Ba2. Significantly, Moody’s kept the outlook on all the issues at
“Positive.” Moody’s action was the first upgrade of the City’s debt ratings since the
recession.

The General Fund’s Emergency Reserve has also grown significantly since ending
fiscal year 2015 with a balance of $8.9 million. The City received about $2.8 million
from the State as repayment for loans that were made to the City’s former
Redevelopment Agency. In addition to that amount, the City plans to contribute $4.0
million to the Emergency Reserve at the end of fiscal year 2016, leaving the fund with a
cash balance of approximately $15.7 million.

The City has also awarded contracts on several major projects, including a new surface
water treatment plant, a Bus Rapid Transit system, and a reconstruction of Fulton Street
through downtown Fresno. These three projects, along with others, are expected to
grow the City’s asset base, thereby continuing the improvement of the City’s finances.

CERTIFICATE OF ACHIEVEMENT

The Government Finance Officers Association of the United States and Canada
(GFOA) awarded a Certificate of Achievement for Excellence in Financial Reporting to
the City for its CAFR for the fiscal year ended June 30, 2014. This was the 22nd
consecutive year that the City has achieved this prestigious national award. The
Certificate of Achievement is the highest form of recognition in the area of governmental
accounting and financial reporting. In order to be awarded a Certificate of Achievement,
the City must publish an easily readable and efficiently organized CAFR whose contents
conform to program standards. The CAFR must satisfy both Generally Accepted
Accounting Principles and applicable legal requirements.

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

City of Fresno

Enterprise Fund

Proprietary Fund Types operate
as if they were private
businesses. One type are
enterprise funds. These funds
provide services to other
governmental and non-
governmental entities,
including individuals and
businesses.

Airports

)

Convention Center

_

)
Public Utilities

_

)

Transportation
(FAX)

General Fund

The General Fund is used to account for
unrestricted revenues. Revenues received by the
City that have no legal or contractual restriction

are placed in the various General Funds.

Appropriations may be made from the General
Fund for any legal City activity. Revenues such as
sales tax, property tax, and business tax are a few
examples of General Fund revenues.

Mayor ‘ City Council

Development
and Resource
Management

General City Purpose

)
City Manager City Clerk
_
)
City Attorney Finance
_

Personnel Services*

Information Services

)

Retirement

Transportation
(Fleet Management)

*Risk Management within the Personnel Services Department remains an Internal Service Fund.

XI

Special Revenue
Fund

The fund type accounts for revenue
that the City receives a significant
amount of revenue that is restricted
as to its use. Examples of this type
of revenue would be assessment
districts, Community Development
Block Grant, and various gas taxes.

)

Public Works
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City Organizational Chart

CITIZENS OF

FRESNO

Council
Assistants

CiTy COUNCIL

City Attorney City Clerk
Litigation Secretary to:
Administration City Council
RDA Transition Successor Agency to the RDA

Records Management
Administration

Successor Agency To
The Redevelopment

Agency

MAYOR
ASHLEY
SWEARENGIN

City Manager

City Departments

Support Services for Mayor and City Council

Citywide Project Mgmt
Public Relations

Office of Independent Review

Economic Development

Parks, After School,

Transportation i
(2 Recreation &
(FAX) ; i
Community Services
Bus Service After School Programs
Bus Repair/Maintenance Recreation
Planning

Community Centers
Senior Programs
Sports

Park Maintenance

Administration

Paratransit

Fleet Management -
Acquisition & Maintenance

Development and

Resource
Management

Recruitment & Exam
Job & Salary Analysis
Civil Service Board
Training
Labor Relations

Internal Service Fund
Risk Management

Planning

Building & Safety Inspection
Development Review
Sustainable Fresno
Community Revitalization
Local Business Initiatives
Parking Services

CDBG Monitoring &
Administration

General City Purpose

Retirement Office

Fresno Revitalization Corporation
Support

Intergovernmental Relations
Citywide Resources and
Appropriations

Convention

Center

Managed by SMG - Jan. 2004
Sporting Events

Conventions

Concerts

Finance

Financial Reporting/Grants
Accounting
Business Tax/Permits
Purchasing
DBE Program
Central Printing
Budget Development
Budget Monitoring
Master Fee Schedule
Administration
Internal Audit

Airports

Information

Services

FYI Operations

Airport Projects Management
Airport Security & Safety
Chandler Downtown Airport
Administration

Fire

Fire Suppression & Emergency
Response

HazMat

Prevention & Investigation
Training & Support
Administration

Public Works

Engineering Services

Street Maintenance

Capital Project Management
Traffic Operations Center
ADA Citywide Program
Traffic Signals & Streetlights
Park Maintenance

Facilities Management
Urban Growth Management

Computer Services
Systems & Network Security
Help Desk

Systems & Applications/Programming

One Call Center

Police

Patrol & Crime Suppression
Investigative Services
Graffiti Abatement

Special Operations
Administration

Public Utilities

Water Production,

Water Quality &

Water Delivery

Wastewater & Sewer
Management

Utility Billing & Collection

Solid Waste Services
Recycling Program
Operation Clean Up

General Fund / Enterprise Funds / Internal Service Funds / Special Revenue Fund / Successor Redevelopment Agency

Xl
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INDEPENDENT AUDITOR’S REPORT

To the Honorable City Council
City of Fresno, California

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental
activities, the business-type activities, the discretely presented component unit, each
major fund, and the aggregate remaining fund information of the City of Fresno,
California (the City), as of and for the year ended June 30, 2015, and the related
notes to the financial statements, which collectively comprise the City’'s basic
financial statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these
financial statements in accordance with accounting principles generally accepted in
the United States of America; this includes the design, implementation, and
maintenance of internal control relevant to the preparation and fair presentation of
financial statements that are free from material misstatement, whether due to fraud or
error.

Auditor’s Responsibility

Our responsibility is to express opinions on these financial statements based on our
audit. We did not audit the financial statements of the Fresno Cultural Arts Properties
(COFCAP), and the Successor Agency to the Fresno Redevelopment Agency
Private-Purpose Trust Fund (the Successor Agency), which represent the following
percentages, respectively, of the assets, net position/fund balances and
additions/revenues of the following opinion units:

Net
Position/Fund
Opinion Unit Asset Balances Additions/Revenues
Discretely Presented
Component Unit 100% 100% 100%
Aggregate remaining fund
information 0% 0% 5%

Those financial statements were audited by other auditors whose reports thereon
have been furnished to us, and our opinions, insofar as it relates to the amounts
included for COFCAP and the Successor Agency are based on the reports of the
other auditors.

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. The financial statements of COFCAP were not audited in
accordance with Government Auditing Standards.
1



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 City’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, based on our audit and the report of the other auditors, the financial statements referred to
above present fairly, in all material respects, the respective financial position of the governmental
activities, the business-type activities, the discretely presented component unit, each major fund, and the
aggregate remaining fund information of the City of Fresno, as of June 30, 2015, and the respective
changes in financial position, and, where applicable, cash flows thereof for the year then ended in
accordance with accounting principles generally accepted in the United States of America.

As more fully described in Note 17, the City has revised and reissued the financial statements previously
issued on March 11, 2016, due to the restatement of certain Water Fund equipment previously expensed
that should have been capitalized. The previously issued auditor’s report dated March 11, 2016, is not to
be relied upon due to the restatement of capital assets previously expensed and is replaced by this
report.

Emphasis of Matter

As discussed in Note 1(e) to the financial statements, during the year ended June 30, 2015, the City
implemented Governmental Accounting Standards Board (GASB) Statement No. 68, Accounting and
Financial Reporting for Pensions — an amendment of GASB Statement No. 27, and GASB Statement No.
71, Pension Transition for Contributions Made Subsequent to the Measurement Date — an Amendment to
GASB Statement No. 68. Our opinion is not modified with respect to the matter.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management'’s
discussion and analysis, the budgetary comparison schedules for the General Fund and the Grants
Special Revenue Fund, schedule of funding progress, schedule of investment returns, schedule of
changes in net pension liability and related ratios and schedule of employer contributions for both the
Employees Retirement System and the Fire and Police Retirement System, and the schedule of funding
progress for the Other Postemployment Benefits Plan be presented to supplement the basic financial
statements. Such information, although not a part of the basic financial statements, is required by the
Governmental Accounting Standards Board, who considers it to be an essential part of financial reporting
for placing the basic financial statements in an appropriate operational, economic, or historical context.
We have applied certain limited procedures to the required supplementary information in accordance with
auditing standards generally accepted in the United States of America, which consisted of inquiries of
management about the methods of preparing the information and comparing the information for
consistency with management’s responses to our inquiries, the basic financial statements, and other
knowledge we obtained during our audit of the basic financial statements. We do not express an opinion
or provide any assurance on the information because the limited procedures do not provide us with
sufficient evidence to express an opinion or provide any assurance.



Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the City’s basic financial statements. The introductory section, combining and individual
nonmajor fund financial statements and schedules, and statistical section, are presented for purposes of
additional analysis and are not a required part of the basic financial statements.

The combining and individual nonmajor fund financial statements and schedules are the responsibility of
management and were derived from and relate directly to the underlying accounting and other records
used to prepare the basic financial statements. Such information has been subjected to the auditing
procedures applied in the audit of the basic financial statements and certain additional procedures,
including comparing and reconciling such information directly to the underlying accounting and other
records used to prepare the basic financial statements or to the basic financial statements themselves,
and other additional procedures in accordance with auditing standards generally accepted in the United
States of America. In our opinion, the combining and individual nonmajor fund financial statements and
schedules are fairly stated in all material respects in relation to the basic financial statements as a whole.

The introductory and statistical sections have not been subjected to the auditing procedures applied in the
audit of the basic financial statements and, accordingly, we do not express an opinion or provide any
assurance on them.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated March 11,
2016, on our consideration of the City's internal control over financial reporting and on our tests of its
compliance with certain provisions of laws, regulations, contracts, and grant agreements and other
matters. The purpose of that report is to describe the scope of our testing of internal control over financial
reporting and compliance and the results of that testing, and not to provide an opinion on internal control
over financial reporting or on compliance. That report is an integral part of an audit performed in
accordance with Government Auditing Standards in considering the City’s internal control over financial
reporting and compliance.

BROWN ARMSTRONG
ACCOUNTANCY CORPORATION

6’80“/77 %fmﬂ#lm?/

Bakersfield, California
May 16, 2016
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CITY OF FRESNO, CALIFORNIA

This section of the City of Fresno’s (the City) Comprehensive Annual Financial Report
(CAFR) presents a narrative overview and analysis of the financial activities of the City
for the fiscal year ended June 30, 2015. We encourage readers to consider the
information presented here in conjunction with the City’s financial statements, which
follow this section, and the additional information that is furnished in our letter of
transmittal at the front of this report. This discussion and analysis provides comparisons
primarily for the previous two years, but in some instances may include more extensive
comparisons.

FINANCIAL HIGHLIGHTS

The assets of the City of Fresno totaled over $3.5 billion for the first time in the City’s
history.

Fiscal year 2015 revenue for the entire City increased by $30.2 million (4.3%) over fiscal
year 2014’s revenues to a total of $739.8 million.

Net Position for the entire City improved to $1,973.0 million: a $203.8 million (11.5%)
increase over fiscal year 2014’s Net Position.

Fund Balance for the General Fund increased from $24.2 million in fiscal year 2014 to
$44.5 million in fiscal year 2015. Most importantly, the Unrestricted Fund Balance
increased from $8.2 million in fiscal year 2014 to $24.6 million in fiscal year 2015.

The fiscal year 2015 total Assessed Property Value of $30.1 million was just under fiscal
year 2009’s record level of $30.3 million, reflecting the fact that property values have
recovered from the impact the recession took on them.

Under new requirements from the Governmental Accounting Standards Board (GASB),
government units are now recording their net pension asset or liability on the Statement
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of Net Position. The City recorded a net pension asset of $326.7 million, making it one
of the few government units in the country to have a net pension asset.

OVERVIEW OF FISCAL YEAR 2015 FINANCIAL STATEMENTS

This discussion and analysis are intended to serve as an introduction to the City’s basic
financial statements, which consist of three components: (1) Government-wide
financial statements, (2) Fund financial statements and (3) Notes to the financial
statements. This report also contains other Supplementary Information in addition to
the basic financial statements.

Government-wide financial statements are designed to provide both long-term and
short-term information about the City’s overall financial status in a manner similar to a
private-sector business.

e The Statement of Net Position presents information on all assets, deferred
outflows of resources, liabilities and deferred inflows of resources and reports the
difference between them as net position. Over time, increases or decreases in
net position may serve as a useful indicator of whether the City’s financial
position is improving or deteriorating.

e The Statement of Activities presents information showing how the net position
changed during the most recent fiscal year. All changes in net position are
reported as soon as the underlying event giving rise to the change occurs,
regardless of the timing or related cash flows. Thus, revenues and expenses are
reported in this statement for some items that will result in cash flows in future
periods. Examples include revenues pertaining to uncollected taxes and fees
and expenses pertaining to earned but unused vacation and sick leave.

Both of the Government-Wide Financial Statements distinguish functions of the City that
are principally supported by taxes and inter-governmental revenues (governmental
activities) from other functions that are intended to recover all or a significant portion of
their costs through user fees and charges (Business-type Activities). The governmental
activities of the City include general government, public protection, public ways and
facilities, culture and recreation, and community development. The Business-type
Activities of the City include two airports, public transportation system, water, sewer,
solid waste, community sanitation, convention center, stadium, and numerous parks.

The Government-Wide Statements report information about the City, as a whole, using
accounting methods similar to those used by private-sector companies. The Statement
of Net Position includes all City assets and liabilities. The Statement of Activities
reports all of the current year’s revenues and expenses regardless of when the cash is
received or paid. These Financial Statements report information about the City, as a
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whole, and about its activities that should help to answer the question, “Is the City, as a
whole, better or worse off as a result of this year’s activities?”

The Government-Wide Financial Statements include not only the City (known as the
primary government), but also legally separate component units including the Fresno
Joint Powers Financing Authority, the City of Fresno Fire and Police Retirement
System, the City of Fresno Employees Retirement System, the City of Fresno
Employees Health Care Plan, the Fresno Revitalization Corporation, and FRC Canyon
Crest, LLC. The component units have been “blended” into the City’s financial
statements because the governing board (although legally separate from the City) is
substantially the same as the City’s, or they provide services entirely or almost
exclusively for the benefit of the City even though they do not provide services directly
to the City.

As of February 1, 2012, a Successor Agency was created to replace the
Redevelopment Agency of the City of Fresno (RDA). Dissolution law provided that the
Successor Agency would pay all “enforceable obligations” of the former RDA. The
Successor Agency is considered a separate legal entity under Assembly Bill (AB) 1484
for financial presentation purposes. Effective June 30, 2012, the Successor Agency
was reported as a Private Purpose Trust Fund. This means that the Agency’s assets
are considered to be held in a trustee or agency capacity for others and therefore
cannot be used to support the City’s own programs.

Also presented in the Government-Wide Financial Statements is a discretely presented
component unit, the City of Fresno Cultural Arts Properties (COFCAP). COFCAP is a
component unit because it is a legally separate entity for which the City is financially
accountable through the appointment of the corporation’s board and the ability to
approve the corporation’s budget. The tax-exempt entity is, however, discretely
presented because it does not provide services exclusively or almost exclusively to the
City of Fresno. Through its charitable purpose of owning and managing properties, it
provides ongoing services to the citizens of the community. Financial information for
this component unit is reported separately from the financial information presented for
the primary government in a separate column on the Government-Wide Financial
Statements, as well as throughout the Notes to the Financial Statements.

The Government-Wide Financial Statements can be found on pages 49-51 of this
report.

Fund financial statements focus on individual parts of the City government, reporting
the City’s operations in more detail than the Government-Wide Financial Statements.
They are used to maintain control over resources that have been segregated for specific
activities or objectives and to ensure and demonstrate compliance with finance-related
legal requirements. They can be divided into three categories:
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Governmental Funds Statements are used to account for essentially the same
functions reported as governmental activities in the Government-Wide Financial
Statements (i.e., most of the City’s basic services are reported in Governmental
Funds). These statements, however, focus on (1) how cash and other financial
assets can be readily converted to available resources, and (2) the balances left at
the year-end that are available for spending. Such information may be useful in
determining what financial resources are available in the near future to finance the
City’s programs.

Because the focus of Governmental Funds is narrower than that of the Government-
Wide Financial Statements, it is helpful to compare the information presented for
Governmental Funds with similar information presented for governmental activities
in the Government-Wide Financial Statements. By doing so, readers may better
understand the long-term impact of the government’s near-term financing decisions.
Both the Governmental Funds Balance Sheet and Governmental Funds Statement
of Revenues, Expenditures, and Changes in the Funds Balance provide a
reconciliation to facilitate this comparison between Governmental Funds and
governmental activities. These reconciliations may be found on pages 55 and 57.

The City maintains several individual Governmental Funds organized according to
their type: general fund, special revenue, debt service, and capital projects.
Information is presented separately in the Governmental Funds Balance Sheet and
in the Governmental Funds Statement of Revenues, Expenditures, and Changes in
Fund Balances for the General Fund and Grants Special Revenue Fund (which are
considered to be major funds). Data from the remaining Governmental Funds are
combined into a single, aggregated presentation. Individual fund data for each of the
Nonmajor Governmental Funds is provided in the form of combining statements
elsewhere in this report. These Funds are reported using modified accrual
accounting, which measures cash and all other financial assets that can readily be
converted to cash.

The City adopts an annual appropriated budget. The City’s budget reflects its
priorities and tells the taxpayers and ratepayers what is being done with their money.

Budgetary comparison schedules for the General Fund and the Grants Special
Revenue Fund for fiscal year 2015, leading into fiscal year 2016, have been
provided in the required supplementary information and can be found on pages 182-
185. These demonstrate compliance with the budget, and also reflect in what areas
actual results deviated from expected budgetary estimates. Budgetary comparison
schedules for the other Nonmajor Governmental Funds are provided after the
combining statements.
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Proprietary Funds: Proprietary Funds are generally used to account for services
for which the City charges customers (either outside customers, or internal units or
departments of the City). Proprietary Funds provide the same type of information as
shown in the Government-Wide Financial Statements, only in more detail.
Proprietary Funds (Enterprise and Internal Service) utilize the same method used by
the private sector businesses, or the accrual basis of accounting. The City maintains
the following two types of Proprietary Funds:

» Enterprise Funds are used to report the same functions as Business-type

Activities in the Government-Wide Financial Statements. The City uses
Enterprise Funds to account for the operations of the Public Utilities [Water
System, Sewer System, Solid Waste Management], Fresno Area Express
[Transit], Fresno International Airport (FYl) and the Fresno Chandler
Downtown Airport (FCH) [Airports], Fresno Convention Center, and
Chukchansi Park Stadium [Stadium], all of which are considered to be major
Funds of the City. Community Sanitation and Parks and Recreation are
considered to be Nonmajor Enterprise Funds of the City.

Internal Service Funds are used to report activities that provide supplies and
services for certain city programs and activities. The City uses Internal
Service Funds to account for its fleet of vehicles, management information
systems, property maintenance and electronics and communication support
(General Services), self-insurance (Risk Management) and billing,
collecting, and servicing activities for the Water, Sewer, Solid Waste and
Community Sanitation Funds (Billing and Collection) and healthcare plans
(Employees Healthcare Plan, Retirees Healthcare Plan, Blue Collar
Employees Healthcare Plan). Because Risk Management, General Services
and the healthcare plans predominantly benefit governmental rather than
Business-type functions, they have been included within governmental
activities in the Government-Wide Financial Statements, whereas Billing and
Collection is included in the Business-type Activities in the Government-Wide
Financial Statements. The Internal Service Funds are combined into a single,
aggregated presentation in the Proprietary Fund Financial Statements.
Individual Fund data for the Internal Service Funds is provided in the form of
combining statements elsewhere in this report.

Fiduciary Funds: Fiduciary funds are used to account for resources held for the
benefit of parties outside the City.

> Pension Trust Funds consist of funds for Fire and Police and other

Employees. The Fire and Police Retirement System Pension Trust Funds
account for the accumulation of resources for pension benefit payments to
qualified Fire and Police retirees. The Employee Retirement System Pension
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Trust Fund accounts for the accumulation of resources for pension benefit
payments to qualified General Service retirees.

> Private Purpose Trust Fund is used to account for the assets and liabilities
held in trust for the Successor Agency to the former Redevelopment Agency
(Successor Agency).

» The Agency Funds consist of City Departmental and Special Purpose Funds
and account for City-related trust activity, such as payroll withholding and bid
deposits. In addition, Agency Funds include Special Assessment Funds that
account for receipts and disbursements for the debt service activity of the
special assessment districts within the City.

Since the resources of Fiduciary Funds are not available to support the City’'s
own programs, they are not reflected in the Government-Wide Financial
Statements. The accounting used for Fiduciary Funds is much like that used for
Proprietary Funds. The basic financial statements can be found on pages 49-
180 of this report.

The following table summarizes the major features of the financial statements.

Government-Wide

Fund Financial Statements

Statements
Governmental Proprietary Fiduciary
Scope Entire entity (except The day-to-day operating activities of | The day-to-day Instances in which the
fiduciary funds) the City for basic governmental operating activities City administers
services of the City for resources on behalf of
Business-type others, such as
enterprises employee benefits
Accounting Accrual basis of Modified accrual basis of accounting Accrual basis of Accrual basis of
basis and accounting and and current financial resources accounting and accounting and
measurement | economic resources measurement focus economic economic resources
focus focus resources focus focus; except agency

funds which do not
have a measurement
focus

Type of asset
and liability
information

All assets and liabilities,
both financial and
capital, short-term and
long-term

Current assets and liabilities that
come due during the year or soon
thereafter

All assets and
liabilities, both
financial and
capital, short-term
and long-term

All assets held in a
trustee or agency
capacity for others
and all liabilities

Type of inflow
and outflow
information

All revenues and
expenses during the
year, regardless of when
cash is received or paid

Revenues for which cash is received
during the year or soon thereafter;
expenditures when goods or services
have been received and the related
liability is due and payable

All revenues and
expenses during
the year,
regardless of when
cash is received or
paid

All additions and
deductions during the
year, regardless of
when cash is received
or paid

10
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Governmental Fund Balance Classifications

The City follows Governmental Accounting Standards Board (GASB) Statement No. 54,
Fund Balance Reporting and Governmental Fund Type Definitions. The fund balance
classifications are comprised of a hierarchy based primarily on the extent to which a
government is bound to observe constraints imposed upon the use of the resources
reported in Governmental Funds.

The initial distinction that is made is nonspendable, such as fund balance associated
with inventories. The remaining classifications are restricted, committed, assigned,
and unassigned and are based on the relative strength of the constraints that control
how specific amounts can be spent. The restricted fund balance category includes
amounts that can be spent only for the specific purposes stipulated by constitution,
external resource providers, or through enabling legislation. The committed fund
balance classification includes amounts that can be used only for the specific purposes
determined by a formal action of the government’s highest level of decision-making
authority. Amounts in the assigned fund balance classification are intended to be used
by the government for specific purposes, but do not meet the criteria to be classified as
restricted or committed. In governmental funds, other than the general fund, assigned
fund balance represents the remaining amount that is not restricted or committed.

Unassigned balance is the residual classification for the government’s general fund
and includes all spendable amounts not contained in the other classifications. In other
funds, the unassigned classification should be used only to report a deficit balance
resulting from overspending for specific purposes for which amounts had been
restricted, committed, or assigned.

Notes to the Financial Statements

The Notes to the Financial Statements provide additional information that is essential to
the full understanding of the data provided in all of the financial statements. The Notes
to the Financial Statements can be found on pages 71-180 of this report.

Required Supplementary Information

In addition to the basic financial statements and accompanying notes, this report
presents certain required supplementary information including budgetary comparison
statements for major governmental funds and schedules of funding progress for the
pension and other postemployment benefits (OPEB) plans. Required Supplementary
Information and accompanying notes can be found on pages 182-193 of this report.

1"
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Combining Statements

The combining statements referred to earlier in connection with nonmajor governmental
funds, nonmajor enterprise funds, internal service funds, fiduciary funds and the
Discretely Presented Component Unit are presented immediately following the
appropriately labeled tabs. Combining and individual fund statements and schedules
can be found on pages 196-235 of this report.

GOVERNMENT-WIDE FINANCIAL ANALYSIS

The City presents its Financial Statements under the reporting model required by the
Governmental Accounting Standards Board Statement No. 34 (GASB 34), Basic
Financial Statements — and Management’s Discussion and Analysis (MD&A) — for State
and Local Governments. The current year's analysis compares this year's data
primarily to the prior year; however, in other instances additional year’s information is
provided.

12
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Net Position - Government-Wide / Primary Government
June 30, 2015

Business-Type

Governmental Activities
Activies (Restated) Total
Assets:
Current and Other Assets $ 351,045,546 $ 517,211,219 868,256,765
Net Pension Asset 268,796,141 57,912,651 326,708,792
Capital Assets:
Land, Intangibles and Construction in Progress
Not Being Depreciated 303,742,736 172,918,814 476,661,550
Facilities, Infrastructure and Equipment, Net of
Depreciation 627,442,653 1,153,004,833 1,780,447,486
Total Capital Assets 931,185,389 1,325,923,647 2,257,109,036

Total Assets 1,551,027,076

1,901,047,517

3,452,074,593

Deferred Outflows of Resources:

Charge on Refunding 377,599 2,499,143 2,876,742
Pension Contributions 24,593,258 4,956,799 29,550,057
Total Deferred Outflows of Resources 24,970,857 7,455,942 32,426,799
Liabilities:
Long-term Liabilities Outstanding 535,542,095 602,576,483 1,138,118,578
Other Liabilities 29,608,775 115,522,041 145,130,816
Total Liabilities 565,150,870 718,098,524 1,283,249,394
Deferred Inflows of Resources:
Pension Revenue Applicable to Future Years 179,898,973 48,336,056 228,235,029
Net Position:
Net Investment in Capital Assets 771,197,917 841,773,290 1,612,971,207
Restricted 146,173,727 - 146,173,727
Unrestricted (86,423,554) 300,295,589 213,872,035
Total Net Position $ 830,948,090 $ 1,142,068,879 1,973,016,969

Net Position - Government-Wide / Primary Government
June 30, 2014

Governmental Business-Type
Activies Activities Total
Assets:
Current and Other Assets $ 321,426,925 $ 515,769,280 837,196,205
Capital Assets:
Land, Intangibles and Construction in Progress
Not Being Depreciated 283,131,023 183,289,249 466,420,272
Facilities, Infrastructure and Equipment, Net of
Depreciation 628,608,234 1,128,369,825 1,756,978,059
Total Capital Assets 911,739,257 1,311,659,074 2,223,398,331

Total Assets 1,233,166,182

1,827,428,354

3,060,594,536

Deferred Outflows of Resources:

Charge on Refunding 496,128 2,926,224 3,422,352
Liabilities:
Long-term Liabilities Outstanding 537,230,994 622,058,279 1,159,289,273
Other Liabilities 26,650,010 108,916,357 135,566,367
Total Liabilities 563,881,004 730,974,636 1,294,855,640
Net Position:
Net Investment in Capital Assets 744,074,246 835,290,155 1,579,364,401
Restricted 141,122,726 - 141,122,726
Unrestricted (215,415,666) 264,089,787 48,674,121

Total Net Position $ 669,781,306 $

1,099,379,942

1,769,161,248

13
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Changes in Net Position - Government-Wide / Primary Government

For the Year Ended June 30, 2015

Revenues
Program Revenues:
Charges for Senices
Operating Grants and Contributions
Capital Grants and Contributions
General Revenues:
Property Taxes
Sales Taxes - Shared Revenues
In-Lieu Sales Tax
Business Tax
Other Local Taxes
Investment Earnings
Gain on Sale of Capital Assets
Total Revenues

Expenses
General Government
Public Protection
Public Ways and Facilities
Culture and Recreation
Community Development
Interest on Long-term Debt
Sewer, Water and Solid Waste
Transit
Airports
Fresno Convention Center
Community Sanitation
Parks and Recreation
Stadium
Total Expenses
Increase in Net Position Before Transfers
Transfers
Increase in Net Position
Net Position Beginning of Year
Change in Accounting Estimate
Cumulative Effect of Accounting Change
Net Position - Beginning Restated
Net Position - Ending

Business-Type

Governmental Activities

Activities (Restated) Total
98,199,618 240,489,840 338,689,458
39,549,928 40,215,486 79,765,414
62,471,619 14,790,778 77,262,397
113,654,686 - 113,654,686
61,571,128 - 61,571,128
19,907,297 - 19,907,297
17,780,323 - 17,780,323
26,881,676 - 26,881,676
878,887 2,998,530 3,877,417
402,148 37,976 440,124
441,297,310 298,532,610 739,829,920
28,589,530 - 28,589,530
177,829,166 - 177,829,166
64,429,947 - 64,429,947
20,035,960 - 20,035,960
29,257,453 - 29,257,453
19,518,949 - 19,518,949
- 161,328,974 161,328,974
- 45,435,322 45,435,322
- 28,163,924 28,163,924
- 10,147,042 10,147,042
- 8,235,137 8,235,137
- 339,727 339,727
- 3,265,934 3,265,934
339,661,005 256,916,060 596,577,065
101,636,305 41,616,550 143,252,855
(6,289,689) 6,289,689 -
95,346,616 47,906,239 143,252,855
669,781,306 1,099,379,942 1,769,161,248
(2,628,697) (7,421,192) (10,049,889)
68,448,865 2,203,890 70,652,755
735,601,474 1,094,162,640 1,829,764,114
830,948,090 1,142,068,879 1,973,016,969
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Changes in Net Position - Government-Wide / Primary Government
For the Year Ended June 30, 2014

Governmental Business-Type
Activities Activities Total
Revenues
Program Revenues:
Charges for Senvices 74,945,911 244,314,508 319,260,419
Operating Grants and Contributions 48,503,024 44,211,370 92,714,394
Capital Grants and Contributions 49,651,154 14,754,519 64,405,673
General Revenues:
Property Taxes 107,635,031 - 107,635,031
Business Tax 18,868,431 - 18,868,431
Sales Taxes - Shared Revenues 59,328,277 - 59,328,277
In-Lieu Sales Tax 19,189,577 - 19,189,577
Other Local Taxes 25,093,741 - 25,093,741
Investment Earnings 794,865 2,315,771 3,110,636
Gain on Sale of Capital Assets 42,033 528 42,561
Total Revenues 404,052,044 305,596,696 709,648,740
Expenses
General Government 26,996,760 - 26,996,760
Public Protection 192,123,894 - 192,123,894
Public Ways and Facilities 68,913,632 - 68,913,632
Culture and Recreation 17,895,491 - 17,895,491
Community Development 23,756,839 - 23,756,839
Interest on Long-term Debt 20,275,568 - 20,275,568
Sewer, Water and Solid Waste - 161,865,544 161,865,544
Transit - 45,286,720 45,286,720
Airports - 28,497,999 28,497,999
Fresno Conwention Center - 9,981,775 9,981,775
Community Sanitation - 7,948,780 7,948,780
Parks and Recreation - 372,173 372,173
Stadium - 3,336,154 3,336,154
Total Expenses 349,962,184 257,289,145 607,251,329
Increase in Net Position Before Transfers 54,089,860 48,307,551 102,397,411
Transfers (5,698,503) 5,698,503 -
Increase in Net Position 48,391,357 54,006,054 102,397,411
Net Position Beginning of Year 623,819,673 1,049,438,516 1,673,258,189
Prior Period Adjustment - (236,053) (236,053)
Change in Application of Accounting Principle (2,429,724) (3,828,575) (6,258,299)
Net Position - Beginning Restated 621,389,949 1,045,373,888 1,666,763,837
Net Position - Ending $ 669,781,306 $  1,099,379,942 $ 1,769,161,248
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Analysis of Changes in Government-Wide Net Position

The Government-Wide Statement of Net Position reflects the continued improvement in
the City of Fresno’s financial position. No single measure highlights the improvement
better than the growth in the City’s overall Net Position. Net Position improved to
$1,973.0 million: a $203.8 million (11.5%) increase over fiscal year 2014’s Net Position
of $1,769.2 million. Most of this improvement was due to changes in the financial
statements resulting from the implementation of GASB Statement No. 68 (GASB 68). In
previous years’ CAFRs, government units were required to disclose their Net Pension
Asset or Liability in the Notes to the Financial Statements. GASB 68 changed that
reporting methodology, requiring government units to report their Net Pension Asset or
liability on their Statement of Net Position. Due to a fully funded pension system, the
City of Fresno is reporting a Net Pension Asset on its Statement of Net Position of
$326.7 million. It is worth noting that the City of Fresno is one of the few government
agencies in the country that has a Net Pension Asset. This asset was augmented by a
Deferred Outflow of Resources - Pension Contributions of $29.6 million and partially
offset by a Deferred Inflow of Resources - Pension Revenue Applicable to Future Years
of $228.2 million. The net effect of these pension related entries on Net Position was
$128.1 million.

The Net Position was also improved by a decrease in Liabilities owed by the City. Total
Liabilities at the end of fiscal year 2015 were $1,283.2 million, a decrease of $11.7
million (0.9%) from fiscal year 2014’s year-end Total Liabilities of $1,294.9 million. The
biggest decrease was seen in the Long-Term Liabilities Due in More than One Year.
That category decreased $28.8 million (2.7%) from fiscal year 2014’s figure of $1,086.2
million. The decrease is notable, as it represents resources that will be available to the
City in the future to cover other costs.

As mentioned previously, revenue growth was a key factor in the growth of Net Position.
Fiscal year 2015 Governmental Activities and Business-type Activities revenue
increased by $30.2 million (4.3%) over fiscal year 2014’s revenues ($739.8 million vs.
$709.6 million, respectively). Growth was seen in all but one of the major revenue
categories. The following table reflects those and their results:

Category Fiscal Year Fiscal Year 2015 Difference Percent
2014 Revenues Revenues Change
Charges for Svcs. $319,260,419 $338,689,458 | $19,429,039 6.1%
Oper. Grants $ 92,714,394 $ 79,765,414 | ($12,948,980) -14.0%
Capital Grants $ 64,405,673 $ 77,262,397 | $12,856,724 20.0%
Gen. Revenues $233,268,254 $244,112,651 | $10,844,397 4.6%
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Within General Revenues, growth was seen within many key revenue item areas. Of
note were:

- Property Tax: From $107.6 million in fiscal year 2014 to $113.7 million in fiscal
year 2015 (5.6% increase).

- Sales Tax: From $78.5 million in fiscal year 2014 to $81.5 million in fiscal year
2015 (3.8% increase).

- Room Tax: From $10.0 million in fiscal year 2014 to $11.0 million in fiscal year
2014 (9.9% increase).

The effect that revenue growth had on Net Position was enhanced by a decrease in
expenses. Expenses declined by $10.7 million (1.8%) between fiscal year 2014 and
fiscal year 2015 ($607.3 million vs. $596.6 million, respectively). A decrease in
Governmental Activities expenses of $10.3 million (3.0%) was complimented by a
decrease in Business-Type Activities expenses of $0.4 million (0.1%).

Governmental Activities

Governmental Activities for fiscal year 2015 increased their Net Position by $161.2
million (24.1%) over fiscal year 2014’s Governmental Activities Net Position of $669.8
million. Key factors affecting the Net Position were:

- Total Assets increased by $317.8 million dollars (25.8%) over fiscal year 2014’s
Total Assets balance of $1,233.2 million. The increase was almost entirely due
to the recognition of the Net Pension Asset totaling $268.8 million. Also
contributing to the growth of Total Assets was a $20.6 million (7.3%) rise in
Land/Intangible/Construction in Progress Capital Assets to a balance of $303.7
million.

- Total Liabilities increased by 0.2%, or $1.3 million, from fiscal year 2014’s Total
Liabilities of $563.9 million. The main driver was an increase in the Accrued
Liabilities. Accrued Liabilities increased by $2.2 million (9.7%): from $22.5
million in fiscal year 2014 to $24.7 million in fiscal year 2015. This increase was
partially offset by a $1.7 million (-0.3%) net reduction in Long-Term Liabilities.

- As part of the changes required under GASB Statement No. 68, an entry for
Deferred Inflows of Resources was added to the Statement of Net Position, to
reflect potential future resources available to meet pension obligations. The
value of this Deferred Inflow of Resources was $179.9 million, which detracted
from Net Position.

- Revenues went from $404.1 million in fiscal year 2014 to $441.2 million in fiscal

year 2015: a $37.2 million (9.2%) increase. Substantial growth was seen in the
Charges for Services ($23.3 million increase, or 31.0%), with General
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Government ($6.1 million, or 36.1%) and Public Protection ($13.0 million, or
68.7%) spearheading the overall Charges for Services growth. Also contributing
to the overall revenue growth was a $6.8 million (228.8%) increase in the Capital
Grants and Contributions for Culture and Recreation activities, as well as a $6.1
million (13.5%) increase in Capital Grants and Contributions for Public Works
and Facilities activities.

- Expenses decreased from $350.0 million in fiscal year 2014 to $339.8 million in
fiscal year 2015, led by a 7.4% decrease in Public Protection expenses (from
$192.1 million in fiscal year 2014 to $177.8 million in fiscal year 2015).

Governmental Activities — Charts and Graphs
The charts and graphs, which follow, on the next few pages illustrate the City’s
governmental revenues by source, and its expenses and revenues by function. As can

be seen, Public Protection is by far the largest function reflecting the City’s greatest
overall expenses.
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Revenues by Source - Governmental Activities 2015
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Expenses By Type - Governmental Activities 2015
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The following is an analysis of some of the funds within the Governmental Activities
category:

General Fund

In a continuation of Fresno’s overall economic rebound, the General Fund displayed
continued financial improvement in fiscal year 2015. Revenues were a key indicator of
this improvement, increasing by $14.9 million (5.6%) over fiscal year 2014’s total of
$268.2 million. The increase was driven by dramatic growth in the Miscellaneous
Revenues, which increased $3.2 million (265.8%) over fiscal year 2014’s total of $1.2
million. The increase in that category was due to $3.3 million in repayments on
advances to the former RDA. Another category that saw similar growth was Tax
Revenue, which increased $8.8 million (3.8%) over fiscal year 2014’s total of $229.2
million. As mentioned previously, Sales Tax and Property Tax increases were the
primary drivers behind growth in the Tax Revenue category.

The final contributor to the General Fund’s overall revenue growth was
Intergovernmental Revenues, which increased from $3.6 million in fiscal year 2014 to
$7.5 million in fiscal year 2015: a $3.9 million (108.6%) increase. The increase in this
category was almost entirely due to a $3.8 million “catch-up” payment on outstanding
Senate Bill (SB)-90 claims filed with the State of California. While there are still several
millions of dollars of SB-90 claims that the City has filed with the State of California,
there is no assurance that those claims will be paid in the next few fiscal years.

The rapid growth rate in the General Fund’'s revenues was almost matched by the
growth rate in the General Fund’s expenditures. General Fund expenditures grew by
$9.8 million, or 4.5%, between fiscal years. The fiscal year 2015 expenditures were
$226.8 million, while fiscal year 2014 expenditures were $217.0 million. The majority of
the growth was attributable to the Public Protection activity, which increased from
$172.5 million in fiscal year 2014 to $177.4 million in fiscal year 2015: a $4.9 million, or
2.8%, increase. The increase in this activity was due to $2.0 million of additional
employee services costs and an additional $1.0 million of Information Technology costs.
Also impacting the overall growth in General Fund expenditures were a $1.9 million
(19.1%) increase in General Government activity expenses (primarily due to the
establishment of a $0.5 million Allowance for Doubtful Accounts on Business Tax
receivables) and a $2.0 million (12.7%) increase in Culture and Recreation activity
expenses (primarily due to a $0.9 million increase in Specialized Services/Technical
costs).

With revenue growth exceeding expenditure growth, it is no surprise that General Fund
Total Assets increased. Total Assets grew by $13.8 million to $87.0 million in fiscal year
2015 (18.8%). The main driver behind the increase was a $7.5 million (53.5%) increase
in Due from Other Funds (from $14.0 million in fiscal year 2014 to $21.6 million in fiscal
year 2015). The increase was caused by a larger amount of year-end bridge loans
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made by the General Fund to various funds, such as the Grants Fund ($16.8 million)
and the Measure C Fund ($3.5 million), which had negative cash balances at the end of
fiscal year 2015. Also contributing to the overall increase in Total Assets was a $2.8
million (121.4%) increase in Restricted Cash, which was directly associated with the
growth in the General Fund’'s Emergency Reserve.

While General Fund assets increased, liabilities decreased. Total Liabilities decreased
from $22.1 million in fiscal year 2014 to $15.3 million in fiscal year 2015. The decrease
was due to an $8.9 million (89.2%) decline in Advances from Other Funds, which
reflects the final repayment of amounts that were borrowed from the DBCP Recovery
and Solid Waste Funds in previous fiscal years.

With the increase in assets and the decrease in liabilities, the General Fund’s Fund
Balance increased substantially. Fund Balance increased from $24.2 million in fiscal
year 2014 to $44.5 million in fiscal year 2015. Most importantly, the Unassigned Fund
Balance increased from $8.2 million in fiscal year 2014 to $24.6 million in fiscal year
2015.

General Fund Budget to Actual Comparison

The fiscal year 2015 Adopted Budget was made up of $290.3 million of budgeted
revenues and $290.1 million of appropriations.  After various amendments were made
throughout the fiscal year, the General Fund ended the fiscal year with $290.6 million of
budgeted revenues and $290.7 million of appropriations. Actual results on a budgetary
(cash) basis of accounting were $301.9 million of revenues and $292.0 million of
expenditures. Thus, the actual revenues were $11.2 million (3.9%) over the fiscal year-
end budgeted revenues, while the actual expenditures were $1.4 million (0.5%) over
fiscal year-end appropriations. The major differences between the budget and the
actual results are noted below:

Comparison of Revenues and Expenditures — Budget to Actual / General Fund |

Actual Over
Budgeted Budgeted Budgetary (Under)
Original Einal Basis Einal Budget Explanation
Revenues
A stronger local economy led to an increase in
Property Taxes $108,028,800 | $108,028,800 $111,776,065 $3,747,265 | assessed values, which resulted in actual Property
Tax revenues above estimated levels.
Sales Taxes A strongelr local economy led to an increase in taxable
78,992,900 78,992,900 80,823,019 1,830,119 | sales, which resulted in actual Sales Tax revenues
above estimated levels.
The City received $3.8 million to cover SB-90 claims
Other State filed before 2004. The funds were unanticipated when
Revenue 723,000 799,000 5,880,964 5,081,964 the budget was adopted, and were not added to
Estimated Revenues during the fiscal year.
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Comparison of Revenues and Expenditures — Budget to Actual / General Fund |

Actual Over
Budgeted Budgeted Budgetary (Under)
Original Final Basis Final Budget Explanation

Expenditure

Other General Payroll costs were down as departments held
G $19,908,100 $19,816,000 $17,756,977 $(2,059,023) | positions vacant for a period of time to reduce
overnment \
expenditures
Payroll costs were down as departments held
Police Department 144,148,700 143,843,700 137,935,747 (5,907,953) | positions vacant for a period of time to reduce
expenditures
$8.2 million was transferred to the DBCP Recovery
l[m‘fer to Other 25,808,400 25,845,900 36,669,832 12,823,932 | and Solid Waste Funds to fully repay loans from those
funds that were incurred in previous fiscal years.

A more detailed look at the budget versus actual comparison for the General Fund can
be found on page 182 in the Required Supplementary Information section.

GRAPHIC DEPICTION OF MAJOR REVENUE SOURCES

The chart below is a graphic depiction of the major General Fund revenue sources and
the trends in those revenues on an actual basis as well as the estimated figures used
for the fiscal year 2016 budget build.

General Fund Major Revenues
Fiscal Years 2008 Actual through Fiscal Year 2016 Budget
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It should be noted that the large increase in Charges for Services beginning in fiscal year 2013 was the
result of six former Internal Service Funds being merged into the General Fund.
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Grants Special Revenue Fund

Revenues in the Grants Special Revenue Fund declined from $46.6 million in fiscal year
2014 to $35.2 million in fiscal year 2015: an $11.3 million (24.4%) decrease. Almost all
of the decline can be attributed to decreases in Intergovernmental Revenues:
specifically, a $9.2 million decrease in HOME receipts from fiscal year 2014’s total of
$11.9 million.

While revenues showed a decline, expenditures increased between fiscal years 2014
and 2015. Expenditures increased by $2.6 million (7.7%) from fiscal year 2014’s level
of $33.9 million to fiscal year 2015’s total of $36.5 million. The increase was entirely
due to growth in the Community Development activity, which increased $2.9 million
(41.2%) from fiscal year 2014’s total of $6.9 million. The advance in the Community
Development activity’s expenses was primarily caused by a $1.5 million increase in
Notes Receivable adjustments.

In spite of expenditures increasing, Total Assets also increased. Total Assets rose from
$65.4 million in fiscal year 2015 to $77.3 million in fiscal year 2015: an $11.9 million
(18.2%) increase. The main driver behind the growth was a $10.6 million increase in
Grants Receivable: primarily, State and Federal Streets grants.

The growth shown by assets was almost matched by a growth in liabilities. Total
Liabilities increased $9.0 million (70.1%) from $13.0 million in fiscal year 2014 to $22.0
million in fiscal year 2015. The increase was entirely due to an $8.6 million (103.5%)
addition to Due to Other Funds, as more grant funds needed short-term “bridge” loans
to reach a “cash-neutral” position at fiscal year-end.

The increased assets, increased liabilities, and a $4.9 million increase in Deferred
Inflows of Resources stemming from the increase in Grants Receivable resulted in a
modest Fund Balance decline. Fund Balance decreased from $45.9 million in fiscal
year 2014 to $43.8 million in fiscal year 2015. The entire decline in Fund Balance was
in the Unassigned category, which went from $(7.0) million in fiscal year 2014 to $(8.7)
million in fiscal year 2015: a $1.7 million (24.5%) decrease.

Other Governmental Funds

The improved local economy resulted in additional revenues for the Other
Governmental Funds. Revenues for the Other Governmental Funds were up $4.4
million (7.1%) from fiscal year 2014’s revenues of $61.2 million. Strong growth was
seen in the Measure C Sales Tax Fund ($6.1 million, or 34.2%), which was partially
offset by a decrease in Special Gas Tax Fund revenues of $1.6 million, or 10.2%.
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Expenditures in the Other Governmental Funds increased from $90.4 million in fiscal
year 2014 to $97.7 million in fiscal year 2015: an increase of $7.3 million, or 8.1%. All
of the increase can be attributed to additional expenditures for land acquisition in the
Measure C Sales Tax Fund, which increased by $7.2 million (141.0%) over the fiscal
year 2014 figure of $5.1 million.

Total Assets for the Other Governmental Funds modestly increased from $130.5 million
in fiscal year 2014 to $132.0 million in fiscal year 2015: a $1.5 million, or 1.1%,
increase. A $2.1 million increase in unrestricted Cash from funds like the Special Gas
Tax Fund (up $1.9 million, or 23.9%, from fiscal year 2014’s cash of $8.0 million) was
partially offset by a decrease in Restricted Cash of $0.9 million (-8.5%) to a fiscal year
2015 total of $9.8 million. The decrease in Restricted Cash was tied to less cash being
held by debt service funds for Financing Authorities and Corporations.

Complementing the increase in Total Assets was a decrease in Total Liabilities. Total
Liabilities decreased from $22.3 million in fiscal year 2014 to $20.9 million in fiscal year
2015: a $1.4 million (6.5%) decrease. The decrease was almost entirely due to a $1.2
million (20.8%) drop in the Due to Other Funds account, reflecting a reduced amount of
short-term “bridge” loans that were needed to reach a “cash-neutral” position at fiscal
year-end.

Between the changes in Total Assets and Total Liabilities, it is no surprise that Fund
Balance for the Other Governmental Funds showed a $0.6 million improvement
between fiscal year 2014 and fiscal year 2015 ($107.9 million versus $108.5 million,
respectively). Most of the growth in this category occurred in the Restricted Fund
Balance, which increased by $0.6 million (0.6%) to fiscal year 2014’s figure of $93.6
million.

It should be noted that results for the High Speed Rail Fund are included in the Other
Governmental Funds section. While the financial impact of this fund on fiscal year 2015
is small ($0.8 million of revenue and $0.6 million of assets), it is anticipated that it will
have a more material effect on future fiscal years’ financial statements as construction
begins.
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Business-Type Activities

Business-type Activities for fiscal year 2015 increased their Net Position by $42.7 million
(3.9%) over fiscal year 2014’s Business-type Activities Net Position of $1,099.4 million.
Key factors affecting the Net Position were:

- Total Assets increased by $73.6 million (4.0%) over fiscal year 2014’s Total
Asset balance of $1,827.4 million. The increase was primarily due to the
inclusion of a Net Pension Asset totaling $57.9 million, as required under GASB
Statement No. 68. Other assets that showed improvement from fiscal year 2014
to fiscal year 2015 were Cash (a $12.9 million, or 5.9%, improvement) and
Capital Assets (a $14.3 million, or 1.1%, increase). Offsetting those increases
were decreases in Restricted Cash (an $11.7 million, or 5.2%, decline) and
Construction in Progress (a $12.2 million or 10.2% decline).

- Total Liabilities decreased by 1.8%, or $12.9 million, from fiscal year 2014’s Total
Liabilities of $731.0 million. The main driver in the decrease was a reduction in
the Long-Term Liabilities. Long-Term Liabilities decreased by $19.5 million
(3.1%): from $622.1 million in fiscal year 2014 to $602.6 million in fiscal year
2015. The decrease in Long-Term Liabilities was partially offset by a $3.0 million
(11.5%) increase in Accrued Liabilities: from $26.3 million in fiscal year 2014 to
$29.3 million in fiscal year 2015.

- Program Revenues went from $305.6 million in fiscal year 2014 to $298.5 million
in fiscal year 2015: a $7.1 million (2.3%) decrease. Most of the decrease can be
attributed to Charges for Services received by the Water Fund. Those charges
declined by $15.8 million (17.5%): from $90.1 million in fiscal year 2014 to $74.2
million in fiscal year 2015. The decline in Water revenues was offset by a $5.8
million (7.6%) increase in Sewer Charges for Services revenues.

- Expenses slightly decreased from $257.3 million in fiscal year 2014 to $256.9
million in fiscal year 2015. A $1.2 million, or 1.8%, decrease in the Water Fund’s
expenses was partially offset by a $1.0 million, or 1.5%, increase in the Sewer
Fund’s expenses. Please see Note 17 for details regarding how these figures
were impacted by an $8.8 million reclassification of expenses.

Business-Type Activities — Charts and Graphs

The charts and graphs which follow on the next few pages illustrate the City’s Business
— type/enterprise revenues by source, and its expenses and revenues by function. As
can be seen on the following pages, Sewer, Water, Solid Waste and Community
Sanitation (which is also reflected in the following charts and graphs as part of Sewer,
Water and Solid Waste) is by far the largest Business-type Activity (function) reflecting
the City’s greatest overall expenses.
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Revenues by Source - Business-Type Activities 2015
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Expenses By Type - Business-Type Activities 2015
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Program Revenues and Expenses - Business Type Activities 2015
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The following is an analysis of some of the funds within the Business-type Activities
category:

Water

While a decline in Water revenues from the levels seen in fiscal year 2014 was
anticipated, the level of the drop was larger than expected. Revenues went from $90.1
million in fiscal year 2014 to $74.3 million in fiscal year 2015: a $15.8 million, or 17.5%,
decrease. The decrease was due to two factors. First, rates that were in place in fiscal
year 2014 were rescinded on July 31, 2014 to allow for a new Proposition 218 rate
process to begin. The product of that Proposition 218 process was approved on
February 26, 2015. The five year rate plan approved in February 2015 is shown below:

Rate Plan Revisions R?a:?e Year 1l |Year 2| Year 3 | Year 4| Year 5

Original Rate Plan (approved 2013) |$24.49 | $33.28 | $41.42 | $44.70 | $48.34 | $52.26

Revised Rate Plan (approved 2015) | $24.49 | $27.76 | $31.92 | $36.84 | $42.80 | $49.22

The rates that were approved in 2015 were lower than those approved in 2013 because
the original rates assumed interest and debt service costs from new debt that was
planned to be issued. That anticipated debt was replaced with low-interest loans from
the State, which resulted in a much lower cost for the capital projects that were to be
funded with the new rates. A further discussion of the low-interest loans from the State
can be found in Note 16 of the Notes to the Financial Statements. The new rates went
into effect in April 2015.

The other factor that contributed to the decline in Water revenues was the imposition by
the State of mandatory water restrictions in response to a fourth year of drought. The
State set a target 28% reduction of water consumption for Fresno. The imposition of
water restrictions led to a sharp decline in the average daily gallons per capita
consumption (consumption). Consumption declined 10.0%, from 231 gallons to 208
gallons. The consumption in fiscal year 2015 was the lowest level in over 10 years,
continuing a decline that began in fiscal year 2009.

Operating expenses in the Water Fund decreased by $0.6 million (1.0%) from fiscal
year 2014’s expenses total of $57.7 million to $57.1 million in fiscal year 2015. The
decrease was primarily due to a reduction in Depreciation Expense, which declined $0.8
million from $15.0 million in fiscal year 2014 to $14.2 million in fiscal year 2015: a 5.2%
decrease. The figures were impacted by the reclassification of $8.8 million that was
previously expensed. Please see Note 17 for further details regarding this adjustment.
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While expenses and revenues showed some volatility from previous fiscal year levels,
Total Assets remained comparatively unchanged. Total Assets increased from $562.4
million in fiscal year 2014 to $573.7 million in fiscal year 2015. Much of the increase
was due to the establishment of a Net Pension Asset totaling $11.8 million, as required
by GASB Statement No. 68. Other categories influencing the change in Total Assets
include:

- A decrease in Restricted Assets of $22.1 million (30.5%), as proceeds from the
2010 bond issue were used.

- An increase of $7.6 million (12.0%) in Unrestricted Cash, mostly in the Water
Enterprise Fund. The increase was due to cash payments for expenses being
lower than cash receipts.

- An increase of $23.6 million (6.1%) in Capital Assets, driven primarily by a $41.2
million (10.5%) increase in Infrastructure Assets.

While assets grew modestly, liabilities had a significant decrease. Total Liabilities
decreased by $9.1 million: from $247.7 million in fiscal year 2014 to $238.6 million in
fiscal year 2015. A $2.6 million (1,036.1%) increase in Current Liabilities, specifically
Notes Payable, was completely offset by a $5.5 million (3.7%) decrease in Long-Term
Bonds Payable and a $5.4 million (9.9%) decrease in Long-Term Notes Payable.

Water's Net Position showed an increase over fiscal year 2014’s levels. Net Position
increased from $316.1 million in fiscal year 2014 to $327.2 million in fiscal year 2015: an
$11.1 million (3.5%) increase. The majority of this increase affected the Unrestricted
Net Position, which increased $7.0 million (7.2%).

Sewer

Fiscal year 2015 revenues of $82.0 million for the Sewer Fund were up $5.8 million
(7.6%) when compared to the fiscal year 2014’s revenues of $76.2 million. The
increase was caused by $4.1 million of growth in Customer User Charge revenues,
along with $1.5 million of growth in Wastewater Facilities Sewer Charges.

While revenues showed strong growth, operating expenses displayed a lower level of
growth. Operating expenses increased by $1.9 million (3.2%): from $57.9 million in
fiscal year 2014 to $59.8 million in fiscal year 2015. The increase was due to growth of
$0.9 million (8.3%) in Administration Expenses (specifically, a $0.3 million increase in
Fleet Acquisition charges and a $0.3 million increase in Consulting expenditures), as
well as a $0.8 million (3.6%) increase in Depreciation Expense.
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Total Assets were up slightly from fiscal year 2014’s figure of $845.6 million. Fiscal year
2015’s Total Assets were $864.1 million: an increase of $18.5 million (2.2%).
Contributing to the overall increase were the following:

- Current Assets increased by $10.5 million (9.0%) over fiscal year 2014’s total of
$117.7 million. The increase was primarily fueled by an increase in Unrestricted
Cash of $7.5 million (7.1%) above fiscal year 2014’s Unrestricted Cash of $105.5
million.

- Restricted Assets decreased by $1.8 million (1.9%) from fiscal year 2014’s total
of $93.5 million to $91.7 million in fiscal year 2015. The decrease is entirely due
to a reduction in the amount of restricted cash held by the trustee for the Series
2008 bonds.

- Other Assets went from $12.0 million in fiscal year 2014 to $22.4 million in fiscal
year 2015: a $10.5 million (87.2%) increase. The increase was entirely due to
the establishment of a $10.9 million Net Pension Asset, as required by GASB
Statement No. 68.

Total Liabilities saw a decrease from levels seen in the previous fiscal year. While
liabilities were $267.0 million in fiscal year 2014, they finished at $260.3 million in fiscal
year 2015: a $6.7 million (2.5%) decrease. An increase in Current Accrued Liabilities
(primarily Vouchers Payable) of $2.1 million was completely offset by a decrease of
$8.8 million in the Long-Term Bonds Payable liability.

Net Position increased by $16.8 million (2.9%), from $579.9 million in fiscal year 2014 to
$596.7 million in fiscal year 2015. Both Net Investment in Capital Assets ($5.3 million
increase) and Unrestricted Net Position ($11.5 million increase) contributed to the
overall growth in Net Position.

Solid Waste Management

Revenues for the Solid Waste Management Fund rebounded form a decline noted in
fiscal year 2014. Revenues for fiscal year 2015 were $31.2 million versus fiscal year
2014 revenues of $29.4 million: a $1.8 million (6.1%) increase. The growth was led by
a $0.8 million increase in customer user charges.

Solid Waste Management Fund’s Operating Expenses decreased significantly in fiscal
year 2015. Expenses went from $34.3 million in fiscal year 2014 to $32.8 million in
fiscal year 2015: a $1.5 million (4.3%) decrease. The decrease was primarily the
product of two changes: a $2.7 million decrease in Cost of Services (mainly caused by
the absence of $1.1 million in settlement payments included in the fiscal year 2014
expenses), and a $1.2 million increase in Administration expenses (mainly caused by
$2.2 million in fleet purchases).
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Given the increase in revenues and the decrease in expenses, it is no surprise that
Total Assets increased from $47.9 million in fiscal year 2014 to $53.0 million in fiscal
year 2015: a $5.1 million (10.6%) increase. The increase was due to the establishment
of a $7.6 million Net Pension Asset as required under GASB Statement No. 68. The
positive effect of the net pension asset was partially offset by a $2.0 million decrease in
Unrestricted Cash.

Total Liabilities also grew between fiscal years. Fiscal year 2015’s Total Liabilities of
$23.5 million were up $1.0 million (4.4%) from fiscal year 2014’s Total Liabilities of
$22.5 million. A $1.2 million increase in Accrued Landfill Closure Liabilities drove the
overall Liabilities increase.

With assets increasing at a greater rate than liabilities, one might assume that Net
Position would increase. However, a $6.4 million Deferred Inflow of Resources —
Unamortized Pension Expense created under GASB Statement No. 68’s requirements
caused an overall decrease in Net Position from fiscal year 2014’s figure of $25.4
million to fiscal year 2015’s figure of $23.7 million. The $1.7 million (6.8%) decrease in
overall Net Position primarily impacted the Unrestricted Net Position, which declined
$1.1 million (5.2%)).

Transit

Fiscal year 2015 saw Transit (known as Fresno Area Express, or FAX) experienced its
lowest level of ridership in ten years. FAX transported 11.4 million passengers in fiscal
year 2015, a 5.8% decrease from fiscal year 2014’s ridership of 12.1 million
passengers. The decrease continued a trend seen since fiscal year 2009, when
passenger traffic was a record 18.0 million passengers.

Despite the decline in ridership, the Transit Fund’s revenues increased in fiscal year
2015. Revenues grew $2.2 million (19.9%): from $10.9 million in fiscal year 2014 to
$13.1 million in fiscal year 2015. While impressive on the surface, the growth is entirely
attributable to $2.2 million of Pension Revenue recorded as a result of GASB Statement
No. 68 changes.

While revenues showed an increase, expenses showed a slight decline. Operating
expenses went from $45.7 million in fiscal year 2014 to $45.2 million in fiscal year 2015:
a $0.5 million (1.2%) decrease. A $2.1 million decrease in Costs of Services (driven by
a $1.7 million reduction in Pension Fringe Cost) was partially offset by a $1.1 million
increase in Administration Expenses (led by a $1.0 million increase in Contract
Transportation costs).

As has been the case in previous fiscal years, Operating Grant revenue had a major

impact on Transit’s financial condition. Operating Grant revenue decreased $3.6 million
(8.3%), going from $42.8 million in fiscal year 2014 to $39.2 million in fiscal year 2015.
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The main contributor to the decrease was a $5.9 million drop in State-TDA funding,
which was partially offset by a $2.0 million increase in Measure C revenue.

As is the case with many other funds within the City, the inclusion of a Net Pension
Asset had a large impact on Total Assets. Total Assets were up $29.7 million (36.1%),
from $82.3 million in fiscal year 2014 to $112.0 million in fiscal year 2015. The inclusion
of the Net Pension Asset contributed $17.3 million of the overall increase. Also
impacting the overall increase in Total Assets was a $7.2 million increase in Restricted
Cash and a $6.5 million increase in Intergovernmental Receivables.

Total Liabilities grew at a smaller pace than Total Assets. Total Liabilities increased
$3.9 million (10.8%) from $36.3 million in fiscal year 2014 to $40.3 million in fiscal year
2015. A $2.2 million increase in Unearned Revenue (specifically unearned revenue
from Proposition 1B) and a $1.1 million increase in Accrued Liabilities (primarily,
Vouchers Payable) explains the overall increase in Total Liabilities.

With the increase in Total Assets being significantly larger than the increase in Total
Liabilities, it is unsurprising that the Transit Fund showed a strong increase in Net
Position. Net Position increased $12.9 million (28.1%) from $45.9 million in fiscal year
2014 to $58.8 million in fiscal year 2015. Most of that growth occurred in the
Unrestricted Net Position, which increased $8.5 million (63.2%) to $21.9 million in fiscal
year 2015.

Airports

The Airports’ origin and destination passengers reached 1,406,206 in fiscal year 2015,
slightly below (-1.7%) fiscal year 2014 record level passengers of 1,430,864.
International passengers to Mexico helped mitigate a decline in domestic passenger
traffic. International passengers numbered a record 153,244: 4.1% higher than fiscal
year 2014.

The decline in passengers did not affect revenues. Airports reported record revenues of
$20.9 million in fiscal year 2015, 2.4% higher than prior year revenues of $20.4 million.
Overall, revenues related to aeronautical activity decreased, while concession and
parking revenues driven by passengers’ willingness to spend increased. Revenues
generated by leases remained mostly constant.

More specifically, fiscal year 2015 landing fees of $2.1 million were about 4.5% lower
than prior year's. Security fees of $0.7 million were also lower. Higher parking and
concession revenue offset these decreases. Parking revenue amounted to $5.1 million,
4.1% higher than prior year, and concession revenue equaled $3.4 million, 9.7% higher.
Building rentals in fiscal year 2015 totaled $6.5 million, roughly equivalent to prior year.
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Passenger Facility Charges (PFCs) amounted to $2.9 million in fiscal year 2015, the
same as in fiscal year 2014. Customer Facility Charges (CFCs) equaled $1.9 million,
higher than prior year CFCs of $1.7 million. $1.6 million of PFCs were applied to Series
2013 Bonds debt service. CFCs were applied to Series 2007 Bonds debt service.

Fiscal year 2015 operating expenses amounted to $25.4 million, about 3.0% higher than
prior fiscal year. Higher depreciation charges, reflecting new assets being placed in
service, were partly offset by lower cost of services and administration, as Airports
continued to streamline processes and manage resources efficiently. Fiscal year 2015
operating expenses not including depreciation were actually $1.2 million lower than prior
year.

One of the reasons why Operating Expenses declined was related to a change in
accounting practices regarding the treatment of certain expenses. The change was
made with the fiscal year 2015 expense figures to align Airports with industry practice
and accounting standards. Noise grant expenditures that had been expensed in the
past were capitalized; planning and environmental studies that had been capitalized
were expensed. The net impact of these changes was a decrease in operating
expenses of $0.6 million. Further detail regarding this change can be found in Note 1
(k), pages 89-90.

The positive impact from revenue growth and cash-based expenditure decline had a
positive effect on Current Assets. Current Assets increased $6.2 million (54.7%) from
fiscal year 2014’s total of $11.4 million. Unrestricted Cash, the largest component of
Current Assets, surged to $11.5 million from the prior fiscal year amount of $4.2 million:
a $7.3 million (171.9%) increase. The dramatic ongoing improvement in Airports’
liquidity is the result of growing revenues generated by higher aeronautical activity,
relative to a viable capital and operating cost structure. The increase in cash was partly
offset by a $1.0 million (76.2%) decrease in Grants Receivable, from $1.3 million to $0.3
million in fiscal year 2015.

Other Assets spiked from $1.8 million to $5.7 million (208.9%) in fiscal year 2015,
mostly as the result of the introduction of a $4.6 million Net Pension Asset, as required
by GASB Statement No. 68. Capital Assets decreased by $8.6 million (4.7%), from
$191.7 million in fiscal year 2014 to $183.1 million in fiscal year 2015. The decrease
was mostly due to Accumulated Depreciation increasing from $83.0 to $92.8 million
(11.7%).

In sum, Total Assets increased by $3.1 million (1.4%) in fiscal year 2015 to $224.2
million.

Total Liabilities amounted to $61.2 million in fiscal year 2015, $1.3 million (2.1%) less
than prior year Liabilities. The decrease was fueled by a $1.5 million (2.7%) decrease
in Non-Current Bonds Payable.
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Net Position amounted to $159.7 million in fiscal year 2015, an improvement of $1.1
million over prior year. A significant decrease ($7.1 million, or 5.0%) in Net Investment
in Capital Assets was offset by an equally significant increase ($8.3 million, or 52.8%) in
Unrestricted Net Position.

Convention Center

The Convention Center had a decrease in activity during fiscal year 2015. Event days
declined from 322 in fiscal year 2014 to 297 in fiscal year 2015: a 7.8% decline. With
the reduced number of event days came a corresponding decline in attendance. Total
attendance dropped from 442,070 in fiscal year 2014 to 428,086 in fiscal year 2015: a
3.2% decline.

While the number of event days and the attendance declined, revenues remained
relatively stable. Revenues increased from $2.6 million in fiscal year 2014 to $2.9
million in fiscal year 2015: a $0.3 million (12.7%) improvement. Most of the growth
could be attributed to a rebate from PG&E for energy saving measures that were
installed at the Convention Center.

While Convention Center revenues showed some growth from the previous fiscal year,
its expenses grew at a slower rate. Operating expenses increased $0.1 million (0.9%)
from fiscal year 2014’s expenses of $7.3 million. An increase in Administration expense
(specifically, payments to the Convention Visitor's Bureau for staff) accounted for the
overall increase in Operating expenses.

The Convention Center’'s Total Assets decreased by $1.5 million (3.4%) to $43.2 million
in fiscal year 2015. The decrease was primarily due to a $2.7 million increase in
Accumulated Depreciation, which was partially offset by a $1.5 million increase in
Current Assets, specifically in the Current Restricted Cash account.

Total Liabilities also decreased in fiscal year 2015. Total Liabilities decreased by $1.5
million (3.0%) from fiscal year 2014’s figure of $49.6 million to fiscal year 2015’s figure
of $48.1 million. The majority of the decrease came from a $3.0 million reduction in the
Long-Term Bonds Payable liability, which was the result of payments made on the
bonds. The reduction from the Long-Term Bonds Payable was partially offset by a $1.5
million increase in Deposits Held for Others.

With the change in Total Assets being equal to the change in Total Liabilities, it is no
surprise that there was little change in the Convention Center's Net Position. Net
Position decreased from $(4.6) million in fiscal year 2014 to $(4.7) million in fiscal year
2015: a $0.1 million (1.4%) decline.

37



City of Fresno, California
Management’s Discussion and Analysis (Unaudited)
For the Fiscal Year Ended June 30, 2015

Stadium

The Stadium showed strong revenue growth in fiscal year 2015. Revenues for the
Stadium increased by $0.4 million (56.3%) between fiscal year 2014 and fiscal year
2015, going from $0.8 million to $1.2 million. The increase was entirely made up of
additional Arts, Parks, and Entertainment Fees, which increased by $0.4 million in fiscal
year 2015.

While revenues increased, expenses remained constant. Operating expenses showed
no change from the $1.1 million that was seen in fiscal year 2014.

The Stadium’s Total Assets increased by $0.2 million (0.7%) to $33.3 million. Two
factors are behind the increase in Total Assets:

- A $1.0 million increase in Accumulated Depreciation
- A $1.6 million increase in Restricted Cash

Total Liabilities decreased from $35.9 million in fiscal year 2014 to $34.6 million in fiscal
year 2015: a $1.3 million (3.5%) decrease. A reduction in Non-Current Bonds Payable
accounts for the entire decrease.

The large decrease in liabilities resulted in a strong improvement in Net Position. Net
Position improved from $(2.8) million in fiscal year 2014 to $(1.3) million in fiscal year
2015: a $1.5 million (53.1%) change. The improvement was mainly in the Unrestricted
Net Position, which increased by $1.3 million.

Internal Service Funds

Internal Service Funds are those funds that provide services primarily to other City
departments. Examples of such funds include Utility Billing and Collection, General
Services (Fleet Management, Information Services, and Facilities Management), Risk
Management, and the Healthcare Plan Funds.

Fiscal year 2015 revenues for the Internal Service Funds increased by $2.6 million
(2.1%) from fiscal year 2014’s revenues of $120.7 million. A $4.6 million increase in
revenues to General Services funds (specifically, $4.6 million of new equipment
payments in the Fleet Replacement Fund) was partially offset by a $2.4 million
decrease in employer contributions to the Employees’ Healthcare Fund.

Fiscal Year 2015 expenses displayed a greater increase than revenues displayed.
Operating expenses increased $9.0 million (7.9%) over fiscal year 2014’s expense total
of $114.0 million. Almost all of the increase is due to growth in the Risk Management
Fund’'s expenses, totaling $8.3 million (42.9%). Increased refunds and claims costs
made up the entire increase in the Risk Management Fund’s expenses.
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Total Assets for the Internal Service Funds increased from $87.4 million in fiscal year
2014 to $109.3 million in fiscal year 2015: a $21.9 million (25.0%) increase. $11.4
million of the overall increase was associated with the inclusion of a Net Pension Asset
in the Utility Billing and Collection and General Services Funds. Another $11.3 million
of the increase came from a reduction in Accumulated Depreciation in the General
Services Fund, which moved from $100.9 million in fiscal year 2014 to $89.6 million in
fiscal year 2015.

Total Liabilities increased $13.4 million (11.1%) to fiscal year 2015’s total of $134.1
million. The increase was made up primarily of three components:

- The Current Liability for Self-Insurance in the Risk Management Fund grew $5.2
million (26.4%) from fiscal year 2014’s total of $19.9 million to fiscal year 2015’s
figure of $25.1 million.

- The Noncurrent Liability for Self-Insurance in the Risk Management Fund went
from $77.2 million in fiscal year 2014 to $80.5 million in fiscal year 2015: a $3.3
million (4.2%) increase.

- $2.1 million (97.4%) growth in the Noncurrent Capital Lease Obligations for the
General Services Fund was recorded, resulting in the Obligation figure moving
from $2.1 million in fiscal year 2014 to $4.2 million in fiscal year 2015.

Net Position decreased $0.6 million (2.0%) from a $(33.3) million in fiscal year 2014 to a
$(33.9) million in fiscal year 2015. A $5.1 million decrease in Unrestricted Net Position
was partially offset by an increase in Net Investment in Capital Assets of $4.4 million.

Fiduciary Activities

The City maintains Fiduciary Funds for the assets of the Fire and Police Retirement
System, the Employees’ Retirement System, the Successor Agency to the Fresno
Redevelopment Agency, Private Purpose Trust, Special Assessment District Funds, as
well as City Departmental and Special Purpose Funds. These are all monies or assets
held by the City in a trustee capacity or as an agent for other governmental units,
private organizations or individuals. The two largest Fiduciary Funds on the City’s
accounting records are the Fire and Police Retirement System Pension Trust Fund and
the Employees’ Retirement System Pension System Trust Fund. The following analysis
will focus on those two funds.

Ad(ditions into the two Pension Trust Funds decreased by $300.0 million, or 71.4%, from
fiscal year 2014’s total additions of $419.9 million to fiscal year 2015’s total additions of
$119.9 million. The primary driver behind the decreased additions into both funds was
a strong decline in Investment Income, which dropped from $384.9 million in fiscal year
2014 to $83.5 million in fiscal year 2015: a drop of $301.4 million. Most of that drop
was due to a $297.1 million (90.0%) decline in the Net Appreciation In Value of the
Systems’ Investments.
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While Additions saw a dramatic decrease, Deductions from the Pension Trust Funds
continued to increase. Deductions increased from $103.5 million in fiscal year 2014 to
$107.3 million in fiscal year 2015: a $3.8 million (3.7%) increase. A $2.8 million
increase in Benefit Payments was the primary driver behind the overall increase in
Deductions.

Total Assets for both funds combined increased $74.1 million (2.6%) to $2,927.2 million
at the end of fiscal year 2015. Most of that increase can be attributed to an increase in
the Receivables for Investments Sold, which grew $40.9 million (278.4%) to $55.6
million. Also contributing to the overall increase was a rise in Other Receivables of
$11.3 million (30.2%).

The growth in assets was exceeded by growth in liabilities. Total Liabilities increased
by $61.5 million (19.3%) to $380.6 million at the end of fiscal year 2015. A sharp rise in
Accrued Liabilities of $44.0 million is the primary cause of the increase in Total
Liabilities.

The small increase in Total Assets over Total Liabilities resulted in the Net Position for
the two Pension Trust Funds increasing $12.5 million (0.5%) to $2,546.6 million at the
end of fiscal year 2015.

For further information on the Retirement Systems, please see Notes 10 of the Notes to
the Basic Financial Statements.

CAPITAL ASSETS AND DEBT ADMINISTRATION
Capital Assets

The City’s capital assets for its Governmental and Business-type Activities, before
Component Units, as of June 30, 2015 amount to $2,257,109,036 (net of accumulated
depreciation). Capital assets include land, buildings and improvements, machinery and
equipment, park facilities, roads, streets, traffic signals, streetlights, and bridges. The
net increase in the City’s capital assets for the current fiscal year was approximately
1.5% (a 2.0% increase for governmental activities, a 1.1% increase for Business-type
Activities) as shown in the table below. Capital assets for June 30, 2014 amounted to
$2,223,398,331 (net of accumulated depreciation). The net increase, for 2014, was
approximately 1.5% (a 0.3% increase for governmental activities and a 2.4% increase
for Business-type Activities).
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Changes in Capital Assets, Net of Depreciation

Governmental Business-Type Total
Activities Activities (Restated Government-Wide
2015 2014 2015 2014 2015 2014
Land $251,843,970 $238,881,767 $48,209,864 $47,688,276 $300,053,834 $286,570,043
Intangibles Indefinite Life 0 0 16,983,947 15,663,060 16,983,947 15,663,060
Buildings & Improvements 148,772,715 153,888,850 628,873,429 638,965,550 777,646,144 792,854,400
Machinery and equipment 24,878,298 19,419,250 26,044,730 26,291,363 50,923,028 45,710,613
Infrastructure 453,791,640 455,300,134 498,086,674 463,112,912 951,878,314 918,413,046
Construction in progress 51,898,766 44,249,256 107,725,003 119,937,913 159,623,769 164,187,169
Total $931,185,389 $911,739,257  $1,325,923,647  $1,311,659,074  $2,257,109,036  $2,223,398,331

Major capital asset events during the fiscal year ended June 30, 2015 some of which
were in progress during the fiscal year ended June 30, 2014, included the following:

e Water — 3 Million Gallon Tank/2 MGD Surface Water Treatment Facility

The Water Division of the Department of Public Utilities obtained a 3 million gallon
water storage tank and an initial 2MGD surface water treatment facility (with possible
future expansion to 8MGD) to serve the growing Southeast Fresno region.
Capitalization costs included engineering and design, construction of the tank, booster
pumps, operations and treatment building, and associated site improvements. It was
constructed by a developer and turned over to the City. The tank will be filled in off-peak
periods and then discharged during periods of peak flow to ensure an adequate supply
and maintain pressures. The capitalized value of the tank/facility was $23.4 million.

e Water Transmission Pipelines

The Water Division of the Public Utilities Department funded the design and installation
of approximately 17,800 linear feet of regional transmission main. The project was
divided in two segments along Chestnut Avenue: Teague Avenue to Sample Avenue
and Shaw Avenue to Ashlan Avenue. The purpose of the Chestnut Avenue Region
Transmission Main was to deliver water from the Northeast Surface Water Treatment
Plant to the central portion of the City’s service area. The project was funded with a
combination of Water Fund resources and 2010 Water Bond monies. The capitalized
value of the pipeline was $9.4 million.

e Peach Avenue Widening

The Public Works Department completed a widening of Peach Avenue between
Kings Canyon Road and Belmont Avenue. The widening converted Peach Avenue from
two lanes to a divided four-lane arterial with median landscaping, protected-left-turn-
lanes, bike lanes, curb and gutter, sidewalk, landscaping, and streetlights. The project
also funded the modification of existing traffic signal facilities and installation of a new
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traffic signal at Peach Avenue and Huntington Boulevard. Additionally, property fence
lines and existing trees were replaced, relocated, and restored. The project was funded
through a combination of ABX86 Gas Tax monies, a State grant, and Measure C funds.
Total capitalized value of the rehabilitation was $8.3 million.

e Wastewater Secondary Process Operations Building Modifications

The Sewer Fund completed a project that brought the Secondary Process Operations
Building into compliance with the requirements of the Americans with Disabilities Act
and energy efficiency standards. Proceeds for the project were used to refurbish the
existing office and maintenance space to ensure ongoing functionality. The project
included the addition of an elevator, replacement of HVAC system, replacement of
existing glazing, and construction of covered storage for division equipment. The
remodeled space is now occupied and houses the Sewer Collection System
Workgroup. Funds for the project came from the Sewer Fund. The capitalized value of
the modifications totaled $8.1 million.

e Headworks Building Coating Upgrade

The Sewer Fund recoating of the concrete in various areas of the Headworks Building
at the Wastewater Treatment Plant. The coating was designed to prevent corrosion to
the building’s concrete and the structural rebar, thereby extending the useful life. Old
coating was removed, damage from corrosion was repaired, and a new 100% epoxy
coating was applied. Funds for the project came from the Sewer Fund. The capitalized
value of the upgrade was $7.5 million.

At June 30, 2015, the City had commitments related to various construction projects
associated with Governmental Activities totaling $15.2 million. Commitments connected
with Proprietary Business-type Activities at fiscal year-end amounted to $54.1 million.
The most significant of the Governmental Activities projects were the Veterans
Boulevard at Highway 99 and Union Pacific Railroad Overpass ($3.1 million) and the
Wireless Information Technology Projects ($4.3 million). The most significant of the
Proprietary Business-type Activities projects are Tertiary Treatment at the Regional
Reclamation Facility ($20.8 million), T-4 Downtown Tank and Well ($5.2 million), East
Central Recycled Water Facility ($4.6 million) and Downtown Recycled Water System
($4.1 million). A complete list of projects appears in Note 12(h), page 174 under
Construction and Other Significant Commitments.

Debt Administration
At the end of the current fiscal year, the City had total long-term bond obligations, notes,
and leases payable outstanding of $865,999,995. Of this amount, $147,177,334 is

obligation bonds, backed by the full faith and credit of the City, while $542,705,231 is
revenue bonds and notes of the City’'s business enterprises. The remaining

42



City of Fresno, California
Management’s Discussion and Analysis (Unaudited)
For the Fiscal Year Ended June 30, 2015

$176,117,430 includes lease revenue bonds, notes and capital leases for general
governmental projects.

During fiscal year 2015, the City’s total bonded debt decreased by $36,418,237. This
decrease was from normal debt service payments.

The City did not issue any new debt during fiscal year 2015. Management does not
anticipate either issuing new debt or refinancing existing debt in fiscal year 2016.

The ratio of net general obligation bonded debt to taxable valuation and the amount of
bonded debt per capita are useful indicators of the City’s debt position to management,
citizens and investors. A comparison of these indicators (as stated in thousands)
follows:

Fiscal Year 2015 Fiscal Year 2014 Fiscal Year 201

General Bonded debt (Par Amount) $ 147,180 $ 153,935 $ 160,285
General Bonded debt per capita $ 282.95 $ 298.55 $ 315.24
Debt service tax rate per $100 taxable valuation $ 0.49 $ 0.55 $ 0.59

Although the City’s Charter imposes a limit on the amount of general obligation bonds
that the City can have outstanding at any given time to 20% of assessed value of
property in the City, the City recognizes that debt of that magnitude cannot be
supported with its current tax base and as such is very cautious about issuing general
obligation debt. Currently, there are no general obligation bonds outstanding.

Special District Debt

The City is not obligated in any manner for the Special District debt, but is acting as an
agent for property owners in collecting the assessments and forwarding the collections
to the trustee or paying agent, and initiating foreclosure proceedings, if appropriate.
Special District debt payable to bondholders was $3,933,862 at June 30, 2015, as
compared to $4,112,458 at June 30, 2014.

Additional information on the City of Fresno’s long-term obligations can be found in Note
6, pages 118-129, of the Notes to the Financial Statements.

Debt - Pledged Revenue Coverage Calculations

The City has issued various Bonds in accordance with Indentures that set forth various
covenants designed to provide security to bond holders, including rate covenants
requiring that the City fix, prescribe and collect rates, fees and charges that will yield
Net Revenues to equal at least certain designated percentages of estimated debt
service. The schedule of Pledged Revenue Coverage as presented in the Statistical
Section of the CAFR beginning on page 252 shows the debt coverage calculations for
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those bonds which have a coverage calculation methodology detailed in their indenture.
For those bonds that do not have a coverage calculation methodology detailed in their
indentures, the GASB Statement No. 44 methodology for calculating debt coverage was
used.

FINANCIAL OUTLOOK

Management believes that the financial progress which was displayed in fiscal year
2015 has continued into fiscal year 2016. Several key developments have occurred
after the conclusion of fiscal year 2015, which provide management confidence in their
belief.

- The City finished fiscal year 2015 with a cash balance in its General Fund
Emergency Reserve of $8.9 million. Since the close of the fiscal year, the City
has received about $2.8 million from the State as repayment for loans that were
made to the City’s former Redevelopment Agency. In addition to that amount,
the City plans to contribute $4.0 million to the Emergency Reserve at the end of
fiscal year 2016, leaving the fund with a cash balance of approximately $15.7
million. Going forward, the City is assured to receive approximately $3.5 million
per year through fiscal year 2020 in loan repayment. All of these proceeds will
be deposited in the reserve, resulting in a projected fiscal year 2020 Emergency
Reserve cash balance of $30.4 million.

- Key General Fund revenues continue to accrue at levels ahead of those seen in
fiscal year 2015 through the mid-point of the fiscal year. Sales Tax, Business
License Fees, and Franchise Tax receipts are displaying growth over previous
fiscal year's revenues. The increase shows that Fresno’s economy, and (by
extension) the City’s finances, continues to improve.

- In September 2014, the City began moving the proceeds of its Treasury pool out
of money market accounts and into a program of purchasing fixed income
securities. The program calls for the pool to be invested in securities of varying
maturities, up to five years. The purpose of the program is to take advantage of
higher interest rates at the far end of the maturity spectrum, while still maintaining
some level of liquidity to take advantage of future interest rate movements. The
program worked effectively in fiscal year 2015. From September 2013 to August
2014, the City earned $1,973,129 of interest on its Treasury pool investments.
From September 2014 to August 2015, the City earned $3,899,002 of interest on
its Treasury pool investments. The increase in interest earned between the two
time periods was $1,925,873, or 97.6%. Management believes interest earnings
will continue to rise as more of the Treasury pool is invested and interest rates
rise.
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The City continues to be successful in obtaining finance lease arrangements for
the acquisition of various fire apparatus.

Moody’s increased the issuer rating on the City’s debt from Baa1 to A3 in
September 2015. They also raised the rating on the City’'s lease backed
obligations from Ba2 to Ba1, and increased the rating on Convention Center,
Pension Obligation Bond and Judgment Obligation Bond debt from Ba3 to BaZ2.
Significantly, Moody’s kept the outlook on all the issues at “Positive.” Moody’s
cited “...improvement in the City’s fundamental economic profile...” as the main
reason for the upgrades.

Fitch ratings reaffirmed their BBB- issuer rating and “Stable” Outlook in October
2015, citing many of the same reasons that Moody’s cited in their ratings action.

The Bus Rapid Transit (BRT) project and the re-opening of the Fulton Mall to
automobile traffic have been awarded and are expected to begin in the latter half
of fiscal year 2016. Both of these projects are anticipated to not only have a
material impact on the City’s financial statements, they are also anticipated to
enhance economic conditions within the City by facilitating mobility and business
development.

Construction on the Southeast Surface Water Treatment Plant and associated
infrastructure program is anticipated to commence in the latter half of fiscal year
2016. This project will have a material impact on the City’s financial statements
when completed in fiscal year 2018. Additionally, the project will allow the City to
make use of all the river water allotments it possesses, thereby reducing the
drawdown of ground water that is currently used to meet Fresno’s water needs.

The Stadium Fund’s finances are anticipated to improve as a result of a strong
performance by the Fresno Grizzlies baseball team. The Grizzlies won the Triple
A Championship Game in September 2015, marking the first championship for
the organization. The carryover effect from that championship season is
expected to provide a financial boost to the Stadium Fund.

In spite of all the positive momentum for the City’s finances, there are areas of concern
that will need to be addressed in the upcoming fiscal years.

Fiscal year 2016 General Fund expenses are running higher than anticipated,
primarily due to overtime costs in Police and Fire.

While the Emergency Reserve’s cash balance has grown, it is still woefully below
where it should be for an organization of our size. As mentioned previously, the
Emergency Reserve is expected to finish fiscal year 2016 with a cash balance of
$15.7 million. Given that an average payroll for the General Fund is about $6.3
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million every two weeks, the anticipated Emergency Reserve cash balance
represents only 2.5 General Fund payrolls. Thus, the need to continue to build
the Emergency Reserve remains in spite of the progress that has been made
thus far.

- Water Fund revenues have declined significantly when compared to fiscal year
2015’s results. Through the first seven months of fiscal year 2016, revenues are
down $7.1 million (13.9%) when compared to the same time period in fiscal year
2015. The decline is the result of water restrictions imposed by the State as a
result of the drought. While recent rains have mitigated drought concerns, there
is the possibility that water restrictions will be continued by the State. If that is
the case, the Water Fund’s revenues will be materially impacted.

- The City has a large amount of deferred maintenance that needs to be
addressed. As noted in assessments of the City’s Transit yard, the Municipal
Service Center, and Camp Fresno, about $12.5 million of repairs will be needed
on these facilities within the next five years. The City is in the process of
identifying additional maintenance, as well as technology gaps across all
departments. A challenge going forward will be to find the funds and support of
the governing body to address this deferred maintenance backlog.

- Due to several years of economic hardship, there is the desire to put restored
revenues back into restoring services. While the City’s finances continue to
improve, it is imperative that a balanced approach to restoration be observed.
This balance includes, 1) restore services; 2) invest in deferred maintenance;
and 3) pay off debt, and 4) fund reserves for future economic downturns.
Additionally, all relevant information should be fully analyzed before drawing
conclusions regarding the health of the City’s financial position. For example, the
City’s assets rose to $3.4 billion in fiscal year 2015 from $3.0 billion in fiscal year
2014. However, $0.3 billion was associated with the inclusion of a Net Pension
Asset as required under GASB Statement No. 68. Without that Net Pension
Asset, assets would have increased by less than $0.1 billion. To put it in
percentage terms, with the Net Pension Asset, total assets rose 12.5%. Without
the pension asset, total assets rose only 1.8%. The challenge for policy makers
going forward is to find ways to continue the program of building up the City’s
asset base.
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While challenges remain, management believes that there are many more positive
factors than challenges. Management trusts that these positive factors will continue to
build the financial momentum seen in fiscal year 2015’s results.

Conclusion

In fiscal year 2015, the City of Fresno continued the fiscal progress that began in fiscal
year 2014. Assets grew, liabilities were reduced, the reserves grew, and revenues
showed positive momentum. The decisions that were made to restructure and revise
the City during and after the recession have started to bear positive financial results for
the City. However, it took several years of financial difficulties to put the City in a
precarious financial position, and it will take a few mo<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>