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December 5, 2005 
 
 
The Board of Directors 
Orange County Fire Authority 
1 Fire Authority Road 
Irvine, CA  92602 
 
 
We are pleased to present the Comprehensive Annual Financial Report (CAFR) of the Orange 
County Fire Authority (OCFA) for the fiscal year July 1, 2004 to June 30, 2005. 
 
This report consists of management’s representations concerning the finances of the OCFA and is 
presented using the financial reporting model outlined in the Governmental Accounting Standards 
Board (GASB) Statement 34. Consequently, management assumes full responsibility for the 
completeness and reliability of all of the information presented in this report.  As management, we 
assert that, to the best of our knowledge and belief, this financial report is complete and reliable in all 
material respects. 
 
To provide a reasonable basis for making its representations, OCFA management has established a 
comprehensive internal control framework.  This framework is designed to provide reasonable 
assurance that assets are safeguarded against loss from unauthorized use or disposition, and that 
accounting transactions are executed in accordance with management's authorization and properly 
recorded, so that the financial statements can be prepared in conformity with generally accepted 
accounting principles (GAAP).  The design and operation of internal controls also ensures that 
federal and state financial assistance funds are expended in compliance with applicable laws and 
regulations related to those programs.   
 
The OCFA’s financial statements have been audited by Lance, Soll, and Lunghard, LLP, a firm of 
certified public accountants.  The independent auditor concluded, based upon the audit, that there was 
a reasonable basis for rendering an unqualified (“clean”) opinion that the OCFA’s financial 
statements for the year ended June 30, 2005, are fairly presented in conformity with GAAP.  The 
independent auditor’s report is presented as the first component of the financial section of this report.  
  
The Management’s Discussion and Analysis (MD&A) narrative provides “financial highlights” and 
interprets the financial reports by analyzing trends and by explaining changes, fluctuations, and 
variances in the financial data.  The MD&A is also intended to disclose any known significant events 



 

or decisions that affect the financial condition of the OCFA. The MD&A complements, and should 
be read in conjunction with, this letter of transmittal. 
 
The independent audit of the financial statements of the OCFA was part of a broader, federally 
mandated “Single Audit” designed to meet the special needs of federal grantor agencies.  The 
standards governing Single Audit engagements require the independent auditor to report not only on 
the fair presentation of the financial statements, but also on the audited government’s internal controls 
and compliance with legal requirements, with special emphasis on internal controls and legal 
requirements involving the administration of federal awards.  These reports are available in the 
OCFA’s separately issued Single Audit Report. 
 
PROFILE OF THE OCFA 
 
The OCFA was formed on March 1, 1995, transitioning from the Orange County Fire Department to a 
joint powers authority (JPA) as allowed by California State Government Code 6500 et seq.  The 
OCFA is an independent organizational entity similar to a special district.  The service area includes 
twenty-two member cities and the unincorporated areas of Orange County, California.  A twenty-four 
member Board of Directors governs the OCFA.  This Board includes an elected official appointed to 
represent each of the twenty-two member cities and two representatives from the County Board of 
Supervisors.  The OCFA is managed by an appointed Fire Chief who reports to the Board of 
Directors.  
 
The OCFA is the largest regional fire service organization in Orange County and one of the largest in 
California.  Emergency response services are provided to a community of over 1.3 million residents 
in a 551 square mile area of Orange County.  On June 30, 2005, the OCFA’s authorized staffing level 
was 1,090 full-time positions. A total of 904 positions or 83 percent of personnel provide front-line 
services including emergency response, dispatch, and fire prevention.  The remaining 186 positions 
are authorized for technical and administrative support.  Also, the OCFA’s staffing levels include 390 
reserve firefighter positions. 
 
Since 1998, OCFA has used a customer satisfaction survey program to monitor the level of customer 
service satisfaction. In 2004/05, almost 33,000 questionnaries were distributed and 30%, or almost 
10,000, were returned. The overall satisfaction rating of 97%, in conjunction with the high return 
rate, demonstrates that our communities continue to place high value on the OCFA’s services and 
excellent service delivery. 
 
The annual budget serves as the foundation for the OCFA’s financial planning and control.  The 
budget development process begins in November.  The budget team compiles the input received from 
the section/division managers who follow the policies and guidelines established by Executive 
Management.  The results are presented to Executive Management for review and prioritization.  The 
draft budget is further refined through various Committee reviews including a City Managers’ Budget 
and Finance Committee, a Capital Improvement Program Ad-Hoc Committee, and the OCFA Budget 
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and Finance Committee.  The OCFA Budget and Finance Committee recommends the budget for 
approval by the Board of Directors in June.  The Board is required to hold a public hearing on the 
proposed budget and adopt a final budget no later than June 30, the close of the OCFA’s fiscal year.   
 
The appropriated budget is allocated by fund and department.  Department Chiefs may make transfers 
of appropriations within their department.  Transfers of appropriations between departments require 
the approval of Executive Management, and transfers between funds require the approval of the 
Board.  Budget-to-actual comparisons are provided in this report for each individual governmental 
fund for which an appropriated annual budget has been adopted.  The General Fund comparison is 
presented on page 21. For the remaining governmental funds with appropriated annual budgets, this 
comparison is presented in the Supplementary Schedules subsection of this report, which starts on 
page 50.  
 
FACTORS AFFECTING FINANCIAL CONDITION 
 
The information presented in the financial statements is perhaps best understood when it is 
considered from the broader perspective of the specific environment within which the OCFA 
operates. 
 
National Economy: Real Gross Domestic Product (GDP) has been performing as anticipated.  The 
forecast last year was that GDP was going to expand by 4.4% in 2004, which is exactly the growth 
experienced in the national economy.  However, growth reached its zenith in the first quarter of 2004 
(5.0%) with declines noted in every subsequent quarter.  The forecast for 2005 remained virtually 
unchanged at 3.6%.1  However, the impacts of the hurricanes, the rising cost of petroleum products, 
and a marked decrease in consumer confidence in September suggest further slowing of the 
economy.2   
 
Unemployment, which seems to have peaked in 2002 (5.8%) and 2003 (6.0%), was 5.5% in 2004 and 
was previously expected to average 4.9% from 2005 to 2007.3  However, the job loss resulting from 
hurricanes Katrina and Rita in the Gulf States has changed those projections.  Job loss related to the 
two hurricanes had reached 478,000 by the second week of October.4  At the same time, personal 
spending, which accounts for seventy percent of the economy, decreased by 8.9% in September, 
reaching its lowest level since the September 2001 terrorist attack.5  As a result, consumer confidence 
experienced its largest single-month drop in 15 years reaching its lowest level in two years.6

 
Housing construction is also expected to slow in the near future.  While housing starts have been 
averaging 6.8% growth per year since 2001, forecasted growth in 2005 is 3.3% and -7.1% in 2006.  

                                                           
1 Chapman University, Economic & Business Review – December 2004 and June 2005 
2 California State University, Fullerton – Economic Forecast – October 2005 
3 California State University, Fullerton – Economic Forecast – October 2005 
4 Hurricane Job Losses Increase to 478,000, Fox News - 10/20/2005 
5 Katrina Dims Economic Outlook, Orange County Register – 10/1/05 
6 Confidence Falls on High Energy Prices, Orange County Register – 9/28/05 
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Sales of existing homes are also expected to decline by 3% by the end of 2005.7  Over the summer, 
the median price of a home across the nation rose by 14.1% over last year, to an all time high of 
$218,000.8

 
Over the past fiscal year, the Federal Reserve Board’s goal has been twofold: to sustain economic 
growth and to keep inflation under control.  They have been able to achieve this goal by carrying out 
a series of “measured” interest rate increases.  The Federal Reserve started the fiscal year with a 
federal funds rate, the overnight bank lending rate, of 1%.  It raised interest rates in twelve straight 
quarter-point increments taking the target federal funds rate to 4.0% by November 1, 2005.  The 
market expects the Federal Reserve to increase the federal funds rate another 25 basis points when it 
meets on December 13th to end the calendar year at 4.25%. 
 
In terms of direct impacts on the OCFA’s financial condition, Federal funding accounted for slightly 
over 1% of the General Fund Budget.  This revenue was primarily in the form of Urban Search & 
Rescue reimbursements, grant awards, and assistance by hire.   
 
State Economy: The California housing market, though not spectacular as in previous years, is 
expected to be solid, outpacing the national market.9  While an average of about 200,000 new 
dwelling units have been added annually for the past three years, new units in 2006 are expected to 
drop to 170,00010.  Nevertheless, many bankers, builders, and economists do not see this trend as a 
“housing bubble bursting”, but as a rebalancing after several years of incredible growth.11

 
The State unemployment rate, which reached an over twenty-five-year low of 5.0% in 2000, climbed 
to 6.8% in 2003 and began to decrease again in 2004 (6.2%)12.  With 218,000 new jobs anticipated in 
2005 and 163,000 in 2006, California’s unemployment rate should decrease to an average of 5.5% in 
those years.13

 
The State economy directly impacts the OCFA’s financial condition in the areas of reimbursements 
(including reimbursements for State mandates) and our contract with the California Department of 
Forestry (CDF).  CDF contracts with the OCFA to provide fire suppression services to the State 
Responsibility Areas (SRA) that are within OCFA’s jurisdiction.  Indirect influences include changes 
to workers’ compensation law that have resulted in some cost savings for OCFA, and other statutory 
changes that provide for cost recovery. 
 

                                                           
7 California, U.S. in a Housing “Bubble”, LA Times – 12/8/04 
8 Home Sales Slip, But Still Strong, Orange County Register – 8/24/05 
9 California, U.S. in a Housing ‘Bubble”, LA Times – 12/8/04 
10 Chapman University, Economic & Business Review – June 2005 
11 Mortgage Group Predicts Little Decline, Orange County Register – 8/25/05 
12 Bureau of Labor Statistics 
13 California’s Legislative Analyst’s Office, Analysis of the 2005-06 Budget Bill  
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County Economy: Orange County ranks as one of the ten top counties nationwide in terms of 
employment, employment growth, and increase in average weekly wages.14  Unemployment in the 
county peaked in 2002 (5.0%) and 2003 (4.8%) and then declined to 4.3% and 3.8% the next two 
years.  This declining unemployment rate is anticipated to continue through 2007 with approximately 
20,000 new jobs added each year.  Over the same period, personal income is expected to grow by 
5.6% per year and taxable sales will increase by 6.0% per year.15

 
The most significant County economic factor impacting the OCFA is the housing market.  Property 
taxes comprised 69% of OCFA’s total revenues received in 2004/05.  Over the past four years, 
construction has added an average of 9,800 new homes each year, and 8,300 new homes are forecast 
for the next two years16.  The median price of an Orange County home is over $600,000. 
 
LONG TERM FINANCIAL PLANNING 
 
Since its formation in 1995, the OCFA has been preparing multi-year projections of its revenues and 
expenditures.  For the past seven years, a firm of tax consultants has been retained to assist in the 
projection of OCFA’s single largest revenue source – property taxes.  With these projections and a 
collection of conservative assumptions, OCFA forecasts its financial condition five years into the 
future.  Various scenarios can be developed from the forecast to assess the impact of proposed or 
impending changes to the budget, the economy, or the underlying assumptions.  As a result, this tool 
provides early warning of potential financial difficulties. 
 
RELEVANT FINANCIAL POLICIES 
 
The OCFA Board of Directors has adopted the following formal budgetary and fiscal policies: 
 
• Financial Stability Budget Policy – This policy is intended to guide OCFA budget actions 

toward maintaining long-term financial stability and to establish designated reserve fund levels 
and annual funding targets for the General Fund and Capital Improvement Program (CIP) funds. 

• Fiscal Health Contingency Plan – The purpose of this plan is to establish a framework and 
general process to assure timely and appropriate response to adverse fiscal circumstances.  It also 
includes historical trend analysis of twelve fiscal factors. 

• Investment Policy – This policy is updated annually to reflect changes in legislation and the 
changing needs of the Authority. It specifies the types of investments allowed in the OCFA 
portfolio, as well as the diversification and maturity requirements for investments. 

• Roles/Responsibilities/Authorities for the OCFA – This document identifies those roles and 
responsibilities that have been retained by the Board, as well as responsibilities that have been 
delegated. All authority rests with the Board of Directors unless it is delegated by statute or Board 

                                                           
14 County Employment and Wages: Fourth Quarter 2004, Bureau of Labor Statistics – 7/19/05 
15 California State University, Fullerton – Economic Forecast – October 2005 
16 Chapman University, Economic & Business Review – June 2005 
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action. When delegated, these authorities are further defined by contracts, resolutions, polices, 
and/or other Board actions.  

• Accounts Receivable Write-off Policy for Uncollectible Accounts – This policy establishes the 
criteria and procedures for requesting uncollectible amounts to be written off. 

 
MAJOR INITIATIVES FOR THE YEAR 

 
Disaster Preparedness: 
 
• Emergency Preparedness Training and Community Emergency Response Teams (CERT) – 

Provided assistance and coordination in emergency preparedness to staff in the cities of Aliso 
Viejo, Lake Forest, Laguna Hills, and Laguna Woods and established CERT courses for the 
public. 

• Urban Search and Rescue (USAR) Grant – Purchased equipment to bring the USAR cache up 
to Federal Emergency Management Agency (FEMA) standards, provided training, and acquired 
vehicles to transport USAR equipment to disaster sites. 

• Weapons of Mass Destruction (WMD) Grant – Purchased $1.1 million in WMD equipment, 
provided specialized training for the USAR Task Force, and continued internal preparation 
measures to support WMD/Terrorism Program. 

 
Meeting Operating Needs: 
 
• Staffing and Personnel 

 The Wellness and Fitness (WEFIT) pilot program was successfully completed in October 
2004.  Due to its success, the WEFIT program has been included as an on-going activity. 

 One Firefighter Academy, one Engineer Academy, and one Fire Captain Academy each 
graduated during the fiscal year. 

 The Firefighter Trainee recruitment closed on May 31, 2005 with the receipt of over 7,500 
applications. 

• Fire Stations 
 Construction of a replacement station for Fire Station #33 (JWA) was completed and the new 

station was dedicated on May 12, 2005. 
 Construction of replacements for Fire Station #15 (Silverado Canyon) and Fire Station #59 

(San Clemente), and new Fire Station #47 (Irvine) approached completion during the year. 
 Fire Stations #19 (Lake Forest) and #29 (Dana Point) were demolished and construction was 

begun on the replacement stations during the year. 
• Equipment 

 Of the 14 fire engines ordered in 2004/05, we placed nine in service during the fiscal year and 
the remaining five went into service shortly thereafter. 

 One 75’ quint was ordered in 2004/05 and a 100’ tractor-drawn aerial (TDA) was placed in 
service after the end of the year. 
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MAJOR INITIATIVES FOR THE FUTURE 
 

Strategic Studies: 
 
• Deployment Study – The Strategic Plan calls for a study to review, validate, and/or modify the 

deployment of emergency resources to our member cities and the county. This study is planned 
for completion in 2005/06. 

• Fire Prevention Fee Study – The fees adopted in 2002 will be reviewed to ensure that the fee 
structure and fees are appropriate, and to update the fees as needed.   

• In-fill Development Fee Study – A study of our developer fee program is underway to update 
the fee and determine the feasibility of expanding the program to include small developments 
(under 100 units) and in-fill projects.  

• Information Technology Master Plan – This study will establish strategic goals and priorities to 
guide IT decision-making for the next five years including the effective use of Geographic 
Information System (GIS) technology. 

• Fleet Management Study – This comprehensive, independent audit of the current fleet 
management policy will review existing guidelines for vehicle utilization, rotation, and 
replacement. 

 
When completed in 2005/06, these studies could potentially impact the financial condition of the 
OCFA. As recommendations are implemented from each study, revenues and cost recovery areas 
may be enhanced and additional expenditure needs may be identified. 

 
Staffing and Personnel: 
 
• As part of our succession planning strategic initiative, the following fiscal year will include: 

 Two Firefighter academies 
 One Fire Apparatus Engineer academy 
 One Fire Captain academy 
 One Battalion Chief promotional test 

 
New Fire Station Construction: 
 
• New Fire Station #47 (Irvine) and replacements for Fire Stations #15 (Silverado Canyon) and #59 

(San Clemente) will open in 2005/06. 
• Construction will continue on Fire Stations #19 (Lake Forest), #29 (Dana Point), #38 (Irvine), 

#39 (Laguna Niguel), and #55 (Irvine). 
• During the next five years, construction is planned to commence on replacements for Fire 

Stations #10 (Yorba Linda) and #60 (San Clemente) along with new Fire Stations #20 (Irvine) 
and #56 (Ortega Valley). 
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Disaster Preparedness: 
 
• Plans for 2005/06 include implementation of a regional CERT program combining several south 

county cities. 
• The OCFA website will be enhanced to include more disaster preparedness resources, links, 

videos, and contacts. 
 
AWARDS AND ACKNOWLEDGEMENTS 
 
The Government Finance Officers Association (GFOA) awarded a Certificate of Achievement for 
Excellence in Financial Reporting to the Orange County Fire Authority for its Comprehensive 
Annual Financial Report (CAFR) for the fiscal year ended June 30, 2004.  This was the seventh 
consecutive year that the OCFA has received this prestigious award.  In addition, the California 
Society of Municipal Finance Officers (CSMFO) awarded a Certificate of Award for Outstanding 
Financial Reporting to the Orange County Fire Authority for its CAFR for the fiscal year ended June 
30, 2004.  This was the fifth consecutive year that the Orange County Fire Authority has achieved 
this award.  In order to be awarded these Certificates, a government must publish an easily readable 
and efficiently organized CAFR.  This report satisfied both GAAP and the applicable legal 
requirements. 
 
These Certificates are valid for a period of one year only.  We believe that our current CAFR 
continues to meet the Programs’ requirements, and we are submitting it to the GFOA and CSMFO to 
determine its eligibility for this year’s awards. 
 
The timely preparation of the Comprehensive Annual Financial Report was made possible by the 
dedicated efforts of all departments of the OCFA, especially the staff of the Finance Division.  We 
sincerely appreciate and acknowledge the support and direction provided by the accounting firm of 
Lance, Soll, and Lunghard, LLP in preparing the OCFA’s CAFR.  We would also like to express our 
appreciation to the Board of Directors and the OCFA Budget and Finance Committee for their 
leadership and support in planning and conducting the financial operations of the OCFA in a 
responsible and progressive manner. 
 
Respectfully submitted, 
 
 
 
Chip Prather, Fire Chief 
 
 
 
Lori Zeller, Assistant Chief 
Business Services Department 
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ORANGE COUNTY FIRE AUTHORITY 

MANAGEMENT STAFF 
(at June 30, 2005) 

 
 
 

Charles “Chip” Prather   Fire Chief 
 
 

Patrick L. Walker   Deputy Fire Chief 
 
 
Bill Dean    Assistant Chief 
      Operations Department 
 
Patrick McIntosh   Assistant Chief 
      Support Services Department 
 
Lori Zeller    Assistant Chief 

Business Services Department 
 

Laura Blaul    Assistant Chief 
       Fire Prevention Department 
 
 

Nancy Swanson   Appointed – Clerk of the Authority 
 
 

Jim Ruane    Appointed – Auditor 
 
 

Patricia Jakubiak   Appointed – Treasurer 
 
 

Woodruff, Spradlin, & Smart  General Counsel 
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ORANGE COUNTY FIRE AUTHORITY 
ORGANIZATION OF BOARD OF DIRECTORS 

 
 

The Orange County Fire Authority Board of Directors has twenty-four members. Twenty-two of the 
members represent our partner cities, and two members represent the county unincorporated area.  The Board 
of Directors meets bimonthly.  The Board established an Executive Committee, which meets monthly. The 
Board also established a standing Budget and Finance Committee to address finance and budget policy 
issues.  The Chair of the Board, on an annual or as needed basis, makes appointments to the Committee.  The 
following is a description of each committee. 
 
 
The Executive Committee conducts all business of the Authority, with the exception of policy issues, 
including labor relations, budget issues, and other matters specifically retained by the Board of Directors.   

 
The Executive Committee consists of no more than eight members of the Board of Directors.  The committee 
membership is comprised of the following designated positions: the Chair and Vice Chair of the Board of 
Directors, the immediate past Chair of the Board, and the Chair of the Budget and Finance Committee.  In 
addition, the Chair appoints four at-large members.  At least one member of the Board of Supervisors will 
serve on this committee.  In addition, the ratio of committee members representing cash contract cities to the 
total committee membership will be as close as reasonably possible to the ratio of the number of cash 
contract cities to total member agencies.  The Chair of the City Managers Technical Advisory Committee 
serves as an ex officio non-voting member of the Executive Committee. 
 
 
The Budget and Finance Committee advises staff and makes recommendations to the Board of Directors 
on matters related to financial and budget policies, development of budgets for the general fund and capital 
expenditures, designations of reserves, budget balancing measures, evaluation and development of plans to 
meet long-term financing needs, investment oversight, and purchasing policies.  The Chair of the City 
Manager Budget and Finance Committee serves as an ex officio non-voting member of this committee. 
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