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We have audited the accompanying financial statements of the Housing
Asset Fund (Fund) of the City of La Mesa, California (City), as of and for
the year ended June 30, 2015, and the related notes to the financial
statements, as listed in the table of contents.
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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 an opinion on these financial statements
based on our audit. We conducted our audit in accordance with auditing
standards generally accepted in the United States of America . Those
standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free from material
misstatement.
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An audit involves performing procedures to obtain audit evidence about the
amounts and disclosures in the financial statements. The procedures
selected depend on the auditor's judgment, including the assessment of
the risks of material misstatement of the financial statements, whether due
to fraud or error. In making those risk assessments, the auditor considers
internal control relevant to the entity's preparation and fair presentation of
the financial statements in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the entity's internal control. Accordingly, we
express no such opinion. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of
significant accounting estimates made by management, as well as
evaluating the overall presentation of the financial statements.
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We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our audit opinion.
Opinion
In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the Housing Asset Fund of the City of La Mesa, as of June 30,
2015, and the changes in financial position thereof for the year then ended in accordance with
accounting principles generally accepted in the United States of America.
Emphasis of Matter
As discussed in Note 1, the financial statements present only the Housing Asset Fund and do not
purport to, and do not present fairly the financial position of the City of La Mesa, California, as of
June 30, 2015, the changes in its financial position for the year then ended in accordance with
accounting principles generally accepted in the United States of America. Our opinion is not
modified with respect to this matter.

San Bernardino, California
December 1, 2015
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City of La Mesa, California
Housing Asset Fund
Balance Sheet
June 30, 2015

Assets
Cash and investments
Accounts receivable
Property held for resale
Total assets

Liabilities and fund balance
Liabilities
Salaries payable

$

173,038
264
8,350,000

$

8,523,302

$

887

Total liabilities

887

Fund balance
Nonspendable
Restricted

8,350,000
172,415

Total fund balance
Total liabilities and fund balance

8,522,415
$

8,523,302

The accompanying notes are an integral part of these financial statements.
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City of La Mesa, California
Housing Asset Fund
Statement of Revenues, Expenditures, and Changes in Fund Balance
For the year ended June 30, 2015

Revenues
Use of money and property

$

Total revenues

8,936
8,936

Expenditures
Current:
Community development

41,677

Total expenditures

41,677

Net change in fund balance

(32,741)

Fund balance, beginning of year
Fund balance, end of year

8,555,156
$

8,522,415

The accompanying notes are an integral part of these financial statements.
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City of La Mesa, California
Housing Asset Fund
Notes to the Financial Statements
For the year ended June 30, 2015

Note 1 – Organization and Summary of Significant Accounting Policies
The City of La Mesa was incorporated in 1912, under the laws of the State of California and
enjoys all the rights and privileges applicable to a general law city. It is governed by an elected
five-member City Council.
The following is a summary of the significant accounting policies of the City of La Mesa as they
pertain to the Housing Asset Fund. Only the Housing Asset Fund information is included herein
and these financial statements, therefore, do not purport to represent the financial position or
results of operations of the City of La Mesa, California.
Basis of accounting
These fund financial statements are reported using the modified-accrual basis of accounting.
Under the modified-accrual basis of accounting, revenues are recognized when susceptible to
accrual (i.e. when they are both measurable and available). “Measurable” means the amount of
the transaction can be determined, and “available” means collectible within the current period or
soon enough thereafter (within 60 days) to be used to pay liabilities of the current period.
Expenditures are generally recognized in the accounting period in which the liability is incurred,
if measurable.
Use of estimates in the preparation of financial statements
The financial statements have been prepared in accordance with generally accepted accounting
principles and necessarily include amounts based on estimates and assumptions by
management. Actual results could differ from those amounts.
Implementation of New Accounting Principles
In Fiscal Year 2015, the City implemented GASB No. 68, Accounting and Financial Reporting
for Pensions – An Amendment of GASB Statement No. 27. The primary objective of this
Statement is to improve accounting and financial reporting by state and local governments for
pensions. It also improves information provided by state and local governmental employers
about financial support for pensions that is provided by other entities. This statement
establishes standards for measuring and recognizing liabilities, deferred outflows of resources,
and deferred inflows of resources, and expense/expenditures. For defined benefit pension
plans, this Statement identifies the methods and assumptions that should be used to project
benefit payments, discount projected benefit payments to their actuarial present value, and
attribute that present value to periods of employee service. The implementation of this
statement had no impact on the Fund’s financial statements.
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City of La Mesa, California
Housing Asset Fund
Notes to the Financial Statements
For the year ended June 30, 2015

Note 2 – Cash and Investments
Cash at June 30, 2015, consisted of the following:

Amount
Pooled cash and investments

$

173,038

The City follows the practice of pooling cash and investments for all funds except for funds
required to be held by outside fiscal agents under the provisions of bond indentures.
For more information on the City’s cash and investments as of June 30, 2015, please see the
City of La Mesa’s audited financial statements.
Note 3 – Capital Assets
The Housing Asset Fund owns the Campina Court Apartment property, valued at $6,065,000.
This amount is included in the City’s government-wide financial statements and is not reported
at the fund level.
Note 4 – Property Held for Resale
On November 25, 2008, the City entered into a Purchase and Sale Agreement with the
Redevelopment Agency (Agency) to sell certain real property located at 8181 Allison Avenue,
La Mesa, California at the appraised value of $8,350,000 for the purposes of increasing,
improving and preserving the community's supply of housing available at affordable cost to
persons and families of low or moderate income. The Agency made an initial payment of
$1,000,000 at closing and issued a promissory note to the City for $7,350,000.
The outstanding balance was transferred from the Agency to the Successor Agency on
February 1, 2012 as part of the dissolution of redevelopment. At June 30, 2015, the
outstanding balance of the advances from the City to the Successor Agency relating to this
transaction was $5,300,000.
On August 23, 2012, the City of La Mesa acting as Successor Agency filed the Recognized
Obligation Payment Schedule (ROPS III) for the January through June 2013 time period. As it
had been for all previous ROPS, included on the ROPS III was the outstanding loan balance
($5,300,000 at June 30, 2012) for the Police Station Land Sale between the General Fund and
the Successor Agency and the related annual debt service ($750,000 per year). The
Department of Finance denied the debt on the ROPS III as an enforceable obligation, despite
approving it on all previous ROPS, stating:
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City of La Mesa, California
Housing Asset Fund
Notes to the Financial Statements
For the year ended June 30, 2015

Note 4 – Property Held for Resale, (continued)
HSC section 34171 (d) defines enforceable obligations. Based on our review and
application of the law, Item No.5- a loan agreement between the City of La Mesa
(City) and the Agency in the amount of $5.3 million is not an enforceable
obligation. The loan was used to purchase the land under the police station. HSC
section 34171 (d) (2) states that agreements between the City and the Agency
are not enforceable.
The City requested a Meet and Confer with the Department of Finance, which was held on
November 21, 2012. On December 19, 2012, the City received a determination from the
Department of Finance that upheld the original determination to deny both the outstanding loan
balance and related annual debt service as enforceable obligations. Because the balance of
the sale ($5,300,000) is recorded as a receivable in the General Fund, this presents a
potentially material negative impact on the General Fund. As of December 1, 2015, which is the
date these statements were available to be issued, the City is considering the next steps to
resolve this issue with the Department of Finance.
Note 5 – Fund Balance
The City implemented GASB Statement No. 54, Fund Balance Reporting and Governmental
Fund Type Definitions. This statement provides more clearly defined fund balance categories to
make the nature and extent of the constraints placed on a government’s fund balance more
transparent. The following classifications describe the relative strength of the spending
constraints placed on the purposes for which resources can be used:







Nonspendable – amounts that are not in a spendable form (such as inventory) or are
required to be maintained intact.
Restricted – amounts constrained to specific purposes by their providers (such as grantors,
bondholders and higher levels of government), through constitutional provisions or by
enabling legislation.
Committed – amounts constrained to specific purposes by a government itself, using the
highest level of decision-making authority; to be reported as committed, amounts cannot be
used for any other purpose unless the government takes the same highest level action to
remove or change the constraint.
Assigned – amounts a government intends to use for a specific purpose; intent can be
expressed by the governing body or by an official or body to which the governing body
delegates the authority.
Unassigned – amounts that are for any purpose; positive amounts are reported only in a
general fund.
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City of La Mesa, California
Housing Asset Fund
Notes to the Financial Statements
For the year ended June 30, 2015

Note 5 – Fund Balance, (continued)
The City Council, establishes (and modifies or rescinds) fund balance commitments by passage
of an ordinance or resolution. The Director of Finance has the authority, granted by the Council,
to commit City resources. When both restricted and unrestricted resources are available for use
when an expenditure is incurred, it is the City’s policy to use restricted resources first, then
unrestricted resources as they are needed. It is also the City’s policy to consider committed
amounts as being reduced first, followed by assigned amounts and then unassigned amounts
when expenditures are incurred for purposes for which amounts in any of those unrestricted
fund balance classifications could be used.
The Housing Asset Fund’s governmental fund balances at June 30, 2015, are presented below:
Housing
Asset Fund
Nonspendable:
Property held for resale

$

Restricted for:
Low and moderate income housing
Total fund balance

8,350,000

172,415
$

8,522,415

Note 6 – Subsequent Event
In October 2014, the City received a letter from the State Controller’s Office stating that the
City’s general government received an unallowable transfer of $2,409,056 in assets from the
former Redevelopment Agency. Of this $2,409,056, $700,000 can be attributed to the
Successor Agency. The State Controller’s Office is requesting that the unallowable transfers be
returned to the now Successor Agency.
The City disagrees with this decision and has since disputed this claim. The outcome of the
matter is still uncertain as of December 1, 2015, which is the date the statements were available
to be issued.
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