
 
 

June 21, 2011  

Nick Berardino 

Orange County Employee Association 

830 North Ross Street 

Santa Ana, CA  92701 

Dear Mr. Berardino: 

Attached is our report to the Orange County Employees Association (OCEA) on the finances of 

the City of Costa Mesa and its budget outlook as it enters Fiscal Year (FY) 2011-12. As specified 

in our agreement, the report was conducted in two phases. 

Phase 1 examined the financial condition of the City as of June 30, 2011, based on a review of 

the 2008, 2009 and 2010 Comprehensive Annual Financial Reports (CAFR) for the City of 

Costa Mesa, as well as  the FY 2010-11 Adopted Operating and Capital Improvement Budget 

and other budget analyses presented to the City Council by management. 

Phase 2 analyzed the major revenue projections for FY 2011-12, including Sales Tax, Transient 

Occupancy Tax and Property Tax; and major expenditure projections for the same year, 

including employee salaries and benefits, as well as Internal Service Fund interdepartmental 

charges. These projections could not be conducted until after certain financial information was 

made available by the City in early June 2011. In addition, Phase 2 included an analysis of 

CalPERS pension projections presented to the City Council and the reasonableness of making 

such projections beyond FY 2012-13, which is the last year for which CalPERS actuaries have 

developed preliminary employer contribution rates. 

We had also anticipated conducting an assessment of the reasonableness of multiple year 

financial and budget projections that may have been prepared by the City. Included were to be 

assumptions of revenue and expenditure growth, incorporating labor concessions made to date, 

such as agreements to make a portion of the employee CalPERS contributions through payroll 

deductions. However, to our knowledge, management has not presented multi-year operating 

projections to the City Council. 
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The goal of this study was to determine whether the City might have surplus resources as of June 

30, 2011 that could be used to help fund City operations in FY 2011-12. Another goal of this 

study was to test the City’s projections used to develop the budget for FY 2011-12, and make 

recommendations for modifications to the City’s assumptions, if appropriate. 

Based on this analysis, the City of Costa Mesa will continue to have approximately $26.4 million 

in fund balances at the end of FY 2010-11 that could be used to finance a portion of the FY 

2011-12 General Fund budget. In addition, there are certain revenue and expenditure adjustments 

that should be considered by the City as it moves forward with the FY 2011-12 budget and 

forecast for future years. 

Included are suggestions that the City establish plans for the repayment of certain debt 

obligations owed to the General Fund by the Redevelopment Agency Debt Service Fund and the 

Park Development Fees Fund, amounting to $14.8 million as of June 30, 2011. Unfortunately, 

both of these funds reported deficits as of June 30, 2010 and repayment in the near term is 

unlikely. 

In other areas,  annual General Fund savings of $1,281,250 will occur after the retirement of debt 

on the City’s 1998 Refunding Bonds in FY 2012-13. Additional savings could be achieved by 

buying out a 2009 Fire Truck Lease using Equipment Replacement Fund reserves, instead of 

continuing with the lease purchase  agreement through FY 2015-16. This latter suggestion would 

save the General Fund $219,641 annually between FY 2011-12 and FY 2015-16, when the lease-

purchase would have been fully paid off. Further, by issuing Pension Obligation Bonds to prepay 

a portion of the unfunded liability owed to CalPERS, the City could reduce its net pension costs 

substantially, amounting to $284,410 annually, for a total of approximately $6.5 million over the 

current 23-year amortization period remaining on the Fire Safety Plan Side Fund balance alone. 

Lastly, it is our opinion that previous representations of the funding concerns surrounding future 

year impacts of CalPERS employee pension benefits have been overstated. Extraordinary 

CalPERS investment gains during the past two fiscal years will be used to offset prior year losses 

and begin to lower rates as early as FY 2012-13. Over time, contribution rates will very likely 

moderate toward the Normal Cost estimates made by CalPERS actuaries without any change in 

employee benefit levels or actuarial assumptions. 
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Our summary of available resources in FY 2011-12 are as follows: 

General Fund 

1. Reduce designation for Working Capital Reserve $    9.2 million 

2. Eliminate designation for Self Insurance Liability 2.9 million 

3. Reduce designation for Compensated Absences 3.5 million 

4. Reduce designation for Other Post Employment Benefits 0.7 million 

5. Recognize additional FY 2011 fund balance 4.2 million 

Other Funds 

6. Refund excess Equipment Replacement reserves $   6.2 million 

7. Buy-out Fire Truck Lease (0.8) million 

8. Eliminate Fire Truck Lease Purchase (Ongoing) 0.2 million 

9. Recognize sufficiency of Liability Insurance reserves (See Item 2) 

10. Borrow using POBs to fund pension UAAL (Ongoing) 0.3 million 

  Total Available Resources $26.4 million  

If you have any questions on this report, please call me at our main office at (415) 553-4620, or 

on my cell phone at (510) 757-7991. 

Sincerely,  

 
Stephen Foti 

Principal 
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Financial Status 

As of June 30, 2010, the Costa Mesa General Fund had a balance amounting to approximately 

$41.5 million, or 44.0% of the City’s $94.4 million annual General Fund operating expenses. 

Further, the City’s internal service funds and special revenue funds had substantial resources in 

the form of retained earnings and cash balances that were in excess of requirements as of that 

date. Although the City Council has expressed concerns regarding the deterioration of reserves as 

the City has struggled with meeting the revenue losses associated with the economic recession, 

there is additional room for the City to use accumulated reserves as short–term budget solutions. 

Suggestions that the City needs to supplement Equipment Replacement reserves during a period 

of financial crisis is neither realistic nor necessary, particularly given the City’s history of 

maintaining substantial balances in that reserve for very little practical purpose. 

It is important to note that many jurisdictions operate without internal service funds, instead 

choosing to fund support services through the General Fund. In Costa Mesa, the Internal Service 

Funds were created by financial policy of the City and essentially contain General Fund 

resources that can be used by the City for any general government  purpose. Therefore, when 

judging the financial status of the City, it is important to recognize that the balances in these 

funds represent additional resources that can be used for purposes other than those for which the 

funds may have been created. The current Council has the power to modify the policies that 

determine the amount of monies that go into these funds, the balances to be retained in these 

funds, and the type of expenditures that can be made from available resources. 

These funds and their pertinent financial data are shown in Attachment 1 and discussed in the 

following sections of this report. 

General Fund 

The General Fund balance as of June 30, 2010 amounted to $41,520,065, which is a decrease of 

$7,336,654 from the $48,856,719 General Fund balance reported for June 30, 2009. The 

$41,520,065 June 30, 2010 General Fund balance included $14,421,676 in reserves that were not 

immediately available because they represented resources that were owed to the General Fund as 

a result of loans made to the Redevelopment Agency (RDA) and Park Development Fee Fund in 

prior years. 

Reserves 

Because neither the Redevelopment Debt Service Fund nor the Redevelopment Projects Fund 

have sufficient assets to immediately repay the RDA portion of the debt, the City has decided 

that the loans will probably not be fully paid back to the General Fund for many years.
1
 

                                                
1  As of June 30, 2010, the Redevelopment Projects Fund had a positive fund balance of $1,567,667 and the 
Redevelopment Agency Debt Service Fund had a negative fund balance of ($10,136,674), reflecting the debt owed 
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As mentioned, another significant portion of the reserve is the result of a second loan the General 

Fund made to the Park Development Fee Fund in prior years. As with the RDA, the Park 

Development Fee Fund does not have sufficient resources at this time to repay the loan, although 

it is expected to be repaid at some point in the future.
2
 

Because of the financial condition of the two RDA funds and the Park Development Fee Fund, 

the City is not presently requiring either to make payments on the loans. These decisions are 

discussed later in this report. 

In addition to the reservation of General Fund balance related to the non-liquid receivables due 

from the RDA and Park Development Fee funds, the General Fund had miscellaneous other 

reserves amounting to $140,264 (e.g., reserves for encumbrances). This is typical. Therefore, 

$14,421,676 of the $41,520,065 was not immediately available for spending as of June 30, 2010. 

Other Fund Balance 

The balance of $27,098,369 was unreserved and generally available for spending as of June 30, 

2010. While unreserved fund balance may be designated for specific purposes by action of the 

City Council or management, as stated in the June 30, 2010 CAFR, designations of fund balance 

“represent management plans that are subject to change.” Therefore, there is no legal or 

contractual reason that these funds could not be expended for general operating purposes. 

It is important to preface our comments with a statement that we concur with the City that the 

General Fund Balance has deteriorated substantially in recent years, declining by $31,864,002 

since its high point of $73,384,067 in FY 2006-07. This is certainly a matter for concern as the 

City has struggled with the impacts of the recession. However, it is also important to note that 

the City has moved aggressively to reduce costs in the intervening years. 

According to the June 30, 2010 CAFR, “To address the economic downturn and decline in 

revenue City management reduced General Fund expenditures by implementing a hiring freeze, 

reducing salaries by 5% in the form of furloughs, offering early retirement incentives, 

postponing or eliminating capital improvement projects and reducing selective City services. 

Also, in June 2010, City Council approved the reduction of 50 full-time positions and 26 part-

time positions in addition to the 71 positions already left vacant during FY 2009-10.” 

These aggressive budget actions are clearly reflected in the financial data over this period of 

time. In FY 2008-09, the year that the financial crisis hit, the General Fund reported total 

expenditures of $108,013,096. One year later, General Fund expenditures reportedly declined by 

approximately 12.6% to a total of $94,382,249. It is clear from the data that through this period, 

                                                                                                                                                       
to the General Fund. The Redevelopment Agency (RDA) is expected to repay the loan to the General Fund at some 

unspecified point in the future, but no payments are being made at this time. The RDA is being charged interest at 

the rate of 8.0% percent per year. 

2 As of June 30, 2010, the Park Development Fees Fund had a reported deficit of $2,100,483, due entirely to a 
$4,063,874 obligation to the General Fund. The Fund is being charged interest at the rate of 6.0% percent per year. 
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the City met the challenges created by the recession by a combination of significant cost 

reductions and the use of reserves that it had been able to accumulate during better times. 

This report discusses the components of the $27,098,369 unreserved fund balance available on 

June 30, 2010 on the following pages. 

Designated General Fund Balance 

As shown in Table 1 below, the City of Costa Mesa had designated the full amount of the 

$27,098,369 for various purposes as of June 30, 2010, leaving no undesignated fund balance 

available, based on the financial statements.
3
 However, an examination of the designations 

suggest areas where the City may have some spending flexibility. 

Table 1 

Five Year History of City of Costa Mesa 

Unreserved General Fund Balance Designations 

Period Change

Designations FY 2005-06 FY 2006-07 FY 2007-08 FY 2008-09 FY 2009-10 In Designations

Capital Outlay 1,539,212    -                -                -                -                (1,539,212)        

Cable TV Program 1,676,638    -                -                -                -                (1,676,638)        

Working Capital (Reserves) 14,125,000 14,125,000 14,125,000 14,125,000 14,125,000 -                      

Self Insurance -                -                2,000,000    2,000,000    2,895,045    2,895,045          

Workers' Comp and General Liability Claims 9,007,121    8,579,069    1,006,249    1,346,808    -                (9,007,121)        

Accrued Compensated Absences 6,023,443    6,249,240    6,732,116    6,875,301    4,724,270    (1,299,173)        

Police Retirement 1% Supplemental -                -                -                2,713,058    2,624,382    2,624,382          

Capital Improvement Projects 1,456,509    -                -                -                -                (1,456,509)        

Post Employment Benefits 6,500,000    7,000,000    6,000,000    664,000       1,407,942    (5,092,058)        

Operating Contingency 3,755,327    5,120,081    6,458,441    4,652,629    1,321,750    (2,433,577)        

-                      

Total Designations 44,083,250 41,073,390 36,321,806 32,376,796 27,098,389 (16,984,861)      

Undesignated 12,109,698 13,984,367 14,145,980 1,339,359    -                (12,109,698)      

Total Unreserved Fund Balance 56,192,948 55,057,757 50,467,786 33,716,155 27,098,389 (29,094,559)       

The discussion that follows describes each of the specific designations established by policy of 

the City and the changes that have occurred since FY 2005-06. 

                                                
3 In its May 24, 2011 report to the City Council, management reported a June 30, 2011 ending fund balance of $41.5 

million, which is equivalent to the total fund balance, including reserves. By the end of FY 2010-11, management 

has stated that an additional $1.6 million will be needed from the General Fund balance for the year, based on a 

projection  made in February. We disagree with these conclusions, as discussed in later sections of this report, but 

also note that management’s representation of the available fund balance is over-stated since approximately $14.4 

million of that amount represented reserves that included  encumbrances and non-liquid interfund loan receivables 
that are not immediately available for repayment. 
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Working Capital (Reserves) - $14,125,000 

A review of the June 30, 2008 CAFR shows that the single largest designation of General Fund 

unreserved fund balance is for Working Capital, referred to by the City as its Operating Reserve. 

Costa Mesa Municipal Code Section 2-205, et seq., states that the Operating Reserve is 

designated “by resolution of the City Council” and can only be used (a) “to provide emergency 

funding as a result of a declared emergency,” or (b) “to provide required funding for an 

unanticipated but urgent event threatening the public health, safety and welfare of the City of 

Costa Mesa.” There is no amount or percentage of operating expenses established as a minimum 

by the Municipal Code, allowing the City Council to modify the amount or unfund the reserve 

altogether, merely by resolution. Also, there is nothing in the Municipal Code or State law that 

prohibits the City Council from establishing alternative reserves that would have more spending 

flexibility, lowering the threshold from a “declared emergency” or “urgent event threatening the 

public health, safety and welfare of the City” to other criteria. 

 

Notably, the City has not established an ongoing policy on the level of reserves that will be 

maintained within the General Fund and, therefore, the amount budgeted for the Operating 

Reserve has remained static for each of the last five fiscal years. The Financial Policies included 

in the FY 2011-12 Preliminary Operating and Capital Improvement Budget state that “The 

General Fund Operating Reserve is currently set at $14.125 million and may be utilized pursuant 

to the limited circumstances permitted by the Costa Mesa Municipal Code Section 2-206. For FY 

2010-11 (sic),
4
 the $14.125 million is equivalent to 14.95% of the General Fund Budget”, which 

is approximately $97.8 million for the year (the calculated percentage is actually about 14.4%). 

On a percentage basis, this reserve level is a greater percentage of budgeted expenditures than in 

the past, as General Fund operating expenses have been reduced over the years. For example, in 

FY 2008-09, this reserve was 11.49% of the City’s operating budget. By leaving the reserve 

amount static, the City has essentially increased its reserve on a percentage of budget basis. 

Lastly, it should be noted that this reserve amount is consistent with the highest levels 

recommended by the Government Finance Officers’ Association (GFOA)
5
, which recommends 

that contingency reserves be set between 5% and 15% of annual operating expenditures, or up to 

two months of operating cost. At 5% of the General Fund operating budget, approximately $9.2 

million of the $14.125 million budgeted amount could be re-appropriated by the City Council, 

while still complying with the Municipal Code and adhering to GFOA guidelines. 

Self Insurance Designations 

As shown in Table 1, over the five years FY 2005-06 through FY 2007-08, the City has 

designated various amounts of General Fund balance for self-insurance claims liability. In FY 

2005-06, the City designated approximately $9.0 million for workers’ compensation and general 

liability claims. By FY 2009-10, this designation declined to approximately $2.9 million. 

                                                
4 This appears to be a typographical error, which should have been “FY 2011-12”.  

5 Government Finance Officers’ Association, Appropriate Level of Unreserved Fund Balance in the General Fund 
(2002) 
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The rationale for the continuing practice of designating General Fund balance for “Self 

Insurance” and “General Liability Claims and Workers’ Compensation Claims” is not clear in 

the CAFR. As will be discussed more fully later in this report, the City continually funds 

separate insurance liability reserves in a separate Self Insurance Internal Service Fund, and was 

holding over $7.0 million in cash for claims liability in the years for which these additional 

General Fund designations were established. 

Discussions with the City’s Finance Department staff indicates that the designation was 

established by the City to backfill a $2.9 million Self Insurance Internal Service Fund deficit 

reported as of June 30, 2010. A discussion of the need for such high levels of Self Insurance ISF 

reserves is included later in this report. As will be shown, we believe this $2.9 million 

supplement in unnecessary and could be released for general City purposes during the period of 

economic downturn. 

Accrued Compensated Absences 

According to the 2010 CAFR for the period ending June 30, 2008, “In accordance with GASB 

Statement No. 16, a liability is recorded for unused vacation and similar compensatory leave 

balances since the employees’ entitlement to these balances are attributable to service already 

rendered and it is probable that virtually all of these balances will be liquidated in either paid 

time off or payments upon termination or retirement.” Similarly, the CAFR states that “ a 

liability is recorded for unused sick leave balances only to the extent that it is probable that the 

unused balances will result in termination payments.” In the years FY 2005-06 through FY 2008-

09, the City had consistently recorded compensated absence liabilities of over $6.0 million, 

amounting to $6,875,301 in 2009. In FY 2009-10, the City lowered this designation to 

$4,724,270, which was $2,151,031 less than in the prior year. 

This action was consistent with the spirit of recommendations we made in prior reports, which 

stated that “While the recording of this liability is appropriate and consistent with accounting 

guidelines, fully funding the liability through a designation of General Fund balance is not 

required.” In 2009, we noted that up to $6.7 million in funds designated for compensated 

absences could be made available for any purpose, at the discretion of the City Council. 

In June 2009, the financial auditors anticipated that the City would only pay $1,150,000 for these 

benefits in FY 2010-11. Further, Costa Mesa – like other jurisdictions – typically pays for these 

benefits from salary savings after a position is vacated. Therefore, the full amount of the $4.7 

million could potentially be made available for other purposes and does not need to be reserved. 

At the very least, $3.5 million of this designation could be released for other purposes, which is 

the difference between the $4,724,270 designated as of June 30, 2010 and the $1,150,000 

estimated to be spent during FY 2010-11. 

Post Employment Benefits 

The City of Costa Mesa offers two post employment health insurance programs for its 

employees. For individuals hired before January 1, 2004, the “the City provided retirement 

health care benefits and life insurance under County Policy No. 300-1 and the City’s MOUs . . .” 

with employee organizations. Employees are entitled to benefits when they reach normal 
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retirement age after leaving City employment and depending on years of service to the City. 

According to the City’s CAFR, “the City pays up to 100% of these benefits under this plan.” For 

employees hired after January 1, 2004, the City contributes to a “Retirement Health Savings 

Plan” for all full-time active employees, equivalent to 1% of base pay.
6
 

The City contracts with an actuary to determine the OPEB obligations and the amount of the 

Annual Required Contribution (ARC) that should be made to the OPEB trust. Although the 

Unfunded Actuarial Accrued Liability (UAAL) for OPEB benefits is approximately $35.5 

million, the City consistently chooses to fund the benefits on a pay-as-you-go-basis (i.e., pays the 

actual cost of benefits and has not placed any funds in reserve), so it does not fund the Annual 

Required Contribution (ARC) estimated by actuaries.
7
 

In FY 2009-10, the ARC for OPEB was $2,195,589 and the City contributed $1,454,137, or 

66.2% of the required contribution. The balance due carried over as an unfunded liability. 

However, in that year, the City also designated an additional $1.4 million of General Fund 

balance for liabilities associated with the payment of OPEB. 

Because the General Fund designated amount has not been placed in the OPEB trust, the $1.4 

million is not counted as plan assets and can be expended for any purpose. The City could 

therefore either: (1) release the funds in their entirety; or, (2) use current resources and the 

reserve to fully fund the ARC in FY 2011-12. Had the City paid the full amount of the ARC in 

FY 2009-10, costs would have increased by $743,942, but the General Fund designations of 

$664,000 could have been released for other purposes. 

In FY 2011-12, the City is continuing to fund the cost of the retiree health program on a pay as 

you go basis and is not depositing any portion of the General Fund reserve designation into the 

trust. This practice should be discontinued, and the City should pay the full amount of the ARC 

each year to eliminate the unfunded liability. Assuming that FY 2011-12 contribution 

requirements mirror the ARC in FY 2009-10, total resources available from the General Fund 

designation for OPEB benefits would amount approximately $664,000, which could be used for 

any general government purpose. 

Contingency and Undesignated Fund Balance 

Although the City was showing an Operating Contingency of $1,321,750 in FY 2009-10, this 

amount had not been included in the budget for that year. In FY 2011-12, no Operating 

Contingency has been budgeted. In addition, as the City has drawn from reserves to balance its 

budget in the last few years, the undesignated fund balance has been depleted. 

                                                
6 City of Costa Mesa 2008 CAFR, Note 15, Page 63 

7  Pursuant to the Government Accounting Standards Board (GASB No. 45), the unfunded liability for OPEB 
benefits can be amortized over a 30-year period, which is consistent with the actuary’s estimate of  the annual ARC. 
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FY 2010-11 Budget Results and Affect on Fund Balance 

For each budget, the City estimates the amount of General Fund balance that will be available 

from the prior fiscal year. This estimate is typically made in January and February as a first step 

toward building the budget. It begins with the prior year General Fund balance from the audited 

financial statements, adjusted by mid-year projections of revenues and expenditures. These 

adjustments may be modified as the fiscal year draws to a close and actual revenues and 

expenditures can be better estimated. 

Making this estimate is difficult due to uncertainty surrounding the conditions that drive each 

variable. As a result, budget managers are appropriately conservative with their estimates when 

developing the budget. The uncertainty of unforeseen circumstances and other factors can, 

therefore, result in significant differences between the estimates included in the budget and the 

actual results of operations, as shown in the table below.  

Table 2 

Five Year Comparison of Original Budget to 

Actual Results of Operations for the City of Costa Mesa 

Original Surplus Percent

Budget Actual (Deficit) Variance

FY 2005-06 89,023,750        94,096,961        5,073,211          5.7%

FY 2006-07 96,356,060        102,807,037     6,450,977          6.7%

FY 2007-08 103,483,674      103,320,188     (163,486)            -0.2%

FY 2008-09 107,334,823      93,379,152        (13,955,671)      -13.0%

FY 2009-10 96,962,588        89,494,656        (7,467,932)         -7.7%

5-Year Avg 98,632,179        96,619,599        3,786,901          3.8%

Original Surplus Percent

Budget Actual (Deficit) Variance

FY 2005-06 93,357,894        93,463,775        (105,881)            -0.1%

FY 2006-07 97,779,767        98,245,527        (465,760)            -0.5%

FY 2007-08 102,215,813      106,845,330     (4,629,517)         -4.5%

FY 2008-09 111,588,346      108,013,096     3,575,250          3.2%

FY 2009-10 98,824,593        94,382,249        4,442,344          4.5%

5-Year Avg 100,753,283      100,189,995     (1,733,719)         -1.7%

Revenues

Expenditures

 

As suggested by the data in Table 2, the City has had difficultly projecting revenues during 

recent years due to the severe and prolonged nature of the recession. In FY 2008-09, optimistic 

revenue projections budgeted at the beginning of the year did not materialize, resulting in a 

revenue deficit of nearly $14.0 million. In FY 2009-10, the prolonged nature of the recession 

resulted in overly optimistic projections and an additional revenue deficit of nearly $7.5 million. 
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However, in FY 2010-11, the City has experienced significant additional revenue growth that has 

surpassed the amount estimated at the beginning of the fiscal year, resulting in unanticipated 

additional revenues amounting to approximately $6.8 million. We generally concur with this 

assessment by the City’s budget manager. 

For previous years, expenditure projection patterns have generally followed an opposite pattern. 

As the recession took hold and the City focused on mechanisms to reduce costs, it achieved 

annual savings of 3.2% and 4.5% in FY 2008-19 and FY 2009-10, respectively. As part of this 

analysis, we reviewed the City’s documentation for projecting year-end revenue and expenditure 

amounts for FY 2010-11 and independently analyzed data produced by the City as of May 24, 

2011. For expenditures overall, our analysis indicates that the more recent pattern of estimating 

higher General Fund expenditures will continue, and that FY 2010-11 General Fund savings of at 

least 4.4% will occur. This equates to approximately $4.2 million in unanticipated and un-

budgeted General Fund resources for the City. 

Given these two factors, additional revenue collections and expenditure savings in FY 2010-11 

will result in a positive variance of $12.0 million over the original amounts budgeted for the 

fiscal year. However, because the City had initially assumed that it would need to use General 

Fund balance of $9.4 million for the FY 2010-11 budget, this results in a net increase in the 

beginning General Fund balance for FY 2011-12 of only $4.4 million. Because the City is 

currently projecting a $1.6 million operating deficit for FY 2010-11,  this surplus represents a 

positive difference of approximately $4.2 million, as shown in the table, below. Accordingly, the 

beginning General Fund balance for FY 2011-12 should be adjusted upwards from the $39.9 

million being assumed in the budget to approximately $44.1 million. 

Table 3 

Comparisons of Savings Adjustments to FY 2011-12 

Beginning Fund Balance for the City of Costa Mesa 

Category City HMR Difference

Expense Variance -                 4.2            4.2               

Revenue Variance 6.8                 6.8            -               

Transfer Variance 1.0                 1.0            -               

Total 7.8                 12.0          4.2               

Budgeted Deficit 9.4                 9.4            -               

Adjustment 1.6                 (2.6)           (4.2)              

CAFR Balance 41.5               41.5          -               

Beginning 2010-11 39.9               44.1          4.2                
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Summary of Available General Fund Balance 

It is clear from the above analysis of General Fund balance, that the City of Costa Mesa has 

funds available that could be considered for appropriation by the City Council, as shown below. 

 Designation for Emergency Reserves  $   9.2 million 

 Designation for Self Insurance Liability 2.9 million 

 Designation for Compensated Absences 3.5 million 

 Designation for Post Employment Benefits 0.7 million 

 Adjustment to Beginning FY 2011-12 Fund Balance 4.2 million 

AVAILABLE GENERAL FUND BALANCE $20.5 million  

Internal Service Funds 

The City operates two internal service funds, including the Equipment Replacement and Self 

Insurance Internal Service Funds (ISF). In total, as of June 30, 2010, these two funds had 

unrestricted net assets amounting to $3,621,276. This amount equates to assets in excess of 

liabilities, which generally is surplus. The cumulative cash balance of the two internal service 

funds as of June 30, 2010 amounted to $14,719,747. The total liabilities of the internal service 

funds amounted to $11,306,550. 

If the City were to return surplus cash to the funds from which it was obtained, the General Fund 

would receive the majority of such refunds. As of June 30, 2010, the total surplus cash in the 

internal service funds conservatively exceeded $3,413,197, most of which had been accumulated 

for equipment replacement. 

Equipment Replacement Internal Service Fund 

The Equipment Replacement Internal Service Fund accounts “for all motorized equipment used 

by City departments.” This fund had unrestricted net assets on June 30, 2010 of $6,516,321, 

which was all in the form of cash or cash equivalent ($7,456,301 in cash). The cash portion of 

the retained earnings amounted to approximately 3.6 times the annual net operating expenditures 

of $1,799,099 in FY 2009-10 (total operating expenditures of $2,534,336, less depreciation of 

$735,237). Further, the contributions to the fund by the City have historically exceeded annual 

costs of operations, including depreciation of equipment, with contributions nearly matching 

expenses over the five years reviewed for this analysis. 

Federal OMB Circular A-87 (Cost Principles for State, Local, and Indian Tribal Governments), 

states in Attachment C, Section G.4 “Billing rates used to charge Federal awards shall be based 

on the estimated costs of providing services, including an estimate of . . . allocable central 

service costs. A comparison of the revenue generated by each billed service . . . to the actual 

allowable costs of the service shall be made at least annually, and an adjustment will be made for 

the difference between the revenue and the allowable costs.” 
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Under this requirement, central service internal service funds are prohibited from charging the 

federal government an amount which exceeds the actual cost of business (i.e., the federal 

government will not pay for fund profits) and should not accumulate reserves which exceed the 

depreciated value of the equipment. However, ISFs also may retain working capital reserves, 

which OMB A87 defines as “up to 60 days cash expenses for normal operating purposes.” An 

analysis of working capital reserve needs for the Costa Mesa Equipment Replacement Fund is 

provided in the table, below. 

Table 4 

Estimate of City of Costa Mesa 

Equipment Replacement Working Capital Reserve 

Ann. Exp. Net 60-Day Actual Excess

Depreciation WC Estimate Cash Assets (Deficiency)

FY 2005-06 1,876,094          308,399             7,866,520          7,558,121    

FY 2006-07 2,258,506          371,261             7,211,763          6,840,502    

FY 2007-08 2,350,030          386,306             7,168,257          6,781,951    

FY 2008-09 2,033,614          334,293             8,596,858          8,262,565    

FY 2009-10 1,799,099          295,742             6,516,321          6,220,579    

5-Year Avg 2,063,469          339,200             7,471,944          7,132,743     

As shown, over the five year period reviewed, the City retained surplus cash assets in its 

Equipment Replacement Fund of $7,132,743 over its working capital reserve requirements, 

amounting to $6,220,579 as of June 30, 2010. This pattern has been consistent for even longer 

than the period shown in the table. For example, the fund held excess cash assets of $8.8 million 

in FY 2003-04 and $6.4 million in FY 2004-05.  

The City should more closely determine its immediate projected annual fixed asset replacement 

requirements and retain a cash balance sufficient to meet only those capital requirements and its 

working capital needs during the economic downturn. The City continues to carry unnecessary 

reserves in its Equipment Replacement Fund and recent suggestions by members of the City 

Council to increase these reserves is neither realistic nor necessary during a period of financial 

crisis. Such an action would further degrade services to the public, particularly given the City’s 

history of maintaining substantial balances in that reserve for very little practical purpose. The 

decision to fund at levels that are greater than federal guidelines is merely local policy. 

In a recent Moody’s Investor Services rating report on the City’s Certificates of Participation and 

Lease Revenue Bonds, it was stated that “The city has also noted that $3.5 million in the Capital 

Improvement Fund and $6.5 million in the Equipment Replacement Fund are available to the 

General Fund if necessary. This remains a credit positive and is reflected in the current rating.” 

Therefore, the City has fully acknowledged the availability of these funds for general 

government and debt service purposes. 
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Therefore, the surplus monies from unexpended prior year balances should be returned to the 

funds that have contributed such monies. If this action was taken, the General Fund would 

probably receive most of the monies refunded, which amounted to as much as $6,220,579 at the 

end of FY 2010-11 Such funds would be available for any General Fund purpose. 

Lastly, in 2009 the City entered into a lease purchase agreement for the acquisition of a Fire 

Truck with a balance due of $983,045 as of June 30, 2010. The City made a payment of 

$219,641 in FY 2010-11, leaving an estimated balance due on the lease purchase of 

approximately $760,000 at the beginning of FY 2011-12. 

Consistent with comments made by one City Council member, at the very least, the City should  

use the reserves in the Equipment Replacement Fund for their intended purpose. Specifically, the 

City should use the current reserves to buy-out the Fire Truck Lease that it entered into in 2009. 

That would result in an immediate expenditure of about $760,000 from the equipment 

replacement reserves, and provide annual General Fund savings of nearly $220,000 in FY 2011-

12 through FY 2015-16, when the lease obligation ends. 

Self Insurance Internal Service Fund 

The Self Insurance Internal Service Fund accounts “for the receipt and disbursement of funds 

used to pay workers’ compensation, general liability and unemployment claims filed against the 

City.” As of June 30, 2010, the total estimated liability amounted to $10,190,444. To fund this 

liability, the City had total assets of $7,295,399, including cash balances of $7,263,446. Of the 

$10,199,444 in total estimated liability, there was $10,059,963 in estimated claims payable. 

However, estimated current liability claims payable in FY 2009-10 amounted to only 

$3,219,240, or $6,840,723 less than the total amount booked for claims as of June 30, 2010. 

Although net assets declined by approximately $1.6 million in that year, resulting in a net deficit 

of $2,895,045 for the Self Insurance ISF as of June 30, 2010, the fund had ample resources to 

pay for current year obligations. 

The chart on the next page illustrates the components of Costa Mesa’s self insurance program 

over a period of the past five years, showing that annual claims and administration costs have 

historically been closely aligned with annual department charges, except in FY 2009-10 when 

the City settled a major lawsuit and reduced the amount of its contribution. Nonetheless, in FY 

2010-11, liability reserves remained in the fund that far exceeded the City’s current obligations. 

As suggested by the chart, in the most recent year ending June 30, 2010, the City contributed 

$1.8 million for the cost of the self-insurance program, including administration, insurance 

premiums and claims payments. This contribution was about one-half of the amount contributed 

in prior years.  In addition, the City had $5.1 million in claim payments in that year, which was 

more than double the amount in previous years and was reportedly the result of a major lawsuit 

settlement. As a result, the financial status of the fund was weakened, but was still solvent at the 

end of the year. Total assets at the end of the year were equivalent to approximately 2.3 times the 

claim amounts estimated to be paid within the next year. 
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We do not suggest that these reserves be reduced further, but believe they are sufficient to meet 

the current needs of the City. However, as discussed previously, the City had designated an 

additional $2.9 million of its General Fund balance to supplement these reserves, which we 

believe could be used for any general government purpose. In FY 2011-12, the City is estimating 

that the total reserve needs of the fund will be met through a combination of a beginning fund 

balance of $7.1 million and City contributions of $3.1 million to the fund, essentially returning to 

a pay-as-you go program. Accordingly, as suggested previously, the City could use the $2.9 

million designated in the General Fund for liability insurance reserves for other purposes, while 

maintaining the solvency of it self-insurance liability program using ISF resources. 

Exhibit 1 

Comparison of Annual Department Charges, Annual Expenses and Liability 

Reserves - City of Costa Mesa Self Insurance Liability 
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Special Revenue Funds 

The City has 16 special revenue funds. Combined, all 16 of the Special Revenue Funds had 

ending fund balances of $8,383,477 as of June 30, 2010, of which $7,548,706 was unreserved 

but designated for restricted purposes defined by special fund requirements. These funds also 

held cash and cash equivalents of $8,701,795, which fully backed their combined fund balances. 

Because these funds are designated for specific purposes, they cannot be used for general 

government operations unless the activities support the purpose for which the Special Revenue 

designation is intended. Therefore, the City should ensure that all General Fund financed 

activities that could be financed with special revenues are identified, so that Special Revenue 

Fund services are not directly or indirectly financed by the General Fund. 
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In one case, the General Fund has loaned substantial resources to a Special Revenue Fund but 

has very little chance of being repaid in the immediate future. This situation is described below. 

Park Development Fee Fund 

The Park Development Fees Fund was established “for the development and maintenance of the 

City’s park system. Financing is provided by fees charged to residential and commercial 

developers.” As of June 30, 2010, the fund had $2,050,000 in total assets, which was backed by 

$2,041,030 in cash. However, it had liabilities of $4,150,683, which included debt owed to the 

General Fund of $4,063,874. Therefore, the fund had a deficit of $2,100,483 on that date. 

According to the City’s financial statements, the advance, or loan from the General Fund was for 

the purchase of land. Under the terms of this loan, the Park Development Fee Fund is being 

charged annual interest of 6%, but the City is not requiring repayment of the loan at this time. 

According to the CAFR, “the advance is expected to be repaid with future park development 

fees.” It is the City’s view that this fund is incapable of repaying the advance at this time because 

it is in an overall deficit position. While we agree this is the case, we note that the fund balance 

deficit is caused entirely by the account payable balance due to the General Fund, for which 

payments are being deferred at the present time. If not for this debt, the fund would have had a 

positive fund balance of approximately $2.0 million as of June 30, 2010. 

Because development activity has declined in the City, annual revenues have dropped 

substantially. For example, in FY 2006-07, the fund collected revenues of over $2.0 million that 

were used to finance various park related development programs. By FY 2009-10, revenue 

collections had declined to $58,914 from investment income on the cash balance. Although 

expenditures have been reduced substantially during the intervening years, the current level of 

income does not appear to be sufficient to repay the advance and accumulating interest expense, 

so we agree that repayment requirements should be suspended temporarily. 

Capital Improvement Fund 

Costa Mesa has established a Capital Improvement Fund “to account for the construction of 

facilities financed by the City’s General Fund.” As of June 30, 2010, the Capital Improvements 

Fund balance was $3,545,550, of which $3,119,800 was unreserved. At the same time, the Fund 

had cash amounting to $2,524,451. 

As discussed earlier in this report, when discussing the City’s reserves in the recent Moody’s 

Investor Services rating report on the City’s Certificates of Participation and Lease Revenue 

Bonds, it was stated that “The city has also noted that $3.5 million in the Capital Improvement 

Fund and $6.5 million in the Equipment Replacement Fund are available to the General Fund if 

necessary” (Emphasis added). We cannot conclusively state whether this is the case because this 

review was limited in scope. 

However, this comment suggests that because the General Fund contributes the resources used 

by the Capital Improvements Fund, the City should examine balances that may exist from 

completed projects and determine whether current projects could be halted until after the 

economic recovery. This strategy has been employed by the City in the past. For example, in 
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2008, the major Capital Improvement Fund transferred “$1,000,000 to the General Fund for the 

accumulated savings in appropriation of various completed Capital projects.”
8
 This process 

should be followed annually to ensure that funds that may otherwise be used for City operations 

can be made available to the General Fund. 

Therefore, the City Council should direct the City Manager to report on the estimated Capital 

Improvement Fund balance and unreserved portion as of June 30, 2010. This report should be 

comprehensive, and should include a listing of all pending projects by year of initial 

appropriation and project status, reconciled to the estimated fund balance as of June 30, 2008. 

Because the General Fund is the source of these monies, the City Council may choose to modify 

its spending priorities and transfer available unreserved fund balance back to the General Fund. 

Debt Service Funds 

According to the CAFR for the period ending June 30, 2010, the City’s “Debt Service Funds are 

used to account for the accumulation of resources for, and payment of general long-term debt. 

The City has one major debt service fund, which is discussed below. 

Redevelopment Debt Service Fund 

As of June 30, 2010, the Redevelopment Debt Service Fund balance reported a deficit of 

$10,136,674. This deficit was entirely the result of a promissory note to the General Fund for a 

$10,715,073 loan made to the Redevelopment Agency for development projects. At the time, the 

Redevelopment Debt Service Fund only had $745,300 in assets that included deposits with fiscal 

agents and miscellaneous other non-liquid sources. Therefore, the fund was not in a financial 

position to repay the debt. 

However, because of its limited purpose of servicing debt, it is unlikely that the Redevelopment 

Debt Service Fund will accumulate sufficient resources for the repayment of the loan from the 

General Fund in the future. Instead, the City uses the resources of the Redevelopment Projects 

Fund to fund redevelopment costs generally. A special revenue fund, the Redevelopment 

Projects Fund was “established to account for financial resources to be used for acquisition of 

construction of major capital facilities within the Redevelopment Project Areas of Costa Mesa. 

Financing is to be provided by the Costa Mesa Redevelopment Agency.” Unlike the 

Redevelopment Debt Service Fund, the Redevelopment Projects Fund had a total fund balance of 

$1,506,138 as of June 30, 2010, which was entirely in cash. 

This is not a strong financial position and we are not recommending that the City require the 

fund to begin repaying the debt at this time. Nonetheless, as the economy recovers and the City 

begins to receive tax increment funding from its redevelopment projects, a clear strategy for the 

repayment of the loan should be developed. Over 30 years at established interest rates, the 

repayment amount would be approximately $950,000 per year. 

                                                
8 City of Costa Mesa 2008 CAFR, Note 5 (c), Page 48 
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Pension Obligation Bond (POB) financing 

Pension Obligation Bond (POB) financing is used by some jurisdictions to pay down a portion of 

the pension system’s unfunded actuarial accrued liability (UAAL). POB debt is a general 

obligation of a jurisdiction, which means that it is secured by general taxing authority. Unlike 

other general obligation borrowing, POBs do not need to be authorized by the voters. 

The Government Finance Officers Association (GFOA) advises public agencies to proceed with 

caution when contemplating borrowing with POBs. In a GFOA Advisory on the topic: 

The Government Finance Officers Association (GFOA) recommends that State and local governments use 
caution when issuing pension obligation bonds. If a government chooses to issue pension obligation bonds, 
they should ensure they are legally authorized to issue these bonds and that other legal or statutory 
requirements governing the pension fund are not violated. Furthermore, the issuance of the pension 
obligation bonds should not become a substitution for prudent funding of pension plans . . . .  

The GFOA further suggests that there are certain other considerations, including making sure 

that the structure of the bond does not defer any principal payments, understanding the 

implications on the jurisdictions’ debt rating, and impacts on cash flow as debt obligations 

become due.
9
 

As is well recognized by the City, the unfunded actuarial accrued liability (UAAL) for its 

CalPERS pension obligations has grown substantially in the past several years. However, the 

cost of private borrowing has also stayed low during the recession, which presents a unique 

opportunity for the City of Costa Mesa to borrow funds from the private market using Pension 

Obligation Bonds (POB). 

At the last valuation, the City had approximately $108.5 million in CalPERS UAAL. Whenever 

a jurisdiction’s fund has UAAL, CalPERS treats it as a loan to the jurisdiction, charging an 

interest rate on the balance at the CalPERS assumed investment rate of return of 7.75%. When 

market interest rates are advantageous, jurisdictions will often borrow the funds from the private 

market at lower interest rates than is being charged by CalPERS. The jurisdiction benefits with 

savings realized by the difference between the amount that would have been paid to CalPERS 

and the amount that would be paid through the POBs. 

Costa Mesa could use POBs to fund its entire UAAL. However, we would not recommend that 

the City proceed with a borrowing of that size, since CalPERS investment earnings will likely 

continue to surpass its assumed rate of return and the UAAL will decrease as excess earnings are 

applied to the City’s UAAL balance. However, the City could comfortably borrow amounts from 

the private market to pay down a portion of the UAAL and realize substantial savings. 

                                                
9
 GFOA of the US & Canada, Advisory: Evaluating the Use of Pension Obligation Bonds (1997 and 2005) 
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As an example, we calculated the amount of savings the City would realize by paying off its 

“Side Fund” UAAL for the Fire Safety Plan.
10

 The City’s negative Side Fund balance is 

substantial, estimated by CalPERS actuaries to be $21,558,996 as of June 30, 2009. For FY 

2011-12, payment of the Side Fund represents approximately 31.0% of the City’s cost, based on 

the distribution of rate components presented below: 

 

Rate Component Rate % of Total 

Risk Pool Normal Cost 17.164 45.9% 

Risk Pool UAAL Amortization 8.657 13.1% 

Side Fund Amortization 11.583 31.0% 

Total 37.404 100.0% 

Based on our analysis, which includes an estimate of long-term interest expense based on POB 

issuances in other Southern California jurisdictions, the City could save approximately $284,410 

per year by borrowing the amount of the Side Fund using POBs. Over the 23-year loan 

amortization period currently employed by CalPERS, this would result in savings of as much as 

$6.5 million for the City of Costa Mesa over the term of the borrowing. A summary of this 

analysis is presented, below. 

Table 5 

Estimate of City of Costa Mesa Savings from 

Borrowing Using POBs to Prefund Fire Safety Side Funs UAAL 

Variables Assumptions

Side Fund Balance 21,558,996$      

Amortization Years 23                    

CalPERS Rate 7.75%

POB Rate 6.00%

CalPERS POB Savings

Annual Payment 2,036,693         1,752,283          284,411            

Term 23                    23                     23                    

Total P&I 46,843,948        40,302,498         6,541,450           

                                                
10 Plans with 100 employees or less are part of CalPERS risk pool. To adjust for differences between the pooled plan 

and the individual plans, CalPERS establishes “Side Funds”, which hold either additional assets, when the plan has a 

positive balance; or,  UAAL, when the plan has a negative balance. The Costa Mesa Fire Safety Plan is in a risk pool 
and has a side fund. 
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The City should explore the use of POBs to reduce its CalPERS pension cost and save on the 

interest expense presently being charged by CalPERS on the debt. It is important to recognize 

that this action would not be increasing the debt obligation of the City, but merely exchanging 

current debt with CalPERS with POB debt with lower interest expense. 

Other Debt 

The City has debt in the form of 1998 Refunding Revenue Bonds, which will be fully paid off in 

FY 2012-13, saving the General Fund $1,281,250 per year in budgeted costs. This balance could 

be paid off from reserves, immediately making current year resources available for funding City 

operations and avoiding interest expense of approximately $31,250. In FY 2012-13, the City 

would no longer have a $1,281,250 annual obligation and could use the resources for other 

general government purposes. 

Cash Flow Implications 

Management has reported concerns about General Fund cash flow difficulties, showing a chart at 

recent budget hearings that suggested the cash position of the General Fund had declined to 

about $5 million in July 2010. However, this presentation did not contain all aspects of cash flow 

management or the flexibility the City has when it manages its funds. 

For general government cash flow purposes, local government can access other funds, provided 

that the accounting for those funds is appropriately maintained (e.g., interfund transfers are 

recorded and interest earnings on average daily cash balances are appropriately allocated). In 

Costa Mesa, resources held by the Equipment Replacement Fund, the Liability Insurance Fund 

and the Capital Projects Fund can generally be used to support the General Fund’s cash flow 

needs because these funds derive their income primarily from the General Fund. 

As an example, because of the special character of the two internal service funds, the interest 

allocation requirement is not even necessary or adhered to by the City. Each year, the General 

Fund allocates interest to the Equipment Replacement Fund but then takes back the interest 

earnings through interfund transfers each year, amounting to $507,275 in FY 2009-10. 

Therefore, even when the General Fund cash balance declined to approximately $5 million in 

July 2010, it was still able to draw on the cash held by the two internal service funds, which was 

approximately $14.7 million as of June 30, 2011. This does not even include balances in the 

Other Capital Projects Fund, which holds General Fund resources and had a balance of 

approximately $5.0 million on that same date. Accordingly, the cash position of these four funds 

in July 2010 was probably much closer to $25 million rather than $5 million reported in the 

presentation, which is not a level of concern for a jurisdiction the size of Costa Mesa. 

Certainly, if the City moves forward with the use of significant reserves for operations, its cash 

position will weaken. Therefore, it is appropriate that the City manage its cash closely to ensure 

that it does not have a cash crisis in the future. 
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CalPERS Pension Benefit Funding Concerns 

As part of this analysis, we were requested to evaluate the significant increase in employee 

pension costs for the City caused by CalPERS investment losses that occurred in 2008 and 2009. 

Clearly, a comprehensive assessment of the dynamics of these losses could not be performed 

given the scope of this review, but we have made the following observations. 

CalPERS rates will likely continue to be high for the next several years, even with the 

investment gains that have been realized in the past two years due to actuarial methodologies that 

smooth asset gains and losses and unfunded liability over long periods. However, reducing 

employee benefits will have minimal affect in the short term since the City will continue to be 

responsible for funding benefits that have already been earned by employees and which represent 

a significant portion of the City’s obligations. Accordingly, even if the City reduces staff, it’s 

costs for the unfunded portion of its pension obligations will continue and its pension rates, as a 

percentage of payroll, will likely increase. 

The cost to the City will be affected more dramatically by CalPERS investment performance, 

which has historically surpassed its assumed rate of return, had gains of approximately 11.6% in 

FY 2009-10 and had year to date gains of 18.8% in FY 2010-11, through March 31, 2011 (2.3 

times the assumed rate of return), prior to the recent stock market slump. To the extent that 

CalPERS performance continues to meet of exceed its assumed rate of return, the charges to the 

City will moderate and move closer to its normal contribution rates for its three plans. 

The presentation made to the City Council by the CalPERS actuary, included projections of the 

increasing costs to the City should CalPERS be unable to achieve its assumed investment returns 

over the long term. There were no projections of changes to the City’s costs should CalPERS 

exceed its assumed rate of return, which is a more typical long-term pattern after a severe 

recession and is supported by (1) CalPERS long-term performance since its inception; (2) recent 

investment gains that have surpassed the assumed rate of return in each of the past two fiscal 

years. CalPERS actuaries will agree that, although the City will be feeling the impacts of the 

investment losses for several more years, over the long-term, CalPERS rates should moderate 

toward the City’s “Normal Cost” of benefits. 

Accordingly, a review of Costa Mesa’s rate history suggests that its rate paying experience has 

been generally positive, as illustrated by a review of rates paid for its non-safety group of 

employees over the last 14 years. Based on this review, the following observations can be made: 

1. Costa Mesa’s normal contribution rate for general employees is modest at approximately 

8.82% in FY 2011-12. This rate would be comparable to private sector employees for 

whom employers pay social security and make a modest “safe harbor” contribution to a 

401(k) plan, at approximately 3% of payroll; 

2. Because of market gains in prior years, Costa Mesa enjoyed a 0% contribution rate for its 

Miscellaneous plan for six of seven years between 1997-98 and FY 2003-04 (in 1998-99, 

the City contributed 1.4% due to a actuarial method change). 
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So, while the cost for miscellaneous employee pensions is high at the present time and is likely 

to remain at elevated levels for the next several years, over the long term, Costa Mesa has 

benefited from the management of its employee pensions through CalPERS. 

The chart on the next page displays the distribution between the City’s (1) Normal Rate [i.e., 

what the City would pay each year if there was no investment or gain/loss offset]; (2) the 

Accrued Liability Rate [i.e., the rate that represents either an additional cost or a credit due to 

investment returns or gains and losses]; and, (3) the Actual Rate [i.e., what the City actually 

paid] for its Miscellaneous group of employees. 

As the City progresses toward resolving its financial difficulties, it is important that it recognize 

the cause of the high cost of employee pensions in the City and the dynamics that create the 

swings in its annual costs. As it moves forward during the economic recovery, the City may 

wish to consider establishing policies that require minimum contributions of the Normal Cost 

during periods when required contributions fall below those levels, as a mechanism for building 

reserves for those periods when market dynamics cause rates to increase. 
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ATTACHMENT 1

Use of Fund Surpluses/Balances FY 2005-06 FY 2006-07 FY 2007-08 FY 2008-09 FY 2009-10

General Fund:

Beginning Fund Balance 69,917,375 70,937,168 73,384,067 68,307,798 48,856,719

Reserved 14,744,220 18,326,310 15,768,661 15,140,564 14,421,676

Unreserved But Designated 0 0 0 0 0

Unreserved and Undesignated 56,192,948 55,057,757 50,467,786 33,716,155 27,098,389

Ending Fund Balance 70,937,168 73,384,067 66,236,447 48,856,719 41,520,065

Cash and Investments 50,162,000 51,130,271 45,567,789 29,699,645 22,982,224

Annual Operating Expenses 93,463,775 98,245,527 106,845,330 108,013,096 94,382,249

Surplus 50,162,000 51,130,271 45,567,789 29,699,645 22,982,224

Fund Balance as a % of Annual Operating Expenses 75.9% 74.7% 62.0% 45.2% 44.0%

CITY OF COSTA MESA

ANALYSIS OF FUND BALANCES

*The beginning fund balance for FY 2008-09 was restated because beginning on July 1, 2008, the liability of retirement benefits were removed from 

the General Fund and properly recognized as a net pension obligation in the government-wide financial statements.

Page 1 of 4



ATTACHMENT 1

Use of Fund Surpluses/Balances FY 2005-06 FY 2006-07 FY 2007-08 FY 2008-09 FY 2009-10

CITY OF COSTA MESA

ANALYSIS OF FUND BALANCES

Equipment Replacement

Beginning Net Assets 12,311,748 12,788,679 12,818,291 12,801,729 13,953,709

   Net Assets - Unreserved 7,970,344 7,266,598 7,190,919 8,650,023 6,516,321

Ending Net Assets 12,788,679 12,818,291 12,801,729 13,953,709 12,105,977

Cash and Investments 7,866,520 7,211,763 7,168,257 8,596,858 7,456,301

Total Assets 12,881,741 12,979,756 13,025,575 14,100,676 13,222,083

Total Liabilities 93,062 161,465 223,846 146,967 1,116,106

Annual Operating Revenues 3,053,473 3,106,546 3,191,600 3,925,946 674,894

Annual Operating Expenses 2,557,542 2,989,202 3,106,081 2,840,574 2,534,336

Surplus 7,866,520 7,211,763 7,168,257 8,596,858 6,516,321

Self-Insurance

Beginning Net Assets 1,049,033 1,047,367 2,034,519 (1,006,249) (1,346,808)

   Net Assets- Unrestricted 1,047,367 2,034,519 (1,006,249) (1,346,808) (2,895,045)

Ending Net Assets 1,047,367 2,034,519 (1,006,249) (1,346,808) (2,895,045)

Cash and Investments 10,006,891 10,533,872 10,558,389 11,105,824 7,263,446

Total Assets 10,121,681 10,682,777 10,658,175 11,190,592 7,295,399

Total Liabilities 9,074,314 8,648,258 11,664,424 12,537,400 10,190,444

Annual Operating Revenues 3,356,750 3,229,673 3,764,943 3,592,792 1,847,333

Annual Operating Expenses 3,387,424 2,248,440 6,785,218 3,923,428 3,350,434

Surplus 1,047,367 2,034,519 (1,006,249) (1,346,808) (2,895,045)

INTERNAL SERVICE FUNDS
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ATTACHMENT 1

Use of Fund Surpluses/Balances FY 2005-06 FY 2006-07 FY 2007-08 FY 2008-09 FY 2009-10

CITY OF COSTA MESA

ANALYSIS OF FUND BALANCES

Low & Moderate Income Housing

Beginning Fund Balance 3,607,177 2,237,975 2,369,434 2,283,647 2,192,303

   Reserved 781,466 737,333 369,015 0 0

   Unreserved But Designated 1,456,509 1,632,101 1,914,632 2,192,303 2,538,906

   Unreserved and Undesignated 0 0 0 0 0

Ending Fund Balance 2,237,975 2,369,434 2,283,647 2,192,303 2,538,906

Cash and Investments 1,284,544 1,677,083 1,974,448 2,215,006 2,592,255

Total Revenue 1,001,407 823,483 867,944 1,038,076 911,958

Total  Expenses 2,370,609 692,024 953,731 1,129,420 565,355

Total  Surplus 0 0 0 0 0

Non-Major Special Revenue Funds

Beginning Fund Balance 17,213,552 18,751,533 21,830,989 15,532,180 5,684,226

   Reserved 1,974,930 2,837,935 8,932,906 505,292 834,771

   Unreserved But Designated 16,776,603 18,993,051 5,989,985 12,632,587 5,009,800

   Unreserved and Undesignated 0 0 0 0 0

Ending Fund Balance 18,751,533 21,830,986 14,922,891 13,137,879 5,844,571

Cash and Investments 18,980,521 24,130,591 20,870,654 14,264,980 6,109,540

Total Revenue 9,576,370 14,635,975 9,873,735 9,016,351 3,883,780

Total  Expenses 8,004,636 11,411,094 16,675,839 12,937,382 4,232,441

Total  Surplus 0 0 0 0 0

SPECIAL REVENUE FUNDS

*Note: I cannot find an explanation for why there is a discrepancy between fund balances in the 2008 and 2009 CAFR (nothing in notes). I will look 

more closely at the schedules later. Same for 2010
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ATTACHMENT 1

Use of Fund Surpluses/Balances FY 2005-06 FY 2006-07 FY 2007-08 FY 2008-09 FY 2009-10

CITY OF COSTA MESA

ANALYSIS OF FUND BALANCES

Capital Improvements

Beginning Fund Balance* 4,199,570 4,904,857 22,898,322 11,788,317 9,303,414

   Reserved 3,069,323 13,920,080 5,794,827 2,180,066 263,337

   Unreserved But Designated for Capital Projects 1,835,534 8,203,180 7,223,817 7,123,348 5,340,096

   Unreserved and Undesignated 0 0 0 0 0

Ending Fund Balance 4,904,857 22,123,260 13,018,644 9,303,414 5,603,433

Cash and Investments 1,971,849 0 4,472,023 12,688,856 5,897,321

Total Revenue 2,986,112 596,071 4,022,415 6,422,989 3,405,112

Total  Expenses 4,944,876 11,758,645 14,148,093 8,717,417 7,105,093

Total  Surplus 0 0 0 0 0

* FY 2007-08 Beginning Fund Balance differs from FY2006-07 Ending Fund Balance to recognize deferred income.

*The Measure "M" Fund was reclassified as a nonmajor capital fund project in FY 2009-10.

Other Capital Projects

Beginning Fund Balance 6,657,548 8,394,063 8,306,299 13,932,492 8,960,219

   Reserved 1,498,862 1,381,456 1,157,100 424,655 487,279

   Unreserved But Designated for Capital Projects 6,895,201 6,924,843 11,536,065 8,535,564 5,440,264

   Unreserved and Undesignated 0 0 0 0 0

Ending Fund Balance 8,394,063 8,306,299 12,693,165 8,960,219 5,927,543

Cash and Investments 8,691,470 8,648,658 14,187,474 4,987,500 5,040,714

Total Revenue 4,004,971 5,011,260 7,395,468 3,000,555 2,510,375

Total  Expenses 2,211,298 5,416,662 3,870,664 7,834,320 4,119,987

Total  Surplus 0 0 0 0 0
Note: Excludes Measure "M" Funds

*Note: I cannot find an explanation for why there is a discrepancy between fund balances in the 2008 and 2009 CAFR (nothing in notes). I will look 

more closely at the schedules later.

Capital Projects Funds
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