Management’s Discussion and Analysis
As management of the City of La Mesa (City), we offer readers of these financial statements this narrative
overview and analysis of the financial activities of the City for the fiscal year ended June 30, 2005. We
encourage readers to consider the information presented here in conjunction with the Basic Financial
Statements and attached notes.

Financial Highlights
•

The assets of the City exceeded its liabilities at the close of the most recent fiscal year by $174.7
million (net assets).

•

The City’s total net assets increased by $2 million from the restated prior year balance of $172.7
million. About three quarters of this increase is due to increased general revenues including higher
overall tax revenue ($950,000) and an increase in investment earnings ($430,000).

•

As of the close of the current fiscal year, the City’s governmental funds reported combined ending
balances of $159.9 million, an increase of $1.3 million compared to the prior year.

•

At the end of the current fiscal year, unreserved fund balance for the General Fund was $5.9 million
or 21.3 percent of total General Fund expenditures.

Overview of the Financial Statements
This discussion and analysis is intended to serve as an introduction to the City’s basic financial statements.
The City’s basic financial statements include three components: 1) government-wide financial statements, 2)
fund financial statements, and 3) notes to basic financial statements. This report also contains other
supplementary information in addition to the basic financial statements themselves.
Government-wide financial statements. The government-wide financial statements are designed to provide
readers with a broad overview of the City’s finances, in a manner similar to a private-sector business.
The statement of net assets presents information on all of the City’s assets and liabilities, with the difference
between the two as net assets. Over time, increases or decreases in net assets may serve as a useful indicator
of whether the financial position of the City is improving or deteriorating.
The statement of activities presents information showing how the government’s net assets changed during
the most recent fiscal year. All changes in net assets are reported as soon as the underlying event giving rise
to the change occurs, regardless of the timing of related cash flows. Thus, revenues and expenses are reported in
this statement for some items that will only result in cash flows in future fiscal periods (e.g., uncollected
taxes and earned but unused vacation leave).
Each of the government-wide financial statements distinguish functions of the City that are principally
supported by taxes and intergovernmental revenues (governmental activities) from other functions that are
intended to recover all or a significant portion of their costs through user fees and charges (business-type
activities). The governmental activities of the City include general government, police, fire, public works,
community services, community development and capital projects. The business-type activities of the City
include the Sewer Operation and Transportation Administration.
The government-wide financial statements include not only the City itself (known as the primary
government), but also the La Mesa Community Redevelopment Agency and the Grossmont Parking
Authority, each a separate legal entity for which the City is financially accountable.
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Fund financial statements. A fund is a grouping of related accounts that is used to maintain control over
resources that have been segregated for specific activities or objectives. The City, like other state and local
governments, uses fund accounting to ensure and demonstrate compliance with finance-related legal
requirements. All of the funds of the City can be divided into three categories: governmental funds,
proprietary funds, and fiduciary funds.
Governmental funds. Governmental funds are used to account for essentially the same functions reported
as governmental activities in the government-wide financial statements. However, unlike the governmentwide financial statements, governmental fund financial statements focus on near-term inflows and outflows of
spendable resources, as well as on balances of spendable resources available at the end of the fiscal year. Such
information may be useful in evaluating a government’s near-term financing requirements.
Because the focus of governmental funds is narrower than that of the government-wide financial
statements, it is useful to compare the information presented for governmental funds with similar
information presented for governmental activities in the government-wide financial statements. By doing so,
readers may better understand the long-term impact of the government’s near-term financing decisions.
Both the governmental fund balance sheet and the governmental fund statement of revenues, expenditures,
and changes in fund balances provide a reconciliation to facilitate this comparison between governmental
funds and governmental activities.
The City maintains twenty-one individual governmental funds. Information is presented separately in the
governmental fund balance sheet and in the governmental fund statement of revenues, expenditures, and
changes in fund balances for the General Fund, the Redevelopment Agency and the Unallocated Capital
Improvement Fund all of which are considered to be major funds. Data from the other eighteen
governmental funds are combined into a single, aggregated presentation. Individual fund data for each of
these non-major governmental funds is provided in the form of combining statements elsewhere in this
report.
The City adopts an annual appropriated budget for its General Fund. A budgetary comparison statement
has been provided for the General Fund to demonstrate compliance with this budget.
Proprietary funds. The City maintains two different types of proprietary funds. Enterprise funds are used to
report the same functions presented as business-type activities in the government-wide financial statements.
The City uses enterprise funds to account for its Sewer Operation and for its Transportation
Administration. Internal service funds are an accounting device used to accumulate and allocate costs
internally among the City’s various functions. The City uses internal service funds to account for its
Employee Benefits, Workers’ Compensation Insurance, Equipment Replacement, and Liability Risk
Insurance. Because these services predominantly benefit governmental rather than business-type functions,
they have been included with governmental activities in the government-wide financial statements.
Proprietary funds provide the same type of information as the government-wide financial statements, only
in more detail. The proprietary fund financial statements provide separate information for the Sewer
Operation and for Transportation Administration, both of which are considered to be major funds of the
City. Individual fund data for the internal service funds is provided in the form of combining statements
elsewhere in this report.
Fiduciary funds. Fiduciary funds are used to account for resources held for the benefit of parties outside the
government. Fiduciary funds are not reflected in the government-wide financial statement because the
resources of those funds are not available to support the City’s own programs. The accounting used for
fiduciary funds is much like that used for proprietary funds.
Notes to the financial statements. The notes provide additional information that is essential to a full
understanding of the data provided in the government-wide and fund financial statements.
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Other information. In addition to the basic financial statements and accompanying notes, this report also
presents certain required supplementary information concerning budgetary comparison schedules for the
General Fund and the City’s progress in funding its obligation to provide pension benefits to its employees.
Government-wide Financial Analysis
As noted earlier, net assets may serve over time as a useful indicator of a government’s financial position.
In the case of the City, assets exceeded liabilities by $174,722,561. However, there is an unrestricted net
deficit of $2,527,639. Unrestricted funds normally represent assets available to meet the City’s ongoing
obligations. The government wide unrestricted deficit is a direct result of the inclusion of long-term
liabilities due beyond the current period. These long-term liabilities are made up of assessment district
bond debt associated with the City Redevelopment Agency, lease revenue bond debt of the City’s Parking
Authority, and debt associated with amounts due to employees for compensated leave balances. Future
City revenues are expected to service this debt.
The largest portion of the City’s total net assets ($146,744,836) reflects the investment in capital assets such
as land, buildings, machinery and equipment, less any related debt used to acquire those assets that is still
outstanding. These assets are used to provide services to the citizens of the City; therefore, they are not
available for future spending. Although the City’s investment in capital assets is reported net of related
debt, it should be noted that the resources needed to repay this debt must be provided from other sources,
since the capital assets themselves cannot be used to liquidate these liabilities.
An additional portion of the City’s net assets ($30,505,364) represents resources that are subject to external
restrictions on how they may be used. There was an increase in the City’s total restricted net assets
reported during this period by $18,336,438. This increase resulted from the sale of general obligation bonds
($19,000,000) authorized by the passage of Proposition D for the construction of a new Police and Fire
station and the retrofit of another older fire station.

City of La Mesa Net Assets (as restated)
Governmental
Activities
2005
2004

Business-Type
Activities
2005
2004

Total
2005

2004

ASSETS
Current and other assets
Capital assets
Total assets

$

40,690,216
155,918,142

$

19,823,732
157,064,845

$

3,722,052
11,344,477

$

3,900,588
10,673,236

$

44,412,268
167,262,619

$

23,724,320
167,738,081

196,608,358

176,888,577

15,066,529

14,573,824

211,674,887

191,462,401

33,226,380
3,468,212

15,461,890
2,806,199

166,019
91,715

193,549
323,688

33,392,399
3,559,927

15,655,439
3,129,887

36,694,592

18,268,089

257,734

517,237

36,952,326

18,785,326

135,400,359
30,505,364
(5,991,957)

154,397,378
12,168,926
(7,945,816)

11,344,477
3,464,318

10,673,236
3,383,351

146,744,836
30,505,364
(2,527,639)

165,070,614
12,168,926
(4,562,465)

LIABILITIES
Long-term liabilities outstanding
Other liabilities
Total liabilities
NET ASSETS
Invested in capital assets, net of
related debt
Restricted
Unrestricted
Total net assets

$ 159,913,766

$ 158,620,488

$

14,808,795

$

14,056,587

$ 174,722,561

$ 172,677,075

At the end of the fiscal year, the City is able to report positive balances in two of the three categories within
net assets. As described previously, the total unrestricted net deficit is due to long-term non-current debt
showing in the governmental activities area.
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The City’s net assets increased by $2,045,486 in the current year. Almost two-thirds of this increase is
attributable to government activities and the other one-third to business-type activities. Revenues were
greater than expenditures on the government activities side showing a turnaround from the previous year.
The primary driver was an increase in service fee revenues resulting from an update of the City’s fee
schedule and a dramatic rise in development activity. Business-type activities net assets increased by
$752,208 in 2004-2005. The primary reason for this turnaround from the prior year was lower sewer
operating costs compared to the previous year.
City of La Mesa Changes in Net Assets
Governmental
Activities
2005
2004

Business-Type
Activities
2005
2004

Total
2005

2004

7,418,821
51,500
5,437

$ 13,869,706
5,252,092
1,484,125

$ 10,146,031
3,550,722
2,595,250

REVENUES:
Program revenues:
Charges for services
Operating grants and contributions
Capital grants and contributions

$

5,116,728
5,200,592
1,484,125

$

2,727,210
3,499,222
2,589,813

$

8,752,978
51,500
-

$

General revenues:
Property taxes
Sales taxes
Franchise taxes
Motor vehicle license
Other taxes
Other

6,817,134
11,801,296
1,585,169
2,674,492
1,241,746
1,604,279

6,209,349
11,806,960
1,456,069
2,552,416
1,145,288
1,142,737

75,387

73,556

6,817,134
11,801,296
1,585,169
2,674,492
1,241,746
1,679,666

6,209,349
11,806,960
1,456,069
2,552,416
1,145,288
1,216,293

Total revenues

37,525,561

33,129,064

8,879,865

7,549,314

46,405,426

40,678,378

3,478,899
11,125,891
6,746,399
10,449,402
1,486,757
2,150,316
2,465,219
-

3,386,514
10,060,376
5,941,234
11,628,975
1,407,244
1,697,828
1,417,050
-

6,457,057

7,016,119

3,478,899
11,125,891
6,746,399
10,449,402
1,486,757
2,150,316
2,465,219
6,457,057

3,386,514
10,060,376
5,941,234
11,628,975
1,407,244
1,697,828
1,417,050
7,016,119

37,902,883

35,539,221

6,457,057

7,016,119

44,359,940

42,555,340

533,195

2,045,486

(1,876,962)

EXPENDITURES:
General government
Police
Fire
Public works
Community services
Community development
Interest on long-term debt
Sanitation
Total expenditures
Change in net assets before transfers

(377,322)

Transfers

1,670,600

Change in net assets

1,293,278

Net assets-beginning of year (restated)
Net assets-end of year

(2,410,157)

2,422,808

1,474,900

(1,670,600)

(935,257)

752,208

(1,474,900)

-

(941,705)

2,045,486

(1,876,962)

158,620,488

159,555,745

14,056,587

14,998,292

172,677,075

174,554,037

$ 159,913,766

$ 158,620,488

$ 14,808,795

$ 14,056,587

$ 174,722,561

$ 172,677,075

Governmental activities. Government activities net assets increased $1,293,278 in the current year. This
increase is 63 percent of the total increase in the net assets of the City. The prior year showed a net decrease
in government activities of $935,257. Key elements to the change in net assets are as follows:
•

•
•

Total revenues increased $4,396,497 (13 percent) during the year. Some of the larger increases were
made in the following revenue categories: charges for services was up $2,389,518 (88%); operating
grants and contributions were up $1,701,370 (49%); property tax revenues were up $607,785 (10%);
investment earnings were up $427,248 (125%); and franchise taxes were up $129,100 (9%). These
increases were offset by a decrease in capital grants and contributions of $1,105,688 (down 43%).
Total expenditures increased by $2,363,662 (7 percent) due mainly to increased retirement benefit
costs.
Net transfers-in increased by $195,700 (13 percent) reflecting increased insurance costs and overhead
costs to the Sanitation Fund.
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Increases in expenditures were more than covered by increased tax revenues and increased service fees. A
“calmer” political front aided by the passage of state Proposition 1A (Local Government Financing
Initiative) and a fairly strong economy helped stabilize the City’s resources in FY 2004-05.
It should be noted that interest payments for the new general obligation bond debt approved by La Mesa
voters in March 2004 accounts for the increased expenses in the “Interest on long-term debt” category.
Expenses and Program Revenues - Governmental Activities
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Program Revenues
Expense

Revenues by Source-Governmental Activities
Other taxes
3%
Motor vehicle
licenses
7%

Charges for
services
14%

Other
4%

Franchise taxes
4%

Operating grants
and contributions
14%

Captial grants and
contributions
4%
Sales taxes
32%
Property taxes
18%

Business-type activities. Business-type activities increased the City’s total net assets by $752,208 or 37
percent of the total increase in the current year. The two business type activities for the City include
Sanitation operations and Transportation Administration. Transportation Administration functions were
curtailed significantly starting in this year because the City ceased its Dial-a-Ride program effective July 1,
2003. La Mesa still receives a small annual amount of Transportation Development Act funds (TDA) from
the San Diego Association of Governments (SANDAG) for administration of transportation activities within
the City. Key elements of the decrease in business-type net assets are as follows:
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•
•
•

Charges for services increased by $1,334,157 (18%). This increase is mostly attributed to increased
sewer service charges (up almost $690,000 or 9% over the prior year) and increased sewer
connection fees. The sewer service fee revenue increase is attributed to the third year of a three-year
increase in sewer service charges authorized by La Mesa’s City Council. Sewer connection fees
increased $632,000 (10 times that collected in the prior year). The large increase in sewer connection
fees is due to an increase in the connection charge authorized by the La Mesa City Council along
with increased development activity in La Mesa in FY 2004-05.
Operating grants and contributions remained static because only $51,500 of TDA funds was
contributed for City transportation administration purposes.
Sewer expenses decreased by $559,062 (8 percent) due primarily to lower depreciation costs which
were added in the prior year and slightly lower sewer treatment costs paid to the City of San Diego.
Transfers-out increased by $195,700 (13 percent) to cover increased insurance and general operating
overhead costs.
Expenses and Program Revenues - Business-type
Activities
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Financial Analysis of the City’s Funds
As noted earlier, the City uses fund accounting to ensure and demonstrate compliance with finance-related
legal requirements.
Governmental Funds. The focus of the City’s governmental funds is to provide information on near-term
inflows, outflows, and balances of spendable resources. Such information is useful in assessing the City’s
financing requirements. As of the end of the current fiscal year, the City’s governmental funds reported
combined ending fund deficits of $2,885,472. This deficit decreased by $16,650,553 from the prior year. This
dramatic decrease occurred because of the influx of bond monies received due to the issuance of general
obligation bonds for voter approved public safety construction projects. The overall governmental funds
deficit can still be directly traced to the Redevelopment Agency fund deficit of $36,499,625 attributed to the
advances due the City. Not including the Redevelopment Agency, the City’s governmental fund balance
would be a positive $33,614,153. Of this amount, $20,896,728 constitutes the unreserved fund balance,
which is available for spending at the government’s discretion. $12,717,425 is reserved to indicate that it is
not available for new spending because it has already been committed 1) to liquidate contracts and
purchase orders of the prior period ($8,257,386), 2) to pay advances to other funds ($3,017,640), or 3) for a
variety of other restricted purposes including public safety construction, debt service, housing loans
collateral, and drug asset forfeiture funds ($1,442,399).
The General Fund is the chief operating fund of the City. At the end of the current fiscal year, unreserved
fund balance of the General Fund was $5,943,565 while total fund balance reached $6,458,839. As a measure
of the General Fund’s liquidity, it may be useful to compare both unreserved fund balance and total fund
balance to total fund expenditures. Unreserved fund balance represents 21 percent of total General Fund
expenditures, while total fund balance represents 23 percent of that same amount. The City has a target in
unreserved fund balance of 15 percent.
The fund balance of the City’s General Fund increased by $1,335,790 during the current fiscal year. Key
factors in this net increase are as follows:
•
•
•
•

•

License and permit revenues increased by $1,495,007 due to increased development and increased
permit charges.
Charges for services increased by $891,463.
Property taxes increased by $524,803.
Taken together, other taxes and intergovernmental revenues increased by $475,804. These
categories have been lumped together because a large portion of motor vehicle fees, previously part
of intergovernmental revenues, is now reimbursed to the City via other property tax revenues. This
change came about with the passage of Prop 1A (Local Government Financing Initiative).
General Fund expenditures increased by $1,760,702 largely due to increased retirement benefit costs.

Proprietary Funds. The City’s proprietary fund statements provide the same type of information found in
the government–wide financial statements, but in more detail.
Unrestricted net assets of the Sanitation Operating/Capital Improvement Fund amounted to $3,457,798 at
June 30, 2005. On the same date, net assets for the Transportation Administration Fund were $6,520. The
increase in total net assets of these two funds was $752,208 ($4,598 increase in Transportation
Administration and an increase of $747,610 in the Sanitation Fund). Other factors concerning the finances
of these two funds have already been addressed in the discussion of City’s business-type activities.
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General Fund Budgetary Highlights
The final amended General Fund budget for 2004-2005 increased by $598,010 from the originally adopted
budget. Changes are summarized below:
•

•
•
•
•
•

$356,890 increase in the police department including funds for the new Police storefront operation;
state grants adding a police officer position for DUI enforcement and overtime for seat belt
enforcement; drug asset forfeiture funds for equipment and supplies; and funds for booking fee
expenses.
$95,940 for approved increases in cafeteria and uniform allowance benefits.
$78,260 for additional legal services.
$15,000 for State library grant application.
$50,000 for contract engineering inspection services
$1,920 for additional miscellaneous supplies and services

All increases in appropriations were funded from projected increases in General Fund revenues and the
available fund balance.
Capital Asset and Debt Administration

Capital assets. The City’s investment in capital assets for its governmental and business type activities, net
of accumulated depreciation, totaled $167,262,619 at June 30, 2005. This investment in capital assets
includes land, buildings, improvements, equipment, infrastructure, and construction in progress. There
was only a slight downward change in the City’s overall investment in capital assets (net decrease of
$475,462). Capital assets for governmental activities decreased $1,146,703 (1% decrease) and capital assets
for business-type activities increased by $671,241 (6% increase).
Major capital asset events during the fiscal year include the following:
•
•
•
•
•
•

Construction began on the Fire Station 11/Fire Administration building funded by general
obligation bonds approved by La Mesa’s citizens with construction in progress at $2,049,832.
Work continues on Briercrest Park Improvements with construction in progress reaching
$1,409,700.
Work continues on a variety of street maintenance projects, traffic calming projects, traffic signal
improvements, and storm drain projects with construction in progress at $1,002,613.
Work continues on several sewer improvements with construction in progress at $367,190.
Various projects upgrading the Adult Enrichment Center continue with a construction in progress
totaling $197,847.
Three police vehicles purchased for $83,594.

City of La Mesa's Capital Assets
(net of depreciation, as restated)
Governmental

Business-Type

Activities

Activities

2005
Land (including Right-of-way)

$

Buildings and Improvements
Vehicles and Equipment
Infrastructure
Construction in progress
Total

$

19,399,849

2004
$

2005

19,399,849

$

Total
2004

-

$

2005
-

$

19,399,849

2004
$

19,399,849

8,069,786

7,718,330

-

-

8,069,786

2,622,757

3,615,750

299,688

357,631

2,922,445

3,973,381

120,830,502

124,402,137

10,677,599

9,307,108

131,508,101

133,709,245

4,995,248

1,928,779

367,190

1,008,497

5,362,438

2,937,276

155,918,142

$

157,064,845
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$

11,344,477

$

10,673,236

$

167,262,619

7,718,330

$

167,738,081

Additional information on the City’s capital assets can be found in Note 5 in the Notes to Basic Financial
Statements section of this report.
Long-term debt. At June 30, 2005, the City had long-term debt totaling $31,128,598. Of this amount,
$19,000,000 is general obligation bond debt, $8,020,000 is special assessment debt, $1,385,000 is lease
revenue bond obligations (Grossmont Parking Authority), and $2,723,598 is for vested leave time due City
employees.
The City’s bonded debt increased by $18,150,000 during the fiscal year. This increase was due to the
issuance of the first series of voter approved general obligation bonds (Prop D) totaling $19,000,000 less
scheduled debt service payments on existing bond debt. Compensated absences balances increased by
$426,994 from the prior year.
As was mentioned previously, the City incurred new long-term debt during the fiscal year ending June 30,
2005 because of the passage of Proposition D – Fire, Police, and Emergency Services Measure. The City
was authorized to issue general obligation bonds with proceeds eventually totaling $25,000,000 to be used
for the new construction and refurbishment of fire and police facilities. The first series of these bonds were
issued in August 2004 for $19,000,000. It is anticipated that the second series of bonds totaling $6,000,000
will not be issued until fiscal year 2006-2007. Additional information on the City’s long-term debt can be
found in Note 6 in the Notes to Basic Financial Statements section of this report.

City of La Mesa's Outstanding Debt
Governmental

Business-Type

Activities
2005
Compensated absences

$

2,723,598

Activities
2004

$

2005

2,296,604

$

Total
2004

-

$

2005
-

$

2,723,598

2004
$

2,296,604

Special Assessment debt with
governmental commitment
Lease revenue bonds
General obligation bonds
Total

$

8,020,000

8,460,000

-

-

8,020,000

8,460,000

1,385,000

1,795,000

-

-

1,385,000

1,795,000

19,000,000

-

-

-

19,000,000

-

31,128,598

$

12,551,604

$

-

$

-

$

31,128,598

$

12,551,604

Economic Factors and Next Year’s Budgets and Rates
•
•

•
•
•

•

•

The City will contribute $692,000 from its General Fund to the State of California in the next fiscal
year to help the State close its budget deficit.
The La Mesa City Council approved the second year of a phased two-year fee increase plan for
almost all general activity services for fiscal year 2005-2006. Revenues are estimated to increase by
about $134,000.
Total assessed valuation in the City stands at $4.36 billion, 56 percent higher than 5 years ago.
Sales tax revenues (including property tax in lieu portion) are expected to be $12.4 million in fiscal
year 2005-2006, 15 percent higher than 5 years ago.
Vehicle license fees (VLF) (including property tax in lieu portion) are expected to grow by 16 percent
in fiscal year 2005-2006 from the previous year not including the one time repayment by the State of
California of past VLF owed the City. That repayment is estimated to be $944,000.
California Pubic Employees Retirement System (PERS) rates for the miscellaneous retirement plan
increased from 5.578 percent to 12.077 percent for fiscal year 2005-2006; fire retirement plan rates
and police retirement plan rates are being combined beginning in fiscal year 2005-2006. The new
combined public safety rate is 30.198 percent. Fire increased from 24.865 percent and the police
retirement plan rate decreased from 33.878 percent from the previous year.
Inflationary trends in the region are higher than national indices because of the continued rise in
housing costs.
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All of these factors were considered in preparing the City’s budget for fiscal year 2005-2006.
The General Fund’s unreserved balance at June 30, 2005 was $5.9 million, an increase of $1.2 million from
the previous year. The unreserved balance is expected to decrease by another $800,000 during fiscal year
2005-2006 to $5.1 million. While there are several reasons for the expected decline in the unreserved
balance, two main reasons stand out. First, is the next payment due to the State of California of almost
$700,000 as part of an agreement to help the State reduce its budget deficit. Second, is the increasing cost of
PERS retirement benefits. PERS costs are expected to increase about $900,000 in fiscal year 2005-2006. It is
the City’s goal to maintain a General Fund ending fund balance of at least 15 percent of operating
expenditures. It is anticipated that reserves will be at 16 percent of operating expenditures and the end of
fiscal year 2005-2006. The City plans on maintaining most current service levels looking toward an
improving economy and a stable funding mechanism provided by Proposition 1A (Local Government
Financing Initiative).
For fiscal year 2005-2006, the City’s basic sewer rates were raised 9 percent. The rate increase was part of
two-year recommendation approved by the La Mesa City Council to increase funding for maintenance and
capital improvements of the sewer system.
Requests for Information
This financial report is designed to provide a general overview of the City’s finances for all those with an
interest in the government’s finances. Questions concerning any of the information provided in this report
or requests for additional financial information should be addressed to the City Administrative Services
Department, Finance Division, 8130 Allison Avenue, La Mesa, CA 91941.
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