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Board of Directors
Costa Mesa Redevelopment Agency
Costa Mesa, California

INDEPENDENT AUDITORS’ REPORT

We have audited the accompanying financial statements of the governmental activities and each
major fund of the Costa Mesa Redevelopment Agency (the “Agency”), a component unit of the
City of Costa Mesa, California, as of and for the year ended June 30, 2007, which collectively
comprise the Agency’s basic financial statements as listed in the table of contents. These
financial statements are the responsibility of the management of the Costa Mesa Redevelopment
Agency. Our responsibility is to express opinions on these financial statements based on our
audit. The prior year partial comparative information has been derived from the Agency’s basic
financial statements for the year ended June 30, 2006 and, in our report dated September 28,
2006, we expressed an unqualified opinion on those financial statements.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by management,
as well as evaluating the overall financial statement presentation. We believe that our audit
provides a reasonable basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the respective financial position of the governmental activities and each major fund of the Costa
Mesa Redevelopment Agency as of June 30, 2007, and the respective changes in financial
position of the Costa Mesa Redevelopment Agency for the year then ended in conformity with
accounting principles generally accepted in the United States of America.

The Agency has not presented management’s discussion and analysis that accounting principles
generally accepted in the United States of America has determined is necessary to supplement,
although not required to be part of, the basic financial statements. :

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the Costa Mesa Redevelopment Agency’s basic financial statements. The
required supplementary information is not a required part of the basic financial statements, but is
supplementary information required by accounting principles generally accepted in the United
States of America. The required supplementary information and supplementary schedules are
presented for purposes of additional analysis and are also not a required part of the basic financial
statements. These supplementary schedules have been subjected to the auditing procedures
applied in the audit of the basic financial statements and, in our opinion, are fairly stated in all
material respects in relation to the basic financial statements taken as a whole.
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Page Two

In accordance with Government Auditing Standards, we have also issued a report dated
November 6, 2007 on our consideration of the Agency’s internal control over financial reporting
and our tests of its compliance with certain provisions of laws, regulations, contracts, grant
agreements and other matters. The purpose of that report is to describe the scope of our testing
of internal control over financial reporting and compliance and the results of that testing, and not
to provide an opinion on the internal control over financial reporting or on compliance. That
report is an integral part of an audit performed in accordance with Government Auditing
Standards and should be considered in assessing the results of our audit.

W/’;&%wm PP7e cbvrn S

Irvine, California
November 6, 2007
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COSTA MESA REDEVELOPMENT AGENCY

Statement of Net Assets

June 30, 2007

(With Comparative Data for Prior Year)

Governmental Activities

2007 2006
Assets:
Cash and investments (note 3) $ 4,050,691 3,183,916
Cash and investments with fiscal agent (note 3) 711,982 710,981
Due from other governments 59,166 74,106
Due from the City of Costa Mesa 15,000 -
Interest receivable (note 10) 1,045,075 965,593
Prepaid items 3,500 3,500
Loans receivable 4,368,969 4,110,100
Rent receivable (note 10) 1,063,025 1,042,189
Loan deposit 904 904
Total assets 11,258,312 10,091,289
Liabilities:
Accounts payable 8,619 34,335
Interest payable 1,037,215 1,067,990
Due to City of Costa Mesa 471,384 461,147
Long-term liabilities:
Portion due within one year:
Advances from the City of Costa Mesa (notes 6 and 8) 356,001 329,870
Bonds payable (notes 6 and 7) 475,000 460,000
Portion due beyond one year:
Advances from the City of Costa Mesa (notes 6 and 8} 11,680,979 12,036,980
Bonds payable (notes 6 and 7) 5,630,000 6,105,000
Tota] liabilities 19,659,198 20,495,322
Net assets:
Restricted for:
Low and moderate income housing 6,678,403 6,348,073
Unrestricted (15,079,289) (16,752,106}
Total net assets (deficit) $  (8,400,886) (10,404,033)

See accompanying notes to the basic {inancial statements.
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COSTA MESA REDEVELOPMENT AGENCY
Staternent of Activities
Year ended June 30, 2007
(With Comparative Data for Prior Year)

Program Revenues

Operating Capital

Charges for Contributions Contributions Net Governmental Activities

Functions/Programs _EXxpenses Services and Grants  and Grants 2007 2006
Governmental
activities:
Redevelopment $ 176,977 87,673 - - (89,304) {139,062)
Low and moderate
income housing 493,156 - - - (493,156) (452,243)
Interest expense
on long-term debt 1,216,091 - - - (1,216,091  (1,252,385)
Total
governmental
activities $1.886,224 87,673 - - (1,798,551  (1,843,690)
General revenues:
Property taxes 3,509,484 2,779,722
Investment income 233,913 161,062
Miscellaneous 58,301 342,540
Total general revenues 3,801,698 3,283,724
Change in net assets 2,003,147 1,440,034
Net assets (deficit) at beginning of year (10,404,033) (11,844,067)
Net assets (deficit) at end of year $ (8,400,886) (10,404,033)

See accompanying notes to the basic financial statements.
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COSTA MESA REDEVELOPMENT AGENCY
Governmental Funds

Balance Sheet

June 30, 2007
(With Comparative Data for Prior Year)

Assets
Cash and investments
Cash and investments with
fiscal agent
Due from other governments
Due from City of Costa Mesa
Due from other funds (note 4)
Interest receivable
Prepaid items
Loans receivable
Rent receivable
Loan deposit
Advances to other funds (note 4)

Total assets

Liahilities and Fund Balances
Liabilities:

Accounts payable
Interest payable
Due 1o City of Costa Mesa
Due to other funds (note 4)
Advances from other funds (note 4)
Deferred revenue

Total liahilities

Fund balances (deficit):
Reserved for:
Prepaid items
Advances to other funds
Loan deposit
Unreserved, undesignated -
reported in:
Special revenue fund
Debt service fund
Capital projects fund
Total fund balances (deficit)

Total Hiabilities and fund
balances '

Special Debt Capital
Revenue Service Projects
Low and
Moderate Redevelopment Totals
Income Debt Redevelopment
Housing Service Projects 2007 2006
$ 1,677,083 2,304,910 68,698 4,050,691 3,183,916
- 711,982 - 711,982 710,981
32,342 24,169 2,655 59,166 74,106
- 15,000 - 15,000 .
- - - - 262,792
16,679 25,233 1,003,163 1,045,075 965,593
- 3,500 - 3,500 3,500
4,308,969 - - 4,308,969 4,110,100
- - 1,063,025 1,063,025 1,042,189
904 - - 904 904
736,429 - - 736,429 779,747
$ 6,772,406 3,084,794 2,137,541 11,994,741 11,133,828
$ 8,374 - 245 8,619 34,335
- 980,040 - 980,040 1,007,939
85,629 329,903 55,852 471,384 461,147
- - - - 262,792
- 736,429 - 736,429 779,747
4,308,969 - 2,065,333 6,374,302 6,071,756
4,402,972 2,046,372 2,121,430 8,570,774 8,617,716
- 3,500 - 3,500 3,500
736,429 - - 736,429 779,747
904 - - 904 904
1,632,101 - - 1,632,101 1,457,324
- 1,034,922 - 1,034,922 583,121
- - 16,111 16,111 {308,484)
2,369,434 1,038,422 16,111 3,423,967 2,516,112
$ 6,772,406 3,084,794 2,137 541 11,094,741 11,133,828

See accompanying notes to the basic financial statements.

3



COSTA MESA REDEVELOPMENT AGENCY
Governmental Funds

Reconciliation of the Balance Sheet of Governmental Funds to the Statement of Net Assets
June 30, 2007

Fund balances (deficit) of governmental funds § 3,423,967

Amounts reported for governmental activities in the Statement of Net Assets are
different because:

Long-term liabilities applicable to the Agency's governmental activities are not

due and payable in the current period and, accordingly, are not reported as

fund liabilities. All liabilities (both current and long-term) are reported in the

Statement of Net Assets:
Advances from the City of Costa Mesa (6,105,000)
2003 Tax Allocation Bonds (12,036,980)

Accrued Interest
Accrued liabilities in the Statement of Net Assets differ from the amount reported
in governmental funds due to accrued interest on outstanding debt payable. (57.175)

Ué!élﬁlﬁﬁd B_@_.VQIZL{Q

Revenues relating to loans, interest and rents receivable are measurable but

not available and, accordingly, are recorded as deferred revenue in the

governmental funds under the modified accrual basis of accounting. Revenues

are recognized when earned under the full accrual basis of accounting and,

accordingly, deferred revenue has been eliminated from the Statement

of Net Assets ' 6,374,302

Net assets (deficit) of governmental activities $ (8.400.886)

See accompanying notes to the basic financial statements.
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COSTA MESA REDEVELOPMENT AGENCY
Governmental Funds

Statement of Revenues, Expenditures and Changes in Fund Balances

Revenues:
Tax increment
Investment income

Miscellaneous
Rental

Total revenues

Expenditures:
Current:
Redevelopment
Debt service:
Principal
Interest and fiscal charges
Total expenditures

Excess (deficiency) of
revenues over (under)
expenditures

Other financing sources (uses):
Transfers to City of Costa Mesa
Transfers in (note 4)

Transfers out (note 4)
Total other financing
sources (uses)

Net change m fund balances
Fund balances (deficit)
at beginning of year

Fund balances
at end of year

Year ended June 30, 2007
(With Comparative Data for Prior Year)

Special Debt Capital
Revenue Service Projects
Low and
Moderate Redevelopment
Income Debt Redevelopment Totals
Housing Service Projects 2007 20006
$ 701,897 2,807,587 - 3,509,484 2,779,722
78,285 144,942 10,686 233,913 161,062
43,301 15,000 - 58,301 342,940
- - 87,673 87,673 85,447
823,483 2,967,529 98,359 3,889,371 3,369,171
692,024 - 192,981 885,005 2,509,671
- 789,870 - 789,870 760,616
- 1,218,968 - 1,218,968 1,254,660
692,024 2,008,838 192,981 2,893,843 4,524,947
131,459 958,691 (94,622) 995,528  (1,155,776)
- - (87,673) (87,673) (85,447)
506,890 506,890 129,713
- (506,890) - (506,890) (129,713)
- {506,890} 419,217 (87,673) (85,447)
131,459 451,801 324,595 907,855 (1,241,223)
2,237,975 586,621 (308,484) 2,516,112 3,757,335
$2,369,434 1,038,422 16,111 3,423,967 2,516,112

See accompanying notes to the hasic fingncial statements.
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COSTA MESA REDEVELOPMENT AGENCY
Governmental Funds

Reconciliation of the Statement of Revenues, Expenditures and
Changes in Fund Balances of Governmental Funds to the Statement of Activities

Year ended June 30, 2007

Net changes in fund balances - total governmental funds § 907,855

Amounts reported for governmental activities in the Statement of Activities are
different because:
= Ir clio
Repayment of long-term debt principal is an expenditure in governmental funds
and, thus, has the effect of reducing fund balances because current financial
resources have been used. For the Agency as a whole, however, the principal
payments reduce the liabilities in the Statement of Net Assets and do not result
in an expense in the Statement of Activities.

Repayment of Advance to City of Costa Mesa 329,870
Repayment of 2003 Tax Allocation Bonds 460,000
Accrued Interest

The Statement of Net Assets includes accrued interest on long-term debt. The
net change in accrued interest for the current period is reported on the Statement
of Activities. 2,275

Deferred Revenue

Earned revenue has been deferred in the fund financial statements if it is
collectible after the availability period. However, revenue is recognized when
earned in the Statement of Activities. 303,147

Changes in net assets of governmental activities $ 2,003,147

See accompanying notes to the basic financial statements.
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1 Summ

COSTA MESA REDEVELOPMENT AGENCY
Notes to the Basic Financial Statements

Year ended June 30, 2007

of Significant Accounting Policies

The accounting policies of the Costa Mesa Redevelopment Agency (the “Agency”)
conform to generally accepted accounting principles.

(@)

Measurement Focus and Basis of Accounting

The basic financial statements of the Agency are composed of the following:

¢ (Government-wide financial statements
¢ Fund financial statements
¢ Notes to the basic Ainancial statements

Financial reporting is based upon all GASB pronouncements, as well as Financial
Accounting Standards Board (FASB) Statements and Interpretations, Accounting
Principles Board (APB) Opinions, and Accounting Research Bulletins (ARBs) of
the Committee on Accounting Procedure that were issued on or before
November 30, 1989 that do not conflict with or contradict GASB
pronouncements. FASB Pronouncements issued after November 30, 1989 are not
followed in the preparation of the accompanying financial statements.

Governmeni-wide Financial Statements

Government-wide financial statements display information about the Agency as a
whole. The Agency has no business-type activities. These statements include
separate columns for the governmental funds of the Agency. Eliminations have
been made in the Statement of Activities so that certain allocated expenses are
recorded only once (by the function to which they were allocated).

Government-wide financial statements are presented using the economic
resources measurement focus and the accrual basis of accounting. Under the
economic resources measurement focus, all (both current and long-term)
economic resources and obligations of the reporting government are reported in
the government-wide financial statements. Basis of accounting refers to when
revenues and expenses are recognized in the accounts and reported in the financial
statements. Under the accrual basis of accounting, revenues, expenses, gains,
losses, assets and liabilities resulting from exchange and exchange-like
transactions are recognized when the exchange takes place. Revenues, expenses,
gains, losses, assets and liabilities resulting from nonexchange transactions are
recognized in accordance with the requirements of GASB Statement No. 33.

Program revenues include charges for services, special assessments and payments
made by parties outside of the reporting Agency’s citizenry if that money is
restricted to a particular program. Program revenues are netted with program
expenses in the Statement of Activities to present the net cost of each program.

13



COSTA MESA REDEVELOPMENT AGENCY
Notes to the Basic Financial Statements

(Continued)

(1) Summary of Significant Accounting Policies, (Continued)

(a)

Measurement Focus and Basis of Accounting, (Continued)

Amounts paid to acquire capital assets are capitalized as assets in the government-
wide financial statements, rather than reported as expenditures. Proceeds of long-
term debt are recorded as a liability in the government-wide financial statements,
rather than as other financing sources. Amounts paid to reduce long-term
indebtedness of the reporting government are reported as a reduction of the related
liability, rather than as expenditures.

Fund Financial Statements

The underlying accounting system of the Agency is organized and operated on the
basis of separate funds. A fund is defined as an independent fiscal and accounting
entity with a self-balancing set of accounts, recording resources, related liabilities,
obligations, reserves and equities segregated for the purpose of carrying out
specific activities or attaining certain objectives in accordance with special
regulations, restrictions or limitations.

Fund financial statements for the Agency’s governmental funds are presented after
the government-wide financial statements. These statements display information
about major governmental funds individuaily and non-major funds in the
aggregate for governmental funds. The Agency has no non-major funds.

Governmental Funds

In the fund financial statements, governmental funds are presented using the
modified accrual basis of accounting. Revenues are recognized when they
become measurable and available as net current assets. Measurable means that
the amounts can be estimated or otherwise determined. Available means that the
amounts were collectible within the current period or shortly thereafter to be used
to pay liabilities of the current period. Expenditures are recorded when the related
ltabilities are incurred.

14



(1)

COSTA MESA REDEVELOPMENT AGENCY
Notes to the Basic Financial Statements

(Continued)

Summary of Significant Accounting Policies, (Continued)

Revenue recognition is subject to the measurable and availability critena for the
governmental funds in the fund financial statements. Exchange transactions are
recognized as revenues in the period in which they are earned (i.e., the related
goods or services are provided). Locally imposed derived tax revenues are
recognized as revenues in the period in which the underlying exchange transaction
upon which they are based takes place. /mposed non-exchange transactions are
recognized as revenues in the period for which they were imposed. If the period of
use is not specified, they are recognized as revenues when an enforceable legal
claim to the revenues arises or when they are received, whichever occurs first.
Government-mandated and voluntary non-exchange transactions are recognized
as revenues when all applicable eligibility reqguirements have been met.

In the fund financial statements, governmental funds are presented using the
current financial resources measurement focus. This means that only current
assets and current liabilities are generally included on their balance sheets. The
reported fund balance (net current assets) is considered to be a measure of
“available spendable resources.” Governmental fund operating statements present
increases (revenues and other financing sources) and decreases (expenditures and
other financing uses) in net current assets. Accordingly, they are said to present a
summary of sources and uses of “available spendable resources” during a period.

Noncurrent portions of long-term receivables due to governmental funds are
reported on the balance sheet in spite of their spending measurement focus.
Special reportmg treatments are used to 1nchcate however, that they should not be
considered “available spendable resources,” since they do not represent net
current assets. Recognition of govemmentai fund type revenue represented by
non-current receivables are deferred until they become current receivables. Non-
current portions of other long-term receivables are offset by fund balance reserve
accounts. Revenues, expenses, gains, losses, assets, and liabilities resulting from

nonexchange transaction are recognized in accordance with the requirements of
(GASB Statement No. 33.

Because of their spending measurement focus, expenditure recognition for
governmental fund types excludes amounts represented by non-current liabilities.
Since they do not affect net current assets, such long-term amounts are not
recognzed as governmental fund type expenditures or fund liabilities.

Amounts expended to acquire capital assets are recorded as expenditures in the
year that resources were expended, rather than as fund assets. The proceeds of
long-term debt are recorded as other financing sources rather than as a fund

liability. Amounts paid to reduce long-term indebtedness are reported as fund
expenditures.
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(1)

COSTA MESA REDEVELOPMENT AGENCY
Notes to the Basic Financial Statements

(Continued)

Summary of Significant Accounting Policies, (Continued)

(b)

(©)

When both restricted and unrestricted resources are combined in a fund, expenses

are considered to be paid first from restricted resources, and then from
unrestricted resources.

Major Funds

The following have been presented in the accompanying fund financial statements
as major funds:

Low and Moderate Income Housing Fund — This special revenue fund is used to
account for that portion of the Agency’s tax increment revenue or note proceeds
that is legally restricted or earmarked for increasing or improving housing for low
or moderate income households.

Redevelopment Debt Service Fund - This debt service fund is used to account for
that portion of the Agency’s tax increment revenue that is set aside for mterest and
principal payments associated with all debts of the Agency.

Redevelopment Projects Fund — This capital projects fund 1s used to account for
the financial resources for the development and redevelopment of the project
areas, including acquisition of properties, cost of site improvements, other costs of
benefit to the project area, and the portion of the Agency’s tax increment revenue
that is legally restricted for increasing or improving housing for low or moderate
income households and administrative expenses incurred in sustaining the
Agency.

Cash and Investments

Investments are reported in the accompanying statement of net assets at fair value,
except for certain certificates of deposit and investment contracts that are reported
at cost because they are not transferable and they have terms that are not affected
by changes in market interest rates.

Changes in fair value that occur during a fiscal year are recognized as investment
income reported for that fiscal year. Investment income includes interest earnings,
changes in fair value, and any gains or losses realized upon the liquidation,
maturity, or sale of investments.
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(1)

COSTA MESA REDEVELOPMENT AGENCY
Notes to the Basic Financial Statements

(Continued)

Summary of Significant Accounting Policies, (Continued)

(d)

(e)

M

The Agency’s cash and investments held by fiscal agents are pledged to the
payment or security of certain long-term issuances. The California Government
Code provides that these monies, 1 the absence of specific statutory provisions
governing the issuance of bonds, may be invested in accordance with the
ordinance, resolutions or indentures specifying the types of investments its
trustees or fiscal agents may make.

The Agency pools cash and investments of all funds, except for assets held by
fiscal agents. Each fund’s share in this pool is displayed in the accompanying
financial statements as cash and investments. Investment income earned by the
pooled investments is allocated to the various funds based on each fund’s average
cash and investment balance.

Deferred Revenue

Defeired revenue consists of the outstanding principal and interest on the loan to
the Costa Mesa Family Village that is measurable but not considered available to
finance current operations. Also included in deferred revenue are outstanding
rehabilitation loans for the Rental Rehabilitation Loan Program. Similar to the
loan to the Costa Mesa Family Village, these loans are considered to be
measurable but not available to finance current operations.

Relationship to the City of Costa Mesa

The Costa Mesa Redevelopment Agency is an integral part of the reporting entity
of the City of Costa Mesa. The financial activity of the Agency has been included
within the scope of the financial statements of the City because the City Council
of the City of Costa Mesa is the governing body and exercises responsibility over
the operations of the Agency. Only the financial activity of the Agency is
included herein, therefore, these financial statements do not purport to represent
the financial position or results of operations of the City of Costa Mesa,
California.

Capital Assets

Capital assets (including infrastructure) are recorded at cost where historical
records are available and at an estimated original cost where no historical records
exist. Contributed capital assets are valued at their estimated fair market value at
the date of the contribution. Generally, capital asset purchases in excess of $5,000
are capitalized if they have an expected useful life of three years or more.

17



(1)

COSTA MESA REDEVELOPMENT AGENCY

Notes to the Basic Financial Statements

(Continued)

Summarv of Sienificant Accounting Policies. {Continued)

(2)

Capital assets used in operations are depreciated over their estimated useful lives
using the straight-line method in the government-wide financial statements.
Depreciation is charged as an expense against operations and accumulated
depreciation is reported on the respective statement of net assets. The range of
lives used for depreciation purposes for each capital asset class are as follows:

Office furniture 3-15 years

(2) Prior Year Data

Selected information regarding the prior year has been included in the
accompanymg financial statements. This information has been included for
comparison purposes only and does not represent a complete presentation in
accordance with generally accepted accounting principles. Accordingly, such
mmformation should be read in conjunction with the government’s prior year
financial statements, from which this selected financial data was derived.

Creation of the Costa Mesa Redevelopment Agency

The Agency was created by Ordinance No. 72-2 of the Costa Mesa City Council, adopted
on January 17, 1972. The Agency was established pursuant to the Community
Redevelopment Law of California as codified in Section 33000 of the State of California
Health and Safety Code.

The principal objectives of the Agency are to prepare and carry out plans for the
improvement, rehabilitation and development of blighted areas within the territorial limits
of the City of Costa Mesa. The principal project of the Agency is known as the
Downtown Redevelopment Project which was approved by Ordinance No. 73-44 at the
meeting of the Costa Mesa City Council on December 24, 1973, The plan was amended
to add area No. 2 by Ordinance No. 77-27 approved on July 5, 1977. Ordinance No. 77-
36, approved on August 1, 1977, amended the plan to resolve inconsistencies between the
plan and the City’s general plan and improve the procedures for processing combined
Agency and City permits. Ordinance No. 80-22, approved on November 17, 1980,
amended the plan to add area No. 3.

18



(3)

COSTA MESA REDEVELOPMENT AGENCY
Notes to the Basic Financial Statements

{Continued)

Cash and Investments

Cash and investments are classified in the accompanying Statement of Net Assets at
June 30, 2007 as follows:

Cash and investments $4,050,691
Cash and investments with fiscal agent 711,982
Total $4.762.673

Cash and investments at June 30, 2007 consisted of the following:

Deposits S 819
Money market mutual funds 711,982
State investment pool (LAIF) 2,698,483
Federal Agency securtties held by the Agency 1,351,389
Subtotal — investments 4,761,854
Total $4.762.673

Investments Authorized by the California Government Code and the Costa Mesa
Redevelopment Agency’s Investment Policy

The following table identifies the investment types that are authorized for the Costa Mesa
Redevelopment Agency and by the California Government Code (or the Costa Mesa
Redevelopment Agency’s investment policy, where more restrictive). The table also
1dentifies certamn provisions of the California Government Code (or the Costa Mesa
Redevelopment Agency’s mvestment policy, where more restrictive) that address interest
rate risk, credit risk, and concentration of credit risk. This table does not address
investments of debt proceeds held by bond trustee that are governed by the provisions of
debt agreements of the Costa Mesa Redevelopment Agency, rather than the general
provisions of the California Government Code or the Costa Mesa Redevelopment
Agency’s investment policy.

19



COSTA MESA REDEVELOPMENT AGENCY
Notes 1o the Basic Financial Statements

(Continued)

{(3) Cash and Investments, (Continued)

Investments Authorized by the California Government Code and the Costa Mesa
Redevelopment Agency’s Investment Policy, (Continued)

Maximum Maximum
Authorized Maximum Percentage of  Investment
Investment Type Maturity *Portfolio In One Issuer
Specifically Authorized by Agency’s
Investment Policy:
U.S. Treasury Securities 5 Years None None
Federal Agency Securities 5 Years 60% 60%
Banker’s Acceptances 180 days 40% 10%
Negotiable Certificates of Deposit 5 years 30% None
Comumercial Paper 2770 days 25% 10%
Medium Term Corporate Notes 5 Years 0%, None
Repurchase Agreements I year None None
Reverse Repurchase Agreements 92 days 10% None
Local Agency Investment Fund N/A None N/A
Orange County Treasurer’s Pool N/A 35% None
Money Market Mutual Funds N/A 20% 10%
Mortgage Pass-Through Securities 5 Years 20% None
Additional Investments Authorized by the
California Government Code:
Local Agency Bonds 5 Years None None
JPA Pools (other investment pools) N/A None None

* Exclude amounts held by bond trustee that are not subject to California Government
Code Restrictions.

** Based on state law requirements or investment policy requirements, whichever is more
restrictive.
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(3)

COSTA MESA REDEVELOPMENT AGENCY
Notes to the Basic Financial Statements

(Continued)

Cash and Investments. {Continued)

Investments Auathorized by Debt Agreements

Investment of debt proceeds held by bond trustee are governed by provisions of the debt
agreements, rather than the general provisions of the California Government code or the
Costa Mesa Redevelopment Agency’s investment policy. The table below identifies the
mvestment types that are authorized for investments held by bond trustee. The table also
identifies certain provisions of these debt agreements that address interest rate risk, credit
risk, and concentration of credit risk.

Maximum Maximum
Authorized Maximum Percentage Investment in

Investment Type Maturity Allowed One Issuer
U.S. Treasury Obligations None None None
U.S. Agency Securities None None None
Banker’s Acceptances 30 days None None
Commercial Paper 270 days None None
Money Market Mutual Funds N/A None None
Investment Contracts None None None
Interest-Bearing Time Deposits None None None
Repurchase Agreements 270 Days None None
Local Agency Investment Fund None None None
State Obligations None None None
Pre-refunded Municipal Obligations None None None

Disclosures Relating to Interest Rate Risk

Interest rate risk is the risk that changes in market interest rates will adversely affect the
fair value of an mvestment. Generally, the longer the maturity of an investment, the
greater the sensitivity of its fair value to changes in market interest rates. One of the ways
that the Costa Mesa Redevelopment Agency manages its exposure to interest rate risk is
by purchasing a combination of shorter term and longer term investments and by timing
cash flows from maturities so that a portion of the portfolio is maturing or coming close
to maturity evenly over time as necessary to provide the cash flow and liquidity needed
for operations.
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Cash and Investments, (Coniinued)

Information about the sensitivity of the fair values of the Costa Mesa Redevelopment
Agency’s investments (including investments held by bond trustee) to market interest rate
fluctuations is provided by the following table that shows the distribution of the Costa
Mesa Redevelopment Agency’s investments by maturity:

Remaining Maturity (in Months)
12 Months 13t0 24 25 to 60

Investment Type or Less Months Months
Held by Agency:
State Investment Pool (L.ATF) $2,698,483 2,698,483 - -
Federal Agency Securities 1,351,389 - - 1,351,389
Held by fiscal agent:
Money Market Mutual Funds 711,982 711,982 - -
Total $4,761,854  3,410.465 - 1,351,389

Disclosures Relating to Credit Risk

Generally, credit risk 1s the risk that an issuer of an investment will not fulfill its
obligation to the holder of the investment. This is measured by the assignment of a rating
by a nationally recognized statistical rating organization. Presented below is the
minimum rating required by (where applicable) the California Government Code, the
Costa Mesa Redevelopment Agency’s investment policy, or debt agreements, and the
actual rating as of year end for each investment type:

Minimum

Investment Type Legal Rating Rating
Held by Agency:

State Investment Pool (LAIF) $2,698,483 N/A Unrated

Federal Agency Securities 1,351,389 N/A AAA
Held by Fiscal Agent:

Money Market Mutual Funds 711,982 AAm AAA

Total 54,761,854
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Cash and Investments, (Continued)

Concentration of Credit Risk

The investment policy of the Costa Mesa Redevelopment Agency limits the amount that
can be invested 1n any one Federal Agency issuer to 60%, which is beyond that stipulated
by California Government Code. Investments in any one 1ssuer that represent 5% or more
of total Costa Mesa Redevelopment Agency investments (other than mutual funds and
external investment pools) are as follows:

Investment Reported % of
Issuer Type Amount Portfolio
FFCB Federal Agency Securities $400,000 8.4%
FHIMC Federal Agency Securities 400,000 8.4%
FHLB Federal Agency Securities 500,000 10.5%

Custodial Credit Risk

Custodial credit risk for deposits is the risk that, in the event of the failure of a depository
financial institution, a government will not be able to recover its deposits or will not be
able to recover collateral securities that are in the possession of an outside party. The
custodial credit risk for investments is the risk that, in the event of the failure of the
counterparty (e.g., broker-dealer) to a transaction, a government will not be able to
recover the value of its investment or collateral securitics that are in the possession of
another party. The California Government Code and the Costa Mesa Redevelopment
Agency’s investment policy do not contain legal or policy requirements that would limit
the exposure to custodial credit risk for deposits or investments, other than the following
provision for deposits: The California Government Code requires that a financial
mstitution secure deposits made by the state or local governmental units by pledging
securities in an undivided collateral pool held by a depository regulated under state law
(unless so waived by the governmental unit.) The market value of the pledged securities
in the collateral pool must equal at least 110% of the total amount deposited by the public
agencies. California law also allows financial institutions to secure Agency deposits by
pledging first trust deed mortgage notes having a value of 150% of the secured public
deposits.
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Cash and Investments, (Continued)

4)

Investment in State Investment Pool

The Costa Mesa Redevelopment Agency is a voluntary participant in the Local Agency
Investment Fund (LLAIF) that is regulated by California Government Code Section 16429
under the oversight of the Treasurer of the State of California. The fair value of the Costa
Mesa Redevelopment Agency’s investment in this pool is reported in the accompanying
financial statements at amounts based upon the Costa Mesa Redevelopment Agency’s
pro-rata share of the fair value provided by LAIF for the entire LAIF portfolio (in relation
to the amortized cost of that portfolio). The balance available for withdrawal is based on
the accounting records mamtamed by LAIF, which are recorded on an amortized cost
basis. Included in LAIF’s investment portfolio are mortgage-backed securities, other
asset-backed securities, loans to certain state funds, securities with interest rates that vary
according to changes in rates greater that a one-for-one basis, and structured notes.

Disclosures by Reporting Unit
The Costa Mesa Redevelopment Agency (including amounts held by bond trustee) had no

items requiring disclosure as of June 30, 2007.

Interfund Advances and Transfers

Interfund advances at June 30, 2007 are recorded between the following Agency funds:

Receivable Fund Payable Fund Amount

Low and Moderate Income Housing Fund Redevelopment Debt Service Fund  $736,429
The $736,429 advance payable from the Redevelopment Debt Service Fund is due to the
Low and Moderate Income Housing Fund. The amount due to the Low and Moderate
Income Housing Fund has no stipulated repayment terms and no stated interest rate.

Interfund transfers at June 30, 2006 are recorded between the following Agency funds:

Recetving Fund Paying Fund Amount
Redevelopment Capital Projects Redevelopment Debt Service $506,890

The $506,890 transfer from the Redevelopment Debt Service Fund to the Redevelopment
Capital Projects fund is o cover expenditures incurred by the Capital Projects fund.
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Capital Assels

A summary of changes in capital assets for the vear ended June 30, 2007 is as follows:

Additions

Balance at
July 1, 2006
Governmental Activities
Capital assets being
depreciated:
Office furniture $23.064
Total capital assets
being depreciated 23.064
Less accumulated
depreciation for:
Office furniture (23.064)
Total accumulated
depreciation (23.064)
Total capital assets being
depreciated, net “
Governmental activities
capital assets, net 5y -

Deletions

Balance at
June 30, 2007

There was no depreciation expense for the year ended June 30, 2007.
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(Continued})

(6) Long-Term Liabilities
A summary of changes in long-term liabilities for the year ended June 30, 2007 is as
follows:
Portion Portion
Due Due
Balance at Balance at Within Beyond
July 1. 2006 Additions Reductions June 30, 2007 One Year  One Year
Bonds:
2003 Tax Allocation
Refunding Bonds 3 6,565,000 - (460,000) 6,105,000 475,000 5,630,000
Advances from the
City of Costa Mesa 12.366.850 - (329.870) 12036980 356,101 11.680.979
Total $18,931,830 - (789.870) 18,141,980 831,101 17.310.979
(H Bonds Pavable

On October 1, 2003, the Costa Mesa Redevelopment Agency issued $7,470,000 Tax
Allocation Refunding Bonds to refund the remaining $9,955,000 Downtown
Redevelopment Project 1993 Tax Allocation Refunding Bonds, The bonds issued consist
of serial bonds maturing from 2004 to 2017 in annual installments ranging from $450,000
to $670,000. Interest is payable on April 1 and October 1, commencing on April 1, 2004
at rates ranging from 2.0% to 5.0%. Bonds maturing on or after October 1, 2014 are
subject to optional redemption, in whole or in part from among maturities as selected by
the Agency on October 1, 2013. The bonds are secured by tax revenue. The net proceeds
of $7,416,738 (after payment of $275,700 in underwriting fees, Insurance and other
issuance costs) were used to purchase U.S. government securities. Those securities were
deposited in an irrevocable trust with an escrow agent to provide for all future debt
service payments on these bonds. As a result, the 1993 Series bonds were considered to

be defeased and the liability for those bonds was removed from the government-wide
statement of net assets.

The amount required for the bond reserve for the 2003 Tax Allocation Refunding Bonds
is $704,300. The City has $711,982 on reserve with the fiscal agent at June 30, 2007,
The principal balance outstanding at June 30, 2007 is $6,105,000.
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{7 Bonds Pavable, (Continued)

The annual mimimum requirements to amortize the 2003 Tax Allocation Refunding
Bonds are as follows:

Governmental Activities

Year Ending June 30 Principal Interest
2008 $ 475,000 222,763
2009 485,000 210,762
2010 495,000 197,275
2011 510,000 182,200
2012 525,000 165,362
2013 545,000 145,276
2014 565,000 123,075
2015 590,000 100,712
2016 610,000 77,450
2017 635,000 49,375
2018 670,000 16,750
Total $6,105,000 1,491,000
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(Continued)

Advances from the City of Costa Mesa

The City of Costa Mesa has loaned the Agency a total of $12,036,980 as of June 30,
2007. A portion of the loan totaling $11,855,435 from the City’s General Fund bears
interest at a rate of 8% per year. The remaining portion totaling $181,545 is a loan from
the City’s Community Development Block Grant that bears interest at a rate of 3% per
year. Repayment of the loans is not expected in the forthcoming year.

The annual minimum requirements to amortize loans payable to the City of Costa Mesa
are as follows:

Governmental Activities

Year Ending June 30 Principal Interest
2008 $ 356,001 953,907
2009 384,245 925,664
2010 414,741 895,168
2011 447,669 862,240
2012 483,224 826,685
2013 521,616 788,293
2014 563,071 746,838
2015 607,834 702,075
2016 656,170 653,739
2017 708,363 001,545
2018 764,724 545,185
2019 825,584 484,325
2020 891,303 418,605
2021 962,270 347,638
2022 1,038,904 271,004
2023 1,121,659 188,250
2024 1,210,206 98,886
2025 7,820 2,383
2026 8,055 2,149
2027 8,257 1,907
2028 8,546 1,658
2029 8,802 1,402
2030 9,066 1,138
2031 9,338 866
2032 9,618 586
2033 9,854 297
Total $12.036,980 10,322,433
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(9 Debt Without Govermment Commitment

The following bond issue is not reflected in the Agency’s long-term debt since it is
special obligation of private parties (with no government commitment) payable entirely
from and secured by non-Agency resources described in the bond resolution:

On October 1, 1994, the Agency issued $3,500,000 of Variable Rate Demand Multi-
Family Housing Revenue Bonds, 1994 Series A, to advance refund the 1984 Multi-
Family Housing Revenue Bonds and to make a loan to the Costa Mesa Family Village
{(the Developer). The bonds were issued under and secured by an indenture of trust by
and between the Agency and First Trust of Califormia National Association as trustee.
The Bonds were issued in denominations of $100,000 and are duc November 1, 2014.
The outstanding balance at June 30, 2007 was approximately $3,200,000.

(10 Costa Mesa Family Villase Rent Receivable

The Redevelopment Agency records a rent receivable and accumulated interest based on
a “Ground Lease” with Costa Mesa Family Village. In November, 1984, the Costa Mesa
Family Village and the Agency entered into a “Parcel 3 Ground Lease”. The Ground
Lease provided for the lease of certain real property to the Family Village and the
development of certain multi-family rental housing. The term of the lease between the
Family Village and the Agency is 55 years.

Under the terms of the lease, Family Village shall pay the Agency each lease year an
amount equal to the greater of 8% of the annual gross receipts or $27,000, which is
considered current rent. An amount is also calculated as deferred rent and this is the
amount by which $108,000 exceeds the calculated lease payment. This additional
amount is accumulated rent and is considered deferred rent and accrues interest at a
compounding rate. The Family Village must pay the accumulated deferred rent plus any
accrued interest only if the properties are re-financed, sold or transferred to another
owner. At June 30, 2007, the Family Village accumulated rent is $1,063,025 and the
accrued interest 1s $1,003,163,
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COSTA MESA REDEVELOPMENT AGENCY
Low and Moderate Income Housing Special Revenue Fund

Schedule of Revenues, Expenditures and Changes in Fund Balances - Budget and Actual
Year ended June 30, 2007

Variance with

Final Budget
Original Final Positive Prior Year
Budget Budget Actual (Negative) Actual

Revenues:

Tax increment $ 662,399 662,399 701,897 39,498 606,675

Investment income 6,624 7,515 78,285 70,770 66,792

Miscellaneous - - 43,301 43,301 327,940

Total revenues 669,023 669,914 823,483 153,569 1,001,407

Expenditures:

Current:

Redevelopment 111,013 112,719 692,024 (579,305) 2,370,609
Total expenditures 111,013 112,719 692,024 (579,305) 2,370,609
Net change in

fund balances 558,010 557,195 131,459 (425,736) (1,369,202)
Fund balances at
beginning of year 2,237,975 2,237,975 2,237,975 - 3,607,177
Fund balances
at end of year $ 2,795,985 2,795,170 2,369,434 (425,736) 2,237,975
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COSTA MESA REDEVELOPMENT AGENCY
Notes to the Required Supplementary Information

Year ended June 30, 2007

The Agency adopted an annual budget prepared on the modified accrual basis for the Low
and Moderate Housing, Redevelopment Debt Service and Redevelopment Projects Funds,

(1) Budgetary Reporting
which is consistent with generally accepted accounting principles.
(2) Expenditures in Excess of Appropriations

The Low and Moderate Income Housing Fund had an excess of expenditures over
appropriations of $579,305 at June 30, 2007.
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COSTA MESA REDEVELOPMENT AGENCY
Redevelopment Debt Service Fund

Schedule of Revenues, Expenditures and Changes in Fund Balances - Budget and Actual

Year ended June 30, 2007
Variance with
Final Budget
Original Final Positive Prior Year
Budget Budget Actual (Negative) Actual
Revenues:
Tax increment $ 2,649,597 2,649,597 2,807,587 157,990 2,173,047
Investment income 10,000 10,000 144,942 134,942 94,270
Miscellaneous 25,510 25,510 15,000 (10,510) 15,000
Total revenues 2,685,107 2,685,107 2,967,529 282,422 2,282,317
Expenditures:
Debt service:
Principal 833,188 833,188 789,870 43,318 760,616
Interest and fiscal charges 1,217,489 1,217,489 1,218,968 (1,479) 1,254,660
Total expenditures 2,050,677 2,050,677 2,008,838 41,839 2,015,276
Excess (deficiency)
of revenues over
(under) expenditures 634,430 634,430 958,691 324,261 267,041
Other financing
sources and (uses):
Transfer to other funds (509,890) (506,890) {506,890} - (129,713)
Total other financing
sources and {uses) (509,890) {506,890} (506,890) - (129,713}
Net change in fund balances 124,540 127,540 451,801 324261 137,328
Fund balances at
beginning of year 586,621 586,621 586,621 - 449,293

Fund balances at
end of year $ 711,161 714,161 1,038,422 324,261 586,621
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COSTA MESA REDEVELOPMENT AGENCY
Redevelopment Projects Fund

Schedule of Revenues, Expenditures and Changes in Fund Balances - Budget and Actual
Year ended June 30, 2007

Variance with
Final Budget
Original Final Positive ~ Prior Year
Budget Budget Actual (Negative) Actual
Revenues:
Rental $ 99,082 99,082 87,673 {11,409) 85,447
Investment income - - 10,686 10,686 -
Total revenues 09,082 99,082 98,359 (723) 85,447
Expenditures:
Cwrrent:
Redevelopment 275,890 276,960 192,981 83,979 139,062
Total expenditures 275800 276,960 192,981 83,979 139,062

Excess (deficiency)
of revenues over

{under) expenditures (176,808) (177,878) (94,622) (84,702) _ (53,615)
Other financing
sources and (uses): _
Transfers from other funds 506,890 506,890 506,890 - 129,713
Transfers to
City of Costa Mesa (98,669) (98,669) (87,673) 10,996 (85,447)
Total other financing
sources and (uses) 408221 408221 419,217 10,996 44,266
Net changes in fund balances 231,413 230,343 324,595 (73,706) (9.349)
Fund balances (deficit)
at beginning of year (308,484) (308,484) (308.484) - (299,135)
Fund balances (deficit)
at end of year $ (77,071) (78,141) 16,111 (73,706) (308,484)
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Board of Directors
Costa Mesa Redevelopment Agency
Costa Mesa, California

REPORT ON COMPLIANCE AND OTHER MATTERS AND ON INTERNAL
CONTROL OVER FINANCIAL REPORTING BASED ON AN AUDIT OF FINANCIAL
STATEMENTS PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING
STANDARDS

We have audited the basic financial statements of the Costa Mesa Redevelopment Agency as of
and for the year ended June 30, 2007, and have issued our report thereon dated November 6,
2007. We conducted our audit in accordance with auditing standards generally accepted in the
United States of America and the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the basic financial statements of the
Costa Mesa Redevelopment Agency are free of material misstatements, we performed tests of its
compliance with certain provisions of laws, regulations, contracts, and grant agreements,
noncompliance with which could have a direct and material effect on the determination of
financial statement amounts. Such provisions included those provisions of laws and regulations
identified in the Guidelines for Comptroller Audits of California Redevelopment Agencies, issued
by the State Controller and as interpreted in the Suggested Auditing Procedures for
Accomplishing Compliance Audits of California Redevelopment Agencies, issued by the
Governmental Accounting and Auditing Committee of the California Society of Certified Public
Accountants. However, prowdmg an opinion on compliance with those provisions was not an
objective of our audit and accordingly, we do not express such an opinion. The results of our
tests disclosed no instances of noncompliance or other matters that are required to be reported
under Government Auditing Standards.

Internal Conirol Over Financial Reporting

In planning and performing our audit, we considered the Costa Mesa Redevelopment Agency’s
internal control over financial reportmg (internal control) as a basis for designing our auditing
procedures for the purpose of expressing our opinion on the financial statements, but not for the
purpose of expressing an opinion on the effectiveness of the Agency’s internal control.
Accordingly, we do not express an opinion on the effectiveness of the Agency’s internal control.
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A control deficiency exists when the design or operation of a control does not allow management
or employees, in the normal course of performing their assigned functions, to prevent or detect
misstatements on a timely basis. A significant deficiency 1s a control deficiency, or combination
of control deficiencies, that adversely affects the Agency’s ability to initiate, authorize, record,
process, or report financial data reliably in accordance with generally accepted accounting
principles such that there 1s more than a remote likelihood that a misstatement of the Agency’s
financial statements that is more than inconsequential will not be prevented or detected by the
Agency’s mternal control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that
results in more than a remote likelihood that a material misstatement of the financial statements
will not be prevented or detected by the Agency’s internal control.

Our consideration of internal control was for the limited purpose described in the first paragraph
of this section and would not necessarily identify all deficiencies in internal control that might be
significant deficiencies or material weaknesses. We did not identify any deficiencies in internal
control over financial reporting that we consider to be material weaknesses, as defined above.

This report is intended for the information and use of the Board of Directors, management of the
Agency and the State Controller and is not intended to be and should not be used by anyone other
than these specified parties.

/ﬂw/%f?’mﬂm madnwéf.

Irvine, California
November 6, 2007
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