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California State Controller 
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The Honorable Adam Sanchez, Sr. 

Mayor of the City of Desert Hot Springs 

65950 Pierson Boulevard 

Desert Hot Springs, CA  92240 

 

Dear Mayor Sanchez: 

 

The State Controller’s Office audited the City of Desert Hot Springs’ Special Gas Tax Street 

Improvement Fund for the period of July 1, 2008, through June 30, 2013. We also audited the 

Traffic Congestion Relief Fund for the period of July 1, 2008, through June 30, 2011, and the 

Proposition 1B Fund for the period of July 1, 2008, through June 30, 2013. 

 

Our audit found that the city accounted for and expended its Special Gas Tax Street 

Improvement Fund, Traffic Congestion Relief Fund, and Proposition 1B Fund in compliance 

with requirements, except that the city understated the fund balance in the Special Gas Tax Street 

Improvement Fund by $119,685 as of June 30, 2013, because it charged unallowable debt 

service payments of $119,000 to holders of the certificates of participation in fiscal year 2012-

13; and understated the fund balance in the Special Gas Tax Improvement Fund by $685 as of 

June 30, 2013, because the city incurred expenditures in excess of available funds. 

 

In addition, we identified an observation relating to the city’s going concern. 

 

If you have any questions, please contact Mike Spalj, Acting Chief, Local Government Audits 

Bureau, at (916) 324-6984. 

 

Sincerely, 

 
Original signed by 

 

JEFFREY V. BROWNFIELD, CPA 

Chief, Division of Audits 

 

JVB/sk 

 

cc: Amy Aguer, Administrative Services Director 

  City of Desert Hot Springs 
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Audit Report 
 

The State Controller’s Office audited the City of Desert Hot Springs’ 

Special Gas Tax Street Improvement Fund for the period of July 1, 2008, 

through June 30, 2013. We also audited the Traffic Congestion Relief 

Fund for the period of July 1, 2008, through June 30, 2011, and the 

Proposition 1B Fund for the period of July 1, 2008, through June 30, 

2013. 

 

Our audit found that the city accounted for and expended its Special Gas 

Tax Street Improvement Fund, Traffic Congestion Relief Fund, and 

Proposition 1B Fund in compliance with requirements, except that the 

city understated the fund balance in the Special Gas Tax Street 

Improvement Fund by $119,685 as of June 30, 2013, because it charged 

ineligible debt service payments of $119,000 to holders of the certificates 

of participation in fiscal year 2012-13; and understated the fund balance 

in the Special Gas Tax Improvement Fund by $685 as of June 30, 2013, 

because the city incurred expenditures in excess of available funds. 

 

In addition, we identified an observation relating to the city’s going 

concern. 

 

 

The State apportions funds monthly from the highway users tax account 

in the transportation tax fund to cities and counties for the construction, 

maintenance, and operation of local streets and roads. The highway users 

taxes derive from state taxes on the sale of motor vehicle fuels. In 

accordance with Article XIX of the California Constitution and Streets 

and Highways Code section 2101, a city must deposit all apportionments 

of highway users taxes in its Special Gas Tax Street Improvement Fund. 

A city must expend gas tax funds only for street-related purposes. We 

conducted our audit of the city’s Special Gas Tax Street Improvement 

Fund under the authority of Government Code section 12410. 

 

Government Code section 14556.5 created a Traffic Congestion Relief 

Fund in the State Treasury for allocating funds quarterly to cities and 

counties for street or road maintenance, reconstruction, and storm 

damage repair. Cities must deposit funds received into the city account 

designated for the receipt of state funds allocated for transportation 

purposes. The city recorded its TCRF allocations in the Traffic 

Congestion Relief Fund. We conducted our audit of the city’s TCRF 

allocations under the authority of Revenue and Taxation Code 

section 7104. 

 

Senate Bill 1266, Highway Safety, Traffic Reduction, Air Quality, and 

Port Security Bond Act of 2006, was introduced as Proposition 1B and 

approved by the voters on November 7, 2006, for a variety of 

transportation priorities, including the maintenance and improvement of 

local transportation facilities. Proposition 1B funds transferred to cities 

and counties shall be deposited into an account that us designated for the 

receipt of state funds allocated for streets and roads. The city recorded its 

Summary 

Background 
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Proposition 1B allocations in the Proposition 1B Fund. A city also is 

required to expend its allocations within four years following the end of 

the fiscal year which the allocation was made and to be expended in 

compliance with Government Code section 8879.23. We conducted our 

audit of the city’s Proposition 1B Fund under the authority of 

Government Code Section 12410. 
 

 

Our audit objective was to determine whether the city accounted for and 

expended the Special Gas Tax Street Improvement Fund, Traffic 

Congestion Relief Fund, and Proposition 1B Fund in compliance with 

Article XIX of the California Constitution and the Streets and Highways 

Code. To meet the audit objective, we determined whether the city: 

 Properly deposited highway users tax apportionments and other 

appropriate revenues in the Special Gas Tax Street Improvement 

Fund; 

 Properly deposited TCRF allocations and Proposition 1B allocations 

into an account designated for the receipt of state funds allocated for 

transportation purposes; 

 Expended funds exclusively for authorized street-related purposes; 

and 

 Made available unexpended funds for future expenditures. 
 

We conducted this performance audit in accordance with generally 

accepted government auditing standards. Those standards require that we 

plan and perform the audit to obtain sufficient, appropriate evidence to 

provide a reasonable basis for our findings and conclusions based on our 

audit objectives. We believe that the evidence obtained provides a 

reasonable basis for our findings and conclusions based on our audit 

objectives.  
 

We did not audit the city’s financial statements. We limited our audit 

scope to planning and performing the audit procedures necessary to 

obtain reasonable assurance that the city accounted for and expended the 

Special Gas Tax Street Improvement Fund, Traffic Congestion Relief 

Fund, and Proposition 1B Fund in accordance with the requirements of 

the Streets and Highways Code and Revenue and Taxation Code section 

7104 and Government Code section 8879.23. Accordingly, we examined 

transactions, on a test basis, to determine whether the city expended 

funds for street purposes. We considered the city’s internal controls only 

to the extent necessary to plan the audit. 
 

 

Our audit found that the City of Desert Hot Springs accounted for and 

expended its Special Gas Tax Street Improvement Fund in compliance 

with Article XIX of the California Constitution and the Streets and 

Highways Code for the period of July 1, 2008, through June 30, 2013, 

except as noted in Schedule 1 and described in the Findings and 

Recommendations section of this report. The findings required an 

adjustment of $119,685 to the city’s accounting records.   

Objective, Scope, 

and Methodology 

Conclusion 
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Our audit also found that the city accounted for and expended its Traffic 

Congestion Relief Fund in compliance with Article XIX of the California 

Constitution, the Streets and Highways Code, and Revenue and Taxation 

Code section 7104 for the period of July 1, 2008, through June 30, 2011. 

 

In addition, our audit found that the city accounted for and expended its 

Proposition 1B allocations recorded in the Proposition 1B Fund in 

compliance with Government Code section 8879.23 for the period of 

July 1, 2008, through June 30, 2013. 

 

 

Our prior audit report, issued on July 3, 2009, disclosed no findings. 

 

 

We issued a draft audit report on September 9, 2014, Martin Magaña, 

City Manager, responded by letter dated September 19, 2014, agreeing 

with the audit results with the exception of Finding 1. The city’s 

response is included in this final audit report as an attachment. 

 

 

This report is intended for the information and use of the City of Desert 

Hot Springs’ management and the SCO; it is not intended to be and 

should not be used by anyone other than these specified parties. This 

restriction is not intended to limit distribution of this report, which is a 

matter of public record. 

 

 

 

Original signed by 

 

JEFFREY V. BROWNFIELD, CPA 

Chief, Division of Audits 

November 18, 2014 

 

 

Restricted Use 

Views of 

Responsible 

Official 

Follow-Up on Prior 
Audit Findings 
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Schedule 1— 

Reconciliation of Fund Balance 

July 1, 2012, through June 30, 2013 
 

 

  

Special Gas Tax 

Street Improvement 

Fund  

Proposition 

1B Fund 2   

Highway Users Tax 

Allocations 
1
  

     

Beginning fund balance per city  $ 63,832  $ 249,995 

Revenues   654,615   — 

Total funds available   718,447   249,995 

Expenditures   (719,132)   (249,995) 

Ending fund balance per city   (685)   — 

SCO adjustments: 
3
       

 Finding 1—Unallowable charges for debt service   119,000   — 

 Finding 2—Deficit fund balance   685   — 

Ending fund balance per audit  $ 119,000  $ — 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

___________________________ 
1
 The city receives apportionments from the State highway users tax account, pursuant to Streets and Highways 

Code sections 2103, 2105, 2106, 2107, and 2107.5. The basis of the apportionments varies, but the money may be 

used for any street purpose. Streets and Highways Code section 2107.5 restricts apportionments to administration 

and engineering expenditures, except for cities with populations of fewer than 10,000 inhabitants. Those cities 

may use the funds for rights-of-way and for the construction of street systems. The audit period was July 1, 2008, 

through June 30, 2013; however, this schedule includes only the period of July 1, 2012, through June 30, 2013. 
2
 Senate Bill 1266, Highway Safety, Traffic Reduction, Air Quality, and Port Security Bond of 2006, introduced as 

Proposition 1B, provided funds for a variety of transportation priorities. The audit period was July 1, 2008, 

through June 20, 2013. 
3
 See the Findings and Recommendations section. 
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Findings and Recommendations 
 
In fiscal year (FY) 2012-13, the city charged the Special Gas Tax Street 

Improvement Fund $119,000 for debt service payments related to 

Certificates of Participation, Series 12A (COPS). On February 1, 2012, 

the city entered into a trust agreement with the California Statewide 

Communities Development Authority and issued the COPS in the 

amount of $5,925,000. The purpose of the COPS were to: 1) finance the 

design, acquisition, and construction of certain local roadway 

improvements and street resurfacing projects within the city, 2) fund a 

subaccount within the reserve fund for the COPS, and 3) pay the costs 

incurred in connection with the execution, sale, and delivery of the 

COPS. The COPS accrue interest at rates between 2% and 6%, payable 

semi-annually on June 1 and December 1, and mature through June 1, 

2042. The debt service payments on the COPS are payable to the 

California Statewide Communities Development Authority solely from 

gas tax revenues and Measure A receipts. 

 

There is no provision in the Streets and Highways Code for debt service 

payments of COPS. Therefore, all debt services payments relating to the 

COPS are an ineligible use of Gas Tax funds. 

 

Street and Highway Code section 2107.4 states: 

 
Not more than one-quarter of the funds allocated to a city or county 

from the Highway Users Tax Account in the Transportation Tax Fund 

for the construction of Streets therein may be used to make principal 

and interest payments on bonds issued for such construction, if the 

issuance of such bonds is authorized by a proposition approved by a 

majority of the votes cast thereon. The term of any such bonds shall not 

exceed 25 years. 

 

Recommendation 

 

The city should reimburse the Special Gas Tax Improvement Fund for 

the unallowable debt service payments totaling $119,000 for FY 2012-

13. In the future, the city should ensure that all debt service payments 

charged to the Special Gas Tax Improvement Fund are voter-approved 

bonds and not COPS. Additionally, the city should ensure that the 

proceeds from the bonds are used for street work and debt service 

payments and do not exceed one-quarter of the annual gas tax 

allocations, and that the terms of the bonds do not exceed 25 years. 

 

City’s Response 

 

The city disagrees with this finding. See Attachment for the city’s full 

response. 

 

  

FINDING 1— 

Unallowable charges 

for debt service 
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SCO’s Comments 

 

The finding stands. Gas tax funds cannot be used to make payments on 

non-voter approved bonds or COPS debt even though it was used to 

finance a street improvement project. Under the agreement, the city 

makes installment payments in exchange for the JPA agreeing to 

construct certain roadway improvements. However, by the terms of the 

agreement, the only significant service the JPA is providing is the 

financing of the projects through the use of COPS. The JPA does not 

have any meaningful involvement in the projects. 

 

Thus, the installment payments are used to pay the debt on non-voter 

approved COPS, not road construction. Moreover, the COP is a form of 

public debt financing or bond, and therefore, subject to the bond 

restrictions under the State Constitutional provisions and statutes 

applicable to the gas tax funds. 

 

 

The City of Desert Hot Springs’ Special Gas Tax Street Improvement 

Fund had a negative fund balance of $685 as of June 30, 2013, because 

the city incurred expenditures in excess of available funds. By definition, 

each fund is a separate fiscal and accounting entity with a self-balancing 

set of accounts. As the Special Gas Tax Street Improvement Fund did not 

have sufficient funds to pay for expenditures, it bacame insolvent. This 

resulted in encumbering future Highway Users Tax (HUT) allocations to 

finance prior period expenditures. 

 

Article 16 Section 18 of the California Constitution states, in part: 

 
No county, city, town, township, board of education, or school district, 

shall incur any indebtedness or liability in any manner or for any 

purpose exceeding in any year the income and revenue provided for 

such year. . . . 
 

In addition, encumbering future highway apportionments to finance 

current-year and prior-year expenditures is contrary to generally accepted 

accounting principles. 

 

Recommendation 

 

The city should reimburse the Special Gas tax Street Improvement Fund 

by $685. In the future, the city should establish procedures to ensure that 

expenditures do not exceed available funds and future HUT allocations 

are not encumbered to finance prior period expenditures. 

 

City’s Response 

 
Special Gas Tax Improvement Fund – Deficit Fund Balance. The 

deficit of $685.00 was directly caused by an (audit) adjustment 

requested as a result of an audit of the Transportation Development Act 

(TDA) Article 3 Funds of the Bicycle and Pedestrian Facilities Program 

for the fiscal year ending June 30, 2013, disallowing an expenditure 

totaling $1,890.96. City staff did present an argument during that audit 

FINDING 2— 

Deficit fund balance-

gas tax 
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that the adjustment that was being requested should have been adjusted 

in the prior year audits when it occurred but the outcome was 

unsuccessful. If this adjustment had not been required, the Special Gas 

Tax Improvement Fund would have had a positive cash balance of 

approximately $1,205.96. The City contends that the TDA auditors 

should have resolved this matter in the prior year’s audits. 

 

A transfer (reimbursement) from the General Fund to the Gas Tax 

Street Improvement Fund in the amount of $685.00 was done in Fiscal 

Year 2013-14 making the Gas Tax Street Improvement Fund whole. 

 

SCO’s Comments 

 

The city reimbursed the gas tax fund $685 to eliminate the fund deficit. 

 

 

The independent auditor’s report for FY 2012-13 states, in the Emphasis 

of Matters section, that the CPA prepared the accompanying financial 

statements assuming that the city will continue as a going concern. The 

CPA provides a detailed description of the city’s financial condition in 

Note 20 of the financial statements, indicating that the city had a 

decrease of net position in the amount of $11,283,350 from Government 

Activities, and that the General Fund has suffered significant reductions 

in the fund balance from operations. These conditions raised substantial 

doubt about the city’s ability to continue as a going concern. Seeking a 

possible solution, the City Council authorized the placement of a 

measure on the June 2014 election ballot to raise an additional $3.8 

million in parcel tax revenues. However, on June 3, 2014, the voters 

rejected the measure. The State Controller’s Office is concerned because 

the city’s financial condition could negatively affect the Highway User 

Tax allocations as the city pools cash from all of its funds to maximize 

return on investments. The State Controller’s Office’s audit excluded FY 

2013-14 because the city’s books were still open for that year. 

 

Recommendation 

 

The city should take appropriate steps and develop an action plan to 

balance the General Fund budget and monitor cash flow closely. 

 

City’s Response 

 
Observation Regarding the City as a Going Concern. Although the 

City is in a fiscal crisis it was able to adopt a Fiscal Year 2014-15 

Budget with a $10,000 reserve and cash flow for the first six months of 

the Fiscal Year 2014-15 totaling $1.5 million. The City has also 

introduced new tax measures, the first is an increase to the sales tax by 

one percent and the second is a two part tax for Marijuana Cultivation 

and Marijuana Sale/Provision Tax and if approved it is estimated that 

the General Fund revenues could increase by $1 million. 

 

  

OBSERVATION— 

Going concern 



 Special Gas Tax Street Improvement Fund, 

City of Desert Hot Springs Traffic Congestion Relief Fund, and Proposition 1B Fund 

-8- 

The City has taken additional steps to continue to monitor the General 

Fund cash on a weekly basis. City staff does report out all cash 

balances for the General Fund, restricted funds, special revenue funds, 

agency funds and Successor Agency funds to the City Council though 

the preparation of the monthly Treasurer’s report. 

 

SCO’s Comments 

 

The city has taken steps to improve the condition of the general fund. 
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