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June 28, 2012
To the Citizens of Santa Cruz County:

We the Grand Jury are 19 citizens who are members of your communities. We serve
under mandate of the California Constitution as the most independent investigative
body in our county. We are all volunteers, independent of administrators, politicians and
legislators. We encourage you, our fellow citizens, to read this report and let your voices
be heard. The Carter Center states:

Democracy depends on a knowledgeable citizenry whose access to a
range of information enables them to participate more fully in public life,
help determine priorities for public spending, receive equal access to
justice, and hold their public officials accountable.

In this report we endeavor to provide you, the citizens, with knowledge and information
regarding various aspects of government, which we have analyzed and examined
during the course of this year.

Given the current lack of civility and transparency in our nation’s political discourse, we
hope this report will become a catalyst for more collaboration between government and
the citizens of our cities, county and other governmental agencies. As citizens we need
to require this of our public servants, and also to require accountability by government
of our limited resources. Government and the citizens of Santa Cruz County have a
shared responsibility to provide the best services to all our citizens.

We ask that those who are required to respond to our Findings and Recommendations
do so with information and thoughtful solutions to the issues of governance, and not
merely in a technical manner. We truly believe that good governance is a collaborative
effort between government and the citizenry.

| have been privileged to work with 18 other citizens during the past year, who have
devoted many hours of their personal time to analyze local government and agencies.
This report is the result of their hard work.

We thank all the people throughout the county who cooperated with our investigations
and provided much of the information provided in this report. As citizens of the county,
you should know that all these people are working on your behalf, with your best
interests in mind.
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We also thank our statutory advisors: The Honorable Timothy Volkmann, Presiding
Judge, Chief Deputy County Counsel Rahn Garcia, and District Attorney Bob Lee. Their
guidance and thoughtful responses to our inquiries were instrumental to our
investigations.

On behalf of all the members of the 2011-2012 Santa Cruz County Grand Jury, | am
proud to present the Final Report for 2011-2012.

Respectfully,

Jay R. Leite

Foreperson
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Introduction

Each year, 19 jurors are empaneled through a combination of random selection and
personal interviews to serve for one year, typically from July 1 through June 30, on the
Santa Cruz County Grand Jury. These jurors are your neighbors, serving on your
behalf, as independent watchdogs over local government.

The grand jury concept dates back to the Norman conquest of England in the eleventh
century. In the United States, the Massachusetts Bay Colony impaneled the first grand
jury in about 1635 to consider instances of murder, robbery, and wife beating. Both the
U. S. Constitution’s Fifth Amendment and the California Constitution call for grand
juries, and they were established throughout California during the early years of
statehood. Now each of the 58 counties in this state impanels a grand jury.

Although most people think a grand jury only considers whether a crime has been
committed and whether a certain person should be charged with that crime and required
to stand trial, the grand jury in Santa Cruz County, as in all California counties, is an
investigative body with three primary functions:

e Examination of all aspects of county government, city government, and special
districts to ensure that those who govern are honest and efficient; and that local
government funds are being spent appropriately

e Investigation of complaints filed by citizens

e Inspection or investigation of the management and condition of all public prisons
within the county

The grand jury submits a final report of its findings and recommendations before the
end of its term to the Presiding Judge of the Superior Court. Government officials and
agencies to which the recommendations are directed are required to respond to the
details in the report within 60 or 90 days. The report and the responses are available to
the public at the grand jury website. However, while the reports are public, all
investigations and interviews are kept secret, and the jury’s records may not be
inspected or subpoenaed.

Citizens may submit complaints directly to the grand jury requesting it to investigate
what they perceive as mistreatment by officials or suspicions of governmental
misconduct or inefficiencies. The jury is not a consumer complaint agency but uses
complaints to identify policies and procedures that might need improvement. While the
grand jury cannot investigate every complaint, each one is considered carefully and
treated confidentially. The ultimate goal of the grand jury is to improve government in
the county and to make public officials responsive to the people.
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Additional information about the grand jury, and complaint forms, are available at the
address and website below:

Santa Cruz County Grand Jury
701 Ocean Street, Room 318-I
Santa Cruz, CA 95060

Telephone: 831-454-2099
Fax: 831-454-3387

grandjury@co.santa-cruz.ca.us
http://www.co.santa-cruz.ca.us/qrandjury
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Grand Jurors

Santa Cruz County 2011-2012 Grand Jury

Front row: Midge Ralston, Colleen Tiffin, KC Cleary, Suzanne McLean

Second row: Wendi Eggleston, Jim Kerr, Darrell Musick

Third row: Jeanne Greatorex, Barbara Brown, Rich Simms, Jay Leite, Gary Montrezza, Erik Zinn
Not pictured: Tom Fox, Pat Goslin, Teri Hernandez, Lise Peterson, Jay Stoffer
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Instructions for Respondents

California law PC 8§ 933.05 requires that those responding to the Grand Jury report must
provide a response for each individual finding and recommendation within a report, not
a generalized response to the entire report. Explanations for disagreements and
timeframes for future implementation or analysis must be provided. Please follow the
format below when preparing your response.

Response Format

1. Find the Responses Required table that appears near the end of the report. Look
for the row with the name of the entity you represent and then respond to the
Findings and/or Recommendations listed in that row using the custom form
provided to you.

2. For Findings, indicate one of the following responses and provide the required
additional information:

e AGREE with the Finding,

e PARTIALLY AGREE or PARTIALLY DISAGREE with the Finding and
specify the portion of the Finding that is disputed and include an
explanation of the reasons therefor, or

e DISAGREE with the Finding and provide an explanation of the reasons
therefor.

3. For Recommendations select one of the following actions and provide the
required additional information:

e HAS BEEN IMPLEMENTED, with a summary regarding the implemented
action,

e HAS NOT YET BEEN IMPLEMENTED BUT WILL BE IMPLEMENTED IN
THE FUTURE, with a timeframe or expected date for implementation,

e REQUIRES FURTHER ANALYSIS, with an explanation and the scope and
parameters of an analysis or study, and a timeframe for that analysis or
study; this timeframe shall not exceed six months from the date of
publication of the grand jury report,

e WILL NOT BE IMPLEMENTED because it is not warranted or is not
reasonable, with an explanation therefor.

If you have questions about the response report, please contact the Grand Jury by
calling 831-454-2099 or by sending an e-mail to grandjury@co.santa-cruz.ca.us.

How and Where to Respond

1. Please use the electronic Adobe PDF Response Form provided to you for your
responses. There is one form page provided for each Finding and
Recommendation. Be sure to save any changes you make to the form.
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2. Print and send a hard copy of the finished Adobe PDF Response Form to:

The Honorable Judge Timothy Volkmann
Santa Cruz Superior Court

701 Ocean Street

Santa Cruz, CA 95060

3. Send the electronic version of the Adobe PDF Response Form via e-mail to the
Grand Jury at grandjury@co.santa-cruz.ca.us.

Due Dates

Elected officials or administrators are required to respond within 60 days of the
publication of the Grand Jury report. Responses by the governing body of any public
entity are required within 90 days.
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Penal Code § 933.05

1. For purposes of subdivision (b) of 8§ 933, as to each Grand Jury finding, the
responding person or entity shall indicate one of the following:

a. the respondent agrees with the finding,

b. the respondent disagrees wholly or partially with the finding, in which case
the response shall specify the portion of the finding that is disputed and
shall include an explanation of the reasons therefor.

2. For purposes of subdivision (b) of § 933, as to each Grand Jury recommendation,
the responding person shall report one of the following actions:

a. the recommendation has been implemented, with a summary regarding the
implemented action,

b. the recommendation has not yet been implemented but will be
implemented in the future, with a timeframe for implementation,

c. the recommendation requires further analysis, with an explanation and the
scope and parameters of an analysis or study, and a timeframe for the
matter to be prepared for discussion by the officer or director of the agency
or department being investigated or reviewed, including the governing body
of the public agency when applicable. This timeframe shall not exceed six
months from the date of publication of the Grand Jury report, or

d. the recommendation will not be implemented because it is not warranted or
is not reasonable, with an explanation therefor.

3. However, if a finding or recommendation of the Grand Jury addresses budgetary
or personnel matters of a county department headed by an elected officer, both
the department head and the Board of Supervisors shall respond if requested by
the Grand Jury, but the response of the Board of Supervisors shall address only
those budgetary or personnel matters over which it has some decision-making
authority. The response of the elected department head shall address all aspects
of the findings or recommendations affecting his or her department.

4. A Grand Jury may request a subject person or entity to come before the Grand
Jury for the purpose of reading and discussing the findings of the Grand Jury
report that relates to that person or entity in order to verify the accuracy of the
findings prior to their release.

5. During an investigation, the Grand Jury shall meet with the subject of that
investigation regarding that investigation unless the court, either on its own
determination or upon request of the foreperson of the Grand Jury, determines
that such a meeting would be detrimental.
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6. A Grand Jury shall provide to the affected agency a copy of the portion of the
Grand Jury report relating to that person or entity two working days prior to its
public release and after the approval of the presiding judge. No officer, agency,
department or governing body of a public agency shall disclose any contents of
the report prior to the public release of the final report.
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Protecting Our Special Districts

Is There Any Oversight?

Summary

The absence of strong leadership to address the difficulties of a special water district in
crisis exposes citizens to risk, and foreshadows potential problems for other special
districts in the future. Using the Lompico County Water District’'s (LCWD) troubled
history as a backdrop, the Grand Jury explored the boundaries and scope of oversight
for independent special districts in Santa Cruz County. Good stewardship of water
resources requires increasingly greater cooperation and transparency among multiple
affected agencies. As a result, there is a growing need for clear procedures and
proactive leadership for all agencies involved.

Santa Cruz County has special districts for water, fire, cemeteries, parks and recreation,
as well as many other services. Initially, special districts were independent government
agencies, subject only to state and local laws, until the California State Legislature
created Local Agency Formation Commissions (LAFCOs) in 1963. Since then, new
special districts and expanded spheres of influence are created through a LAFCO
application process. The governing structure of most special districts, such as LCWD,
actually predates the creation of LAFCO.

Independent special districts are governed by their own elected boards of directors.
These boards annually report their financial statements to the California State
Controller's Office, contract out for independent yearly audits and, in the case of an
independent special water district, periodically send water samples to the California
Department of Public Health. While such reports are routinely submitted to the
appropriate agencies, the financial and governance information filed may be
inadequate, not reviewed, or not acted upon. Even when followed by a succession of
citizen complaints, in cases like LCWD, critical reports and financial documents seem to
be ignored by all the agencies charged with oversight.

Whenever there is unsatisfactory governance or poor financial management, citizens of
the district may use regular board elections to elect new directors, or may recall
individual directors. If issues persist, however, the problem-solving process is
ambiguous and unstructured, with no external agency taking responsibility. When
county officials and LAFCO allow a special district to founder, the cost of the failure falls
back on county taxpayers, who must eventually shoulder the burden of debt.
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Background

The 2009-2010 Grand Jury conducted an extensive investigation of the Lompico County
Water District, and recommended that LAFCO and San Lorenzo Valley Water District
(SLVWD) intervene to prevent LCWD from bankruptcy and collapse.'Y For well over six
years, Santa Cruz County residents living in the Lompico area have complained about
the LCWD’s irresponsible management, poor adherence to sound governance
practices, and degraded infrastructure. These complaints have largely been ignored by
LAFCO and the Board of Supervisors.

The LCWD is now financially vulnerable, due to the lack of significant assistance or
intervention. This inaction has resulted in a shortfall of an estimated $2.5 to $3 million
needed for essential repairs to the deteriorating infrastructure.'2 Recent, but insufficient,
efforts to help the district include emergency technical assistance from the SLVWD and
short-term cash flow assistance and payroll services from the County.

Scope

The Grand Jury’s investigation sought to determine how the operation of LCWD could
reach this point without triggering corrective action by the citizens, the water board, or
the County. We also sought to discern where early intervention might have come from,
and how it might have helped the LCWD and its residents. We asked ourselves the
following questions to help guide our investigation:

e What jurisdictional boundaries and agreements exist to protect both county and
district residents in the event of a special district failure?

e What evidence revealed in existing reports and procedures could have alerted
someone early on that problems existed, and are these reports and procedures
adequate?

e Is there a system in place to adequately respond to a special district under stress
before it fails?

We explored what countywide protocols and shared responsibilities exist to prevent the
failure of other independent special districts. Similarly, we tried to determine the limits to
the autonomy of a special district, so that signs of trouble could be detected early, and
assistance provided in a timely manner. We tried to determine what it would take to
protect community residents and the County from a similar liability in the future.

Investigation

Our investigation started with a review of the 2009-2010 Grand Jury Report on the
LCWD and the responses received. We examined state and county regulations specific
to independent special districts, and jurisdictional agreements and understandings
between Santa Cruz County, LAFCO, LCWD, and residents within the LCWD. We also
examined documents regarding the fates of other troubled water districts, and reviewed
the citizen guides about special districts published by the state.
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Next, we met with individuals we believed could best understand and describe the
situation in Santa Cruz County regarding current jurisdictional boundaries. We
interviewed several county department heads and a County Supervisor, LAFCO staff
and a Commissioner, water district supervisors and board members, a state water
official, and numerous residents. During our investigation, we asked them to outline
their understanding of pertinent ordinances, codes, and best practices, in the event of a
special district’s failure. We also asked them to contemplate LCWD’s potential failure in
light of the uncertain economic climate, and what could be done to prevent similar
failures in the future.

Shared Governance

Residents of an independent special district have unique influence related to
governance, because a district is an autonomous legal entity. Generally, elected or
appointed board members are responsible for the health and proper functioning of the
district. Their responsibilities include adopting and approving policies and procedures,
providing budgetary oversight, and hiring and evaluating management. The board is
charged with monitoring the overall performance and effectiveness of oPerations to
ensure the future health and sustainability of the district’s water supply. !

LCWD'’s board members have admitted that they failed to do these things properly in
the past.X! Citizens have the option of electing new board members, recalling individual
board members, or, as a last resort, taking legal action. Lompico residents eventually
chose to elect new board members, but as of April 2012, there was no consensus within
the Lompico community on how to move forward.

The requirements for efficient operation of a water district are stringent, demanding a
level of expertise the ordinary citizen may not possess. However, citizens can become
educated to their roles and responsibilities, and training programs are available for this
purpose. Part of that education includes understanding the roles of other agencies in
shared governance.

Water Resource Issues

Water system management requires cooperation and transparency amongst multiple
agencies. This calls for clear procedures and effective leadership. External agencies
should be available to assist special districts when help is needed.

The Grand Jury interviewed an official of the California Department of Public Health
(CDPH)," who explained the Department’s duties to oversee water quality and
distribution of water in systems of LCWD'’s size (499 connections). The State delegates
oversight of the small and medium-sized systems (5 to 199 connections) to the
Environmental Health Services Division of the County Health Services Agency. We
interviewed representatives of this division as well.

The CDPH conducts inspections of physical plant and equipment, samples water for
pathogens, and tests for contaminants, at specified intervals. There is no single trigger
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point for CDPH to take action. Only if a water district falls out of compliance with state
and federal laws, is CDPH required and empowered to do anything.! As of March
2012, no water district in the county, including Lompico, was found to be out of
compliance.

However, water resource issues are not restricted only to those found by CDPH
inspections. Historically, there have been several other problems with water
management in Lompico. For example, a landslide took out a portion of the main water
line loop on Lake Boulevard in 2006.2 The Lompico landslide and maintenance
problems of 2006 should have been resolved by the LCWD Board of Directors, but they
disagreed over how to finance the repairs.

The aftermath of the 2006 landslide was a clear signal the district was in trouble.

Financial Oversight

Water district revenues come from customer water bill payments, as well as a
percentage of property taxes refunded to the water district by the State. Even before the
landslide occurred, LCWD was struggling to pay operating costs, and had no capital
improvement plan or reserve fund.Y The water district’s financial situation was made
worse by an ever-increasing need to repair or replace worn-out equipment and
facilities.!Y The 2009-2010 Grand Jury report stated that LCWD’s financial structure was
in worse shape than its physical water system. Five years of deficit spending put LCWD
on the verge of bankruptcy.™

The County Auditor-Controller’s office offered assistance when they were alerted to
LCWD'’s financial difficulties. Other Auditor-Controllers in California also assist smaller
special districts.[® Special districts are required to file an audited annual financial
statement to the State Controller’s office, with copies to the County Auditor-Controller’s
office, for purposes of verifying that district finances have been independently audited
and reviewed for problems. LCWD failed to submit their audited financials for the year
2008.2 They were not completed until July 1, 2009. At that time, at the request of the
LCWD Board of Directors, the County Auditor-Controller’s office took over paying the
district bills and payroll.”

In addition to the independent audit, special districts are required to submit an “Annual
Report of Financial Transactions”® in electronic form to the State Controller within 90
days after the end of each fiscal year. This information becomes part of a larger
database available to consultants, other agencies, and the public. LCWD missed the
deadline in October 2009, and was fined $5,000 by the State Controller.! Again, the
County Auditor-Controller’s office stated they provided assistance and were able to help
get the report filed and the fine rescinded.

The County extended “dry period financing” to LCWD when district funds became
inadequate to cover expenses for a limited period during fiscal year 2010. The process
requires the district’s board to pass a resolution to apply for dry period financing. The
request is passed to the County Auditor-Controller’s office and then submitted to the
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County Board of Supervisors for approval. Although this financing method is frequently
used by school districts, it is seldom done for special districts.2!

The request for “dry period financing” for a special district should have alerted
the County Board of Supervisors that the district was in trouble.

LAFCO'’s Role in Shared Governance

One of LAFCO'’s primary responsibilities is to review ways to organize, evaluate, and
streamline the boundaries of cities and special districts.2? This led us to believe that
LAFCO also might be able to assist special districts in trouble. We therefore interviewed
members of LAFCO staff and a Commissioner, plus a member of the County Board of
Supervisors, to discuss their oversight of new and existing water districts.

The Cortese-Knox-Hertzberg Local Government Reorganization Act of 2000 (Hertzberg
Act) requires that district services and spheres of influence be reviewed every five
years, beginning on or before January 1, 2008.2% The Hertzberg Act further requires
LAFCOs to conduct reviews of municipal and district services, and make written
determinations regarding such factors as:'*?

Adequacy of public services, including infrastructure needs or deficiencies
Financial ability of agencies to provide services

Opportunities for sharing facilities

Accountability for community service needs, including government structure and
operational efficiencies

Santa Cruz County LAFCO staff informed the Grand Jury that LAFCO is a boundary-
setting agency, and defines its responsibilities very narrowly. However, by law, LAFCO
has the power to examine operational efficiencies, and the authority to initiate proposals
for changes, when deemed necessary. LAFCO jurisdiction includes consolidations,
dissolutions, mergers, establishment of subsidiary districts, formation of new districts,
and reorganizations, such as annexations of special districts.

LAFCO stated that it does have the power to examine the operational efficiencies of
districts, independent of the larger five-year review cycle. However, we found
disagreement between a LAFCO commissioner and LAFCO staff on this point. One
source asserts such reviews may be “proactive” and at the discretion of LAFCO,
meaning LAFCO can initiate a review of a single special district and its operations.
Another source asserts that reviews are only “reactive,” meaning a district must request
a review. The question remains why a special district near failure, such as LCWD,
would seek out a service review at significant cost to itself, especially if the review would
expose possible neglect or incompetence.

Santa Cruz County LAFCO conducted its last service review of LCWD in 2005. The
LCWD section was a brief portion of a larger consolidated review of countywide
services (including nine water districts) under LAFCO jurisdiction. This review was
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largely descriptive rather than evaluative, more similar to a job description than to a
performance review.*2

Although this review could have been a useful opportunity to assess LCWD’s
needs, there was no exploration of LCWD'’s problems.

Santa Cruz County LAFCO has not always utilized the consolidated “Countywide
Service Review” approach. This type of review was formally adopted by LAFCO in
December 2007.2 Interviewees characterized the service reviews as sometimes
perfunctory and lacking in prescriptive remedies for problems. One district manager
wasn’t certain if he had ever seen a review for his district. Another interviewee told the
Grand Jury that service reviews were being done with self-reported information supplied
by the districts, without vetting for accuracy by LAFCO. A third official stated that service
reviews were a “kind of checklist.”

LAFCO'’s Budget and Fees

According to a staff memo to the LAFCO Commissioners (February 29, 2012),
“LAFCO is now expecting local agencies with sphere adoption or amendment proposals
to prepare, or fund LAFCO to prepare, the needed service reviews.” It is not clear if this
is a formal policy or an informally adopted work procedure. Either way, LAFCO is not
independently pursuing service reviews of special districts, but instead is simply waiting
for the districts to come to them.

It appears an action can be initiated by voters or property owners, but only if they can
afford to pay the costs of performing the review. While LAFCO budgets have historically
maintained a litigation reserve, there is only a small budget item for hiring outside
consultants to conduct service reviews. In spite of repeated attempts, the Grand Jury
was unable to determine how much an adequate review of LCWD or any single special
district would cost.™*®

The State does not provide any funding for LAFCOs. However, Santa Cruz County
LAFCO does receive budget approval and funding from the Santa Cruz County Board of
Supervisors, and dues from each city and special district, as well as revenue from
application and proposal fees. LAFCO has an extensive schedule of fees for
applications and services.*®! For example, the initial deposit fee for a boundary change
application is $5,150. The estimated application cost for LCWD to merge with another
water district is about $15,000.27 It is important to note that the schedule of fees is
simply an initial deposit for the applicant expenses. There is no schedule of fees that
estimates total costs beyond the initial deposit for the services provided by LAFCO.

LAFCO’s Work Program and Priorities

The Work Program proposed by LAFCO for 2012-2013 (Attachment D, LAFCO budget)
includes activities of high, medium, and low priority. Highest priority tasks include: (1)
public assistance with questions about boundary change procedures; (2) processing
applications and conducting public hearings on applications; and (3) updating city and
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district spheres of influence. In our county, sphere of influence study applications are
submitted before municipal service reviews are conducted. Other LAFCOs in the State
of California rank service reviews as a higher priority than boundary changes.*? Santa
Cruz County LAFCO has a backlog of required special district reviews, but has no plans
to study them this coming fiscal year (Attachment C of budget).

During the course of this investigation, we learned that LAFCO has the authority to exert
considerable influence over service districts by using political leverage and the “soft
power” of persuasion when reviewing sphere of influence proposals. One agency
representative stated that LAFCO could conduct service reviews “as narrowly or as
broadly as it preferred.” After public hearings LAFCO can approve or deny any
application. If LAFCO approves, it can impose terms and conditions. The only ways to
chaIIe[rEe a LAFCO decision are to appeal the decision to LAFCO itself, or file suit in
court.2

One example of LAFCO influence is its response to the Bonny Doon Fire District
proposal. In 2008 Bonny Doon residents petitioned LAFCO to establish a Sphere of
Influence for the Bonny Doon Fire Protection District, and remove Bonny Doon from the
Sphere of Influence of County Service Area 48 (Cal Fire). After hearings and litigation,
LAFCO denied the Bonny Doon petition, stating that the financial loss to Cal Fire would
negatively impact the level of services being provided in other communities.
Nonetheless, LAFCO staff did offer suggestions to relevant parties that could possibly
improve fire protection and response times.'?!

More recently, LAFCO has specified conditions for approvals of the City of Santa Cruz
and University of California, Santa Cruz, petitions to expand water and sewer services
beyond the city limits. LAFCO added conditions to the petition requiring the City and the
University to indemnify LAFCO against any future litigation, to pay all LAFCO costs of
processing the applications, and to apply to annex the lands within the proposed 240-
acre expanded campus area.®?

Who is Responsible for a Failing District and When Should Action Be Taken?

So who is ultimately responsible when a special district shows signs of trouble, and
when should action be taken? If a special district needs help, someone should be
paying attention and feeling compelled to act sooner rather than later. The Grand Jury
believes a thorough review and possible reorganization of the district is required.

The process for reorganization of a special district may begin in one of three ways: by
citizen petition whereby registered voters or landowners request a boundary change; by
resolution of the County Board of Supervisors; or by LAFCO.22 2% According to the
state guide, It’'s Time to Draw the Line, a citizen’s guide to LAFCO, page 19, the Board
of Supervisors can also start the process:
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A county is always an affected agency because its boundaries
include all of the cities and special districts in that county. Therefore,
the county board of supervisors can initiate any boundary change in
its county .12

The third way to initiate change is for LAFCO to act of its own accord. Drawing on its
knowledge from routine service reviews, LAFCO is in the best position to offer guidance
when action becomes necessary.'%

Discussion

At the close of our investigation, we realized that almost every interview seemed to
bring us to the same conclusion: everyone said, “Not my job.” LAFCO can and does
indeed exert pressure that initiates change in some circumstances. However, LAFCO
continues to fall back on citing that it is a “boundary-setting agency” and not an
oversight agency. In the instance of water districts, CDPH stated in an interview that
they look only at water quality and are not involved with other managerial or financial
decisions. Other special water districts have interests and problems of their own.

Consequently, citizens are the ones who lose when government officials adhere to
narrow constructions of their own roles and responsibilities. Under the guise of deferring
to local control, some agencies may assume a hands-off position regarding independent
special districts, to the detriment of county taxpayers and citizens as a whole.

Inaction has resulted in a shortfall of an estimated $2.5 to $3 million for the essential
repairs of the deteriorating infrastructure in the case of LCWD. The Grand Jury
guestions whether ignoring immediate problems, in favor of an unspecified longer-term
solution, is a sound way to do business. Ultimately, everyone pays when a special
district fails.

The net result is that LAFCO is not completely fulfilling its statutory obligations
as defined by the Hertzberg Act.

Findings

F1. When a special district fails due to neglect or poor practice, the financial burden falls
upon the county taxpayers.

F2. When problems in special districts occur, there is no clear cooperative path of
response for addressing those problems.

F3. LAFCO underutilizes reviews that would allow for early problem detection and
evaluation of independent special districts.

F4. LAFCO has the ability and the responsibility (per Government Code Section 56430)
to do service reviews at least every five (5) years; however, they are not being
completed in a timely or effective manner.
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F5. LAFCO asserts that a general lack of funding prevents the performance of proactive
and comprehensive service reviews, yet they selectively pursue funding for other
purposes.

F6. LAFCO, external agencies, and citizens have conflicting interpretations of the scope
and frequency of service reviews for special districts.

Recommendations

R1. Once a problem is identified within a special district, LAFCO should proactively
conduct a thorough service review of that district, with the aid of state and county
agencies.

R2. To protect the public interest, the Board of Supervisors should work with LAFCO to
initiate special reviews that adequately examine the effectiveness of service delivery,
especially when unaddressed chronic problems are discovered.

R3. LAFCO should adopt policies to ensure proactive service reviews are completed, to
safeguard the proper functioning of a district. These reviews should be in addition to,
and independent of, sphere of influence studies.

R4. LAFCO should budget adequately for professional services to conduct proactive
service reviews, and maintain sufficient reserves for unanticipated service reviews of
special districts.

R5. Service reviews should be designed as diagnostic assessments with
recommendations to the special district, County Board of Supervisors, and LAFCO
Commissioners, in order to pinpoint, make transparent, and preemptively resolve
special district problems.

Commendations

C1. The Santa Cruz County Auditor-Controller’s Office should be commended for
providing assistance and professional services to Lompico County Water District.
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Respond Within/

Respondents Findings | Recommendations Respond By
LAFCO F1-F6 R1, R3-R5 90 days
Commissioners October 1, 2012
LAFCO F1-F6 R1, R3-R5 60 days
Executive Officer September 1, 2012
Santa Cruz County Board of | F1-F3, F5, R1, R2, R4, R5 90 days
Supervisors F6 October 1, 2012
Santa Cruz County Auditor- F5 60 days

Controller

September 1, 2012

Definitions

e CDPH: California Department of Public Health.

e CSA: County Service Area - A CSA is a special taxing district, similar to a special
district, in that it is empowered by state law to provide specific services within a
specified boundary; however, a CSA stays under the governance of the County
Board of Supervisors. Road maintenance and sewer districts can fall into this
category. Water and fire districts are generally set up as independent special

districts.

e Dry Period Financing: A method of paying bills used by public agencies during
the months prior to receiving monies from the distribution of property tax
payments. The County Auditor-Controller “loans” the money to the agency and
then later deducts that amount from the property tax money assigned to that

agency.

e Hertzberg Act: Cortese-Knox-Hertzberg Local Government Reorganization Act
of 2000 redefined LAFCO'’s jurisdiction by combining and adding to several prior
laws. Gives LAFCO authority to: approve boundaries; form, merge and dissolve
districts and annex territories.

e LAFCO: Local Agency Formation Commissions - The independent commissions
created by the California Legislature to control the boundaries of cities and most

special districts.

e LCWD: Lompico County Water District.

e Lompico Board of Directors: Five citizens residing within the geographical
boundaries of the LCWD, elected by the community to govern the water district.

e Service Review (Municipal Service Review or MSR): A comprehensive study
designed to better inform LAFCO, local agencies, and the community about the
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performance of municipal services. Service Reviews capture and analyze
information about the governance and operations of service providers, and
identify opportunities for greater coordination and cooperation between providers.

e Shared Governance: Governance based on cooperation and interaction
between multiple stakeholders.

e SLVWD: San Lorenzo Valley Water District.

e Special District: A separate local government entity, unique to California, that
delivers a limited number of public services to a geographically limited area.

e Sphere of Influence: The physical land boundaries defining a service area, or
potential future area, to which a local agency will or may provide services.

e SVWD: Scotts Valley Water District.
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