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INDEPENDENT AUDITOR'S REPORT

To the Board of Directors
Resource Conservation District of Santa Cruz County
Capitola, California

We have audited the accompanying financial statements of the governmental activities, and each
major fund of Resource Conservation District of Santa Cruz County as of June 30, 2012, and for the
year then ended, as listed in the table of contents. These financial statements are the responsibility of
Resource Conservation District of Santa Cruz County's management. Our responsibility is to express
an opinion on these financial statements based on our audit. The prior year comparative information
has been derived from the District’s 2011 financial statements and, in our report dated March 26, 2012,
we expressed unqualified opinions on the respective financial statements of the governmental activities,
and each major fund. :

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 Govermment 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
opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the governmental activities, and each major fund of Resource Conservation
District of Santa Cruz County as of June 30, 2012, and the respective changes in financial position for

the year then ended in conformity with accounting principles generally accepted in the United States
of America.

In accordance with Government Auditing Standards, we have also issued our report dated March 25,
2013, on our consideration of the Resource Conservation District of Santa Cruz County’s internal
control over financial reporting and on our tests of its compliance with certain provisions of laws,
regulations, contracts, and 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.
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To the Board of Directors

Resource Conservation District
of Santa Cruz County

Page 2

Accounting principles generally accepted in the United States of America require that the
management’s discussion and analysis and budgetary comparison information on pages 3 through 5
and 26 through 27 be presented to supplement the basic financial statements. Such information,
although not a part of the basic financial statements, is required by the Governmental Standards
Board, who considers it to be an essential part of financial reporting for placing the basic financial
statements in an appropriate operational, economic, or historical context. We have applied certain
limited procedures to the required supplementary information in accordance with auditing standards
generally accepted in the United States of America, which consisted of inquiries of management about
the methods of preparing the information and comparing the information for consistency with
management’s responses 1o our inquiries, the basic financial statements, and other knowledge we
obtained during our audit of the basic financial statements. We do not express an opinion or provide
any assurance on the information because the limited procedures do not provide us with sufficient
evidence to express an opinion or provide any assurance.

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the Resource Conservation District of Santa Cruz County’s basic financial
statements. The accompanying schedule of expenditures of federal awards is presented for purposes
of additional analysis as required by U.S. Office of Management and Budget Circular A-133, Audits
of States, Local Governments, and Non-Profit Organizations, and is not a required part of the basic
financial statements. The combining and individual non-major fund financial statements and the
schedule of expenditures of federal awards are the responsibility of management and were derived
from and relate directly to the underlying accounting and other records used to prepare the financial
statements. The information has been subjected to the auditing procedures applied in the audit of the
basic financial statements and certain additional procedures, including comparing and reconciling
such information directly to the underlying accounting and other records used to prepare the financial
statements or to the financial statements themselves, and other additional procedures in accordance
with auditing standards generally accepted in the United States of America. In our opinion, the
information is fairly stated, in all material respects, in relation to the basic financial statements taken
as a whole. '

W“"/Wug&ymﬁ '

BERGER LEWIS ACCOUNTANCY CORPORATION
Santa Cruz, California
March 25, 2013



RESOURCE CONSERVATION DISTRICT OF SANTA CRUZ COUNTY
- MANAGEMENT'S DISCUSSION AND ANALYSIS

June 30, 2012

This section of the District's financial report presents our discussion and analysis of the District's financial
performance during the fiscal year that ended on June 30, 2012.

Description of the Basic Financial Statements

The financial statements consist of the following parts: Management's discussion and analysis; the basic financial
statements, government-wide and governmental fund financial statements; notes to the financial statements; and
required supplementary information (budgetary comparison schedules).

The basic government-wide and governmental fund financial statements present the financial results on different
methods of accounting. Included in the financial statements are reconciliations that explain the difference between
the two methods.

Government-wide financial statements are prepared on the accrual basis of accounting and economic resources focus.
The required financial statements are: Statement of Net Assets and Statement of Activities. The Statement of Net
Assets reports all assets and liabilities, both financial and capital, and short-term and long-term of the District. The
Statement of Activities report all revenues and expenses during the year, regardless of when cash is paid or received.

Governmental funds financial statements are prepared on the modified accrual basis of accounting and current
financial resources focus. The required financial statements are: Balance Sheet and Statement of Revenues,
Expenditures, and Changes in Fund Balances. The Balance Sheet shows only assets and liabilities that come due
during the year or soon thereafter; no capital assets or long-term liabilities are included. The Statement of Revenues,
Expenditures, and Changes in Fund Balances reports revenues for which cash is received during or soon after the end
of the year; expenditures when goods or services have been received and payment is due during the year or soon
thereafter.

The government-wide and governmental funds financial statements show the results of the following funds:

General Fund - The District's basic services are accounted for in this fund.




RESOURCE CONSERVATION DISTRICT OF SANTA CRUZ COUNTY .
MANAGEMENT'S DISCUSSION AND ANALYSIS

June 30, 2012

Condensed Government-Wide Financial Data

2012 2011
Current Assets $ 1,385.462 $ 1,356,431
Noncurrent Assets ' 1,909 1,909
Fixed Assets 4,832 6,968
Total Assets $ 1,392,203 $ 1,365,308
Current Liabilities $ 453,423 $ 466,355
Total Liabilities 453,423 466,355
Net Assets:
Invested in Capital Assets 4,832 6,968
Unrestricted 933,948 891,985
Total Net Assets 938,780 898,953
Total Liabilities and Net Assets $ 1,392,203 $ 1,365,308
Expenditures $ 2,785,617 $ 3,185,633
General Revenues:
Property Tax 22,738 22,788
Use of Money and Property (Interest Income) 3,466 4,587
Aid from Other Government Agencies 207 210
Other Taxes - Special District Augmentation Fund 28,902 28,902
Grants 2,770,131 3,028,245
Change in Net Assets $ 39,827 $ (100,901)

Financial Analysis of the District as a Whole
Net Assets. The District's net assets increased by $39,827 for the fiscal year ended June 30, 2012, or 4.4 percent, to
a total of $938,780. Of the $938,780 in net assets, $4,832 is invested in capital assets (net of accumulated

depreciation).

Financial Analysis of the District's Funds

Governmental fund balances decreased by $136,887 for the fiscal year ended June 30, 2012. The main reason for
the difference between the increase in District net assets and the decrease in fund balances is the difference in
recording accounts receivable between the government-wide net assets and governmental fund balance purposes.




RESOURCE CONSERVATION DISTRICT OF SANTA CRUZ COUNTY
MANAGEMENT'S DISCUSSION AND ANALYSIS

June 30, 2012

Budgetary Highlights

Budgets are based on current and expected expenditures related to grant funding and the day-to-day activities of
the District under government fund accounting. During the fiscal year ending June 30, 2012, total expenditures
were budgeted at $5,097,096. Actual amounts resulted in $2,780,467 of expenditures for the year, for a favorable
variance of $2,316,629. The majority of this variance was due the timing of one or more of the major programs
funded with grant revenue.

Capital Assets

As of June 30, 2012, the District had invested $40,489, consisting of office furniture and equipment. T‘here were
no major capital asset additions during the year.

Long-Term Liabilities

At year-end the District had no long term liabilities.

Economic Factors and Next Year's Budget

The District's main source of revenue is grant revenue.

Budgeted expenditures are expected to increase. This increase in expenditures is due to an increased workload that
is funded by grant revenues.

Contacting the District's Financial Management

This financial statement is designed to provide a general overview of the District's finances. If you have questions
about this financial statement or need additional financial information, contact the District's office at 820 Bay
Avenue, Suite 128, Capitola, California 95010.
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RESOURCE CONSERVATION DISTRICT OF SANTA CRUZ COUNTY

STATEMENTS OF NET ASSETS

STATEMENT A

For the Year Ended June 30, 2012 (With Comparative Totals for 2011)

ASSETS

CURRENT ASSETS:
Cash
Accounts Receivable - Grant Contracts
Prepaid Expenses
Total Current Assets

NONCURRENT ASSETS:
Note Receivable - Proposition 1A Suspension Borrowing
Total Noncurrent Assets

FIXED ASSETS:
Furniture and Equipment
Less: Accumulated Depreciation
Total Fixed Assets

TOTAL ASSETS

LIABILITIES AND NET ASSETS

CURRENT LIABILITIES:
Accounts Payable
Accrued Payroll
Compensated Absences Payable
Total Current Liabilities

NET ASSETS:
Investment in Fixed Assets, Net of Accumulated Depreciation
Unrestricted Net Assets:
General Fund
Total Net Assets

TOTAL LIABILITIES AND NET ASSETS

See Independent Auditor's Report and Accompanying Notes to Financial Statements

2012 2011
$ 559,700 $ 801,232
798,656 531,905
27,106 23,294
1,385,462 1,356,431
1,909 1,909
1,909 1,909
40,489 40,489
(35,657) (33.521)
4,832 6,968
$ 1,392,203 $ 1,365,308
$ 405,557 $ 400,254
17,423 ‘ 38,673
30,443 27,428
453,423 466,355
4,832 6,968
933,948 891,985
938,780 898,953
$ 1,392,203 $ 1,365,308
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RESOURCE CONSERVATION DISTRICT OF SANTA CRUZ COUNTY

STATEMENT OF ACTIVITIES

STATEMENT B

For the Year Ended June 30, 2012 (With Comparative Totals for 2011)

EXPENDITURES:

Salaries and Employee Benefits
Services and Supplies
Depreciation Expense

Total Expenditures
GENERAL REVENUES:

Property Taxes

Other Taxes (Special District
Augmentation Fund)

Use of Money and Property

Aid From Other Governmental
Agencies (Home Owners
Property Tax Relief)

Donations

Grants

Total Revenues
CHANGE IN NET ASSETS
NET ASSETS:

Beginning Fund Balance

Ending Fund Balance

Program Revenues

Charges
for Operating  Capital
Expenditures  Services Grants Grants 2012 2011
$ 955839 $ 955839 $ 793,903
1,827,642 1,827,642 2,389,593
2,136 2,136 2,137
2,785,617 2,785,617 3,185,633
22,738 22,788
28,902 28,902
3,466 4,587
207 210
16,060 10,020
2,754,071 3,018,225
2,825,444 3,084,732
39,827 (100,901)
898,953 999,854
$ 938,780 $ 898,953

See Independent Auditor's Report and Accompanying Notes to Financial Statements
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GOVERNMENTAL FUND FINANCIAL STATEMENTS



RESOURCE CONSERVATION DISTRICT OF SANTA CRUZ COUNTY

BALANCE SHEET - GOVERNMENTAL FUNDS

STATEMENT C

For the Year Ended June 30, 2012 (With Comparative Totals for 2011)

ASSETS:
Cash

ASSETS

Accounts Receivable - Grant Contracts

Prepaid Expenses

TOTAL ASSETS

LIABILITIES:
Accounts Payable
Accrued Payroll
Total Liabilities

FUND BALANCE:

Nonspendable Fund Balance:

Prepaid Expenses
Unassigned Fund Balance:
Reserved for Imprest Cash
Unreserved, Undesignated
Total Fund Balance

LIABILITIES AND FUND BALANCE

TOTAL LIABILITIES AND FUND BALANCE

See Independent Auditor's Report and Accompanying Notes to Financial Statements

Governmental
Fund Types
2012 2011

559,700 $ 801,232
332,729 247,843
27,106 23,294
919,535 $ 1,072,369
405,557 $ 400,254
17,423 38,673
422,980 438927
27,106 23,294
200 200
469,249 633,242
496,555 633,442
919,535 $ 1,072,369
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RESOURCE CONSERVATION DISTRICT OF SANTA CRUZ COUNTY

RECONCILIATION OF THE GOVERNMENTAL FUND BALANCE
SHEETS TO THE GOVERNMENT-WIDE STATEMENT OF NET ASSETS

STATEMENT D

For the Year Ended June 30, 2012 (With Comparative Totals for 2011)

Total Fund Balances - Governmental Funds (Statement C)

The purchase of capital assets are reported as expenditures as they are
incurred in the governmental funds. The Statement of Net Assets reports
capital assets as an asset to the District. These capital assets are
depreciated over their estimated useful lives in the Statement of Activities
and are not reported in the governmental funds.

Cost of Capital Assets
Less: Accumulated Depreciation

A portion of accounts receivable will be collected in the subsequent fiscal
year, but are not available soon enough to pay for current year
expenditures, and therefore, not reported as a receivable in the
governmental funds.

Accounts Receivable, Proposition 1A Suspension Borrowing receivables
will not be collected soon enough to pay for prior year expenditures and

therefore, are not reported at June 30 as a receivable in the governmental
funds.

Compensated Absences are reported in the Government-Wide Statement of
Net Assets, but they do not require the use of current financial resources.
Therefore, the liability is not reported in governmental funds.

Net Assets (Statement A)

See Independent Auditor's Report and Accompanying Notes to Financial Statements

2012 2011

$ 496555 $ 633,442
40,489 40,489
(35,657) (33,521)
465,927 284,062

1,909 1,909
(30,443) (27,428)

$ 938780 $ 898,953
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RESOURCE CONSERVATION DISTRICT OF SANTA CRUZ COUNTY

STATEMENTS OF REVENUES, EXPENDITURES
AND CHANGES IN FUND BALANCES - GOVERNMENTAL FUNDS

STATEMENT E

For the Year Ended June 30, 2012 (With Comparative Totals for 2011)

2012 2011
REVENUES:
Property Taxes $ 22,738 $ 22,788
Use of Money and Property _ : 3,466 4,587
Aid From Other Governmental Agencies 207 210
Grants 2,501,548 2,879,851
Other Revenue 115,621 93,487
Total Revenues . 2,643,580 3,000,923
EXPENDITURES:
Salaries and Employee Benefits 952,825 799,652
Services and Supplies 1,827,642 2,389,593
Total Expenditures 2,780,467 3,189,245
EXCESS (DEFICIENCY) OF REVENUES OVER :
EXPENDITURES (136,887) (188,322)
BEGINNING FUND BALANCE ‘ 633,442 821,764
ENDING FUND BALANCE $ 496,555 $ 633,442

See Independent Auditor's Report and Accompanying Notes to Financial Statements
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RESOURCE CONSERVATION DISTRICT OF SANTA CRUZ COUNTY

RECONCILIATION OF THE STATEMENTS OF REVENUES, EXPENDITURES AND CHANGES
IN FUND BALANCE OF GOVERNMENTAL FUNDS TO THE STATEMENT OF ACTIVITIES

STATEMENT F

For the Year Ended June 30, 2012 (With Comparative Totals for 2011)

Net Change in Fund Balances - Total Governmental Funds (Statement E)

Amounts reported for governmental activities in the Statement of Activities
(Statement B) are different as follows:

Government funds report capital outlays as expenditures. However, in the
Statement of Activities, the cost of these assets are allocated over the
estimated useful lives as depreciation expense. This is the amount by
which capital outlays exceeded depreciation expense for the year.

Current Year Capital Outlays
Less: Current Year Depreciation Expense

Accounts receivable that will be collected in the subsequent fiscal year, but
are not available soon enough to pay for current year expenditures are not
reported as revenue in the governmental funds. This number represents the
change in additional Government Wide accounts receivable.

In the governmental funds compensated absences (sick pay and vacations)
are measured by the amount of financial resources used, which is the
amounts actually paid. In the government-wide Statement of Activities,
compensated absences are measured by the amounts earned during the year.
This year vacation and sick leave paid was more than earned and
represents the change in compensated absences.

Change in Net Assets of Governmental Activities (Statement B)

See Independent Auditor's Report and Accompanying Notes to Financial Statements

2012

2011

$  (136,887)

$  (188322)

0 0
(2,136) (2,137)
181,865 83,809
(3,015) 5,749

$ 39,827 $  (100,901)
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RESOURCE CONSERVATION DISTRICT OF SANTA CRUZ COUNTY
NOTES TO FINANCIAL STATEMENTS

“June 30, 2012

1. GENERAL INFORMATION:

Organization

The Santa Cruz County Resource Conservation District was organized on January 1, 1978, in
conformity with Santa Cruz County Board of Supervisors Resolution 744-77. This resolution
authorized consolidation of the Pajaro Resource Conservation District and the Redwood
Conservation District to form the Santa Cruz County Resource Conservation District. The District
is comprised of the land areas of the former Pajaro and Redwood Resource Conservation Districts.

In September of 2007, the Santa Cruz County Resource Conservation District was renamed
Resource Conservation District of Santa Cruz County.

District Officials

The District is governed by a board of directors. The following were in office at June 30, 2012:

Term Expires

November
James McKenna, President : 2014
Michael Manfre, Vice President 2012
Roberta Smith 2014
John Ricker 2012
Howard Liebenberg 2012
David Moeller 2014
Gordon Claassen 2012

The Executive Director at June 30, 2012 was Karen Christensen. The Director of Finance for the
District was Sharon Corkrean.

Accounts and Records

The basic financial records are maintained in the office of the County Auditor-Controller. The
District maintains supporting vouchers and other records.

Minute Book
Minutes were recorded and contained approvals for disbursements.

Budgetary Procedure

The District prepares it fiscal year’s budget in accordance with applicable laws and regulations.

-12-



RESOURCE CONSERVATION DISTRICT OF SANTA CRUZ COUNTY

NOTES TO FINANCIAL STATEMENTS
(Continued)

June 30, 2012

2. SIGNIFICANT ACCOUNTING POLICIES:

a.

Basis of Accounting and Measurement Focus - The accounts of the District are organized on
the basis of funds or account groups, each of which is considered to be a separate accounting
entity. The operations of each fund are summarized by providing a separate set of self-
balancing accounts which include its assets, liabilities, fund equity, revenues and expenses or
expenditures. The District uses a chart of accounts based on the uniform accounting system
prescribed by the State Controller.

Financial Statement Presentation:

Governmental-Wide Financial Statements

The District’s Government-Wide Financial Statements include a Statement of Net Assets and a
Statement of Activities and Changes in Net Assets. These statements present summaries of
Governmental activities for the District.

The basic financial statements are presented on an economic resources measurement focus and
the accrual basis of accounting. Accordingly, all of the District’s assets and liabilities,
including capital assets, and long-term liabilities are included in the accompanying Statement
of Net Assets. The Statement of Activities presents changes in net assets. Under the accrual
basis of accounting, revenues are recognized in the period in which they are eamed while
expenses are recognized in the period the liability is incurred.

The District’s governmental-wide fund balance is classified in the following categories:

Invested in Capital Assets Net of Related Debt — Includes amount of the fund
balance that is invested in capital assets net of any related debt.

Restricted — Includes amounts that can be spent only for the specific purposes
stipulated by a formal action of the government’s highest level of decision-making
authority, external resource providers, constitutionally, or through enabling
legislation.

Unrestricted — Includes amounts that are technically available for any purpose and
includes all amounts not contained in other classifications.
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RESOURCE CONSERVATION DISTRICT OF SANTA CRUZ COUNTY

NOTES TO FINANCIAL STATEMENTS
- (Continued)

June 30, 2012

2. SIGNIFICANT ACCOUNTING POLICIES (Continued):

b.

Financial Statement Presentation (Continued):

Governmental Fund F inancial Statements

The District’s Government Fund Financial Statements include a Balance Sheet and a Statement
of Revenues, Expenditures and Changes in Fund Balance for all major governmental funds and
non-major funds. An accompanying schedule is presented to reconcile and explain the
differences in fund balances as presented in these statements to the net assets presented in the
Government-Wide financial statements.

All governmental funds are accounted for on a spending or current financial resources
measurement focus and the modified accrual basis of accounting. Accordingly, only current
assets and current liabilities are included on the Balance Sheet. The Statement of Revenues,
Expenditures and Changes in Fund Balances presents increases (revenues and other financing
sources) and decreases (expenditures and other financing uses) in net current assets. Under the
modified accrual basis of accounting, revenues are recognized in the accounting period in
which they become both measurable and available to finance expenditures of the current
period. Accordingly, revenues are recorded when received in cash, except that revenues
subject to accrual (generally 60 days after year end) are recognized when due. Expenditures
are recorded in the accounting period in which the related fund liability is incurred.
Reconciliation of the Fund Financial Statements to the Government-Wide Financial Statements
is provided to explain the differences created by the different measurement focus and basis of
accounting,

The District’s governmental fund balance is classified in the following categories:

Nonspendable — Includes amounts that are not in a spendable form or are required
to be maintained intact.

Restricted — Includes amounts that can be spent only for the specific purposes
stipulated by external resource providers, constitutionally, or through enabling
legislation.

Committed — Includes amounts that can be used only for the specific purposes
determined by a formal action of the government’s highest level of decision-
making authority. Commitments may be changed or lifted only by the
government taking the same formal action that imposed the constraint originally.
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RESOURCE CONSERVATION DISTRICT OF SANTA CRUZ COUNTY

NOTES TO FINANCIAL STATEMENTS
(Continued)

June 30, 2012

SIGNIFICANT ACCOUNTING POLICIES (Continued):

b. Financial Statement Presentation (Continued):

Governmental Fund Financial Statements (Continued)

Assigned — Includes amounts intended to be used by the government for specific
purposes. Intent can be expressed by the governing body or by an official or body
to which the governing body delegates the authority.

Unassigned — Includes amounts that are technically available for any purpose and
includes all amounts not contained in other classifications.

c. Property Tax - The County of Santa Cruz assesses properties, bills, and collects property taxes
for the District. Assessed values are determined annually by the County Assessor as of March
1, and become a lien on real property as of that date. Taxes arc due November 1 and February
1, and are delinquent if not paid by December 10 and April 10, respectively. The County bills
and collects property taxes and remits them to the District under the state authorized method of
apportioning taxes, whereby all local agencies, including special districts, receive from the
County their respective shares of the amount of ad valorem taxes collected.

d. Capital Assets - Capital assets, which include land, buildings, improvements, and equipment
are reported in the Government-Wide Financial Statements. Capital assets are recorded at
historical cost or estimated historical cost if actual cost is not available. Donated assets are
valued at their estimated fair value on the date donated. As of June 30, 2012, the District's
capital assets consisted of office furniture and equipment. The District has set capitalization
thresholds for reporting capital assets at the following:

Capital Assets $300

Depreciation is recorded on the straight-line method (with no depreciation applied to the first
year of acquisition) over the useful lives of the assets as follows:

Furniture Office Equipment and Computers 3 years

e. Inventory, Materials and Supplies - The inventory on hand at any time is small. Accordingly,
purchases are charged directly to fixed assets or to maintenance costs, as applicable.

-15-



RESOURCE CONSERVATION DISTRICT OF SANTA CRUZ COUNTY

NOTES TO FINANCIAL STATEMENTS
(Continued)

June 30, 2012

2.

SIGNIFICANT ACCOUNTING POLICIES (Continued):

f.

Liability for Compensated Absences - The District is required to recognize a liability for
employees' rights to receive compensation for future absences. On June 30, 2012 and 2011, the
liability for compensated absences was $33,376 and $27,428, respectively.

Estimates - The preparation of financial statements in conformity with generally accepted
accounting principles requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at
the date of the financial statements and the reported amounts of revenues and expenses during
the reporting period. Actual results could differ from those estimates.

Unrealized Gains and Losses - Governmental Accounting Standards Board (GASB) has
established GASB-31 which requires public agencies to report the financial effect of all
unrealized gains.and losses on invested funds. As of June 30, 2012 and 2011, the unrealized
gains for Resource Conservation District of Santa Cruz County were not considered to be
material to the financial statements taken as a whole, and accordingly, has not been reflected in
the financial statements.
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RESOURCE CONSERVATION DISTRICT OF SANTA CRUZ COUNTY

NOTES TO FINANCIAL STATEMENTS
(Continued)

June 30, 2012

POOLED CASH AND INVESTMENTS:

The County sponsors an investment pool that is managed by the County Treasurer for the purpose of increasing interest earnings through investment
activities. Cash and investments for most County activities are included in the investment pool. Interest earned on the investment pool is distributed to the
participating funds monthly using a formula based on the average daily cash balance of each fund. Interest earned through June 30, 2011 was distributed on
the second business day during July 2011, and is shown as part of receivables on the financial statements. '

The following is a summary of cash and investments at June 30, 2011:

Government-Wide Statement of Net Assets

Primary Governments Component Unit Fiduciary Funds
. Santa Cruz
Governmental  Business-Type County Sanitation Agency Investment County
Activities Activities Total District Funds Trust Fund Total
Cash and Investments $ 208,788,641 $ 7,793,727 $216,582,368 $ 28,746,696 $ 27,991,122 $270,694,877 $544,015,063
Restricted Cash and Investments 22,828,841 5,621,114 28,449,955 1,518,474 29,968,429
Total Cash and Investments $ 231,617,482  $ 13,414,841  $245032,323 $ 30,265,170  $27.991,122  $270,694,877  $573,983,492
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RESOURCE CONSERVATION DISTRICT OF SANTA CRUZ COUNTY

NOTES TO FINANCIAL STATEMENTS

(Continued)

June 30, 2012

POOLED CASH AND INVESTMENTS (Continued):

Cash and
Investments Restricted Cash Total
Primary Government and Fiduciary Funds:
Cash on Hand or Imprest Cash $ 1,884,815 1,884,815
Cash Deposits in Treasury Pool 12,485,666 12,485,666
[nvestments in Treasury Pool 500,897,886 500,897,886
Restricted Investments in Other Pools $ 22,828,841 22,828,841
Restricted Cash Deposits in Treasury Pool:
Davenport County Sanitation District 54,477 54,477
County Disposal Sites CSA 9C 5,566,637 5,566,637
Total 515,268,367 28,449,955 543,718,322
Component Unit:
Investments in Treasury Pool 28,746,696 548,537 29,295,233
Restricted Investments in Other Banks 969,937 969,937
Total 28,746,696 1,518,474 30,265,170

Total Cash and Investments $ 544,015,063

$ 29,968,429

$ 573,983,492

At June 30, 2011, the County's cash on hand, deposits, and investments consisted of:

Other Banks/
Treasury Investment
Pool Pools Total
Primary Government and Fiduciary Funds:
Cash on Hand or Imprest Cash $ 48,380 $ 1,836,435 1,884,815
Deposits 12,485,666 12,485,666
Investments 506,519,000 22,828,841 529,347,841
Total Primary Government 519,053,046 24,665,276 543,718,322
Component Unit:
Investments 28,746,696 1,518,474 30,265,170
Total Component Unit 28,746,696 1,518,474 30,265,170
Total Reporting Unit $ 26,183,750 $ 573,983,492

$ 547,799,742
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RESOURCE CONSERVATION DISTRICT OF SANTA CRUZ COUNTY

NOTES TO FINANCIAL STATEMENTS
(Continued)

June 30, 2012

POOLED CASH AND INVESTMENTS (Continued):

The carrying amounts of the County's cash deposits were $12,485,666 at June 30, 2011. Bank balances at June
30, 2011 were $12,447,963, which were fully insured or collateralized with securities held by the pledging
financial institutions in the County's name as discussed below.

The California Government Code requires California banks and savings and loan associations to secure the
- County's cash deposits by pledging securities as collateral. This Code states that collateral pledged in this
manner shall have the effect of perfecting a security interest in such collateral superior to those of a general
creditor. Thus, collateral for cash deposits is considered to be held in the County's name.

The market value of pledged securities must equal at least 110% of the County's cash deposits. California law
also allows institutions to secure County deposits by pledging first trust deed mortgage notes having a value of
150% of the County's total cash deposits. The County may waive collateral requirements for cash deposits,
which are fully insured up to $250,000, by the Federal Deposit Insurance Corporation. The County, however,
has not waived the collateralization requirements.

Investments

The table below identifies the investment types that are authorized for the County by the California
Government Code or the County's investment policy, where more restrictive. The table also identifies certain
provisions of the County's investment policy that address interest rate risk, credit risk, and concentration risk.

Maximum Amounts/ Maximum
Maximum Percentage of Investment in

Authorized Investment Type Maturity Portfolio One Issuer
Local Agency Bonds 5 Years 100% None
U.S. Treasury Obligations 5 Years 100% None
U.S. Government Agency Obligations None 25% None
State of California Obligations 5 Years 100% None
Bankers' Acceptances 180 days 40% ‘ 30%
Commercial Paper 270 days 40% 10%
Negotiable Certificates of Deposit 5 Years 30% None
Non-Negotiable Certificates of Deposit 180 days 10% 10%
Repurchase Agreements 1 Year 100% None
Medium Term Notes 5 Years 30% None
Mutual Funds/Money Market Mutual Funds N/A 10% 10%
Local Agency Investment Fund (LAIF) N/A $50 Million None
Joint Powers Authority Investment Funds None 25% None

In accordance with GASB Statement No. 31, Accounting and Financial Reporting for Certain Investments and
Jor External Investment Pools , investments were stated at cost, as the fair market value adjustment at the year
end was immaterial.

Investments of debt proceeds held by the bond trustee are governed by provisions of the debt agreements, rather
than the general provisions of the California Government Code or the County's investment policy.
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RESOURCE CONSERVATION DISTRICT OF SANTA CRUZ COUNTY

NOTES TO FINANCIAL STATEMENTS
(Continued)

June 30, 2012

POOLED CASH AND INVESTMENTS (Continued):

Interest Rate Risk

The County manages its exposure to declines in fair values by limiting the weighted average maturity of its investment portfolio to five years or less in
accordance with its investment policy.

At June 30, 2011, the County had the following investment maturities:

Investment Maturities (In Years)

Investment Type Cost Less Than 1 1to?2 2to3 3to4 4 or More

U.S. Treasury Securities $ 269,588,697 $ 168,217,480 $ 77,138,074 $ 24,233,143
Federal Agency Securities 224,880,659 78,967,527 103,003,803 42,909,329
Corporate Bonds and Notes 12,290,400 12,290,400
Medium Term Notes - Teeter Note 17,000,000 17,000,000
Money Market Mutual Funds 29,828,841 29,828,841
Local Agency Investment Fund (LAIF) 5,000,000 5,000,000
Investment Agreements 969,937 $ 969,937
Certificates of Deposit 54,477 54,477

Total Investments $559,613,011  $311,358,725  $180,141,877 $ 67,142472 § - $ 969,937

Concentration of Credit Risk

At June 30, 2011, in accordance with State law and the County's Investment Policy, the County did not have 5% or more of its net investment in
commercial paper, corporate bonds or medium term notes of a single organization, nor did it have 10% or more of its net investment in any one money
market mutual fund. Investments in obligations of the U.S. government, U.S. government agencies, or government-sponsored enterprises are exempt
from these limitations.
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RESOURCE CONSERVATION DISTRICT OF SANTA CRUZ COUNTY

NOTES TO FINANCIAL STATEMENTS
(Continued)

June 30, 2012

POOLED CASH AND INVESTMENTS (Continued):

Concentration of Credit Risk (Continued)

The following is a summary of the credit quality distribution and concentration of credit risk by investment type
as a percentage of the County Investment Pool's fair value at June 30, 2011.

Investment Type S&P Moody's % of Portfolio
U.S. Treasury Securities AAA Aaa 49.67%
Federal Agency Securities AAA Aaa 39.03%
Corporate Notes and Bonds AAA/AA- Aaa/Aal/Al 2.12%
Medium Term Notes - Teeter Note Unrated Unrated 2.95%
Money Market Mutual Funds AAAm Aaa 5.18%
Local Agency Investment Fund (LAIF) Unrated Unrated 0.87%
Investment Agreements AAA Aa3 0.17%
Certificates of Deposit AA- Aal 0.01%
Total 100.00%
Custodial Credit Risk

For investments and deposits held with fiscal agents, custodial credit risk is the risk that, in the event of the
failure of the counterparty, the County will not be able to recover the value of its investments or deposits that
are in the possession of an outside party. At year end, the County's investment pool and cash with fiscal agents
had no securities exposed to custodial credit risk.
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RESOURCE CONSERVATION DISTRICT OF SANTA CRUZ COUNTY

NOTES TO FINANCIAL STATEMENTS
(Continued)

June 30, 2012

POOLED CASH AND INVESTMENTS (Continued):

Local Agency Investment Fund

The County is a participant in LAIF which is regulated by California Government Code Section 16429 under
the oversight of the Treasurer of the State of California. The County's investments with LAIF at June 30, 2011,
included a portion of the pool funds invested in Structured Notes and Asset-Backed Securities:

Structured Notes: debt securities (other than asset-backed securities) whose cash flow characteristics

(coupon rate, redemption amount, or stated maturity) depend upon one or more indices and/or have
embedded forwards or options.

Asset-Backed Securities : generally mortgage-backed securities that entitle their purchasers to receive a
share of the cash flows from a pool of assets such as principal and interest repayments from a pool of
mortgages (for example, Collateralized Mortgage Obligations) or credit card receivables.

At June 30, 2011, the County had $5,000,000 invested in LAIF, which had invested 0.71% of the pool
investment funds in Structured Notes and Asset-Backed Securities as compared to 5.42% in the previous year.
LAIF provided a fair value factor of 1.001576470 to calculate the fair value of the investments in LAIF.
However, an adjustment was not made to reflect the fair market value of LAIF, as the fair market value
adjustment was considered immaterial.

LAIF is overseen by the Local Agency Investment Advisory Board, which consists of five members, in
accordance with State statute.
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RESOURCE CONSERVATION DISTRICT OF SANTA CRUZ COUNTY

NOTES TO FINANCIAL STATEMENTS
(Continued)

June 30,2012

CHANGES IN FIXED ASSETS:

2012
Balance Balance
July 1, 2011 Additions Deletions June 30, 2012
Furniture, Office Equipment
and Computers $ 40,489 $ 40,489
Accumulated Depreciation 8 (33,521) § (2,136) $ (35,657)
2011
Balance Balance
July 1, 2010 Additions Deletions June 30, 2011
Furniture, Office Equipment
and Computers $ 40,489 $ 40,489
Accumulated Depreciation $ (31,384) % (2,137) $ (33,521)

CHANGES IN COMPENSATED ABSENCES:

A summary of changes in compensated absences of the Resource Conservation District of Santa Cruz County
for the years ended June 30, 2012 and 2011, are as follows:

2012
Balance Balance
July 1, 2011 Additions Deletions June 30, 2012
Accumulated Unpaid
Compensated Absences $ 27,428 $ 57,972 $ 54,957 $ 30,443
2011
Balance Balance
July 1, 2010 Additions Deletions June 30, 2011
Accumulated Unpaid :
Compensated Absences $ 33,178 $ 46,992 $ 52,742 % 27,428
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RESOURCE CONSERVATION DISTRICT OF SANTA CRUZ COUNTY

NOTES TO FINANCIAL STATEMENTS
(Continued)

June 30, 2012

INSURANCE:

The District is exposed to various risks of loss related to limited torts; theft of, damage to and destruction of
assets; errors and omissions and natural disasters for which the District carries insurance. There have been
no significant reductions in coverage from the prior year and settlements have not exceeded coverage in the
past three years.

Workers' Compeﬁsation: State Compensation Insurance Fund
Liability Insurance: The District is insured through the Special District Risk Management Association

General Liability:
Personal injury and Property Damage: Per Occurrence $ 2,500,000

Public Officials and Emplovees Errors:
Per Occurrence 2,500,000
General Aggregate 2,500,000

Personal Liability Coverage for Board Members:
Per Occurrence 500,000
General Aggregate : 500,000

Employment Practices Liability and Employment Benefits Liability::
Per Occurrence 2,500,000
General Aggregate 2,500,000

Emplovee Dishonesty Coverage:

Per Occurrence 400,000
Auto:

Auto Liability: Personal injury and Property Damage: Per Occurrence 2,500,000

Auto Physical Damage Limit on File

Uninsured/Underinsured Motorists: Each Accident 1,000,000

Property Coverage

Includes Fire, Theft and Flood: Each Occurrence 1,000,000,000
(Replacement cost for Scheduled Property)
Boiler and Machinery Coverage: Each Occurrence 1,000,000,000

(Replacement cost for Scheduled Property)

Workers' Comp
Statutory Workers Comp: Each Occurrence Statutory

Employers' Liability Coverage: Each Occurrence 5,000,000
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RESOURCE CONSERVATION DISTRICT OF SANTA CRUZ COUNTY

NOTES TO FINANCIAL STATEMENTS
(Continued)

June 30, 2012

10.

PROPOSITION 1A SUSPENSION BORROWING:

Under the provisions of Proposition 1A and as part of the 2009-2010 budget package passed by
the California State Legislature on July 28, 2009, the State of California borrowed 8% of the
amount of property tax revenue, including those property taxes associated with the in-lieu motor
vehicle license fee, the triple flip in lieu sales tax, and supplemental property tax, apportioned to
cities, counties and special districts (excluding redevelopment agencies). The State is required to
repay this borrowing plus interest by June 30, 2013. After repayment of this initial borrowing,
the California Legislature may consider only one additional borrowing within a ten-year period.
The amount of this borrowing pertaining to the Resource Conservation District of Santa Cruz
County was $1,909.

RETIREMENT PLAN:

The District’s employees are able to participate in a 401(k) retirement plan after a one year
probation period. Employees only need to work one hour per year to participate and interns and
contract employees are excluded from the plan. In addition, there is a five year vesting period
where the employee becomes 20% vested each year. The District makes dollar-for-dollar
contributions on behalf of the employees up to 4.5% of the employees’ wages. For the year ended
June 30, 2012 and 2011, the District contributed $18,714 and $20,198, respectively, to the plan.

CONCENTRATION OF RISK:

The District receives a substantial portion of its revenue from government grants. These grants
represent a significant concentration of the District’s support and revenue, which require the
fulfillment of certain conditions as set forth in the instrument of grant. Failure to fulfill the
conditions could result in the return of the funds to grantors. Although that is a possibility, the
management deems the contingency remote, since by accepting the grants and their terms; it has
accommodated the objectives of the District to the provisions of the grant.

SUBSEQUENT EVENTS:

The District’s management has evaluated events and transactions subsequent to June 30, 2012 for
potential recognition or disclosure in the financial statements. The District did not have
subsequent events that required recognition or disclosure in the financial statements for the year
ended June 30, 2012. Subsequent events have been evaluated through March 25, 2013, the date
the financial statements became available to be issued. The entity has not evaluated subsequent
events after March 25, 2013.
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RESOURCE CONSERVATION DISTRICT OF SANTA CRUZ COUNTY

BUDGETARY COMPARISON SCHEDULE - REVENUES -
BUDGET AND ACTUAL - GENERAL FUND

For the Year Ended June 30, 2012

Total Revenues

See Independent Auditor's Report and Accompanying Notes to Financial Statements

2012
Adjusted Variance
Final Final Favorable
Budget Budget Actual (Unfavorable)
Revenues:
Property Taxes:
Current Secured $ 20,000 $ 20,000 $ 22,019 $ 2,019
Current Secured - Supplemental 178 178
Current Unsecured 499 499
Current Unsecured - Supplemental 0 0
Prior Years 42 42
Total Property Taxes 20,000 20,000 22,738 2,738
Use of Money and Property - Interest 4,000 4,000 3,466 (534)
Aid from Other Governmental
Agencies:
Homeowners' Property Tax Relief 188 138
Contributions from Other
Governmental Agencies 7,092 7,092 19 (7,073)
Total Aid from Other
Governmental Agencies 7,092 7,092 207 (6,885)
Grants:
State - Other 3,361,123 3,361,123 1,953,610 (1,407,513)
Federal - Other 705,079 705,079 547,938 (157,141)
Total Grants 4,066,202 4,066,202 2,501,548 (1,564,654)
Other Revenue:
Other Taxes - Special District
Augmentation Fund 28,900 28,900 28,902 2
Contributions and Donations 0 0 16,060 16,060
Other Revenue 94,508 94,508 70,659 (23,849)
Total Other Revenue 123,408 123,408 115,621 (7,787)

$ 4,220,702

$ 4,220,702

$ 2,643,580

$ (1,577,122)
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RESOURCE CONSERVATION DISTRICT OF SANTA CRUZ COUNTY

BUDGETARY COMPARISON SCHEDULE - EXPENDITURES -
BUDGET AND ACTUAL - GENERAL FUND

For the Year Ended June 30, 2012

2012
Adjusted Variance
Final Final Favorable
Expenditures: Budget Budget Actual (Unfavorable)
Salaries and Employee Benefits:
Regular Pay $ 1,027,069 $ 1,027,069 $ 783,832 $ 243,237
Social Security 78,571 78,571 57,905 20,666
Employee Insurance and Benefits 359,474 359,474 84,177 275,297
Unemployment Insurance 34,920 34,920 10,729 24,191
Workers' Compensation 11,914 11,914 16,182 (4,268)
Total Salaries and Employee
Benefits 1,511,948 1,511,948 952,825 559,123
Services and Supplies:
Telephone 4,015 4,015 7,543 (3,528)
Insurance 18,000 18,000 11,578 6,422
Memberships 3,000 3,000 919 2,081
Postage 4,170 4,170 1,680 2,490
Supplies 37,727 37,727 36,341 1,386
Accounting and Auditing 19,800 19,800 10,370 9,430
Legal Services 12,060 12,000 20,035 (8,035)
Professional Services 1,145,190 1,145,190 1,524,097 (378,907)
Publication Printing Costs 22,614 22,614 9,208 13,406
Legal Notices 0 0 0 0
Rents and Leases - Structures 69,551 69,551 55,840 13,711
Special District Expense - Services 1,836,219 ‘ 1,836,219 134,751 1,701,468
Mileage 13,966 13,966 12,301 1,665
Utilities 4,260 4,260 2,979 1,281
Total Service and Supplies 3,190,512 3,190,512 1,827,642 1,362,870
Fixed Assets - Equipment 27,926 27,926 0 27,926
Appropriations for Contingencies 366,710 366,710 0 366,710
Total Expenditures $ 5,097,096 $ 5,097,096 $ 2,780,467 $ 2,316,629

See Independent Auditor's Report and Accompanying Notes to Financial Statements
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RESOURCE CONSERVATION DISTRICT OF SANTA CRUZ COUNTY

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

For the Year Ended June 30, 2012

Federal Federal/State
Major CFDA Agency Grant Federal
Federal Grantor: Program  Number Number Expenditures
U.S. Bureau of Land Management
BLM: Coast Dairies 15 15.236 LOYACI15820 $ 7,153
BLM: Coast Dairies 60 15.238 LO9AC15821 2,394
National Marine Fisheries Service
NMEFS: Koinonia/Olson 11463  FNAOINMF4630349 24,170
U.S. Fish and Wildlife Service
USFWS: Hanson 15.630 81440-A-J330 10,000
USFWS: Millsap 15.630 81440-B-J318 3,176
USFWS: MWS 15.630 81440-A-J316 10,000
USFWS: RLF 15.630 84110-A-J324 16,618
USFWS: Willow Canyon 15.630 81440-B-J313 927
USFWS: Harkins 15.631 81440-9-J314 3,520
USFWS: Mt Hermon 15.631 81440-9-J311 7,669
USFWS: Koi/Olson 15.656 81440-R-J304 22,500
U.S. Forest Service - Passthrough Funds to
Resource Conservation District of Santa Cruz
County from: California Fire Safe Council:
USFS: CAFSC1I X 10.664 10USFS-ES491 74,649
USFS: Fuels Reduction X 10.664 11USFS-SFAX-0150 64,404
U.S. Department of Agriculture
Natural Resources Conservation Service
USDA: Floodplain 10.072 65-9104-0-806 14,494
USDA: Farmers Market 10.168 12-25-G-1305 2,312
USDA: MANAT X 10.443 59-2501-10-032-1 185,463
USDA: AWQA II 10.902 65-9104-0-809 15,738
USDA: CIG 10.912 68-9104-0-125 21,884
USDA: IWM 10.912 65-9104-1-911 8,367
USDA: Koinonia 10.914 7291040822P 56,627
USDA: Pollinator 10.912 69-3A75-9-131 4,293
CC:WS Hydro Study 15.614 11-076 180 -
State Water Resources Control Board (CA)
Pass Through Funding:
Pinto Lake 66.460 10-443-553 6,739
§ 563,277

Accounting Policy; The Schedule of Federal Awards is prepared based on the accrual method of accounting in accordance with
the Government-Wide financial statements. As such the amounts included above will not equal the cash received during the
same time period.

See Independent Auditor's Report and Accompanying Notes to Financial Statements
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REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON COMPLIANCE
AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED
IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

CERﬂFIED PUBLIC ACCOUNTANTS VAND BUSINESS ADVISORS

To the Board of Directors
Resource Conservation District

of Santa Cruz County
Capitola, California

We have audited the financial statements of the governmental activities, and each major fund of
Resource Conservation District of Santa Cruz County as of and for the year ended June 30, 2012, and
have issued our report thereon dated March 25, 2013. 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.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered Resource Conservation District of Santa Cruz
County’s internal control over financial reporting 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 Resource Conservation District of Santa Cruz County’s
internal control over financial reporting. Accordingly, we do not express an opinion on the
effectiveness of Resource Conservation District of Santa Cruz County’s internal control over financial
reporting.

Our consideration of internal control over financial reporting was for the limited purpose described in
the preceding paragraph and was not designed to identify all deficiencies in internal control over
financial reporting that might be significant deficiencies or material weaknesses and therefore, there
can be no assurances that all deficiencies, significant deficiencies or material weaknesses have been
identified. However, as described in the accompanying schedule of findings and questioned costs, we
identified a deficiency in internal control over financial reporting that we consider to be a material
weakness. '

A deficiency in internal control over financial reporting 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 and correct misstatements on a timely basis. A material weakness is a
deficiency, or combination of deficiencies, in internal control, such that there is a reasonable
possibility that a material misstatement of Resource Conservation District of Santa Cruz County’s
financial statements will not be prevented, or detected and corrected, on a timely basis. We consider
the deficiency described as 2012-1 in the accompanying schedule of findings and questioned costs to
be a material weakness.
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To the Board of Directors

Resource Conservation District
of Santa Cruz County

Page 2

Compliance and Other Matters

As part of obtaining reasonable assurance about whether Resource Conservation District of Santa
Cruz County’s financial statements are free of material misstatement, 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. However, providing 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.

The District’s response to the finding identified in our audit is described in the accompanying
schedule of findings and questions costs. We did not audit the District’s response, and accordingly,
Wwe express no opinion on it.

This report is intended solely for the information and use of the Board of Directors, management,
others within the organization, federal and state awarding agencies and pass-through entities and is
not intended to be and should not be used by anyone other than these specified parties.

N .
| :?W CORPORATION

BERGER LEWIS ACCOUNT
Santa Cruz, California
March 25, 2013
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CERTIFIED PUBLIC ACCOUNTANTS AND BUSINESS ADVISORS

REPORT ON COMPLIANCE WITH REQUIREMENTS THAT COULD HAVE A DIRECT AND
MATERIAL EFFECT ON EACH MAJOR PROGRAM AND ON INTERNAL CONTROL OVER
COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133

To the Board of Directors
Resource Conservation District

of Santa Cruz County
Capitola, California

Compliance

We have audited the compliance of the Resource Conservation District of Santa Cruz County with the
types of compliance requirements described in the U.S. Office of Management and Budget (OMB)
‘Circular A-133 Compliance Supplement that could have a direct and material effect on each of
Resource Conservation District of Santa Cruz County’s major federal programs for the year ended
June 30, 2012. Resource Conservation District of Santa Cruz County’s major federal programs are
identified in the summary of auditor's results section of the accompanying schedule of findings and
questioned costs. Compliance with the requirements of laws, regulations, contracts, and grants
applicable to each of its major federal programs is the responsibility of Resource Conservation
District of Santa Cruz County’s management. Our responsibility is to express an opinion on Resource
Conservation District of Santa Cruz County’s compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted in
the United States of America; the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States; and OMB Circular A-
133, Audits of States, Local Governments, and Non-Profit Organizations. Those standards and OMB
Circular A-133 require that we plan and perform the audit to obtain reasonable assurance about
whether noncompliance with the types of compliance requirements referred to above that could have a
direct and material effect on a major federal program occurred. An audit includes examining, on a
test basis, evidence about Resource Conservation District of Santa Cruz County’s compliance with
those requirements and performing such other procedures as we considered necessary in the
circumstances. We believe that our audit provides a reasonable basis for our opinion. Our audit does
not provide a legal determination of Resource Conservation District of Santa Cruz. County’s
compliance with those requirements.

In our opinion Resource Conservation District of Santa Cruz County complied, in all material
respects, with the requirements referred to above that could have a direct and material effect on each
of its major federal programs for the year ended June 30, 2012.
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To the Board of Directors

Resource Conservation District
of Santa Cruz County

Page 2

Internal Control Over Compliance

Management of Resource Conservation District of Santa Cruz is responsible for establishing and
maintaining effective internal control over compliance with requirements of laws, regulations,
contracts, and grants applicable to federal programs. In planning and performing our audit, we
considered Resource Conservation District of Santa Cruz County's internal control over compliance
with the requirements that could have a direct and material effect on a major federal program in order
to determine our auditing procedures for the purpose of expressing our opinion on compliance and to
test and report on internal control over compliance in accordance with OMB Circular A-133, but not
for the purpose of expressing an opinion on the effectiveness of internal control over compliance.
Accordingly, we do not express an opinion on the effectiveness of Resource Conservation District of
Santa Cruz County's internal control over compliance.

A deficiency in internal control over compliance exists when the design or operation of a control over
compliance does not allow management or employees, in the normal course of performing their .
assigned functions, to prevent, or detect and correct, noncompliance with a type of compliance
requirement of a federal program on a timely basis. A material weakness in internal control over
compliance is a deficiency, or combination of deficiencies, in internal control over compliance, such-
that there is a reasonable possibility that material noncompliance with a type of compliance
requirement of a federal program will not be prevented, or detected and corrected, on a timely basis.

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

This report is intended solely for the information and use of the Board of Directors, management,
others within the organization, Federal and State awarding agencies and pass-through entities and is
not intended to be and should not be used by anyone other than these specified parties.

) ,
xﬁ%/ﬁm /Wz,%, (,’,j i
BERGER LEWIS ACCOUNTANCY CORPORATION

Santa Cruz, California
March 25,2013
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RESOURCE CONSERVATION DISTRICT OF SANTA CRUZ COUNTY

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

SECTION I SUMMARY

For the Year Ended June 30, 2012

Financial Statements:

Type of Auditor Report Issued: Ungqualified
Internal Control Over Financial Reporting:
Material Weakness(es) Identified Yes; 2012-1
Significant Deficiencies Identified No
Non Compliance Material to Financial Statements Identified: No
Federal Awards:
Internal Control Over Major Programs:
Material Weakness(es) Identified No
Significant Deficiencies Identified No
Type of Auditors' Report Issued on Compliance for Major Programs: Unqualified
Any Audit Findings Disclosed that are Required to be Reported in Accordance
With Section 510(a) of Circular A-133: No
Identification of Programs Tested as Major:
Amount Direct
Name Expended Award CFDA #
U.S. Forest Service - Pass Through Funds From CA Fire Safe Council:
: USFS: CAFSCII § 74,649 No 10.664
USFS: Fuels Reduction 64,404 No 10.664
U.S. Department of Agriculture:
USDA: MANA II 185,463 Yes 10.443
Dollar Threshold Used To Distinguish Between Type A & B Programs: $300,000
Auditee Qualified as a Low Risk Auditee: No
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RESOURCE CONSERVATION DISTRICT OF SANTA CRUZ COUNTY

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
SECTION 1I FINANCIAL STATEMENT FINDINGS

For the Year Ended June 30, 2012

Finding/Program

Findings/Non-Compliance

Questioned
Cost

CURRENT YEAR FINDING: FINANCIAL STATEMENTS AUDIT

MATERIAL WEAKNESS

2012-1 Significant Deficiency: Material Weakness

Condition The District did not prepare internal financial statements including
related note disclosures in accordance with generally accepted
accounting principles.

Criteria The District does not have in place controls that would assure the

Cause of Condition

Effect of Condition

Recommendation

Corrective Action Plan

preparation of internal financial statements and related note
disclosures in accordance with generally accepted accounting
principles.

As is common with an organization your size you do not have the
personnel to prepare the financial statements, including the related
notes in accordance with generally accepted accounting principles.

As part of the audit process the independent auditors drafted the
financial statements and related disclosures as well as performing
procedures to ensure that the related disclosures were complete.
Draft financial statements were submitted to the District for review
and approval.

We recommend that the District review this material weakness on
an annual basis.

We concur with this recommendation. It is not cost effective for the
District to hire additional staff to mitigate this item.




RESOURCE CONSERVATION DISTRICT OF SANTA CRUZ COUNTY

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
SECTION III FEDERAL AWARDS

For the Year Ended June 30, 2011

Questioned
Finding/Program Findings/Non-Compliance Cost

CURRENT YEAR FINDING
MAJOR FEDERAL PROGRAM-INTERNAL CONTROL OVER COMPLIANCE

None.
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RESOURCE CONSERVATION DISTRICT OF SANTA CRUZ COUNTY

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
SECTION Il FINANCIAL STATEMENT FINDINGS

For the Year Ended June 30, 2012

Finding/Program _ Findings/Non-Compliance

Questioned
Cost

PRIOR YEAR FINDING: FINANCIAL STATEMENTS AUDIT

MATERIAL WEAKNESS
2011-1 Significant Deficiency: Material Weakness
Condition The District did not prepare internal financial statements including

related note disclosures in accordance with generally accepted
accounting principles.

Criteria The District does not have in place controls that would assure the
preparation of internal financial statements and related note
disclosures in accordance with generally accepted accounting
principles.

Cause of Condition As is common with an organization your size you do not have the
personnel to prepare the financial statements including the related
notes in accordance with generally accepted accounting principles.

Effect of Condition As part of the audit process the independent auditors drafted the
financial statements and related disclosures as well as performing
procedures to ensure that the related disclosures were complete.
Draft financial statements were submitted to the District for review
and approval.

Recommendation We recommend that the District review this material weakness on
an annual basis.

Corrective Action Plan We concur with this recommendation. It is not cost effective for the
District to hire additional staff to mitigate this item.
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RESOURCE CONSERVATION DISTRICT OF SANTA CRUZ COUNTY

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
SECTION III FEDERAL AWARDS

For the Year Ended June 30, 2012

Finding/Program

Findings/Non-Compliance

PRIOR YEAR FINDING: MAJOR FEDERAL PROGRAM - COMPLIANCE

CFDA NUMBER(S):

INTERNAL CONTROL
OVER COMPLIANCE
REQUIREMENT:

AGENCIES:
FINDING TYPE:
2011-2

Finding

Criteria

Condition

Cause

Effect of Condition

Recommendation

Corrective Action Plan

Current Status

66.460

Davis Bacon
State Water Resources Control Board (CA)

Other Instances of Noncompliance

The District failed to monitor the Davis Bacon compliance
requirements on Rural Roads II. '

Under the Grant Agreement and the Code of Federal Regulations
(CFR) the Davis Bacon requirements apply to all laborers and
mechanics employed by contractors and subcontractors on projects
and should be paid wages at rates not less than those prevailing on
projects of a character similar in the locality.

The District failed to monitor the Davis Bacon requirements on the
Rural Roads II grant as required by the Grant Agreement.

The original grant award started prior to the implementation of the
District's Labor Compliance Program through a third party. While
the District included prevailing wage requirements in all of its
contracts with landowners and contractors and announced the wage
requirement at all bid meetings, the District did not complete further
monitoring for contractor compliance with prevailing wages as the
District was unable to obtain clarification of what this requirement
entailed.

The contractors and subcontractors were made aware of the
prevailing wage requirements, but the District did not complete
further monitoring to be sure the contractors complied.

We recommend that the District update their Davis Bacon
monitoring tools to ensure that all federal grants are reviewed for
Davis Bacon compliance requirements.

We concur with this recommendation.

Recommendation implemented.
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