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armarioLLP.com INDEPENDENT AUDITOR'S REPORT

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

Report on the Financial Statements

We have audited the accompanying 2014 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, 2014, and the
related notes to-the financial statements, which collectively comprise the District’s basis financial statements as
listed in the table of contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in accordance
with accounting principles generally accepted in the United States of America; this includes the design,
implementation, and maintenance of internal control relevant to the preparation and fair presentation of financial
statements that are free from material misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We conducted our
audit in accordance with auditing standards generally accepted in the United States of America and the standards
applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller General of
the United States. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditor’s judgment, including the assessment of the
risks of material misstatement of the financial statements, whether due to fraud or error. In making those risk
assessments, the auditor considers internal control relevant to the entity’s preparation and fair presentation of the
financial statements in order to design audit procedures that are appropriate in the circumstances, but not for the
purpose of expressing an opinion on the effectiveness of the entity’s internal control. Accordingly, we express no
such opinion. An audit also includes evaluating the appropriateness of accounting policies used and the
reasonableness of significant accounting estimates made by management, as well as evaluating the overall
presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinions.

An independent firm assatiated with
Moare Stephens Internationsi Limited

MOORE STEPHENS




Opinions

In our opinion, the 2014 financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities and each major fund of Resource Conservation
District of Santa Cruz County, as of June 30, 2014, and the respective changes in financial position for the year
then ended in accordance with accounting principles generally accepted in the United States of America.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require the management’s discussion
and analysis and budgetary comparison information on pages 4 through 6 and 27 through 28 be presented to
supplement the basic financial statements. Such information, although not a part of the basic financial statements,
is required by the Governmental Accounting 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 to 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. ;

Other Information

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. Such information is the
responsibility of management and was derived from and relates directly to the underlying accounting and other
records used to prepare the basic 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 basic financial statements or to the basic financial statements themselves, and other additional
procedures in accordance with auditing standards generally accepted in the United States of America. In our
opinion, the schedule of expenditures of federal awards is fairly stated, in all material respects, in relation to the
basic financial statements as a whole.



Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated March 24, 2015, 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 internal
control over financial reporting or on compliance. That report is an integral part of an audit performed in
accordance with Government Auditing Standards in considering Resource Conservation District of Santa Cruz
County’s internal control over financial reporting and compliance.

Report on Summarized Comparative Information

The financial statements as of and for the year ended June 30, 2013, were audited by Berger Lewis Accountancy
Corporation, whose practice became part of Armanino" as of January 1, 2015, and whose report dated March
28, 2014, expressed an unmodified opinion on those audited financial statements. In our opinion, the
summarized comparative information presented herein as of and for the year ended June 30, 2013, is consistent,
in all material respects, with the audited financial statements from which it has been derived.

R

Armanino™?

Santa Cruz, California
March 24, 2015




RESOURCE CONSERVATION DISTRICT OF SANTA CRUZ COUNTY
Management's Discussion and Analysis
June 30, 2014

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, 2014.

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 Position and Statement of Activities. The
Statement of Net Position reports all assets, liabilities, and deferred inflows/outflows of resources, with the
difference reported as net position. Over time, increases or decreases in net position may serve as a useful
indicator of whether the long term financial position of the District is improving or deteriorating. The Statement
of Activities presents information on how the net position of the District changed during the most recent fiscal
year, All changes in net position are reported as soon as the underlying event giving rise to the change occurs,
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, 2014

CONDENSED GOVERNMENT-WIDE FINANCIAL DATA

2014 2013
Current assets $ 1,410,983 $ 1,824,348
Fixed assets 560 2,696
Total assets $ 1,411,543 $ 1,827,044
Current liabilities $ 684,639 $ 1,158,735
Total liabilities 684,639 1,158,735
Net position
Net invested in capital assets 560 2,696
Unrestricted 726,344 665,613
Total net position 726,904 668,309
Total liabilities and net position $ 1,411,543 $ 1,827,044
Expenditures $ 2,598,347 $ 3.824,709
General revenues
Property tax 24,030 22,905
Use of money and property (interest income) 1,638 1,936
Aid from other government agencies 183 187
Other taxes - special district augmentation fund 28,900 28,902
Donations and other income 16,040 1,455
Grants ‘ 2,586,151 3,498,853
Change in net position $ 58,595 $ (270,471

FINANCIAL ANALYSIS OF THE DISTRICT AS A WHOLE

The District's net position increased by $58,595 for the fiscal year ended June 30, 2014, or 8.7 percent, to a total of
$726,904. Ofthe $726,904 in net position, $560 is invested in capital assets (net of accumulated depreciation).

FINANCIAL ANALYSIS OF THE DISTRICT'S FUNDS

Governmental fund balances decreased by $148,485 for the fiscal year ended June 30, 2014. 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, 2014

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, 2014, total expenditures
were budgeted at $4,260,341. Actual amount of expenditures were $2,598,597 for the year. The majority of the
variance between budget and actual was due to the timing of one or more of the major programs funded with grant
revenue, For line item variances see the budgetary comparisons schedule presented as required supplementary
information (governmental fund basis).

CAPITAL ASSETS

As of June 30, 2014, the District had invested $40,489, consisting of office furniture and equipment. There were
no 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 136, Capitola, California 95010,



GOVERNMENT-WIDE FINANCIAL STATEMENTS




RESOURCE CONSERVATION DISTRICT OF SANTA CRUZ COUNTY
Statement of Net Position
Statement A
For the Year Ended June 30, 2014
(With Comparative Totals for 2013)

Current assets
Cash
Accounts receivable - grant contracts
Prepaid expenses
Total current assets

Fixed assets
Furniture and equipment
Less: accumulated depreciation
Total fixed assets

Total assets

LIABILITIES AND NET POSITION

Current liabilities
Accounts payable
Accrued payroll
Grant funds received in advance
Compensated absences payable
Total current liabilities

“Net position
Net investment in fixed assets
Unrestricted net position
General fund
Total net position

Total liabilities and net position

2014 2013
360,131 517,709
1,035,061 1,278,696
15,791 27,943
1,410,983 1,824,348
40,489 40,489
(39,929) (37,793)
560 2,696
1,411,543 1,827,044
641,082 1,022,004
16,056 18,187
- 88,657
27,501 29,887
684,639 1,158,735
560 2,696
726,344 665,613
726,904 668,300
1,411,543 1,827,044

The accompanying notes are an integral part of these financial statements.



RESOURCE CONSERVATION DISTRICT OF SANTA CRUZ COUNTY
Statement of Activities
Statement B
For the Year Ended June 30, 2014
(With Comparative Totals for 2013)

Program Revenues

Charges
for Operating  Capital
Expenditures  Services Grants Grants 2014 2013
Expenditures
Salaries and employee benefits $ 851,985 $ - $ - $ - $ 851,985 $1,014,723
Services and supplies 1,744,226 - - - 1,744,226 2,807,850
Depreciation expense 2,136 - - - 2,136 2,136
Total expenditures 2,598,347 - - - 2,598,347 3,824,709
General revenues
Property taxes 24,030 22,905
Other taxes (special district
augmentation fund) 28,900 28,902
Use of money and property 1,638 1,936
Aid From other governmental
agencies (home owners
property tax relief) 183 187
Donations and other income 16,040 1,455
Grants 2,586,151 3,498,853
Total revenues 2,656,942 3,554,238
Change in net position v 58,595 (270,471)
Net position
Net position beginning of year 668,309 938,780
Net position end of year $ 726,904 $ 668,309

The accompanying notes are an integral part of these 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, 2014
(With Comparative Totals for 2013)

Assets
Cash
Accounts receivable - grant contracts
Prepaid expenses

Total assets

LIABILITIES AND FUND BALANCES

Liabilities
Accounts payable
Accrued payroll
Grant funds received in advance
Total liabilities

Fund balances
Nonspendable fund balance
Prepaid expenses
Unassigned fund balance
Unreserved, undesignated
Total fund balances

Total liabilities and fund balances

The accompanying notes are an integral part of these financial statements.

Governmental
Fund Types
General Fund
2014 2013

360,131 $ 517,709
351,717 802,182
15,791 27,943
727,639 $ 1,347,834
641,082 $ 1,022,004
16,056 18,187
- 88,657
657,138 1,128,848
15,791 27,943
54,710 218,986
70,501 218,986
727,639 $ 1,347,834




RESOURCE CONSERVATION DISTRICT OF SANTA CRUZ COUNTY
Reconciliation of the Governmental Fund Balance
Sheet to the Government-Wide Statement of Net Position
Statement D
For the Year Ended June 30, 2014
(With Comparative Totals for 2013)

2014

2013

Total fund balances - governmental funds (Statement C) $ 70,501

The purchase of capital assets are reported as expenditures as they are
incurred in the governmental funds. The statement of net position
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 40,489
Less: accumulated depreciation (39,929)

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. 683,344

Compensated absences are reported in the government-wide statement

of net position, but they do not require the use of current financial

resources. Therefore, the liability is not reported in governmental

funds. (27,501)

$ 218,986

40,489

(37,793)

476,514

(29,887)

Net position (Statement A) $ 726,904

$ 668,309

The accompanying notes are an integral part of these financial statements.
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RESOURCE CONSERVATION DISTRICT OF SANTA CRUZ COUNTY
Statement of Revenues, Expenditures
and Changes in Fund Balances - Governmental Funds
Statement E
For the Year Ended June 30, 2014
(With Comparative Totals for 2013)

General Fund

2014 2013
Revenues
Property taxes $ 24,030 $ 24,814
Use of money and property 1,638 1,936
Aid from other governmental agencies 183 187
Grants 2,112,956 3,288,453
Other revenue 311,305 230,170
Total revenues 2,450,112 3,545,560
Expenditures
Salaries and employee benefits 854,371 1,015,279
Services and supplies 1,744,226 2,807,850
Total expenditures 2,598,597 3,823,129
Excess (deficiency) of revenues over
expenditures (148,485) (277,569)
Fund balances beginning of year 218,986 496,555
Fund balances end of year $ 70,501 $ 218,986

The accompanying notes are an integral part of these financial statements.
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RESOURCE CONSERVATION DISTRICT OF SANTA CRUZ COUNTY
Reconciliation of the Statement of Revenues, Expenditures and Changes
in Fund Balances of Governmental Funds to the Statement of Activities

Statement I
For the Year Ended June 30, 2014
(With Comparative Totals for 2013)

2614

2013

Net change in fund balances - total governmental funds (Statement E) $  (148,485)

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 (2,136)

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.
206,830

Prop 1A borrowing repaid in fiscal year ended June 30, 2013

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. 2,386

$

(277,569)

(2,1-36)

10,587

(1,909)

556

Change in net position of governmental activities (Statement B) $ 58,595

$

(270,471)

The accompanying notes are an integral part of these financial statements.

-12 -



RESOURCE CONSERVATION DISTRICT OF SANTA CRUZ COUNTY
Notes to Financial Statements
June 30, 2014

General Information

Organization

The Santa Cruz County Resource Conservation District (the “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. The mission of the District is to help people protect, conserve,

and restore natural resources though information, education, and technical assistance programs.

District officials

The District is governed by a board of directors. The following were in office at June 30, 2014:

Term Expires

November
James McKenna, President . 2014
Michael Manfre, Vice President 2016
Roberta Smith 2014
John Ricker 2016
Howard Liebenberg 2016
Robert Ketley 2014
Gordon Claassen 2016

The Executive Director at June 30, 2014 was Chris Coburn. 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.

-13 -




RESOURCE CONSERVATION DISTRICT OF SANTA CRUZ COUNTY
Notes to Financial Statements
June 30, 2014

2.  Summary of 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.,

b. Financial statement presentation

Government-wide financial statements

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

The basic Government-Wide 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
Position. The Statement of Activities presents changes in net position. Under the accrual basis of
accounting, revenues are recognized in the period in which they are earned while expenses are
recognized in the period the liability is incurred.

The District’s governmental-wide net position is classified in the following categories:

Net investment in capital assets

Includes amount of the net position that is invested in capital assets net of accumulated depreciation
and 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.

-14-




RESOURCE CONSERVATION DISTRICT OF SANTA CRUZ COUNTY
Notes to Financial Statements
June 30,2014

2. Summary of Significant Accounting Policies (continued)

b. Financial statement presentation (continued)

Governmental fund financial 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 position presented in the Government-Wide financial
statements. The District reports the following governmental fund: General Fund. The general fund
accounts for all of the financial resources of the District.

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.

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.

-15-



RESOURCE CONSERVATION DISTRICT OF SANTA CRUZ COUNTY
Notes to Financial Statements
June 30, 2014

2. Summary of Significant Accounting Policies (continued)

b.

Financial statement presentation (continued)
Governmental fund financial statements (continued)

Unassigned

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

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 are 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.

Cash in county treasury

The District’s cash is held in the County of Santa Cruz Treasury Pool and is considered cash. See Note 3
to the financial statements for information regarding the Pools investments, interest rate risk,
concentration of credit risk and custodial credit risk.

Accounts receivable

All accounts receivable, if any, are shown net of any allowance for uncollectible accounts. All receivables
which have been remitted within 60 days subsequent to fiscal year end are considered measurable and
available and recognized as income in the government-fund financial statements.

Prepaid items

Certain payments to vendors reflect costs applicable to future fiscal years and are recorded as prepaid
items in both the government-wide and government fund financial statements, as applicable.

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, 2014, 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 $ 3,000

-16 -



RESOURCE CONSERVATION DISTRICT OF SANTA CRUZ COUNTY
Notes to Financial Statements
June 30, 2014

2. Summary of Significant Accounting Policies {continued)

g. Capital assets (continued)

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

h. 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.

i.  Liability for compensated absences

The District is required to recognize a liability for employees' rights to receive compensation for future
absences. On June 30, 2014 and 2013, the liability for compensated absences was $27,501 and $29,887,
respectively. None of the liability for compensated absences is expected to be liquidated with expendable
available financial resources; accordingly, compensated absences are accrued as a liability only in the
government-wide financial statements.

j. Long-term debt

In the government-wide financial statements long-term debt is reported as a liability in the Statement of
Net Position, The District had no long term debt as of June 30, 2014.

k. 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,
2014 and 2013, 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.

-17-




3.

Pooled Cash and Investments (continued)

June 30,2014

RESOURCE CONSERVATION DISTRICT OF SANTA CRUZ COUNTY
Notes to Financial Statements

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, 2013 was

distributed on the second business day during July 2013, and is shown as part of receivables on the financial statements.

The following is a summary of cash and investments at June 30, 2013:

Cash and
investments

Restricted cash
& investments

Total cash and
investments

Government-Wide Statement of Net Assets

Primary Governments Component Unit Fiduciary Funds
Santa Cruz Private
Business County Purpose
Governmental Type Sanitation Agency Investment Trust County
Activities Activities Total District Funds Trust Fund Fund Total

$ 211,487,624 $§ 8,232,528  $219,720,152 § 22722985 $ 36,547,947  § 358,813,874  § 20,539,610  $ 658,344,568
6,582,547 5,861,316 12,443,863 1,622,865 - - 12,957,371 27,024,099
$ 218,070,171 $ 14,093,844 $232,164,015 $ 24,345850 $ 36,547,947 $ 358,813,874 $ 33,496,981 $ 685,368,667

-18 -



RESOURCE CONSERVATION DISTRICT OF SANTA CRUZ COUNTY
Notes to Financial Statements
June 30, 2014

3. Pooled Cash and Investments (continued)

Cash and Restricted Cash

Investments & Investments Total
Primary government and fiduciary funds
Cash on hand or imprest cash $ 3,192,381 $ - $ 3,192,381
Cash deposits in treasury pool 7,995,810 - 7,995,810
Investments in treasury pootl 624,433,392 - 624,433,392
Restricted investments in other pools - 19,539,918 19,539,918
Restricted cash deposits in treasury pool
Davenport County Sanitation District - 16,408 16,408
County Disposal Sites CSA 9C - 5,844,908 5,844,908
Total 635,621,583 25,401,234 661,022,817
Component unit
Investments in treasury pool 22,722,985 652,928 23,375,913
Restricted investments in other banks - 969,937 969,937
Total 22,722,985 1,622,865 24,345,850

Total cash and investments

$ 658,344,568

$ 27,024,099

$ 685,368,667

At June 30, 2013, 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 $ 48,480 $ 3,143,901 $ 3,192,381
Deposits 7,995,810 - 7,995,810
Investments 630,294,708 19,539,918 649,834,626
Total primary government 638,338,998 22,683,819 661,022,817
Component unit
Investments 23,375,913 969,937 24,345,850
Total component unit 23,375,913 969,937 24,345,850
Total reporting unit $ 661,714,911 $ 23,653,756 $ 685,368,667

The carrying amounts of the County's cash deposits were $7,995,810 at June 30, 2013. Bank balances at June
30, 2013 were $22,566,732, which were fully insured or collateralized with securities held by the pledging
financial institutions in the County's name as discussed below.
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RESOURCE CONSERVATION DISTRICT OF SANTA CRUZ COUNTY
Notes to Financial Statements
June 30, 2014

3. Pooled Cash and Investments (continued)

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 10% None
U.S. Treasury Obligations S Years 100% None
U.S. Government Agency Obligations 5 Years 100% 25%
State of California Obligations 5 Years 10% None
Bankers' Acceptances 180 days 40% 10%
Commercial Paper 270 days 25% 10%
Negotiable Certificates of Deposit 5 Years 30% None
Non-Negotiable Certificates of Deposit 180 days 10% 10%
Repurchase Agreements 1 Year 100% 10%
Medium Term Notes 5 Years 30% 10%
Mutual Funds/Money Market Mutual Funds N/A 20% 10%
Local Agency Investment Fund (LATIF) 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 fair value. The fair value of investments generally
changes with fluctuations of interest rates. When interest rates fall, the fair value of investments increases, and
conversely when interest rates rise, the fair value of investments could fall below the original cost of the
investments, A rise in interests rates in June 2013 resulted in a material decrease of $2,418,121 in the fair
value of pool investments at June 30, 2013, which has been recorded in the financial statements of all funds
with equity in pooled cash and investments in the County Treasury.
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RESOURCE CONSERVATION DISTRICT OF SANTA CRUZ COUNTY
Notes to Financial Statements
June 30, 2014

3. Pooled Cash and Investments (continued)

Investments

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.

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, 2013, the County had the following investment maturities:

Investment Maturities (In Years)

Investment Type Fair Value Less Than 1 1to2 " 2t03 3tod More than 4

U.S. Treasury Securities $ 281,327,441 $ 133,085,390 $ 107,529,160 $ 10,963,187 $ 15,089,100 $ 14,660,604
Federal Agency Securities 214,619,259 41,118,440 7,995,120 94,857,409 41,365,290 29,283,000
Corporate Bonds and Notes 19,993,700 - 10,003,200 9,990,500 - -
Medium Term Notes - Other 16,000,000 16,000,000 - - - -
Money Market Mutual Funds 25,582,547 25,582,547 - - - -
Local Agency Investment Fund (LAIF) 50,024,364 50,024,364 - - - -
Certificates of Deposit 50,017,158 50,017,158 - - - -
Investment Agreements 969,937 - - - - 969,937

Total Investments $ 658,534,406 $ 315,827,899 $ 125,527,480 $ 115,811,096 $ 56,454,390 $ 44,913,541

Concentration of Credit Risk

At June 30, 2013, 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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Notes to Financial Statements
June 30, 2014

3. 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, 2013.

Standard Percentage
Investment Type & Poor's Moody's of Portfolio
U.S. Treasury Securities AA+ Aaa 42.72%
Federal Agency Securities AA+ Aaa 32.59%
Corporate Notes and Bonds AA+AA- Aa3 3.04%
Medium Term Notes - Other Unrated Unrated 2.43%
Money Market Mutual Funds Unrated Unrated 3.88%
Local Agency Investment Fund (LAIF) Unrated Unrated 7.59%
Certificates of Deposit Al+ Aa3/Aa2 7.60%
Investment Agreerhents AAA Aa3 0.15%
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
June 30, 2014

3. 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,
2013, 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, 2013, the County had $50,024,364 invested in LAIF, which had invested 0.33% of the pool
investment funds in Structured Notes and Asset-Backed Securities as compared to 0.51% in the previous year.
LAIF provided a fair value factor of 1.000273207 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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Notes to Financial Statements
June 30, 2014

4. Changes in Fixed Assets

2014
Balance Balance
July 1,2013 Additions Deletions June 30,2014
Furniture, office equipmen
and computers : $ 40,489 $ 40,489
Accumulated depreciation $ (37,793) $ (2,136) $ (39,929)
2013
Balance Balance
July 1, 2012 Additions Deletions June 30,2013
Furniture, office equipment
and computers $ 40,489 $ 40,489
Accumulated depreciation $ (35,657) % (2,136) $ (37,793)

5. Changes in Compensated Absences

A summary of changes in compensated absences for the District for the yéars ended June 30, 2014 and 2013, |
are as follows: |

2014
Balance Balance
July 1, 2013 Additions Deletions June 30,2014
Accumulated unpaid
compensated absences $ 29,887 $ 46,764 $ 49,150 $ 27,501
2013
Balance Balance
July 1, 2012 Additions Deletions June 30, 2013
Accumulated unpaid
compensated absences $ 30,443 $ 58,282 $ 58,838 $ 29,887
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RESOURCE CONSERVATION DISTRICT OF SANTA CRUZ COUNTY
Notes to Financial Statements
June 30, 2014

.__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' Compensation: 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 employees 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 $ 750,000

Property coverage

Includes fire, theft and flood: each occurrence ' $ 1,000,000,000
(replacement cost for scheduled property)
Boiler and machinery coverage: each occurrence $ 100,000,000

(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
June 30, 2014

The District leases office space in Capitola, California under a lease agreement that expires on July 31, 2015.
As of June 30, 2014 monthly rent totals $5,149 per month with a rent increase scheduled for August 1, 2014.
Total rent expense for the fiscal years ended June 30, 2014 and 2013 were $70,833 and $74,792,
respectively. Minimum rent payments through the end of the lease term are; $63,636 for the year ending June
30,2015, and $5,303 for the one month period July 2015.

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, 2014 and 2013, the District contributed $20,827 and

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

7. Leases
8. Retirement Plan
$20,013, respectively, to the plan.
9. Concentration of Risk
the grant.
10. Subsequent Events

The District’s management has evaluated events and transactions subsequent to June 30, 2014 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, 2014. Subsequent
events have been evaluated through March 24, 2015, the date the financial statements became available to be
issued. :
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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 30,2014

Revenues

Property taxes
Current secured
Current unsecured
Current secured - supplemental
Current unsecured - supplemental
Prior years
Total property taxes

Use of money and property - interest

Aid from other governmental
agencies
Homeowners' property tax relief
Contributions from other
governmental agencies
Total aid from other
governmental agencies

Grants
State - other
Federal - other
Total grants

Other revenue
Other funds - special district
augmentation fund
Contributions and donations
Other revenue
Other revenue
Total other revenue

Total revenues

2014

Adjusted Variance

Final Final Favorable
Budget Budget - Actual (Unfavorable)
§ 20,000 $ 20,000 § 22,682 $ 2,682
- - 462 462

- - 219 219

- - 1 1

- - 666 666
20,000 20,000 24,030 4,030
1,500 1,500 1,638 138

- - 183 183
26,091 26,091 - (26,091)
26,091 26,091 183 (25,908)
3,197,344 3,197,344 1,825,407 (1,371,937)
387,577 387,577 287,549 (100,028)
3,584,921 3,584,921 2,112,956 (1,471,965)

28,900 28,900 28,900 -

- - 15,226 15,226

- - 814 814
225,023 225,023 266,365 41,342
253,923 253,923 311,305 57,382
$ 3,886,435 $ 3,886,435 $ 2,450,112 $ (1,436,323)
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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, 2014

2014
Adjusted Variance
Final Final . Favorable
Expenditures Budget Budget Actual (Unfavorable)
Salaries and employee benefits
Regular pay § 663,790 § 663,790 $ 707313 $  (43,523)
Social security 41,155 41,155 51,669 (10,514)
Employee insurance and benefits 200,905 200,905 84,731 116,174
Unemployment insurance 45,802 45,802 6,253 39,549
Workers' compensation 5,961 5,961 4,405 1,556
Total salaries and employee
benefits 957,613 957,613 854,371 103,242
Services and supplies
Telephone 11,148 11,148 5,192 5,956
Insurance 26,766 26,766 11,460 15,306
Memberships 4,244 4,244 2,196 2,048
Postage 3,984 3,984 5,654 (1,670)
Supplies 48,691 48,691 18,455 30,236
Accounting and auditing 46,024 46,024 41,535 4,489
Legal services 17,024 17,024 1,123 15,901
Professional services 2,727,034 2,727,034 1,535,368 1,191,666
Publication printing costs 22,090 22,090 13,615 8,475
Legal notices 903 903 - 903
Rents and leases - structures 93,692 93,692 68,493 25,199
Special district expense - services 20,632 20,632 24,682 (4,050)
Mileage , 21,414 21,414 13,131 8,283
Utilities 7,099 7,099 3,322 3,777
Total service and supplies 3,050,745 3,050,745 1,744,226 1,306,519
Fixed assets - equipment - - - -
Appropriations for contingencies 251,983 251,983 - 251,983
Total expenditures $ 4,260,341 $ 4,260,341 $ 2,598,597 $ 1,661,744
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RESOURCE CONSERVATION DISTRICT OF SANTA CRUZ COUNTY

Schedule of Expenditures of Federal Awards

For the Year Ended June 30, 2014

Federal Grantor

U.S. Fish and Wildlife Service
USFWS: Willow Canyon

USFWS: Wetlands
USFWS: Branciforte dam
USFWS: Ellicott NWR

U.S. Department of Agriculture
 Natural Resources Conservation Service
USDA: Farmers market
USDA: MANA T
USDA: Wildlife habitat
USDA: 2012 IWM

Pass Through Funding Received

American Rivers
Pass through funding
Community based restoration program
partnership Cahill dam removal

California Department of Food and
Agriculture (CDFA)
Pass through funding
Project: specialty crop block grant
program - farm bill, 2012 award
#12-25-B-1448: performance-based
conservation incentives for berries

U.S. Bureau of Land Management
Pass through funding
BLM COAST DAIRIES 15

State Water Resources Control Board (CA):
Pass through funding: projects:
Pinto Lake
2013 rural roads (Federal Clean Water
Act section 319(h))

Federal Federal/State
Major CFDA Agency Grant Federal
Program  Number Number Expenditures
15.630 81440-B-J313 § 16,665
15.630 &

15.631 F12AC01203 14,194

15.608 F13AC00686 12,497

15.608 F12AC00950 20,711

64,067

10.168 12-25-G-1305 17,283

10.443 59-2501-10-032-1 89,403

10.902 68-9104-3-178 4,200

10.912 65-9104-02-952 27,685

138,571

X 11.463 491 110,000
X 10.170 SCB12044 121,146
15.236 LO9ACI5820 1,359

X 66.460 10-443-553 5,165
X 66.460 12-408-253 168,191
173,356

$ 608,499
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RESOURCE CONSERVATION DISTRICT OF SANTA CRUZ COUNTY
Notes to Schedule of Expenditures of Federal Awards
June 30, 2014

Basis of Presentation

The accompanying Schedule of Expenditures of Federal Awards (the "Schedule") has been prepared in
accordance with Office of Management and Budget (OMB) Circular A-133, Audits of States, Local
Governments, and Not-for-Profit Organizations. The purpose of the Schedule is to present a summary of
those activities of the District for the year ended June 30, 2014 which have been financed by federal awards,
Because the Schedule presents only the federal awards activity of the Organization, it is not intended to, and
does not present the changes in net position or fund balance of the District.

Summary of Significant Accounting Policies

Expenditures reported on the Schedule are reported on the accrual basis of accounting. Such expenditures
are recognized following the cost principles contained in OMB Circular A-87, Cost Principles for State,
Local, and Indian Tribal Governments, wherein certain types of expenditures are not allowable or are limited
as to reimbursement. CFDA numbers and pass-through entity identification numbers are presented where
available.
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INDEPENDENT AUDITOR’S 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

To the Board of Directors
Resource Conservation District

of Santa Cruz County
Capitola, California

We have audited, in accordance with the auditing standards generally accepted in the United States of America
and the standards applicable to financial audits contained in Government Auditing Standard issued by the
Comptroller General of the United States, 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, 2014, and the
related notes to the financial statements, which collectively comprise Resource Conservation District of Santa
Cruz County’s basic financial statements, and have issued our report thereon dated March 24, 2015.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered Resource Conservation District
of Santa Cruz County’s internal control over financial reporting (internal control) to determine the audit
procedures that are appropriate in the circumstances for the purpose of expressing our opinions 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. Accordingly, we do not express an opinion on the effectiveness
of Resource Conservation District of Santa Cruz County’s internal control.

Our consideration of internal control was for the limited purpose described in the preceding paragraph and was
not designed to identify all deficiencies in internal control that might be material weaknesses or significant
deficiencies and therefore, material weaknesses or significant deficiencies may exist that were not identified.
However, as described in the accompanying schedule of findings and questioned costs, we identified certain
deficiencies in internal control that we consider to be material weaknesses.

A deficiency in internal control 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 a combination of deficiencies, in internal
control such that there is a reasonable possibility that a material misstatement of the entity’s financial statements
will not be prevented, or detected and corrected on a timely basis. A significant deficiency is a deficiency, or a
combination of deficiencies, in internal control that is less severe than a material weakness, yet important enough
to merit attention by those charged with governance.

We consider the deficiency described as 2014-1 in the accompanying schedule of findings and questioned costs
to be a material weakness.

i
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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. '

Resource Conservation District of Santa Cruz County’s Responses to Findings

The Resource Conservation District of Santa Cruz County’s response to the finding identified in our audit is
described in the accompanying schedule of findings and questions costs. Resource Conservation District of
Santa Cruz County’s response was not subjected to the auditing procedures applied in the audit of the financial
statements, and accordingly, we express no opinion on it.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and compliance and the
results of that testing, and not to provide an opinion on the effectiveness of the entity’s internal control or on
compliance. This report is an integral part of an audit performed in accordance with Government Auditing
Standards in considering the entity’s internal control and compliance. Accordingly, this communication is not

suitable for any other purpose.

Armaninot?

Santa Cruz, California
March 24, 2015
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INDEPENDENT AUDITOR’S REPORT ON COMPLIANCE FOR EACH MAJOR PROGRAM AND ON

INTERNAL CONTROL OVER COMPLIANCE REQUIRED BY OMB CIRCULAR
A-133

To the Board of Directors
Resource Conservation District

of Santa Cruz County
Capitola, California

Report on Compliance for Each Major Federal Program

We have audited Resource Conservation District of Santa Cruz County’s compliance with the types of
compliance requirements described in the 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, 2014. 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.

Management’s Responsibility

Management is responsible for compliance with the requirements of laws, regulations, contracts, and grants
applicable to its federal programs.

Auditor’s Responsibility

Our responsibility is to express an opinion on compliance for each of Resource Conservation District of Santa
Cruz County’s major federal programs based on our audit of the types of compliance requirements referred to
above. 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 on compliance for each major federal

program. However, our audit does not provide a legal determination of Resource Conservation District of Santa
Cruz County’s compliance.
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Opinion on Each Major Federal Program

In our opinion, Resource Conservation District of Santa Cruz County, complied, in all material respects, with the
types of compliance 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, 2014.

Report on Internal Control Over Compliance

Management of Resource Conservation District of Santa Cruz County is responsible for establishing and
maintaining effective internal control over compliance with the types of compliance requirements referred to
above. In planning and performing our audit of compliance, we considered Resource Conservation District of
Santa Cruz County’s internal control over compliance with the types of requirements that could have a direct and
material effect on each major federal program to determine the auditing procedures that are appropriate in the
circumstances for the purpose of expressing an opinion on compliance for each major federal program 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.

A significant deficiency in internal control over compliance is a deficiency, or a combination of deficiencies, in
internal control over compliance with a type of compliance requirement of a federal program that is less severe
than a material weakness in internal control over compliance, yet important enough to merit attention by those
charged with governance.

Our consideration of 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
material weaknesses or significant deficiencies. We did not identify any deficiencies in internal control over
compliance that we consider to be material weaknesses. However, material weaknesses may exist that have not
been identified.

The purpose of this report on internal control over compliance is solely to describe the scope of our testing of
internal control over compliance and the results of that testing based on the requirements of OMB Circular A-
133. Accordingly, this report is not suitable for any other purpose.

R, Y

Armanino™

Santa Cruz, California
March 24, 2015
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RESOURCE CONSERVATION DISTRICT OF SANTA CRUZ COUNTY
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2014

[Section I - Summary of Auditor's Results

Financial Statements

Type of auditors' report issued: ' Unmodified
Internal control over financial reporting:
Material weakness(es) identified Yes; 2014-1
Significant deficiencies identified None reported
Non compliance material to financial statements identified: No
Federal Awards
Internal control over major programs:
Material weakness(es) identified No
Significant deficiencies identified None reported
Type of Auditor's report issued on compliance for major programs: Unmodified

Any audit findings disclosed that are required to be reported in accordance
with section 510(a) of OMB Circular A-133; No

Identification of Major Programs:

Amount Direct
Name of Federal Program or pass through agency name Expended Award CFDA Number

American Rivers
Pass through funding :
Community based restoration program partnership
Cahill dam removal $ 110,000 No 11.463

California Department of Food and Agriculture (CDFA)
Pass through funding
Project: specialty crop block grant program - farm
bill, 2012 award #12-25-B-1448: performance-based
conservation incentives for berries 121,146 No 10.170

State Water Resources Control Board (CA):
Pass through funding: projects:
Pinto Lake 5,165 No 66.460
2013 rural roads (Federal Clean Water Act ‘
section 319(h)) 168,191 No 66.460

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

Finding/Program

Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2014

Findings/Non-Compliance

Questioned
Cost

[Section II - Financial Statement Findings

2014-1

Condition

Criteria

Cause of Condition

Effect of Condition

Recommendation

Corrective Action Plan

Material Weakness

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

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.

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.
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RESOURCE CONSERVATION DISTRICT OF SANTA CRUZ COUNTY
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2014

Questioned
Finding/Program Findings/Non-Compliance Cost

[Section III - Federal Award Findings and Questioned Costs

There are no federal award findings or questioned costs to be reported.
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RESOURCE CONSERVATION DISTRICT OF SANTA CRUZ COUNTY

Finding/Program

Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2014

Findings/Non-Compliance

Questioned
Cost

|Section IV - Status of Prior Year Audit Findings

2013-1

Condition

Criteria

Cause of Condition

Effect of Condition

Recommendation

Corrective Action Plan

Status

Material Weakness

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

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.

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.

The District reviews internal control over financial reporting and

revises as appropriate; however it is not cost effective for the
District to hire additional staff to mitigate this item.

-38 -



RESOURCE CONSERVATION DISTRICT OF SANTA CRUZ COUNTY
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2014

. Questioned
Finding/Program Findings/Non-Compliance Cost

[Section V - Status of Prior Year Federal Award Findings and Questioned Costs

There were no federal award findings or questioned costs.
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