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Independent Auditor’'s Report

Board of Commissioners
Santa Cruz Local Agency Formation Commission
Santa Cruz, California

Report on the Audit of the Financial Statements
Opinion

We have audited the financial statements of the governmental activities and each major fund of the
Santa Cruz Local Agency Formation Commission (the “"Commission”), as of and for the year ended
June 30, 2024, and the related notes to the financial statements, which collectively comprise the
Commission’s basic financial statements as listed in the table of contents.

In our opinion, the accompanying financial statements present fairly, in all material respects, the
respective financial position of the governmental activities and the major fund of the Commission as
of June 30, 2024, and the respective changes in its financial position for the year then ended in
accordance with accounting principles generally accepted in the United States of America.

Basis for Opinion

We conducted our audit in accordance with auditing standards generally accepted in the United States
of America (GAAS). Our responsibilities under those standards are further described in the Auditor’s
Responsibilities for the Audit of the Financial Statements section of our report. We are required to
be independent of the Commission and to meet our other ethical responsibilities, in accordance with
the relevant ethical requirements relating to our audit. We believe that the audit evidence we have
obtained is sufficient and appropriate to provide a basis for our audit opinions.

Responsibilities of Management for the Financial Statements

The Commission’s management is responsible for the preparation and fair presentation of the
financial statements in accordance with accounting principles generally accepted in the United States
of America, and for 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.

In preparing the financial statements, management is required to evaluate whether there are
conditions or events, considered in the aggregate, that raise substantial doubt about the
Commission’s ability to continue as a going concern for one year after the date that the financial
statements are issued.



Auditor’s Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole
are free from material misstatement, whether due to fraud or error, and to issue an auditor’s report
that includes our opinion. Reasonable assurance is a high level of assurance but is not absolute
assurance and therefore is not a guarantee that an audit conducted in accordance with GAAS will
always detect a material misstatement when it exists. The risk of not detecting a material
misstatement resulting from fraud is higher than for one resulting from error, as fraud may involve
collusion, forgery, intentional omissions, misrepresentations, or the override of internal control.
Misstatements are considered material if there is a substantial likelihood that, individually or in the
aggregate, they would influence the judgment made by a reasonable user based on the financial
statements.

In performing an audit in accordance with GAAS, we:

e Exercise professional judgment and maintain professional skepticism throughout the audit.

e Identify and assess the risks of material misstatement of the financial statements, whether
due to fraud or error, and design and perform audit procedures responsive to those risks.
Such procedures include examining, on a test basis, evidence regarding the amounts and
disclosures in the financial statements.

e Obtain an understanding of internal control relevant to the audit 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 Commission’s internal control. Accordingly, no such
opinion is expressed.

e Evaluate the appropriateness of accounting policies used and the reasonableness of significant
accounting estimates made by management, as well as evaluate the overall presentation of
the financial statements.

e Conclude whether, in our judgment, there are conditions or events, considered in the
aggregate, that raise substantial doubt about the Commission’s ability to continue as a going
concern for a reasonable period of time.

We are required to communicate with those charged with governance regarding, among other
matters, the planned scope and timing of the audit, significant audit findings, and certain internal
control-related matters that we identified during the audit.

Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the
Management’s Discussion and Analysis, Schedule of Revenues, Expenditures, and Changes in Fund
Balance - Budget and Actual - General Fund, the Schedule of the Plan’s Proportionate Share of the
Net Pension Liability and the Schedule of Plan Contributions be presented to supplement the basic
financial statements. Such information is the responsibility of management and, 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 Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated February
20, 2025 on our consideration of the Commission’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 solely 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 Commission’s internal control over financial reporting and compliance.

DavisFarrLLP

Irvine, California
February 20, 2025



SANTA CRUZ LOCAL AGENCY FORMATION COMMISSION
Management’s Discussion and Analysis

Year ended June 30, 2024

This section of the Santa Cruz Local Agency Formation Commission’s (the Commission) basic
financial statements presents our analysis of the Commission’s financial performance during the
year ended June 30, 2024, and other significant conditions and events. This section should be read
in conjunction with the financial statements which follow. The fiscal year ended June 30, 2024 is
the first year of implementation of the Management’s Discussion and Analysis and as such includes
information only related to the year then ended. In future years, when prior-year information is
available, a comparative analysis of data will be presented.

Using the Accompanying Financial Statements

This annual report consists of a series of financial statements. The Statement of Net Position and
the Statement of Activities provide information about the activities of the Commission as a
whole and present a longer-term view of the Commission's finances. Also included in the
accompanying report are fund financial statements. For governmental activities, the fund financial
statements tell how these services were financed in the short-term as well as what remains for
future spending. Fund financial statements also report the Commission's operations in more
detail than the government-wide statements by providing information about the Commission's
most significant revenues and expenditures.

OVERVIEW OF THE FINANCIAL STATEMENTS

The annual report consists of two parts - management'’s discussion and analysis (this section), and
the basic financial statements. The basic financial statements include two kinds of statements that
present different views of the Commission.

The first two statements are government-wide financial statements that provide both /ong-term
and short-term information about the Commission's overall financial status. The remaining
statements are fund financial statements that focus on individual parts of the Commission,
reporting the Commission's operations in more detail than the government-wide statements. The
financial statements also include notes that explain some of the information in the financial
statements and provide more detailed data.

Reporting the Commission as a Whole

The accompanying government-wide financial statements include two statements that present
financial data for the Commission as a whole. One of the most important questions asked about
the Commission's finances is, "Is the Commission as a whole better off or worse off as a result
of the year's activities?" The Statement of Net Position and the Statement of Activities report
information about the Commission as a whole and about its activities in a way that helps
answer this question. These statements include all assets and liabilities using the accrual basis
of accounting, which is similar to the accounting used by most private sector companies. All of
the current year's revenues and expenses are taken into account regardless of when cash is
received or paid.

These two statements report the Commission's net position and changes in net position. You can
think of the Commission's net position - the difference between assets and liabilities - as one way
to measure the Commission's financial health, or financial position.



SANTA CRUZ LOCAL AGENCY FORMATION COMMISSION
Management’s Discussion and Analysis
Year ended June 30, 2024
Over time, increases and decreases in the Commission's net position are one indicator of
whether its financial health is improving or deteriorating. You will need to consider other non-
financial factors, such as changes in the Commission's revenues, to assess the overall health of

the Commission.

Reporting the Commission’s Major Funds

The fund financial statements provide detailed information about the Commission's most
significant funds - not the Commission as a whole. Some funds are required to be established by
State law or by bond covenants. However, the Commission establishes other special funds to help
it control and manage money for particular purposes or to show that it is meeting administrative
responsibilities for using certain revenues.

Governmental fund - All of the Commission's basic services are reported in a governmental
fund, which focuses on how money flows into and out of that fund and the balances left at year-
end that are available for spending. This fund is reported using an accounting method called
modified accrual accounting, which measures cash and all other current financial assets that can
readily be converted to cash. The governmental fund statements provide a detailed short-term
view of the Commission's general government operations and the basic services it provides.
Governmental fund information helps you determine whether there are more or fewer financial
resources that can be spent in the near future to finance the Commission's programs. We
describe the relationship or differences between governmental activities (reported in the
Statement of Net Position and the Statement of Activities) and governmental funds in a
reconciliation following the fund financial statements.

GOVERNMENT-WIDE FINANCIAL STATEMENTS

A summary of the government-wide Statement of Net Position follows:
Table 1
Statement of Net Position
June 30, 2024

Current Assets:

Cash and investments $ 300,693
Total assets 300,693
Deferred outflow of resources 305,963
Liabilities:
Current liabilities 33,237
Non-current liabilities 685,838
Total liabilities 719,075
Deferred inflows of resources 29,175
Net position:
Unrestricted (141,594)
Total net position $ (141,594)



SANTA CRUZ LOCAL AGENCY FORMATION COMMISSION
Management’s Discussion and Analysis

Year ended June 30, 2024

GOVERNMENT-WIDE FINANCIAL STATEMENTS (CONTINUED)
A closer examination reveals that Net Position between the years decreased by $61,952.
A summary of the government-wide Statement of Activities follows:
Table 2

Statement of Activities
Year Ended June 30, 2024

2024
Revenues:
Apportionments $ 419,265
Charges for Services 13,911
Investment Income and Other Revenues 19,386
Total revenues 452,562
Expenses:

General Government
Total expenditures

514,514

514,514

Changes in net position (61,952)
Beginning net position (79,642)
Ending net position $ (141,594)

The increase or decrease in net position can provide an indication as to whether the overall financial
position of the Commission improved or deteriorated during the year. In fiscal year 2024, the
Commission saw a decrease in financial position.

GENERAL FUND BUDGET

Major deviations between the budget of the General Fund and its actual operating results were as
follows:

e Total general fund revenues were higher due to increases in planning study service revenue
and investment income.

e Several pension and retiree, health year-end calculations, are not budgeted for as they are
prepared at the governmental-wide level and not the fund level.

e Total expenditure was lower than budgeted by approximately $157,077, mainly due to cost
savings on contracted services, training, and travel.



SANTA CRUZ LOCAL AGENCY FORMATION COMMISSION
Management’s Discussion and Analysis

Year ended June 30, 2024

LONG-TERM LIABILITIES
Net Pension Liability $676,972
Compensated Absences 29,554
Total Liabilities $706,526

The compensated absences liability represents the value of unused vacation pay that employees
have accrued as of the end of the fiscal year. Additional information on long-term liabilities
may be found in Note 4 and 5 of the notes to financial statements.

CONTACTING THE COMMISSION'S FINANCIAL MANAGEMENT

This financial report is designed to provide the County and local agencies with a general overview
of the Commission's finances and show the Commission's accountability for the money it receives.
If you have questions about this report or need additional financial information, contact Joe
Serrano, Executive Director, at (831) 454-2055.



SANTA CRUZ LOCAL AGENCY FORMATION COMMISSION

Statement of Net Position

June 30, 2024

Assets:

Cash and investments (note 3)
Total assets

Deferred outflow of resources:
Deferred amounts from pension (note 5)
Total deferred outflow of resources

Liabilities:
Current Liabilities
Accounts payable
Accrued liabilities
Compensated absences (note 4)
Total current liabilities
Non-current liabilities

Compensated absences (note 4)
Net pension liability (note 5)

Total non-current liabilities
Total liabilities

Deferred inflow of resources:
Deferred amounts from pension (note 7)

Total deferred inflow of resources

Net position:
Unrestricted

Total net position

Governmental
Activities

$

300,693

300,693

305,963

305,963

6,559
5,990
20,688

33,237

8,866
676,972

685,838

719,075

29,175

29,175

(141,594)

$

(141,594)

See accompanying notes to the basic financial statements
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SANTA CRUZ LOCAL AGENCY FORMATION COMMISSION
Statement of Activities

Year ended June 30, 2024

Net (Expense)
Revenue and

Program Revenues Changes in
Operating Capital _Net Position
Charges for Grants and Grants and  Governmental
Functions/Programs Expenses Services Contributions Contributions Activities
Governmental activities:
General government $ 514,514 13,911 - - $ (500,603)
Total governmental
activities $ 514,514 13,911 - - (500,603)
General revenues:
Apportionments 419,265
Investment income 17,331
Other revenues 2,055
Total general revenues 438,651
Change in net position (61,952)
Net position, beginning of year (79,642)
Net position, end of year $ (141,594)

See accompanying notes to the basic financial statements
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SANTA CRUZ LOCAL AGENCY FORMATION COMMISSION

Balance Sheet - Governmental Fund

June 30, 2024

Assets
Cash

Total assets

Liabilities and Fund Balance

Liabilities:
Accounts payable
Accrued liabilities

Total liabilities
Fund balance:
Unassigned
Total fund balance

Total liabilities and fund balance

General Fund

300,693

A [

300,693

6,559
5,990

12,549

288,144

288,144

300,693

See accompanying notes to the basic financial statements
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SANTA CRUZ LOCAL AGENCY FORMATION COMMISSION

Reconciliation of the Balance Sheet of Governmental Fund
to the Statement of Net Position

June 30, 2024

Fund balances of governmental funds $ 288,144

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

Long-Term Liability Transactions
Long-term liabilities are not due and payable in the current period and,
accordingly, are not reported in the government fund statements:
Net pension liability (676,972)
Compensated absences (29,554)

Deferred Outflows and Inflows of Resources
Certain deferred outflows and inflows of resources are not due and payable
in the current period and are not current assets or financial resources,
therefore these items are not reported in the governmental funds:

Deferred outflows - pensions 305,963
Deferred inflows - pensions (29,175)
Net position of governmental activities $ (141,594)

See accompanying notes to the basic financial statements
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SANTA CRUZ LOCAL AGENCY FORMATION COMMISSION

Statement of Revenues, Expenditures, and Changes in

Fund Balance - Governmental Fund

Year ended June 30, 2024

Revenues:
Apportionments
Charges for services
Investment income
Other revenue

Total revenues

Expenditures:

General government:
Salaries and benefits
Service and supplies
Travel and training
Rent

Total expenditures

Excess (deficiency) of revenues
over/(under) expenditures

Net change in fund balance

Fund balances at beginning of year
Fund balances at end of year

See accompanying notes to the basic financial statements
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419,265
13,911
17,331

2,055

452,562

424,172
90,190
3,355
656

518,373

(65,811)

(65,811)

353,955

288,144




SANTA CRUZ LOCAL AGENCY FORMATION COMMISSION

Reconciliation of the Statement of Revenues, Expenditures, and
Change in Fund Balance of Governmental Fund to the Statement of Activities

Year ended June 30, 2024

Net changes in fund balances - total governmental funds $ (65,811)

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

Long-Term Liability Transactions
Some expenses reported in the Statement of Activities do not require the use

of current financial resources:

Net change in compensated absences (3,631)

Pension expense reported in the governmental funds include the actual
contributions made in the fiscal year. Pension expense reported in the
Statement of Activities includes the changes in the liabilities and related
deferred outflows/inflows of resources.

Net change in net pension liability and related deferred outflow/inflow 7,490
Change in net position of governmental activities $ (61,952)

See accompanying notes to the basic financial statements
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(1)

(2)

SANTA CRUZ LOCAL AGENCY FORMATION COMMISSION
Notes to the Basic Financial Statements

Year ended June 30, 2024

Nature of Organization

The Santa Cruz Local Agency Formation Commission (the Commission) is an independent
agency created in 1963, by the state legistalture. The Commission works closely with citizens,
the county, cities and special districts on a variety of issues concerning the organization of
local governments, jurisdiction changes, and public services. The Commission’s statutory
purpose includes discouraging urban sprawl, preserving agricultural land, and encouraging
orderly boundaries based upon local circumstances and conditions, and promoting adequate
public services. From its creation in 1963 to June 30, 2001, the County of Santa Cruz funded
the Commission. Beginning July 1, 2001, the Cortese/Knox/Hertzberg Local Reorganization
Act redefined the Commission’s responsibilities and established a new funding method and
process. The Commission, after accounting for charges and services, is nhow funded in equal
thirds by (1) the County of Santa Cruz (2) the cities and (3) the independent special districts
in Santa Cruz. The Commission adopts its annual budget by June 15 of each year and
transmits it to each of the member organizations.

Summary of Significant Accounting Policies

The financial statements of the Santa Cruz Local Agency Formation Commission (Commission)
have been prepared in conformity with generally accepted accounting principles (GAAP). The
Governmental Accounting Standards Board (GASB) is the accepted standard-setting body for
establishing governmental accounting and financial reporting principles. The more significant
of the government’s accounting policies are described below.

(a) Basis of Accounting and Measurement Focus
The basic financial statements of the Commission are composed of the following:

(a) Government-wide financial statements
(b) Fund financial statements
(c) Notes to the basic financial statements

The government-wide financial statements (i.e., the statement of net position and the
statement of activities) report information on all of the activities of the Commission.

The statement of activities demonstrates the degree to which the direct expenses of a
given function or segment are offset by program revenues. Direct expenses are those
that are clearly identifiable with a function or segment. Program revenues include
charges for services that are restricted to meeting the operational or capital
requirements of a particular function or segment. Use of money and other items not
properly included among program revenues are reported instead as general revenues.

14



(2)

SANTA CRUZ LOCAL AGENCY FORMATION COMMISSION
Notes to the Basic Financial Statements
Year ended June 30, 2024

(Continued)

Summary of Significant Accounting Policies (Continued)

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

Amounts paid to acquire capital assets are capitalized as assets in the government-
wide financial statements, rather than reported as expenditures.

In the fund financial statements, governmental funds are presented using the modified
accrual basis of accounting. Revenues are recognized when they become measurable
and available as net current assets. Measurable means that the amounts can be
estimated or otherwise determined. Available means that the amounts were collected
during the reporting period or soon enough thereafter to be available to finance the
expenditures accrued for the reporting period. The Commission uses an availability
period of 60 days for all revenues.

Charges for services and interest associated with the current fiscal period are all
considered to be susceptible to accrual and so have been recognized as revenues of
the current fiscal period to the extent normally collected within the availability period.

Other revenue items are considered to be measurable and available when cash is
received from the government.

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

Due to the nature of their spending measurement focus, expenditure recognition for
governmental fund types excludes amounts represented by noncurrent liabilities.
Since they do not affect net current position, such long-term amounts are not
recognized as governmental fund type expenditures or fund liabilities.

15



(2)

SANTA CRUZ LOCAL AGENCY FORMATION COMMISSION
Notes to the Basic Financial Statements
Year ended June 30, 2024

(Continued)

Summary of Significant Accounting Policies (Continued)

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

Net Position Flow Assumption — When an expenditure is incurred for purposes for which
both restricted and unrestricted net position is available, the Commission’s policy is to
apply restricted fund balance first.

Fund Balance Flow Assumption - When an expenditure is incurred for purposes for
which committed, assigned or unassigned fund balances are available, the
Commission’s policy is to apply committed fund balance first, then assigned fund
balance, and finally unassigned fund balance.

Separate financial statements are provided for governmental funds. Major individual
governmental funds are reported as a separate column in the fund financial
statements.

(b) Fund Classifications

Fund balances are reported in the fund statements in the following classifications:

Restricted Fund Balance - This includes amounts that can be spent only for specific
purposes stipulated by constitution, external resource providers, or through enabling
legislation. If the Commission action limiting the use of funds is included in the same
action (legislation) that created (enables) the funding source, then it is restricted.

Assigned Fund Balance - this includes amounts that are designated or expressed by
the Commission but does not require a formal action like a resolution or ordinance.
The Commission may delegate the ability of an employee or committee to assign uses
of specific funds, for specific purposes. Such delegation of authority has not yet been
granted.

Unassigned Fund Balance - this includes the remaining spendable amounts which are
not included in one of the other classifications.

The Commission reports the following major governmental fund:
The General Fund is used to account for resources traditionally associated with the

organization, which are not required legally or by sound financial management to
be accounted for in another fund.

16



SANTA CRUZ LOCAL AGENCY FORMATION COMMISSION
Notes to the Basic Financial Statements
Year ended June 30, 2024

(Continued)

(2) Summary of Significant Accounting Policies (Continued)

(c) Cash and Cash equivalents

Cash and cash equivalents include amounts in demand deposits as well as short-term
investments with a maturity date within three months of the date acquired by the
government. Investments are reported in the accompanying balance sheet at fair
value.

(d) Fair Value Measurements

Certain assets and liabilities are required to be reported at fair value. The fair value
framework provides a hierarchy that prioritizes the inputs to valuation techniques used
to measure fair value. The hierarchy gives the highest priority to unadjusted quoted
prices in active markets for identical assets or liabilities (Level 1 measurements) and
the lowest priority to unobservable inputs (Level 3 measurements). The three levels of
fair value hierarchy are described as follows:

Level 1 - Inputs to the valuation methodology are unadjusted quoted prices for
identical assets or liabilities in active markets.

Level 2 - Inputs other than quoted prices included within Level 1 that are observable
for the asset or liability, either directly or indirectly and fair value is determined
through the use of models or other valuation methodologies including:

= Quoted prices for similar assets or liabilities in active markets;

= Quoted prices for identical or similar assets or liabilities in markets that
are inactive;

= Inputs other than quoted prices that are observable for the asset or
liability;

= Inputs that are derived principally from or corroborated by observable
market data by correlation or other means.

Level 3 - Inputs to the valuation methodology are unobservable and significant to the
fair value measurement. These unobservable inputs reflect the Commission’s own
assumptions about the inputs market participants would use in pricing the asset or
liability (including assumptions about risk). These unobservable inputs are developed
based on the best information available in the circumstances and may include the
Commission’s own data.

(e) Member Allocations of Cost

All member organizations are required to pay an allocation of costs of the annual
Commission’s budget.

17



(2)

SANTA CRUZ LOCAL AGENCY FORMATION COMMISSION
Notes to the Basic Financial Statements
Year ended June 30, 2024

(Continued)

Summary of Significant Accounting Policies (Continued)

(f)

(9)

Compensated Absences

The Commission offers employees paid time off benefits for vacation and sick leave.
Vacation Accrual

Regular full-time employees will accrue vacation according to continuous years of
service in accordance with the schedule below.

Years of Service Completed Vacation Days Accrual per Year
1 to 14 years 16
15+ years 31
Net Position

Net position represents the difference between assets and liabilities and is classified into
three components as follows:

Net investment in capital assets — This component of net position consists of capital
assets, net of accumulated depreciation and reduced by the outstanding balances of any
borrowings used for the acquisition, construction or improvement of those assets. Net
investment in capital assets excludes unspent debt proceeds.

Restricted - This component of net position consists of assets which are legally
restricted by outside parties for use for a specific purpose.

Unrestricted - This component of net position consists of net position that does not
meet the definition of “restricted” or “net investment in capital assets”. Designated
net position represents unrestricted assets which are segregated by the Commission for
specific future uses.

18



(2)

(h)

(1)

()

SANTA CRUZ LOCAL AGENCY FORMATION COMMISSION
Notes to the Basic Financial Statements
Year ended June 30, 2024

(Continued)

Summary of Significant Accounting Policies (Continued)

Pensions

For purposes of measuring the net pension liability and deferred outflows/inflows of
resources related to pensions, and pension expense, information about the fiduciary net
position of the Commission’s California Public Employees’ Retirement System (CalPERS)
plan (Plan) and additions to/deductions from the Plan’s fiduciary net position have been
determined on the same basis as it is reported by CalPERS. For this purpose, benefit
payments (including refunds of employee contributions) are recognized when due and
payable in accordance with the benefit terms. Investments are reported at fair value.

Valuation Date (VD) June 30, 2022
Measurement Date (MD) June 30, 2023
Measurement Period (MP) July 1, 2022 to June 30, 2023

Deferred Outflows/Inflows of Resources

In addition to assets, the statement of financial position will sometimes report a
separate section for deferred outflows of resources. This separate financial statement
element, deferred outflows of resources, represents a consumption of net position that
applies to a future period(s) and so will not be recognized as an outflow of resources
(expense/expenditure) until then. The Commission reports deferred outflows related
to pensions resulting from actuarial calculations.

In addition to liabilities, the statement of financial position will sometimes report a
separate section for deferred inflows of resources. This separate financial statement
element, deferred inflows of resources, represents an acquisition of net position that
applies to a future period(s) and so will not be recognized as an inflow of resources
(revenue) until that time. The Commission reports deferred inflows related to pensions
resulting from actuarial calculations.

Use of Estimates

The preparation of financial statements in conformity with accounting principles
generally accepted in the United States of America requires management to make
estimates and assumptions that affect the amounts reported in the financial
statements and disclosure of contingent assets and liabilities at the date of the financial
statements. Actual results could differ from those estimates.

19



SANTA CRUZ LOCAL AGENCY FORMATION COMMISSION
Notes to the Basic Financial Statements
Year ended June 30, 2024

(Continued)

(3) Cash and investments

The Commission maintains all of its cash in the Santa Cruz County Treasury. The County
Treasurer pools and invests the Commission’s cash with other funds under its control. Interest
earned on pooled investments is apportioned quarterly into participating funds based upon
each fund's average daily balance.

Cash and investments held at June 30, 2024 consisted of the following:

County Treasurer Pooled Investments $ 300,653
Petty Cash 40

Total Cash and Investments $ 300,693

Investment Authorized by the California Government Code and the Entity’s Investment Policy

The Commission’s investment policy only authorizes investment in the local government
investment pool administered by the County of Santa Cruz.

The Commission’s investment policy does not contain any specific provisions intended to
limit the Commission’s exposure to interest rate risk, credit risk, and concentration of credit
risk.

Interest Rate Risk

Interest rate risk is the risk that changes in market interest rates will adversely affect the
fair value of an investment. Generally, the longer the maturity of an investment, the greater
the sensitivity of its fair value to changes in market interest rates.

Custodial Credit Risk

The custodial credit risk for investments is the risk that, in the event of the failure of the
counterparty (e.g., broker-dealer) to a transaction, a government will not be able to recover
the value of its investment or collateral securities that are in the possession of another
party. The California Government Code and the Commission’s investment policy do not
contain legal or policy requirements that would limit the exposure to custodial credit risk
for investments. With respect to investments, custodial credit risk generally applies only
to direct investments in marketable securities. Custodial credit risk does not apply to a
local government’s indirect investment in securities through the use of mutual funds or
government investment pools (such as Santa Cruz County Investment Pool)

Credit Risk

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

(3) Cash and investments (Continued)

Minimum
Legal
Investment Type Amount Rating Not Rated
Santa Cruz County
Investment Pool $ 300,693 N/A $ 300,693
Total $ 300,693 $ 300,693

Concentration of Credit Risk

The investment policy of the Commission contains no limitations on the amount that can
be invested in any one issuer beyond that stipulated by the California Government Code.
All of the Commission’s cash is held in the Santa Cruz County Investment Pool.

Investment in Santa Cruz County Investment Pool

The Commission is a participant in the Santa Cruz County Investment Pool that is regulated
by the California Government Code. The fair value of the Commission’s investment in this
pool is reported in the accompanying financial statements at the amounts based upon the
Commission’s pro-rata share of the fair value provided by the Santa Cruz County Investment
Pool for the entire Santa Cruz County Investment Pool portfolio. The balance available for
withdrawal is based on the accounting records maintained by the Santa Cruz Investment
Pool.

(4) Long-Term Liabilities

The following is a summary of changes in long-term liabilities for the year ended June 30,

2024:
Balance Balance Due Within
July 1, 2023 Additions Deletions June 30, 2024 One Year
Compensated Absences ¢ 25,923 12,914 (9,283) 29,554 20,688

(5) Retirement Plan

Plan Description

All qualified employees are eligible to participate in the Commission’s 2.0% at 55
(Miscellaneous Plan) Employee Pension Plan, cost-sharing multiple employer defined benefit
pension plan administered by the California Public Employees’ Retirement System (CalPERS).
Benefit provisions under the Plan is established by State statute and Commission resolution.
CalPERS issues publicly available reports that include a full description of the pension plan
regarding benefit provisions, assumptions and membership information that can be found on
the CalPERS website.
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(Continued)

Retirement Plan (Continued)

Benefits Provided

CalPERS provides service retirement and disability benefits, annual cost of living adjustments
and death benefits to plan members, who must be public employees and beneficiaries.
Benefits are based on years of credited service, equal to one year of full-time employment.
Classic members with five years of total service are eligible to retire at age 50 with statutorily
reduced benefits. All members are eligible for non-duty disability benefits after ten years of
service.

The death benefit is one of the following: the Basic Death Benefit, the 1957 Survivor Benefit,
or the Optional Settlement 2W Death Benefit. The cost-of-living adjustments for the plan are
applied as specified by the Public Employees’ Retirement Law.

The Plan’s provisions and benefits in effect at the measurement date June 30, 2023, are
summarized as follows:

Benefit Formula 2% at 55
Benefit Vesting Schedule 5 years of service
Required Employee Contribution Rates 6.92%
Required Employer Contribution Rates 10.87%

Contributions

Section 20814(c) of the California Public Employees’ Retirement Law requires that the
employer contribution rates for all public employers be determined on an annual basis by the
actuary and shall be effective on July 1 following notice of a change in the rate. The total
plan contributions are determined through CalPERS’ annual actuarial valuation process. The
actuarially determined rate is the estimated amount necessary to finance the costs of benefits
earned by employees during the year, with an additional amount to finance any unfunded
accrued liability. The Commission is required to contribute the difference between the
actuarially determined rate and the contribution rate of employees. Commission contribution
rates may change if plan contracts are amended. Payments made by the employer to satisfy
contribution requirements that are identified by the pension plan terms as plan member
contributions requirements are classified as plan member contributions. For the fiscal year
ended June 30, 2024, the Commission’s contribution to the Plan was $112,667.

The Commission reported a net pension liability for its proportionate share of the net pension
liability of $676,972 as of June 30, 2024. The Commission’s net pension liability is measured
as the proportionate share of the net pension liability. The net pension liability of the Plan at
June 30, 2024 was measured as of June 30, 2023. The total pension liability at June 30, 2023
for the Plan used to calculate the net pension liability was determined by an actuarial valuation
as of June 30, 2022. The Commission’s proportion of the net pension liability was based on
a projection of the Commission's long-term share of contributions to the pension plan relative
to the projected contributions of all participating employers, actuarially determined.
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(Continued)

Retirement Plan (Continued)

The Commission’s proportionate share of the net pension liability for the Plan was as follows:

Proportion - June 30, 2023 0.01407%
Proportion - June 30, 2024 0.01354%
Change - Increase (Decrease) -0.00053%

For the year ended June 30, 2024, the Commission recognized a pension expense of
$105,177.

At June 30, 2024, the Commission reported deferred outflows of resources and deferred
inflows of resources related to pensions from the following sources:

Deferred Deferred
Outflows Inflows
of Resources of Resources

Pension Contributions Subsequent

to Measurement Date $ 112,667 $ -
Changes of Assumptions 40,872 -
Differences Between Actual and
Expected Experience 34,583 (5,365)
Difference between employer's contribution
and proportionate share of contribution 8,233 (4,512)
Net difference between projected and actual
earnings on pension plan investments 109,608 -
Adjustments due to difference in proportions - (19,298)
Total $ 305963 $ (29,175)

The $112,667 reported as deferred outflows of resources related to contributions subsequent
to the measurement date will be recognized as a reduction of the net pension liability in the
fiscal year ending June 30, 2025. Other amounts reported as deferred outflows of resources
and deferred inflows of resources related to pensions will be recognized as pension expense
as noted below:

Deterred Outflows

Fiscal Year (Inflows) of

Ending June 30, Resources
2025 $ 47,500
2026 31,676
2027 81,801
2028 3,144
2029 -
Thereafter -
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(Continued)

Retirement Plan (Continued)

Amortization of Deferred Outflows and Deferred Inflows of Resources

Under GASB 68, gains and losses related to changes in total pension liability and fiduciary net
pension are recognized in pension expense systematically over time.

The first amortized amounts are recognized in pension expense for the year the gain or loss
occurs. The remaining amounts are categorized as deferred outflows and deferred inflows of
resources related to pensions and are to be recognized in future pension expenses.

The amortization period differs depending on the source of the gain or loss:

Net Difference between projected and actual 5 year straight-line amortization
earnings on pension plan investments

All other amounts Straight-line amortization over the
expected average remaining service
lifetime (EARSL) of all members that
are provided with benefits (active,
inactive, and retired) as of the
beginning of the measurement
period

Actuarial Assumptions

The collective total pension liability for the June 30, 2023 measurement period was
determined by an actuarial valuation as of June 30, 2022, with update procedures used to roll
forward the total pension liability to June 30, 2023. The collective total pension liability was
based on the following assumptions:

Valuation Date June 30, 2022
Measurement Date June 30, 2023
Actuarial Cost Method Entry-Age Actuarial

Cost Method
Actuarial Assumptions

Discount Rate 6.90%

Inflation 2.30%

Projected Salary Increase Varies by entry age and service

Mortality* Derived using CalPERS’ Membership Data for all Funds
Post Retirement Benefit Increase Contract COLA up to 2.30% until Purchasing Power

Protection Allowance Floor on Purchasing Power applies

The mortality table was developed based on CalPERS-specific data. The rates incorporate Generational
Mortality to capture ongoing mortality improvement using 80% of Scale MP 2020 published by the
Society of Actuaries. For more details, please refer to the 2021 experience study report that can be
found on the CalPERS website.
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Retirement Plan (Continued)

Discount Rate

The discount rate used to measure the total pension liability was 6.90%. The projection of
cash flows used to determine the discount rate assumed that contributions from plan
members will be made at the current member contribution rates and that contributions from
employers will be made at statutorily required rates, actuarially determined. Based on those
assumptions, the Plan’s fiduciary net position was projected to be available to make all
projected future benefit payments of current plan members. Therefore, the long-term
expected rate of return on plan investments was applied to all periods of projected benefit
payments to determine the total pension liability.

Sensitivity of the Proportionate Share of the Net Pension Liability to Changes in the Discount
Rate

The table on the next page present the Commission’s proportionate share of the net pension
liability for the Plan, calculated using the discount rate for the Plan, as well as what the
Commission’s proportionate share of the net pension liability would be if it were calculated
using a discount rate that is one percentage point lower or one percentage point higher than
the current rate.

1% Decrease Discount Rate 1% Increase
(5.90%) (6.90%) (7.90%)
Net Pension Liability $ 998,007 $ 676,972 $ 412,732

Long-Term Expected Rate of Return

In determining the long-term expected rate of return, CalPERS took into account long-term
market return expectations as well as the expected pension fund cash flows. Projected returns
for all asset classes are estimated and combined with risk estimates, are used to project
compound (geometric) returns over the long term. The discount rate used to discount
liabilities was informed by the long-term projected portfolio return.
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Retirement Plan (Continued)

The expected real rates of return by asset class are as follows:

Assumed Real

Asset Return
Asset Class Allocation (a), (b)
Global Equity - Cap-weighted 30.00% 4.54%
Global Equity - Non-cap weighted 12.00% 3.84%
Private Equity 13.00% 7.28%
Treasury 5.00% 0.27%
Mortgage-backed Securities 5.00% 0.50%
Investment Grade Corporates 10.00% 1.56%
High Yield 5.00% 2.27%
Emerging Market Debt 5.00% 2.48%
Private Debt 5.00% 3.57%
Real Assets 15.00% 3.21%
Leverage -5.00% -0.59%

Total 100.00%

(@) An expected inflation of 2.30% used for this period.
(b) Figures are based on the 2022 Asset Liability Management study.

Pension Plan Fiduciary Net Position

Detailed information about the Plan’s fiduciary net position is available in the separately issued
CalPERS financial reports.

Risk Management

The Commission is exposed to various risks of loss related to torts, theft of, damage to, and
destruction of assets; error and omissions; injuries to employees; and natural disasters. The
Commission has purchased various insurance policies to manage the potential liabilities that
may occur from the previously named sources. In addition, the Commission has an
agreement with the County of Santa Cruz (the County) in which the Commission shall be
included in the County’s risk pool, and the County shall provide liability insurance, defense,
and indemnification to the Commission and its officers. There have been no claims in the last
two fiscal years, and there were no reductions in the Commission’s insurance coverage during
the year ending June 30, 2024.

Related Party Transactions

The Commission and the County entered into a County Services Agreement to provide
workers' compensation insurance, employee benefits administration, payroll, information
technology support, and billing and collection services. The total amount paid by the
Commission to the County for the year ended June 30, 2024 was $54,758.
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SANTA CRUZ LOCAL AGENCY FORMATION COMMISSION
Schedule of the Plan's Proportionate Share of Net Pension Liability

Last Ten Years*

Measurement Date 06/30/23
Proportion of the Collective Net Pension Liability 0.0105%
Proportionate Share of the Collective Net Pension Liability $676,972
Covered Payroll $242,238

Proportionate Share of the Collective Net Pension Liability as

279.47%
percentage of covered payroll

Plan Fiduciary Net Position as a Percentage of the Total Pension

0,
Liability 0.01%

Notes to Schedule:
Benefit Changes: There were no changes in benefits.

Changes in Assumptions: The discount rate was reduced from 7.15% to 6.90% as of June 30,
2021.

*Fiscal year ending June 30, 2024 (measurement date June 30, 2023) was the first year the
commission was audited. Therefore, only one year is shown.
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Fiscal Year

Actuarially Determined

SANTA CRUZ LOCAL AGENCY FORMATION COMMISSION
Schedule of Plan Contributions
Last Ten Years*

06/30/24 06/30/23

Contribution $ 112,667 81,710

Contributions in Relation to the

Actuarially Determined

Contribution 112,667 81,710

Contribution Deficiency (Excess) $ - -

Covered Payroll $ 242,238 171,912

Contributions as a Percentage of 46.51% 47.53%

Covered Pavroll

Notes to Schedule:

Fiscal Year End: 06/30/24

Valuation Date: 06/30/21

Actuarial Assumptions:

Actuarial Cost Method Entry Age Actuarial Cost Method

Asset Valuation Method Market Value

Discount Rate 6.90%, net of investment expenses

Administrative Expenses Rates have been loaded by 3% to account for the
expected administrative expenses allocated to
members.

Cost-of Living 2.75%

Salary Increase 2019 Scale (Service based, includes wage inflation at
3%)

Mortality

The PEPRA contribution rates are based on 50% of the
actual Normal Cost. Thus, the mortality rates are the
same as those used in the actuarial valuation (Public
General 2010 Above-Median Income and Public Safety
2010 Mortality Tables with generational mortality
improvements projected from 2010 using Projection
Scale MP-2019).

*Fiscal year ending June 30, 2024 (measurement date June 30, 2023) was the first year
the commission was audited. Therefore, only two years are shown.
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SANTA CRUZ LOCAL AGENCY FORMATION COMMISSION

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

Year ended June 30, 2024

Revenues:
Apportionments
Planning studies services
Investment income
Other revenue
Total revenues

Expenditures:

General government:
Salaries and benefits
Service and supplies
Travel and training
Utilities

Total expenditures

Excess (deficiency) of revenues
over (under) expenditures

Net change in fund balances

Fund balances at beginning of year
Fund balances at end of year

Variance with

Final Budget

Budgeted Amounts Positive

Original Final Actual (Negative)

$419,265 419,265 419,265 -
- - 13,911 13,911
1,500 1,500 17,331 15,831
- - 2,055 2,055
420,765 420,765 452,562 31,797
421,750 421,750 424,172 (2,422)
233,750 233,750 90,190 143,560
10,550 10,550 3,355 7,195
9,400 9,400 656 8,744
675,450 675,450 518,373 157,077
(254,685) (254,685) (65,811) 188,874
(254,685) (254,685) (65,811) 188,874

353,955 353,955 353,955 -
$ 99,270 99,270 288,144 188,874

See accompanying notes to required supplementary information.
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Year ended June 30, 2024

Budgetary Reporting

The Commission established accounting control through formal adoption of an annual
budget for the General Fund. The budget is prepared on a basis consistent with generally
accepted accounting principles. The adopted budget can be amended by the Commission
to change both appropriations and estimated revenues as unforeseen circumstances come
to management's attention. Increases and decreases in revenue and appropriations and
transfers between funds require the Commission's approval. However, the Executive
Officer may authorize changes within funds. Expenditures may not exceed total
appropriations at the individual fund level. It is the practice of the Commission's
management to review the budget monthly and provide quarterly updates to the
Commission.
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°
DavisFarr
18201 Von Karman Avenue | Suite 1100 | Irvine, CA 92612

CERTIFIED PUBLIC ACCOUNTANTS Main: 949.474.2020 | Fax: 949.263.5520

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

Board of Commissioners
Santa Cruz Local Agency Formation Commission
Santa Cruz, California

Independent Auditor’'s Report

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
Standards issued by the Comptroller General of the United States, the financial statements of the
governmental activities and each major fund of the Santa Cruz Local Agency Formation Commission
(the "Commission”), as of and for the year ended June 30, 2024, and the related notes to the financial
statements, which collectively comprise the Commission’s basic financial statements, and have
issued our report thereon dated February 20, 2025.

Report on Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered the Commission’s
internal control over financial reporting (internal control) as a basis for designing 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 the Commission’s
internal control. Accordingly, we do not express an opinion on the effectiveness of the Commission’s
internal control.

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.

Our consideration of internal control was for the limited purpose described in the first paragraph of
this section and was not designed to identify all deficiencies in internal control that might be material
weaknesses or significant deficiencies. Given these limitations, during our audit we did not identify
any deficiencies in internal control that we consider to be material weaknesses. Given these
limitations, during our audit we did not identify any deficiencies in internal control that we consider
to be material weaknesses. However, material weaknesses or significant deficiencies may exist that
have not been identified.
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Report on Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Commission’s financial statements are
free from 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 financial statements. 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 honcompliance or other matters that are
required to be reported under Government Auditing Standards.

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.

DaviaFarrLLP

Irvine, California
February 20, 2025
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