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INTRODUCTION:

San Bernardino LAFCO has chosen to undertake its service reviews on a regional basis. In
November 2007 the Commission initiated the service reviews for the Mountain Region,
generally defined as north of the southern base of the San Bernardino Mountains and east
of the Cajon Pass. LAFCO 3149 consists of a service review pursuant to Government
Code 56430 and sphere of influence (“sphere”) update pursuant to Government Code
56425 for the Rim of the World Recreation and Park District (“ROWRPD” or “the District”).
The District is a regional service provider in the Mountain Region and is an independent
special district that was formed in 1985 as a park and recreation district through a
reorganization of a zone of County Service Area 70. Currently, the District is authorized by
LAFCO the Park and Recreation function pursuant to the Rules and Regulations of the
Local Agency Formation Commission of San Bernardino County Affecting Functions and
Services of Special Districts.

Over the last decade at least, the District has been faced with severe financial constraints.
The financial burden of the District stems from a number of factors, such as the lack of an
inflationary increase in the annual $10 per parcel assessment (approved in 1983), the
primary source of funding for the District, while District decisions on expenditures exceeded
revenues based upon labor, goods, and services keeping pace with or exceeding inflation.
These financial issues have resulted in elimination of reserves, reduction of the District's
cash balance to near zero, decreased services, deferral of facility maintenance, failure to
complete financial statements as required by law, as well as not providing payments owed
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to the County Registrar of Voters for past elections. As a result of the lack of funding, the
District received constitutional advances from the County Auditor against anticipated
assessment collections in order to cover operating costs, primarily payroll. However, when
the repayment of the advance came due, there was insufficient revenue to cover the
repayment. The District’s debt to the County at one point reached roughly 40% of annual
revenue.

Desiring a return to financial solvency and to keep park and recreation services in the
control of an independent local district, ROWRPD board members and staff as well as a
community group actively promoted the passage of a measure to increase the per parcel
assessment from $10 to $22. In April 2010, the measure passed and the additional
assessment revenue is anticipated to generate up to $432,000 per year.

However, as detailed in this report, due to the lack of current audits for the District, the
historic lack of adherence to financial statutes, and the large debt the District has amassed
with the County, it is not clear to LAFCO staff if the additional assessment revenue will be
sufficient to correct the continual decline of the District. The staff recommendation, as more
fully discussed in the report which follows is that the Commission:

e Affirm the existing sphere of influence for the District at this time with the
understanding that at the next service review, if financial conditions have not been
rectified, the Commission will take further action to resolve these concerns through a
change in governance, and

¢ Include as a condition of the sphere affirmation that for the next five years the District
is required to provide the Commission annually with a copy of its adopted proposed
and final budget, its mid-year budget review and financial reports, copies of the
audits presented to the District; that the District is required to provide the
Commission with an outline for completion of its outstanding audits within the next
two fiscal years; that the District provide copies of its audits and budgets to the
County Auditor and copies of all its audits to State Controller as required by law; and
that the District identify how it intends to provide for management of the District
according to the requirements of State and Park and Recreation District Law.

The next service review and sphere update in five years will revisit the operational and fiscal
challenges of the District and provide updated governmental structure options with LAFCO
staff monitoring the financial health of the District in the interim. Should the District's
financial position not improve or worsen during the interim period, LAFCO staff will return to
the Commission with a recommendation for an updated service review and the potential
initiation of dissolution of the District.

LOCATION AND BOUNDARIES:

The service review and sphere of influence update study area is located in the mountain
region of the county and generally comprises the Crest Forest, Lake Arrowhead, and
Arrowbear/Green Valley Lake/Running Springs communities. The study area encompasses
approximately 110 square miles generally bordered by: section lines along Butler and Slide
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Peaks on the east; section lines along Government Peak, Long, Red Rock Wall, and
Panorama Points (generally along Hwy 18 and Hwy 330) on the south; a combination of
section lines and parcel lines generally along Monument Peak and Breezy Point on the
west; and section lines along Mt. Marie Louise, Deer Mountain, Little Shay Mountain and
Hawes Peak on the north.

The area includes Lake Gregory and Lake Arrowhead and the unincorporated areas of
Crestline, Twin Peaks, Blue Jay, Crest Park, Rimforest, Deer Lodge Park, Grass Valley
Lake, Cedar Glen, Skyforest, Enchanted Forest, Fredalba, Smiley Park, Running Springs,
Green Valley Lake, and Arrowbear Lake. Below is map of the District's boundaries and
sphere of influence, which are currently coterminous (map included as Attachment #1 to this
report).
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ROWRPD HISTORY:

The history of ROWRPD is tied to the history of the Crest Forest, Lake Arrowhead, and
Arrowbear/Green Valley Lake/Running Springs communities, as well as the Rim of the
World Unified School District. A brief history of the major governmental events for
ROWRPD and its relationship with the Local Agency Formation Commission is described
below, listed chronologically by end date:

1981 Prior to 1980, fulltime residents were limited to using the school district
facilities for their recreational services. Desiring a higher level of service for
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1984-85
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the year-round residents of the mountain communities school district, in 1980
LAFCO and County staff met with officials of the Rim of the World School
District and a concerned citizens group to review possible governmental
structure options for park and recreation service. As an outgrowth of that
meeting, the County Board of Supervisors formed County Service Area (CSA)
70 Improvement Zone P-3 to provide park and recreation services. The
boundaries of CSA 70 Zone P-3 generally followed the school district
boundaries except for approximately four square miles of the school district’s
northwestern boundary within the community of Cedarpines Park (Cedarpines
Park receives its park and recreation services through CSA 18).

The electorate within the boundaries of CSA 70 Zone P-3 approved a
measure to establish an annual special tax of $10 per parcel to fund the
operations of CSA 70 Zone P-3 and the County established an Advisory
Commission to help coordinate the activities.

In 1984, the Advisory Commission for CSA 70 Zone P-3 requested that the
County assist them in forming an independent park and recreation district in
order to give its residents local control. The County submitted a
reorganization application to LAFCO to form an independent park and
recreation district and dissolve CSA 70 Zone P-3 (LAFCO 2320). In 1985,
following LAFCO review and approval, the electorate approved the
reorganization. As a part of the reorganization the responsibility for park and
recreation services, as well as the assets and the special tax authority of CSA
70 Zone P-3 was transferred to the new Rim of the World Recreation and
Park District.

The Commission established the sphere of influence for ROWRPD
coterminous with its boundaries (LAFCO 2368).

The Crestline community discusses the potential to detach from the District
due to concerns over lack of service from the agency. These concerns
related to the lack of maintenance of the ballfields in the community.
However, given the District’s then financial challenges, LAFCO staff informed
the community that a determination could not be made that the remainder of
the District would be financially sustainable; therefore any proposal for
detachment would not be supported by LAFCO staff. The community did not
submit a formal detachment application to LAFCO.

The Arrowbear Park County Water District adopted resolutions expressing
concern due to the ROWRPD’s inability to adequately operate and maintain
the Arrowbear Park and outlined its intent to explore the acquisition and
control of the facility. The Arrowbear Park County Water District did not
formally submit an application to LAFCO for detachment and assumption of
this service.
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As a cost saving measure, the District releases its General Manager and the
Board of Directors approves a contract with the County Special Districts
Department to provide for management and administration of the District.
LAFCO staff reviewed the County contract and determined that the County
was not providing the service in the area, it was merely providing for interim
management for the District. Therefore, the contract would not require
LAFCO review and approval under Government Code Section 56133.
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PARK AND RECREATION SERVICE DISCUSSION

Within the boundaries of Rim of World Recreation and Park District are other agencies
authorized to provide park and recreation services. Information is provided regarding these
agencies, shown on the map below and described as follows:
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Water Districts With Authorized Park Functions

The Running Springs and Arrowbear Park Water Districts are under direct LAFCO purview
and both have park and recreation as an active function pursuant to the Rules and
Regulations of the Local Agency Formation Commission of San Bernardino County
Affecting Functions and Services of Special Districts. However, neither actively provides
park or recreation services nor have they formally expressed an interest in the assumption
of the service at this time.

County Service Area 70 Zone D-1

County Service Area 70 Zone D-1 (Zone D-1) is a zone of County Service Area 70
(countywide) and was originally formed in 1974 to provide flood control services (dam
construction and operations) for the new Lake Arrowhead Dam which serves the community
of Arrowhead Woods. In December 2008, the County Board of Supervisors, as the
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governing body of Zone D-1, adopted a resolution to add park services to Zone D-1 (park
and recreation was already an authorized service under Zone D-1's parent agency, County
Service Area 70). Zone D-1 is currently utilizing its park and recreation services to plan for
the development of a future park, including applying for Prop. 84 grant funding for
construction. Zone D-1 is not under direct LAFCO purview, but a service review requires
that all entities providing service in the area be evaluated; therefore, Zone D-1 is included
as a part of this discussion. Zone D-1 conforms to the area commonly known as Arrowhead
Woods and consists of the planned community surrounding Lake Arrowhead, as shown
below:
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The following provides a brief history of the park activities undertaken by Zone D-1. In
1996, the County Board of Supervisors approved the purchase by Zone D-1 of 51.35 acres
of vacant land located in the Lake Arrowhead area at the northeast corner of State Highway
173 and Torrey Road for $1.5 million. The land was purchased to construct a debris basin
north of Papoose Lake to aid in the control of silt runoff from construction and heavy rain
that flowed into Papoose Lake, which was a concern to the California Department of Fish
and Game and the Lahontan Regional Water Quality Control Board. The purchase
approval by the board also indicates the potential to utilize unused portions of land for the
“betterment of the community”.

In August 2008, the Board of Supervisors approved the sale of 11.2 acres of the 51.35
acres owned by Zone D-1 to the San Bernardino Mountain Communities Healthcare District
for $500,000. The Board declared that the 11.2 acres in the name of Zone D-1 was no
longer necessary for its purposes and declared the property surplus. An additional 14.77
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acres is in negotiations for transfer to the Lake Arrowhead CSD. The intent for use of the
funds gained from the sale is to aid in the design, planning, and construction of a park on
approximately two acres of the remaining Zone D-1 land.

The contract for design of the park was awarded in December 2008, and a concept plan for
the “Lake Arrowhead Community Park” was created and approved by the Zone D-1
Advisory Commission. The park project is broken down into three phases, and the park is
planned to include a skateboard park, playground, parking lot, restroom, picnic shelter,
footbridge, and walk path. The park design and plan were paid from the $500,000 property
sale to the San Bernardino Mountains Communities Healthcare District.

To pay for the construction of the park, the County submitted a $1.1 million grant application
to the State Department of Park and Recreation. Itis LAFCO staff’'s understanding through
discussion with County Special District staff that if Zone D-1 is not awarded the grant, the
park will not be constructed. Of concern to LAFCO staff is that the grant application states
that Zone D-1 was formed for the purpose of dam repair and maintenance and to provide
park services. However, County Board Resolution 74-216 in 1974 states that the only
service to be provided by Zone D-1 is flood control and the implementation was through the
construction of the new Lake Arrowhead Dam. It was not until 2008 that the Board of
Supervisors authorized it to provide park and recreation services. Further, the application
states that there are no public recreation facilities in Lake Arrowhead. However, as shown
later in this report, the Rim of the World Recreation and Park District owns and operates
one community/senior center and one park in the Lake Arrowhead community.

LAFCO staff also questions the information which states that future park operations and
maintenance is anticipated to be paid from the ad valorem property tax received by Zone D-
1. Itis the staff’'s understanding that the ad valorem property tax received by Zone D-1 has
always related to its operation and maintenance of the new Lake Arrowhead Dam and
would question how this could be transferred to support park services when Rim of the
World Recreation and Park District already provides that service to the area. Having two
public agencies in an area actively providing park and recreation services is a duplication of
service which is in direct conflict with the principles of LAFCO law.

The San Bernardino County Regional Parks Department

The San Bernardino County Regional Parks Department also provides park and recreation
services within ROWRPD'’s boundaries. The County operates the Lake Gregory Regional
Park in Crestline which includes a variety of park and recreational activities. However, the
park is a regional facility, not a local park, and as such is not under LAFCO purview.

OTHER DISTRICTS:

Water District

The Crestline Village Water District does not have park and recreation as an authorized
function at this time, but the State Water Code allows for this type of services as outlined in
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Water Code Section 31130. No interest in the operation of this service has been outlined
by the Crestline Village Water District.

Lake Arrowhead Community Services District

Within the core of the ROWRPD is the Lake Arrowhead Community Services District.
Community Service District law allows for the provision of park and recreation services
including all those elements currently provided by ROWRPD. At present, the Lake
Arrowhead Community Services District is not authorized this function. However, an
application is on file with LAFCO (LAFCO 3144) to activate this service in conjunction with
reviewing its relationship with CSA 70 Zone D-1 for flood control purposes.

County Service Areas

Within the boundaries of ROWRPD are County Service Area 70 (entirety of the District with
park functions), County Service Are 54 (Lake Arrowhead/Crestline), County Service area 59
(Deer Lodge Park), County Service Area 69 (Lake Arrowhead), and County Service Area 79
(Green Valley Lake), others. All of these districts have the ability to expand their range of
services to include park and recreation through an application and review process through
the Board of Supervisors and LAFCO.
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ROWRPD SERVICE REVIEW

At the request of LAFCO staff, the District prepared a service review pursuant to San
Bernardino LAFCO policies and procedures. The District’s response to LAFCO'’s original
and updated requests for materials includes, but is not limited to, the narrative response to
the factors for a service review, response to LAFCO staff's request for information, and
financial documents (included as Attachment #3). LAFCO staff responses to the mandatory
factors for consideration for a service review (as required by Government Code 56430) are
identified below and incorporate the District’'s response and supporting materials.

I. Growth and population projections for the affected area.

Development in the San Bernardino Mountains is naturally constrained by rugged terrain,
limited access, and lack of support infrastructure, as well as by planning and environmental
policies which place much of the area off limits to significant development. The land
ownership distribution and breakdown within the District’'s boundary are identified in the
table and map below. Most of the District’s area is within the San Bernardino National
Forest (owned by the federal government), which is devoted primarily to resource protection
and recreational use. Maximum build-out potential is constrained substantially by the slope-
density standards and fuel modification requirements of the County General Plan Fire
Safety Overlay.

Land Owner Boundary %
& Sphere
US Forest Service 80.7 | 73.0%
Private 29.7 | 26.9%
Total 110.4 | 100.0%

Units in square miles
Source: County of San Bernardino Information Services Department

10
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Land Ownership Within
RIM OF THE WORLD RECREATION & PARK DISTRICT
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In general, the San Bernardino Mountains is one of the most densely populated mountain
areas within the country and is the most densely populated urban forest west of the
Mississippi River. The District’s service area includes commercial uses oriented to tourists
and seasonal residents as well as year-round residents. However, development in the
District is primarily single-family residential with roughly 93 percent of all homes being
single-family dwellings, many of which are second or vacation homes. The District currently
has an estimated permanent population of approximately 34,000 (with 15,874 registered
voters as of April 2010). However, there is a large seasonal population component as well
as a substantial influx of visitors to the mountain resort areas. The seasonal population and
visitors are not reflected in available demographic statistics, which count only year-round
residents. Itis estimated that the seasonal factors can approximately double the peak
population to an estimated 69,000.

The District’'s boundary generally encompasses the Crest Forest, Hilltop, and Lake
Arrowhead Community Plan areas, excluding the Cedarpines Park area. Therefore, for this
section, LAFCO staff utilizes the population projections for all three Community Plan areas
excluding Cedarpines Park. By 2030, the overall permanent population is estimated to
reach over 47,000. This figure does not take into account seasonal population and tourism.
Even with the large increase in population, the area is not anticipated to reach its build-out
population by the 2030 horizon of this report.

2000 to 2030

Community Plan 2000 2005 2010 2015 2020 2025 2030 growth rate
Crest Forest® 9,834 10,473 11,154 11,879 12,651 13,473| 14,349 45.9%
Hilltop 6,026 6,508 7,029 7,591 8,198 8,854 9,683 60.7%

Lake Arrowhead
Lake Arrowhead Community

Services District 12,040 13,364 14,834 16,466 18,278 20,288] 22,334 85.5%
Remainder of Comm. Plan 633 703 780 866 961 1,067 1,174 85.5%
TOTAL 28,533 31,048 33,797 36,802 40,088 43,682 47,540 66.6%

11
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2030 as % of

Community Plan Build-out Build-out
Crest Forest” 23,857 60%
Hilltop 27,376 35%

Lake Arrowhead
Lake Arrowhead Community

Services District 61,871 36%
Remainder of Comm. Plan 3,256 36%
TOTAL 51,233 93%

% Excluding Cedarpines Park
Source: County of San Bernardino 2007 Community Plans; LAFCO
Notes: Does not include seasonal population or visitors
Italicized figures are calculated by LAFCO staff
Hilltop Community Plan represents Arrowbear/Green Valley Lake/Running Springs
Methodology for LAFCO staff calculations®

Il. Present and planned capacity of public facilities and adequacy of public services,
including infrastructure needs or deficiencies.

The District does not have a current master plan or other studies to reference. The District
in 1989 adopted a Park and Recreation Master Plan, on file at the LAFCO staff office, but
no update or further review has occurred.

The District is authorized by LAFCO to perform Park and Recreation services within its
boundaries. The District operates over 20 acres of park space which includes ball fields,
roughly 7,200 square feet for two senior/community centers, and over 4,100 square feet of
child care facilities. The District offers the full range of recreation programs which include
swimming, teen and senior programs, CPR classes, dance, martial arts, etc. A listing of the
facilities and services is shown on the chart below.

! Methodology for LAFCO staff calculations.

Crest Forest: Crest Forest Community Plan minus Cedarpines park area (the number of residential parcels in
Cedarpines Park times the County of San Bernardino General Plan coefficient for household population in the
Mountain region).

Lake Arrowhead: The Lake Arrowhead Community Services District comprises 95% of the residential parcels
within the Lake Arrowhead Community Plan. All figures for the Lake Arrowhead Community Plan represent 95%
for the Lake Arrowhead Community Services District and 5% for the remainder of the community plan.

Population between 2005 and 2030 represent the average five year growth rate from 2000 to 2030.

12
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Facility Area Size Own/Lease
Crest Forest Community
Lake Gregory Park & Ball Field Crestline 2.76 acre Lease
Lake Arrowhead Community
District Office Rim Forest 7800 sq ft Own
Senior/Community Center - Mtn Communities | Twin Peaks 3250 sq ft Own
Twin Peaks Ball Field/Rotary Centennial Park | Twin Peaks 11.57 acre Own
Childcare — Grandview Elementary Twin Peaks N/A Own
Childcare — Lake Arrowhead Elementary Lake Arrowhead | 2190 sq ft Own
Arrowbear/Green Valley Lake/
Running Springs Community
Arrowbear Park & Ball Field Arrowbear 1.05 acre Own
Senior/Community Center — Hootman Running Springs | 3960 sq ft Own
Running Springs Ball Field Running Springs | 4.32 acre Lease
Firehouse Play Area Running Springs | 0.99 acre Own
Public Restroom Running Springs N/A Own
Childcare — Hoffman Elementary Running Springs 960 sq ft Own

The District does not own all of the facilities as shown on the chart above. The District has
entered into a joint use agreement with the Rim of the World Unified School District for use
of school owned areas and facilities for recreation programs and licensed before and after
school child care. The childcare facilities are modular and are owned by the District but
operated on school district property. The District has leased for $1 per year the San Moritz
ball field at the Lake Gregory Park from County Regional Parks; the current amendment to
the lease is scheduled to expire December 31, 2010. Additionally, the District maintains the
Running Springs "Caplinger" ball field which is owned by the Rim of the World Unified
School District.

The figure below shows the boundaries of the District and its owned and leased facilities.
For the purposes of this section of the report and for ease of representation, the Lake
Arrowhead community is that of the Lake Arrowhead Community Services District. At the
beginning of the processing of this service review LAFCO staff was presented with concern
that the Lake Arrowhead community received an inequitable share of facilities and services
in comparison with assessment revenue generation. In looking at this issue, this area
represents 54% of parcels and assessments levied within ROWRPD. As the figure below
shows, the proportional breakdown is as follows:

One park/ball field out of five total (20%),

One park/ball field out of three that are owned by the District (33%),

One community/senior center out of two (50%),

Two childcare programs sites out of three (66%)

Zero public restrooms that are not associated with a park out of one (0%), and
The District office is also located in the Lake Arrowhead community

13
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Removing the public restroom not associated with a park from the analysis, the Lake
Arrowhead community receives proportional services from the District and has 50% of the
community/senior centers and 66% of childcare program sites. However, the Lake
Arrowhead community has an inequitable share of park facilities with only one park. The
District has indicated that the proposed Lake Arrowhead Community Park (undeveloped
property owned by County Service Area 70 Zone D-1) could be developed as a joint
enterprise with the District; however, this option remains unclear due to the District's
financial constraints. Should this occur, the District would operate and maintain two parks
within the Lake Arrowhead community. It is LAFCO staff's understanding that the County
Special Districts Department plans to operate and maintain the proposed park through CSA
70 Zone D-1.
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The District states that demand for the use of sports fields and indoor gyms exceeds the
current facilities. Further, the District has noticed an increase in the utilization of the
facilities and its recreational programs, especially the ball fields. This increase in demand
correlates to the increase in population within the past ten years. Expanded shared facility
opportunities exist with the School District and other local agencies.

As a cost savings measure, in fall 2009 the District closed the Valley of Enchantment

childcare site due to low enrollment. Also, for summer 2010 the Grandview Elementary and
Lake View Elementary childcare sites were consolidated. When the new school year

14
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begins, the District will determine if enrollment justifies reopening operation of the separate
sites.

At its May 24, 2010 meeting, the ROWRPD Board accepted a $15,000 grant from the

discretionary funds of Third District Supervisor Neil Derry for repairs to the Twin Peaks ball
field, which included repairs to the infield, outfield, fence, and backstop.

Ill. Financial ability of agencies to provide services.

The District has provided LAFCO staff with financial statements from FY 1999-00 through
FY 2005-06 (the most recently accepted audit conducted by the District), past and current
budgets, and financial spreadsheets (excerpts included as Attachment #4). LAFCO staff
has also obtained financial data from California State Controller reports for special districts
and assessment and foreclosure data from the San Bernardino Assessor’s Office.

LAFCO staff is concerned that audits for the District have not been conducted within 12
months after the end of the fiscal year as required by State Law. Each year the proposed
budget is presented to the District board during a public hearing without benefit of audited
information on its financial position. Therefore, a complete presentation of the District’s
current financial position cannot be provided in this report or to the Board of Directors during
its budget considerations.

For the discussion which follows, the base year used is FY 2005-06; and where materials
are available, staff has updated the financial information for later years. This portion of the
report discusses the District’s historic financial and governance challenges and its current
financial and staffing situation, as shown by documents submitted to LAFCO and interviews
with District staff and its interim general manger. The remaining sections of the “Financial”
portion of this report are:

Section A - overview of the District’s financial operations and situation.

Section B - statutory requirements.

Section C - financial picture of the District from FY 1999/2000 up to the last financial
statement conducted by independent auditor, FY 2005/06.

Section D - activity of the District since FY 2006-07 utilizing unaudited budget and
State Controller’s reports.

Section E - the District’s intended plans for use of the additional assessment
revenue and projections to regain financial stability.

Section F - summary and conclusion of the District’s financial situation

15
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A. Overview

Since at least 1998-99, the District has been faced with severe financial constraints and
governance challenges. The financial burden of the District stems from a combination of
two factors. First, the continual lack of proper oversight by the board of directors regarding
its finances and governance has contributed to questionable practices and a lack of
adherence to financial regulations.

Second, the primary source of income is through the $10 per parcel annual assessment that
was approved by the voters in 1983. However, the $10 assessment approved in 1983 did
not include an inflation factor. If the measure in 1983 included an inflation factor, $10.00 in
1983 would have the same buying power as $21.85 in 2010. Unfortunately, the measure
did not have an inflation factor and $10.00 in 2010 has the same buying power as $4.58 in
1983. Therefore, revenues have been stagnant while costs have increased. As a result,
the District has operated with a continuing net loss since at least 1998-99.

These two factors combined have eliminated reserves, reduced the District’s cash balance
to near zero, decreased services, led to deferral of facility maintenance, deferral of the
preparation of financial statements, as well as payments owed to the County Registrar of
Voters for past elections. As a result of the lack of funding, the District took out short-term
loans for operational funding utilizing a park facility as collateral and received advances
from the County Auditor against anticipated assessment collections in order to cover salary
and benefit operating costs. The total debt to the County at one point reached roughly 40%
of its annual revenue.

Desiring a return to financial solvency and to keep park and recreation services in the
control of an independent local district, ROWRPD board members and staff as well as a
community group promoted the passage of a measure to increase the per parcel
assessment from $10 to $22. In April 2010, the measure passed and the additional
assessment revenue could generate up to $432,000 per year. As a cost savings measure,
the District currently contracts with the County Special Districts Department for an
interim/part-time general manager.

B. Statutory Requirements

Related to the governance of the District, staff has concerns which include the apparent
lack of familiarity with and/or adherence to the provisions of the Government Code and to
the changes that took place in 2001 through the rewrite of “Recreation and Park District
Law” (Public Resources Code 5780 et seq.). The issues needing to be addressed include
the following:

e Reqular Audits - Government Code 26909 requires all districts to provide for regular
audits, and this requirement is reinforced by “Recreation and Park District Law”
[Public Resources Code 5788.25(a)]. Due to revenue constraints, the District
deferred completion of independent financial audits with the most recent conducted
audit for FY 2005-06, three years in arrears. LAFCO staff is concerned that audits
for the District have not been conducted within 12 months after the end of the fiscal
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year as required by State Law. Each year the proposed budget is presented to the
District board during a public hearing without benefit of audited information on its
financial position.

During the processing of this service review, the interim general manager has
indicated that the District intends to complete the FY 2006-07 and FY 2007-08
financial statements by June 2011 and complete the FY 2008-09 and FY 2009-10
financial statements by June 2012. This will still leave the District one year in
arrears, with the projection that in June 2013 it would be current. Given the
uncertainty of the District’s true financial position and desire by the voters to continue
park and recreation services under local control, LAFCO staff recommends that the
District accelerate its stated timeline for completion of past due audits to the end of
June 2012. Absent the accelerated schedule, LAFCO staff recommends that as a
condition of the sphere update should the District deviate from this timeline that the
County Auditor complete or contract with an independent auditor to complete the
audits, pursuant to Section 26909, whereby any costs incurred by the County Auditor
in completing the audit shall be borne by the District.

Section 26909 also requires districts to file a copy of the audit to the State Controller
and county auditor within 12 months of the end of the fiscal year. According to
records from the State Controller, there is no record of an audit being filed.
According to records from the County Auditor, the last audit received was for FY
2004-05 on July 15, 2008. As a condition of approval of the sphere of influence
update, LAFCO staff is recommending that the District be required to provide the
County Auditor with copies of all accepted audits.

Reqular Budgets - Public Resources Code Section 5788.5 requires the adoption of a
final budget by August 30 and that the board of directors shall forward a copy to the
county. A review of District records indicates that it has annually adopted a final
budget each year. However, County Auditor staff has indicated that the last budget
received was for FY 2002-03. As a condition of approval of the sphere of influence
update, LAFCO staff is recommending that the District be required to provide the
County Auditor with copies of all approved budgets up to FY 2010-11.

Finance Officer — The provision of Recreation and Park District Law require the
District to have certain types of employees. Specifically, pursuant to Public
Resources Code Section 5784.9(e),

“The board of directors shall appoint a person who shall be known as the
finance officer, who shall serve at the pleasure of the board of directors. The
finance officer may be a member of the board of directors, the general
manager, or the office of finance officer may be consolidated with the office of
secretary. The board of directors shall fix the amount of and approve the
finance officer's bond.” Further, Section 5784.9(i) states that, “The finance
officer shall install and maintain a system of auditing and accounting that shall
completely and at all times show the financial condition of the district”.
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According to the District, there is no appointed finance officer at this time, or any
record of one in the past. The lack of an appointed finance officer has contributed to
the lack of regular financial audits and lends to the lack of a current financial picture
of the District. LAFCO staff recommends that the District be required to show that it
is in compliance with “Recreation and Park District Law” with a bonded finance
officer who shall maintain a system of auditing and accounting.

County Treasurer and Depositary - Public Resources Code Section 5784.7(d) states
that the county treasurer shall act as the district treasurer. The District has notified
LAFCO staff that it holds funds and draws payments from a depositary® outside of
the county treasurer. Section 5784.9 et seq. allows for a park district by resolution to
designate an alternative depositary (a bank or savings and loan) as the depository of
any or all of its funds. Further, the district and the county board of supervisors shall
determine the transfer date of the district’s funds to the depositary. For any funds
remaining in the county treasury, the county treasurer shall be the depositary for
funds not designated at an alternative depositary.

No information could be provided that the District took action by resolution to
designate an alternative depositary outside of the county treasurer or that the County
and the District determined a mutually acceptable date for the transfer of the
District’s funds to an alternative depositary.

County Treasurer and Payment of Claims - Public Resources Code Section 5788.23
requires all claims against a district to be paid by the board of directors by warrants
drawn on the treasurer. The District pays for its services and supplies through an
account with Bank of America where its funds from payments for childcare and/or
recreation services are deposited. However, the District could not provide
information that it took action by resolution to designate an alternative depositary
outside of the county treasurer. Therefore, it remains unclear that the District is
allowed to draw warrants on any other depositary than the county treasurer.

Investment Policy — As stated in the last audit conducted, the District has not
adopted an investment policy as required by the Government Code 53635 et seq.
Therefore, the District has not addressed interest rate, credit, or custodial risk.
Currently, the District has its cash in bank deposits.

C. FY 1999-2000 through FY 2005-2006

The chart below shows the District’s financial activity from FY 1998-99 through FY 2005-06,
the last audited year. In looking at the chart, a few trends stand out. First, when removing
one-time cash infusions due to short-term loans, expenditures annually exceeded revenues.
Second, since at least FY 2003-04 expenditures exceeded revenues for the childcare
enterprise activity, which should be a self-supporting enterprise. Third, the balance in the
County Treasury continued to dwindle, and went into negative territory.

% Note that a “depositary” is a person to whom something is entrusted, while a “depository” is a place where
something is placed for safe keeping.
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Even with the additional revenue, it should be noted that the District deferred payments,
delayed facility maintenance, reduced payroll, refinanced an interest only loan, and
executed notes payable to pay for operating expenses.

Noteworthy is the $296,280 in FY 2005-06 identified as Capital Outlay. This figure is not
related to capital expenses, rather, it is adjusting journal entries to the audit that primarily is
comprised of additional accounts payable that were not recorded in previous audits.
Therefore, the net gains prior to FY 2005-06 actually contain additional losses but the
entries do not identify the year of occurrence. These issues have contributed to the lack of
a clear picture of the District’s finances over the years.

Throughout this time the District operated its funds by maintaining accounts in the County
Treasury and at a private institution.

e For the County Treasury, the District annually requested the County to provide the
District with a constitutional advance of its assessment collections, which were
deposited into the District’s fund at the County Treasury. Paid from the District’s
fund at the County Treasury were the District’s salaries and benefits. In general, the
assessment disbursements ($300,000) were about $200,000 less than the annual
salaries and benefits ($500,000). However, the County Treasurer as the depositary
was still required to pay salaries and benefits and principal payments on loans.
These actions contributed to the growing deficit in the County fund. As an example,
the District’s identifies that on July 23, 2002, the County Board of Supervisors
approved the annual constitutional advance of the anticipated revenues for FY 2002-
03 for $301,791, of which $98,847 would be advanced to the District in July and the
remainder being restricted to payment for salaries and benefits and principal
payments on the loans.

¢ With the private bank account, the District utilized receipts from rent, childcare, and
recreation activities to pay for services and supplies.
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Rim of the World Recreation & Park District - FY 1988-99 through FY 2005-06

REVENUES:

Special Assessments

Delinquent Assessments

Rents & Concessions

Investment Earnings

Intergovernmental

Charges for Services
Recreation
Childcare

Other

TOTAL REVENUE

EXPENDITURES:
Administration
Salaries & Benefits
Services & Supplies
Utilities
Recreation
Salaries & Benefits
Services & Supplies
Childcare
Salaries & Benefits
Services & Supplies
Debt Service
Principal
Interest
Issuance Cost
Capital Outlay
TOTAL EXPENDITURES

OTHER FINANCING SOURCE:

FY 1998-99 FY 1999-00 FY 2000-01 FY 2001-02 FY 2002-03 FY 2003-04 FY 2004-05 FY 2005-06
Amount % Amount % Amount % Amount % Amount % Amount % Amount % Amount %
$349,605 57% $360,170 54% $348,951 50% $346,328 45% $350,070 43% $320,945 44% $386,336 41% $368,897 41%

9,868 2% 9,851 1% 11,237 2% 8,635 1% 10,895 1% 63,571 9% 27,014 3% 19,808 2%
0% 51,826 7% 63,596 7% 63,808 7%

0% 0% 1,480 0% 30 0%

0% 0% 85,786 9% 46,317 5%

81,797 13% 110,192 16% 102,317 15% 72,553 9% 25,659 3% 46,893 6% 66,780 7% 90,065 10%
171,539 28% 183,086 27% 213,685 31% 241,104 31% 237,431 29% 232,052 32% 286,168 31% 285,496 32%
4,149 1% 6,700 1% 17,996 3% 106,681 14% 190,027 23% 11,431 2% 15,290 2% 14,725 2%

$616,958 100%

$669,999 100%

$694,186  100%

$775,301 100%

$814,082 100%

$726,718 100%

$932,450 100%

$889,146 100%

$391,328  64%
222,310 36%

0%

$419,688 59%
283,759 40%

4,000 1%

$459,967 65%
248,246 35%

$443,603  55%
291,577 36%
0%

25,000 3%
3,350 0%
43,619 5%

$307,096  40%
250,779  33%
0%

70,220 9%
9,796 1%
0%

133,611 17%

$148,525
136,920
60,554

17,792
30,495

204,510
61,904

75,455

20%
19%
8%

2%
4%

28%
8%

10%
0%
0%
0%

$197,361 21%
132,360 14%

75,197 8%
28,340 3%
47,576 5%

248,632 26%

40,745 4%
38,565 4%
51,452 5%

0 0%
85,786 9%

$146,733  12%
229,016  19%

65,262 5%
64,666 5%
30,683 3%

252,559 21%

47,784 4%
6,763 1%
42,884 4%
9,957 1%

296,280 25%

$613,638 100%

$707,447 100%

$708,213 100%

$807,149 100%

$771,502 100%

$736,155 100%

$946,014 100%

$1,192,587 100%

Debt Issued 0 0 600,000 204,567 0 0 0 606,000
Debt Redeemed 0 0 0 0 0 0 0 (600,000)
NET GAIN (LOSS) $3,320 ($37,448) ($14,027) $172,719 $42,580 ($9,437) ($13,564) ($297,441)
FUND BALANCE BEGINNING ($57,594) ($54,273) ($91,720) ($105,747) $66,972 $7,537 $69,587 $56,023
FUND BALANCE ENDING ($54,273) ($91,720) ($105,747) $66,972 $109,552 $69,587 $56,023 ($241,418)
source: ROWRPD FY 1999-2000 through FY 2005-06 Financial Statements
Cash and Investments $9,456 $30,415 $42,646
County Treasury Balance $66,596 $50,998 $12,329 ($7,614) ($64,874)
Private Bank Deposits $155,946 $23,987 $90,152 $80,834 $96,378
Constitutional Advance - County $58,424 $98,147 $151,270 $0 $0 $0 $0 $0

source: ROWRPD FY 1999-2000 through FY 2005-06 Financial Statements; District interim general manager and staff

Percentages calculated by LAFCO staff.

Notes for highlighted fields:

FY 2000-01: The issuance of debt was not counted towards the Fund Balance
FY 2001-02: Not counting the issuance of debt to pay operating expenses, Expenditures exceeded Revenues
FY 2003-04: Fund Balance Ending restated from ($1,900) in FY 2004-05 audit
FY 2005-06: Captial Outlay is actually Adjusting Journal Entries in the audit to record: additional accounts payable, intergovernmental revenues, deferred revenues, and capital asset additions
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Notes Payable

As stated, with declining revenues and increasing expenditures, the District annually sought
approval each year to receive an advance of its assessment distribution from the County
against anticipated assessment revenues. In June 2001, the County Auditor-
Controller/Recorder notified the District of its inability to advance assessment revenues
beyond the anticipated limit of $315,000. In response to this anticipated shortfall, the
District secured loans to cover expected obligations, reduced expenditures, and sought
additional revenue to assure future continuing operations. The loans that the District
secured were two notes payable, as shown below:

¢ On November 20, 2001, the District executed a note payable for $151,270 for
working capital purposes. The note was secured by the District’s Twin Peaks
property. The note required semi-annual payments of $25,000, with interest paid
monthly. The final payment was made July 2004.

e On April 26, 2002, the District executed a note payable for $50,550 for working
capital purposes. The note was also secured by the District's Twin Peaks property.
The note required semi-annual payments of $10,110, with interest paid monthly.
The final payment was made in July 2004.

On March 1, 2001, the District executed a note payable for $600,000 to purchase and
secure the District office building. Given the revenue constraints of the District, the note
payable was an “interest only loan” and the note required monthly interest payments set at
8.5%. The principal was due on March 3, 2006, and the District did not project the ability to
have the required $600,000. In November 2005, the District refinanced its $600,000 note
payable with Union Bank for $606,000. The note requires monthly payments of $4,037
(principal and interest based on a 25-year amortization schedule at an interest rate of
6.35%). Atthe end of the tenth year, a balloon payment of the remaining balance is due
and payable. The annual schedule is shown below:

Fiscal Year Ending June 30, Principal Interest
2007 $ 10,696 $ 37,744
2008 11,386 37,044
2009 12,141 36,299
2010 12,934 35,506
2011 13,780 34,660
2012 - 2016 538,290 141,470
Totals o § 599,237 $ 322,723

Source: FY 2005-06 Financial Statement

Of primary concern to LAFCO staff is the final balloon payment due in 2016. From FY
2006-07 through FY 2014-15, the annual payment will be $48,440. However, the remaining
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balance of $486,000 is due and payable in 2016. LAFCO staff is of the understanding that
the District intends to refinance the loan before the balloon payment is due. In looking at
“Recreation and Park District Law” regarding acquisition of real property and indebtedness,
Public Resources Code Section 5788.21 allows a park district to acquire any necessary real
property by borrowing money; however, it limits the time frame for borrowing. Specifically it
states that any indebtedness shall be repaid within 10 years from the date on which it is
incurred. This may be why the November 2005 loan is due in full by FY 2015-16; this would
also limit any subsequent indebtedness to a period of 10 years.

D. FY 2006-07 through FY 2010-11

As shown in the figure below, Assessment Income declined from $472,499 in FY 2006-07 to

$361,494 in FY 2009-10, a 23% decline. Additionally, during the same time period Fees
and Charges declined from $350,234 to $296,926, a 15% decline. A reduction of 23% and
15% of the top two revenue sources would at the least challenge any agency’s ability to
continue to provide services and debt repayment. In the case of ROWRPD, this reduction,
coupled with its running negative equity in the County Treasury, hindered its ability to

continue adequate service provision, as explained in detail below.

Rim of the World Recreation & Park District - FY 2006-07 through FY 2010-11

FY 2006-07 FY 2007-08 FY 2008-09 FY 2009-10 FY 2010-11
Actual Actual Actual Estimated Prelim Budget

REVENUES: Amount % Amount % Amount % Amount % Amount %
Fees & Charges $350,234  39% $356,174 41% $332,082 43% | $296,926 40% $305,000 26%
Rental Income 58,751 7% 72,912 8% 65,740 8% 54,610 % 86,223 %
Assessment Income 472,499 53% 406,886 46% 363,722 47% 361,494  48% 755,000 65%
Donations 5,110 1% 10,289 1% 13,229 2% 32,157 4% 20,000 2%
Interest 20 0% 4 0% 0 0% 0 0% 0 0%
Other 3,847 0% 29,210 3% 3,069 0% 649 0% 0 0%
TOTAL REVENUE $890,461 100% $875,475 100% $777,842 100% $745,836 100% | $1,166,223 100%
EXPENSES:
Salaries & Benefits $469,960  52% $552,364 60% $488,345 61% | $401,294 52% $461,530 51%
Professional Services 26,059 3% 35,887 4% 21,184 3% 90,624 12% 110,900 12%
Structural Maintenance 95,975 11% 30,859 3% 26,726 3% 13,188 2% 40,400 4%
Other Services & Supplies 261,195 29% 251,531 27% 210,021 26% 210,973  28% 241,435 27%
Loan Payments - building 48,440 5% 48,440 5% 48,440 6% 48,440 6% 48,440 5%
TOTAL EXPENDITURE $901,629 100% $919,081 100% $794,716 100% | $764,519 100% $902,705 100%
NET GAIN (LOSS) ($11,168) ($43,606) ($16,874) ($18,683) $263,518
County Treasury Balance |($135,591) ($128,067) ($165,720) ($153,700) ($136,742)
source: ROWRPD FY 2008-09 thorugh FY 2010-11 Budgets; District Interim General Manager; County Financial Accounting System
notes:
Percentages calculated by LAFCO staff
FY 2010-11: Net Gain does not include probable debt repayments to the County; County Treasury Balance obtained from County

As for expenditures, this dire situation required the District to consider drastic cuts in order

to maintain viability, including a reduction in payroll and a sharp drop in Structural

Maintenance (as shown on the figure). Even with these cuts, the District needed to take
draconian measures to stay alive. It considered one option calling for terminating the lease
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with the County for the Lake Gregory ball field, thus eliminating future maintenance
expenses paid by the District — it was not chose. A second option, and the one chosen,
eliminated the general manager position in order to help pay off the debt to the County.
Since July 2009, the District has contracted with the County of San Bernardino Special
Districts Department for the services of an interim/part-time general manager. The current
amended contract is scheduled to expire December 2010.

Additionally, as a cost savings measure, in fall 2009 the District closed the Valley of
Enchantment childcare site due to low enrollment. Also, for the summer 2010 the
Grandview Elementary and Lake View Elementary childcare sites were consolidated. When
the new school year begins, the District will determine if enrollment justifies the operation of
separate sites.

As mentioned, the District has received advances from the County Auditor against
anticipated assessment collections in order to cover salary and benefit operating costs. The
District estimates that by June 30, 2010 the remaining balance owed to the County will be
$273,700. Below is an outline of the costs which make up this amount:

e Reqistrar of Voters - $104,807 owed for previously conducted but unpaid elections.

0 $35,549 remaining for the 2005 election for a seat on the board. The District
agrees by letter to pay the ROV $8,000 by June 30, 2008 and the balance of
$31,549 by June 30, 2009. The District paid $4,000 of the $8,000 promised
in March 2008.

o $65,701 for the 2007 failed assessment increase ballot measure.

o0 The District was required by the ROV to pre-pay $55,000 for the April 2010
assessment increase ballot measure. The actual cost of the election was
$3,557 over the ROV estimate.

e Auditor/Controller-Recorder - $275,454 owed since October 2008. The District
anticipates to have paid $121,754 by June 30, 2010, which would leave a balance of
$153,700.

e Special District Department - $18,750 in outstanding payments for contracting for an
interim general manager.

E. Beyond FY 2010-11

On April 6, 2010, the voters within the District approved Measure N (69% in favor) which
increased the existing $10 special tax by $12, to a total amount of $22 per parcel. The
much needed additional revenue will increase assessment revenues by up to $432,000. As
a part of the campaign for Measure N, the District, in March 2010, adopted a tentative
schedule for use of the additional revenue. As the chart shows, the first three years focuses
on repayment of the County debt and deferred maintenance. With the County debt
anticipated to be repaid by the end of FY 2012-13, those revenues were to be shifted to
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capital improvements. Additionally, the District has stated that it would like to reserve 10%
of the annual budget amount, although no reserves currently exist. By the end of FY 2013-
14, the District should have obtained a 10% reserve.

Activity FY 10-11 FY 11-12 | FY 12-13 | FY 13-14 | FY 14-15 Total
Additional funds @$12 x 36,000 | $ 432,000 | $ 432,000 | $432,000 | $ 432,000 | $432,000 | $ 2,160,000
Proposed Debt Repayment $101,115| $101,115]| $101,115 | $ -1 $ $ 303,345
Deferred Maintenance $ 140,300 | $ 135,500 | $138,800 | $ -1 $ -|$ 414,600
Capital Improvements $ 63440 $ 53,1401 % 60,140 | $281,240 | $211,240]| $ 669,200
Operations $ 107,145 | $ 107,145 | $107,145 | $ 115,760 | $185,760 | $ 622,955
Reserves/Emergency Funds $ 20,000|$ 35100|% 24,800 |$ 35000 | $ 35000|$ 149,900
Total Expenses $ 432,000 | $ 432,000 | $432,000 | $ 432,000 | $432,000 | $ 2,160,000

source: Rim of the World Recreation & Park District - 5 Year Projection for Additional Assessment Revenue

However, LAFCO staff has learned that this schedule is no longer viable in that the County
will not agree to a three year payment schedule for the District’s debts to the County.
Therefore, the adopted budget for FY 2010-11 anticipates repaying the County in full, which
leaves no funding for operations orcapital improvements, and a much smaller amount for
deferred maintenance during FY 2010-11.

This figure above assumes a full collection rate of $432,000 annually. However, according
to information provided by the County Auditor-Controller/Recorder/Treasurer/Tax Collector,
89.29% of the District’'s assessments were collected in FY 2008-09 (10.71% delinquency
rate). Applying this collection rate would yield the District a more likely figure of $385,733 in
additional revenue rather than $432,000. The District’'s FY 2010-11 Budget accounts for a
similar reduced collection amount.

Additionally, the figure above identifies a total debt repayment of $303,345. Absent from
the figure above is payment for the note payable for purchase of the District’s office
building. According to the schedule, there would be $486,000 remaining in 2016, when the
balloon payment is due. LAFCO staff is of the understanding that the District intends to
refinance the loan before the balloon payment is due.

F. Financial Summary and Conclusion

The financial documents provided by the District and data obtained from the State
Controller, in addition to interviews with the District, indicate that the District has had and
continues to experience financial and governance challenges. This is evidenced by the
deferral of debt payment, excess of expenditures over revenues, lack of adherence to
statutes governing financial activities, the dwindling of the fund balance at the County
Treasury to a negative balance, and the lack of a reserve. Any one of these is a concern,
but in combination they signal a failing agency.
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The voters within the District in April 2010 approved Measure N (69% in favor) which
increased the existing $10 special tax by $12, to a total amount of $22 per parcel. More
than doubling the District’'s primary revenue source will provide an opportunity for the
District to repay its debt obligations, take care of deferred and much needed maintenance,
and build a minimal reserve fund within a few years. During the processing of this service
review, the interim general manager has stated that it is the District's intent is to hire a full
time general manager after the County debt is repaid. After that, the additional revenue
should provide an opportunity to fund significant capital improvements and operations. No
other future plans were provided by the District for this service review.

However, due to the lack of current audits for the District, the historic lack of adherence to
the financial statutes, and the large debt it has amassed with the County, it is not clear to
LAFCO staff if the additional assessment revenue will be sufficient in the short-run to
correct the continual decline of the District. Without changes in governance that respect the
requirements of California Government Code and Recreation and Park District Law, LAFCO
staff is not assured that the operations will change course.

IV. Status of, and opportunities for, shared facilities.

ROWRPD has entered into a joint use agreement with the Rim of the World Unified School
District for use of school owned property and facilities for recreation programs including
licensed before and after school child care. Additionally, ROWRPD shares the San Moritz
ball field at the Lake Gregory Park through a lease with County Regional Parks as well as
maintaining Running Springs "Caplinger" ball field which is owned by the Rim of the World
Unified School District. ROWRPD has indicated that the proposed Lake Arrowhead
Community Park (undeveloped property owned by County Service Area 70 Zone D-1)
would be constructed by CSA 70 Zone D-1, but operations and maintenance could be
contracted with ROWRPD. However, no information or documentation of such negotiations
was provided during this service review.

V. Accountability for community service needs, including governmental structure
and operational efficiencies.

Local Government Structure and Community Service Needs

The District is an independent special district governed by a five-member board of directors
elected at-large. Members are either selected by vote of the electorate or are appointed in-
lieu of election by the County Board of Supervisors to four-year staggered terms. According
to records with the Registrar of Voters, since 1996 the District has had only one election in
2005 for membership. Interest in serving on the board of directors’ for the District appears
to be limited. This is supported by the lack of elections held within the past decade. In
general, poor financial health and lack of interest in governance are prime indicators of
struggling agencies. Below is the current composition of the board, their positions, and
terms of office:
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Board Member | Title Term
Hugh Bialecki Chairman 2011
Davis Hopper Vice Chairman | 2011
Laura Dyberg Secretary® 2013
Ronald Pete Hall | Member 2013
Rick Craig Member 2013

Regular Board meetings occur on the fourth Monday each month at 6:00p.m., except the
November and December meetings are combined and held the first Monday of December.
Board meetings are typically held at the District’s office unless another location is specified.

The District is comprised of four divisions: Administration, Facilities (parks, ball fields and
senior/community centers), Recreation, and Child Care. There is one full-time benefited
employee and three near-full time (70-80 hours per week) employees without the receipt of
benefits as well as part-time seasonal maintenance employees and 14 part-time child care
employees. The District office is open Monday through Friday from 9am to 5pm except
major holidays.

Operational Efficiency

Operational efficiencies are realized through several joint agency practices, for example:

e Contracting with County of San Bernardino Special Districts Department for the
services of a general manager. The District board of directors eliminated the general
manager position in order to help pay off the debt to the County. Since July 2009,
the District has contracted with the County of San Bernardino Special Districts
Department for the services of an interim and part-time general manager. The
current amended contract is scheduled to expire December 2010.

e California Association for Park and Recreation Insurance (CAPRI), a liability
insurance pool administered by the California Association for Recreation and Park
Districts. This organization also coordinates the legislative activities of its members
and is the legislative advocate for its members.

e Other joint agency memberships include: California Special District Risk
Management Authority, California Special District Association, and California Park
and Recreation Society.

e The District has been allowed to participate in the San Bernardino County
Employees’ Retirement Association. SBCERA is a cost-sharing multiple-employer
defined benefit pension plan operating under the California Employees Retirement
Act of 1937.

® Public Resources Code Section 5784.7 states that the board or directors may appoint one of its members as
secretary. Alternatively, the board may employ a clerk to perform the duties of the secretary. If there is no
secretary, the clerk shall perform the duties of the secretary.
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e The Rim Recreation Foundation, a non-profit organization, provides community
outreach, fundraising, and volunteer services regarding park and recreation matters
within the boundaries of the District.

Government Structure Options

There are two types of government structure options:

1. Areas served by the agency outside its boundaries through “out-of-agency” service
contracts;

2. Other potential government structure changes such as consolidations,
reorganizations, dissolutions, etc.

Out-of-Agency Service Agreements:

Public Resources Code 5786(c) allows for a park district to operate recreation facilities
inside and outside of its boundaries. The District has identified that all of its facilities
and operations are within its boundaries.

Public Resources Code 5786.13 allows a park district to contract-out as well as deliver
services and programs to other agencies. The District Board of Directors contracts with
the County Special Districts Department to provide for management and administration
of the District. LAFCO staff reviewed the contract and determined that the County was
not providing service in the area; therefore, the contract would not fall under the
provisions of Government Code Section 56133 which requires LAFCO review and
approval.

Government Structure Options:

While the discussion of some government structure options may be theoretical, a
service review should address possible options.

Expansion — Expansion of the District’s sphere of influence and boundaries to the
northwest to include the Cedarpines Park area is the only territory that would
include a significant population (four square miles comprising sections 17-20 of
TO2NRO4W — shown below in dashed outline) and utilize District services.
Currently, County Service Area 18 provides park and recreation to the majority of
the Cedarpines Park area; the remainder is not within the boundary or sphere of
influence of a park and recreation provider. The registered voters, landowners,
or the District could submit an application to LAFCO for the District to assume
responsibility for park and recreation services to the area. In this scenario, the
District would annex four square miles, be responsible for providing park and
recreation services to the area, and would succeed to CSA 18's park and
recreation assets, liabilities, and share of the general property tax levy. LAFCO
staff is not aware of any interest in this area being annexed to the District. Given
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the past and current nature of the District’s finances and operational challenges,
support for this option is unlikely at this time.

K

CSA
Cedarpines

Park

g

Dissolution of the District. Absent the approval of the increase of the special tax
in April 2010, dissolution of the District would have been a distinct possibility.
Dissolution would include the transfer of the park and recreation responsibility,
assets, and assessment levies to another public agency. The successor agency
could have been one of the overlaying public agencies whose parent acts allow
for park and recreation services and that overlay the existing park facilities:
County Service Area 79, Running Springs Water District, Arrowbear Park County
Water District, Lake Arrowhead Community Services District, and Crestline
Village Water District.

However, with the approval of the increase of the special tax from $10 to $22, the
District will have an opportunity to repay its obligations, take care of deferred and
much needed maintenance, and build a reserve fund within a few years. After
that, the additional special tax revenue should provide the opportunity to fund
significant capital improvements and operations. Therefore, staff does not
support dissolution as an option at this time.

Undeveloped Park of County Service Area 70 Zone D-1. Since its formation in
1974, CSA 70 D-1 has been authorized by the County to provide flood control
related to the maintenance and operation of the new Lake Arrowhead Dam and
since 2008 park and recreation services to the Arrowhead Woods area. CSA 70
D-1 does not currently provide park and recreation services but it is providing for
development of a park within Arrowhead Woods area. The Arrowhead Woods
area is within the Rim of the World Recreation and Park District.

Having two public agencies in an area actively providing park and recreation
services is a duplication of service, indirect conflict with the principles of LAFCO
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law. It is the understanding of LAFCO staff that Zone D-1 plans to construct the
new park and that it also plans to operate and maintain it. However, Zone D-1
could contract with ROWRPD to operate and maintain the park or deed the park
property and improvements to the District, as the landowners have already paid
for the park through their taxes.

e Detachment of the area of the Lake Arrowhead Community Services District.
One scenario would be to detach the area of the Lake Arrowhead Community
Services District from the Rim of the World Recreation and Park District, whereby
the Lake Arrowhead CSD would become the responsible park and recreation
provider within its boundaries and the assets and assessment levies of the
District would transfer to Lake Arrowhead CSD. While only a fraction of the
District's maintenance liabilities (one park/ball field, one community center, two
school care programs, and the District office) would be removed from the District,
roughly 52% of its annual assessment funding would be removed (18,752 of
36,325 parcels - $412,544). A loss of 52% of the primary revenue source would
have an adverse impact on the District’s operations and leave the remainder of
the District with the majority of the facilities but only 48% of the assessment
revenue. In such a proposal, the Commission would be required to determine
that the remaining district would be financially sustainable prior to approval.
Without such documentation, this option is not likely at this time. However,
should the ROWRPD financial position deteriorate further, the transfer to the
Lake Arrowhead CSD would be a viable option.

¢ Maintenance of the status quo. This option would retain the District as currently
constructed.

At this time, neither LAFCO staff nor the District recommends any structural or
organizational changes. However, on the part of LAFCO staff this recommendation
comes with certain provisos regarding the next five years. The next service review in
five years will revisit the operational and fiscal challenges of the District and provide
updated Governmental Structure Options. In the interim, LAFCO staff is recommending
that the Commission condition its sphere of influence affirmation on several specific
items:

1. For the next five years the District is required to provide the Commission annually
with a copy of its adopted proposed and final budget, its mid-year budget review and
financial reports, and ;copies of the audits presented to the District;

2. The District is required to provide the Commission with an outline for completion of
its outstanding audits within the next two fiscal years;

3. The District is required to provide the County Auditor with copies of all audits and

current budgets and the State Controller with copies of all audits as required by law;
and
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4. The District is to provide an outline of how it anticipates providing for management of
the District according to the requirements of State and Park and Recreation District
Law.

Should the District’s financial position not improve during this five year period, or if at
any time it appears to be returning to the financial challenges outlined in this report,
LAFCO staff will return to the Commission with a request to initiate a service review
immediately, with the potential for a recommendation for dissolution of the district.
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ROWRPD SPHERE OF INFLUENCE UPDATE

Sphere of Influence

The District’s boundaries and sphere of influence are coterminous and encompass 110 +/-
square miles. For this sphere update, staff's position is that there are two options available
to the Commission.

Option #1 - Affirm a coterminous sphere of influence. Although the District has and
continues to experience financial and governance challenges, in April 2010 Measure
N passed which could generate up to $432,000 per year for the District. Affirmation
of a coterminous sphere would signal that the District should remain in its current
structure for at the least the next five years. In this timeframe, the District should
have the opportunity to come into compliance with state and Recreation and Park
District Law, pay off debt, take care of deferred financial reports and maintenance,
and hire a full-time general manager.

Option #2 - Designation of a zero sphere of influence. Since at least 1999, and possibly
further back, the District has experienced financial and service delivery challenges,
as detailed in the Service Review portion of this report. Additionally, the District has
experienced governance challenges such as the deferral of mandatory financial
statements. Designation of a zero sphere of influence would signal the
Commission’s position that the District should no longer be considered to provide
this service and that others within the area should consider assumption of these
services.

Staff’'s Recommendation

Absent the passage of Measure N in April 2010 that could generate up to $432,000 per
year, LAFCO staff would have recommended a zero sphere of influence for the District as
well as the initiation of dissolution of the District. However, with the ability to collect
additional revenue, the District has an opportunity to improve its financial situation and
governance challenges. Therefore, staff recommends that the Commission:

e Affirm the existing sphere of influence for the District (Option #1), and

¢ Include as a condition of the sphere affirmation that for the next five years the District
is required to provide the Commission annually with a copy of its adopted proposed
and final budget, its mid-year budget review and financial reports, copies of the
audits presented to the District; that the District is required to provide the
Commission with an outline for completion of its outstanding audits within the next
two fiscal years; that the District provide copies of its audits and budgets to the
County Auditor and audits to the State Controller as required by law; and that the
District identify how it intends to provide for management of the District according to
the requirements of State and Park and Recreation District Law.
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The next service review and sphere update in five years will revisit the operational and fiscal
challenges of the District and provide updated governmental structure options with LAFCO
staff monitoring the financial health of the District in the interim. Should the District's
financial position not improve, LAFCO staff will return to the Commission with a request for
an immediate service review with the recommendation for dissolution.

Authorized Powers

When updating a sphere of influence for a special district, the Commission is required to
establish the nature, location, and extent of any functions or classes of services provided by
the district (Government Code 856425(i)).

LAFCO staff recommends the Commission modify service description of the Park and
Recreation function for the District in the Rules and Regulations of the Local Agency
Formation Commission of San Bernardino County Affecting Functions and Services of
Special Districts to adequately reflect the services provided, as follows (changes identified
in bold italic):

FUNCTIONS SERVICES
Park and Recreation Park-and-Recreation
Local park development, operation,

maintenance, recreation, child care

FACTORS OF CONSIDERATION:

The District was requested to provide information regarding the sphere of influence update
as required by State law. Staff responses to the mandatory factors of consideration for a
sphere of influence review (as required by Government Code Section 56425) are identified
as follows:

1. The Present and Planned Uses in the Area

Development in the San Bernardino Mountains is naturally constrained by rugged
terrain, limited access, and lack of support infrastructure, as well as by planning and
environmental policies which place much of the area off limits to significant
development. Most of the District’s area is within the San Bernardino National
Forest. Forest lands are devoted primarily to resource protection and recreational
use. Maximum build-out potential is constrained substantially by the slope-density
standards and fuel modification requirements of the County General Plan Fire Safety
Overlay.

In general, the San Bernardino Mountains is one of the most densely populated
mountain areas within the country and is the most densely populated urban forest
west of the Mississippi River. The District service area includes commercial uses
oriented to tourists and seasonal residents as well as year-round residents.
However, development in the District is primarily single-family residential with

32



LAFCO 3149 - Rim of the World
Recreation and Park District
July 12, 2010

roughly 93 percent of all homes being single-family dwellings, many of which are
second or vacation homes. The permanent occupancy within district is 33,797 year
round.

The Present and Probable Need for Public Facilities and Services in the Area

The District states that demand for the sports fields and indoor gyms exceed the
current facilities available through the District. Further, the District has noticed an
increase in the utilization of the facilities and its recreational programs, especially the
ball fields. This increase in demand correlates to the increase in population within
the past ten years. With the population of the District anticipated to increase over
66% from 2000 to 2030 coupled with development mainly comprised of residential
uses, additional facilities will be needed to provide for adequate park and recreation
activities.

The Present Capacity of Public Facilities and Adequacy of Public Services that the
Agency Provides

The District operates over 20 acres of park space to include ball fields, roughly 7,200
square feet for two senior/community centers, and over 4,100 square feet of child
care facilities. The District offers the full range of recreation programs to include
swimming programs, teen and senior programs, CPR classes, dance, martial arts,
etc. However, there are roughly 20 acres of park space for 34,000 full-time
residents.

The District’s stagnant revenue has eliminated reserves, reduced the cash balance
to near zero, decreased services, led to deferral of facility maintenance and financial
statements, as well as payments owed to the County Registrar of Voters for past
elections. As a result of the lack of funding, the District received advances from the
County Auditor against anticipated assessment collections in order to cover
operating costs. The total debt to the County at one point reached roughly 40% of
annual revenue.

The Existence of any Social or Economic Communities of Interest

The District includes the Crest Forest (excluding Cedarpines Park), Lake Arrowhead,
and Arrowbear/Green Valley Lake/Running Springs communities. The District
reflects the boundaries of the Rim of the World Unified School District except for the
area of Cedarpines Park.

The economic communities of interest include the commercial activities and

businesses of the mountain resorts such as Snow Valley and Lake Arrowhead
Village, as well as Lake Arrowhead and Lake Gregory.
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ADDITIONAL DETERMINATIONS

The Commission’s Environmental Consultant, Tom Dodson and Associates, has
determined that affirmation of the current sphere of influence is statutorily exempt from
environmental review. Mr. Dodson’s response is included as Attachment #5.

As required by State Law notice of the hearing was provided through publication in a
newspaper of general circulation, the Alpenhorn News. Individual notice was not
provided as allowed under Government Code Section 56157 as such mailing would
include more than 1,000 individual notices. As outlined in Commission Policy #27, in-
lieu of individual notice the notice of hearing publication was provided through an eighth
page legal ad.

As required by State law, individual notification was provided to affected and interested
agencies, County departments, and those agencies and individuals requesting mailed

notice.

Comments from landowners/registered voters and any affected agency will need to be
reviewed and considered by the Commission in making its determinations.

RECOMMENDATION:

Staff recommends that the Commission approve LAFCO 3149 by taking the following
actions:

1. Certify that LAFCO 3149 is statutorily exempt from environmental review and direct the
Executive Officer to file a Notice of Exemption within five (5) days.

3.

Receive and file the service review for the Rim of the World Recreation and Park District
and make the findings related to the service review required by Government Code
56430 as outlined in the staff report.

Affirm the existing coterminous sphere of influence for the Rim of the World Recreation
and Park District with the conditions that:

a.

For the next five years the District is required to provide the Commission annually
with a copy of its adopted proposed and final budget, its mid-year budget review
and financial reports, and copies of the audits presented to the District;

The District is required to provide the Commission with an outline for completion
of its outstanding audits within the next two fiscal years;

The District is required to provide the County Auditor with copies of all audits and

current budgets and the State Controller with copies of all audits as required by
law; and
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d. The District is to provide an outline of how it anticipates providing for
management of the District according to the requirements of State and Park and
Recreation District Law.

4. LAFCO staff recommends that the Commission amend the “Rules and Regulations
Affecting Special Districts” by modifying the service description for the Park and
Recreation function to more accurately reflect the services provided, for Rim of the
World Recreation and Park District as follows (changes in bold italic):

FUNCTIONS SERVICES
Park and Recreation Park-and-Recreation

Local park development, operation,
maintenance, recreation, child care

5. Adopt LAFCO Resolution No. 3095 setting forth the Commission’s findings and

determinations as required by Government Code Section 56430 and 56425.
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ATTACHMENTS

Map — Current Boundary and Sphere

Map - Facilities

Service Review and Sphere Update Response

Financial Information

Environmental Response from Environmental Consultant, Tom Dodson and
Associates

Resolution No. 3095 for LAFCO 3149
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