CITY OF BRISBANE
50 Park Place
Brisbane. California 940051310
(415) 508-2100
Fax (413) 4674059

August 16, 2013

Honorable Richard C. Livermore

Superior Court Judge, County of San Mateo
¢/o Charlene Kresevich

400 County Center, 8™ Floor

Redwood City, California 94063-1665

RI:: Grand Jury Report “San Mateo County Special Districts — The Mosquito District Report
dated July. 2013

Dear Judge Livermore:

Please accept this letter in response to the 2013 San Mateo County Grand Jury Report filed
July 18, 2013 entitled “San Mateo County Special Districts: Who is Really in Charge of the
Taxpaver's Money? The Mosquito District Embezzlement: [s it the Tip of the [ceberg?”, This
response was presented and approved by the Brisbane City Council at its regular meeting of
August 19, 2013.

The following are the responses to the recommendations contained with the report that Cities are
being asked to respond to:

Recommendation R10. — Appoint a council member to the District Board if a
representative cannot be found after vetting applicants. The City of Brisbane has a Council
appointed resident/tepresentative, Robert Maynard. who has been actively participating for many
years.

Recommendation R11. - Require regular reporting about the District’s operations by their
representative at a scheduled counell meeting. Brisbane’s representative has been regularly
reporting to the Council at scheduled City Council mectings and there are no plans to change
that.

Should you need any additional information or have anv questions please contact me.

Sincerely,

Clayton Holstine
City Manager

Providing Qualivg Seriices



Superior Court of California, County of San Mateo
Hall of Justice and Records
400 County Center
Redwood City, CA 940631655

JOHN C, FITTCON {650 599-1210
COURT EXECUTIVE QFFICER FAX (650) 363-4698
CLERK & JURY COMMISSIONER WWW.EARMACOCOUrt.org

July 18,2013

City Couneil

City of Brisbane

50 Park Place
Brisbane, CA 94003

Re: Grand Jury Report: “San Mateo County Special Districts: Whe is Really in Charge of the Taxpayer’s Money?
The Moesquito District Embezzlement: Is it the Tip of the Jeeberg?” ‘

Dear Councilmembers:

The 2012-2013 Grand Jury filed a report on July 18, 2013 which contains findings and recommendations pettaining
to yOur agency. Your agency must submit comments, within 90 days, to the Hon. Richard C. Livermore. Your
agency’s respense is due no later than October 16, 2013, Please note that the response should indicate that it
was approved by your governing bedy at a publc meeting.

Forall findings, your responding agency shall indicate one of the following:

1. The respendent agrees with the finding.-

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

Additionally, as to each Grand Jury recommendation, your responding agency shall report ene of the following
actions:

1. The recommendation has been implemented, with & summary regarding the Implemented action.

2. The recommendation has not yet been implemented, but will be implemented in the fature, with a
time frame for implementation.

3. The recommendation regaires further analysis, with an explanation and the scope and parameters of
an analysis or study, aud a time frame for the matter to be prepared for discussion by the officer or
director of the agency or departinent being investigated or reviewed, including the governing bedy of

the public agency when applicable. This time frame shall not exceed six months from the date of.

publication of the Grand Jury report.

4, The recommendation will not be implemented because it is not warranted or reasonable, with an
explanation therefore.




Please submit your responses in all of the following ways:

1. Respanses to be placed on file with the Clerk of the Court by the Court Executive Office.

¢ Prepare original on your agency's letterhead, indicate the date of the public meeting that
your goveraiig body approved the response address and mail fo Judge Livermore.

Hon, Richard C. Livermore
Judge of the Superior Court
¢/o Charlene Kresevich
Hall of Justice
400 County Center; 2" Floor
Redwood City, CA 94063-1655,

2. Responses to be placed at the Grand Jury website.

= Copy response and send by e-mail to: grandjury@sanmateocourt.org. (Insert agency name
if it is not indicated at the top of your respouse.)

3. Responses to be placed with the clerk of your agency.

« File a copy of the response direetly with the clerk of your agency. Do not send this copy fo
the Court.

For up to 45 days after the end of the term, the foreperson and the foreperson’s designees are available to clarify the
recommendations of the report. To reach the foreperson, please call the Grand Jury Clerk at (8503 599-1210.

if vou have any questions regarding these procedures, please do not hesitate to contact Paul Okada, Chief Deputy
County Counsel, at (650) 363-4761,

Yery fruly yours,
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i
John C. Fitton
Court Executive Officer

JCF:ck
Enclosure

oo Hon. Richard C. Livermore
Paul Okada

Information Copy: City Manager




SAN MATEO COUNTY SPECIAL DISTRICTS:
WHO IS REALLY IN CHARGE OF THE TAXPAYER’S MONEY?
The Mosquito District Embezzlement: Is it the Tip of the Iceberg?

SUMMARY

San Mateo County (County) has 22 independent special districts. Common in counties
throughout California, independent special districts are local governmental entities that are
legally separate from counties and cities. They deliver special public services such as mosquito
abatement, water management, and health care, to name a few. Special districts receive a
significant amount of their operating funds from their portion of countywide property taxes
and/or special assessments. They wield considerable influence with little oversight other than
their own board of directors. In many cases, these boards are responsible for multi-million dollar
budgets.

The recent embezzlement case in the Mosquito and Vector Control Abatement District (District)
involving hundreds of thousands of dollars prompted the 2012-2013 San Mateo County Civil
Grand Jury (Grand Jury) to investigate what led to the embezzlement. Two employees, who
oversaw financial matters for the District pleaded no contest to embezzlement charges and will
be sentenced in the latter part of 2013.

The Grand Jury finds that the Board of Trustees (collectively, Board, and individually, Trustee)
and the District’s District Manager (Manager) share in responsibility for the lack of oversight
that was instrumental in allowing the embezzlement to occur. The Grand Jury finds that the
Manager and the Board’s finance committee did not recognize red flags in financial reports that
should have revealed the embezzlement far sooner.

The Grand Jury also finds that the insurance company’s denial of the District’s embezzlement
loss claim is further evidence that there were inadequate management practices, insufficient
accountability, and oversight of the District.

The Grand Jury finds that the District’s internal financial controls were inadequate and that
important policies and procedures were not followed. The Grand Jury also finds that the Board
did an inadeguate job of overseeing operations and that there were significant differences of
opinion regarding the Manager’s ability to manage the District.

The Grand Jury finds that Trustees are confused about their responsibilities, some feeling their
only role is to make district policy, while others feeling they have more oversight
responsibilities, The Grand Jury also finds that the issue of the dissolution of the District and
transfer of its services to the County Environmental Health Department (CEHD) because of the
District’s poor management and the need for more operational efficiency and cost savings, merits
further study even though the County’s Local Agency Formation Commission (LAFCo) recently
rejected the recommendation of its executive officer to do so. The Grand Jury further finds that

l 5 L1 oy 19 23
For purposes of this report, the term “cities” includes “towns™ and County government where the context so
reguires.



Cities do not give priority to having representation on the Board, which representation is an
important component to the oversight of the District operations

The Grand Jury recommends that the Board require its Manager to follow the Policies and
Procedures manual at all times and provide monthly financial reports to the Board.

The Grand Jury recommends that the Board emphasize the importance of its finance committee’s
role in ensuring that internal financial controls and policies are in place and are being followed.
The Grand Jury recommends that the District hire a consultant to redesign the Manager’s
evaluation process to better assess job performance and to provide clarity and goal setting. The
Grand Jury also recommends that the Board evaluate its policies and procedures on an annual
basis and study a restructuring of the Board to better fulfill its oversight role.

The Grand Jury recommends that LAFCo continue to study the possible dissolution of the
District and transfer of its services to the CEHD.

The Grand Jury recommends that cities give priority to having representation on the Board and,
if unsuccessful in recruiting appointees, comply with Health & Safety Code section 2021 and
appoint a council member in the interim. In addition, the Grand Jury recommends that cities
require representatives fo give their city councils regular updates on District’s operations.

BACKGROUND

The District’s budget is approximately $6 million. It has an accumulated reserve of about $5
million. Its funding comes from property taxes, parcel assessments, and a benefit assessment. it
is governed by a Board composed of one member from each of the County’s 20 cities plus
County government. It employs a Manager to oversee its daily operations. Despite all of these
“overseers,” only one Trustee recognized a problem with an overage in operational expenses in
2011, thereby leading to the discovery of the embezzlement. After the discovery, only one city
asked for a Grand Jury investigation.

The Grand Jury learned during interviews that the Manager did not follow normal employment
vetting procedures when hiring the finance director accused of the embezzlement,

The LAFCo executive officer performed a Municipal Service Review and Sphere of Influence
Review (Service Review) pursuant to Government Code Sections 36425 and 56430 following
the alleged embezzlement. The report addressed public accountability and broadly examined
district operations, fiscal health, opportunities for sharing resources, and governance alternatives.
The study was not a financial audit and only identified measures the District has taken or could
take to prevent such embezzlement events.’

Subsequent to the Service Review, the LAFCo executive officer recommended that the District
be dissolved and incorporated into the CEHD, which might result in a cost savings. However, the
LLAFCo commissioners rejected the recommendation and deferred any further decision on the
subject to a later review after the Manager compieted a Performance Improvement Plan as

’ June 12, 2012, LARCo Municipal Service Review.



required by the District Board. However, LAFCo has taken no further action on the District

maiter.

It is important for County taxpayers to understand special district governance structure and the
responsibility of special district boards with regard to such issues as embezzlement.

Concerns about special district management practices, accountability, and oversight were the
impetus for a Grand Jury investigation.

METHODOLOGY

Documents

The Grand Jury reviewed the following documents:

Survey

The LATFCO Service Review of the District, dated June 12, 2012

The District’s certified financial audits for fiscal years ending June 30, 2009, 2010, and
2011

Letter of concern from a member city

Documents from three former senior District employees including timelines of
management judgments, financial invoices, and grievance letters to Trustees

Personnel files of certain District employees
Forensic audit performed in 2011 by C.G. Ulenberg, the District’s regular auditor
Correspondence regarding the Hartford Insurance claim

Report issued by Dr. Peter Hughes, CPA, a consultant retained by the District to review
its accounting policies.

The Grand Jury sent a survey to all County independent special districts

Site Tours

The Grand Jury toured the District’s headquarters and laboratory located at 1351 Rollins
Road, Burlingame.

Interviews

The Grand Jury interviewed 13 individuals. Interviewees included representatives from
the District and its Board; representatives from LAFCo and #ts Commission; former key



District employees; auditors; and County Counsel attorneys who have represented the
District.

Subpoenas

e The Grand Jury’s presiding judge issued five subpoenas in order to obtain information.
(Relatedly, it is noted that the Board declined to waive its attorney client privilege with
the County Counsel when the Grand Jury requested it to do so.)

DISCUSSION
District Embezzlement

The noticing by one Trustee in early 2011 of discrepancies between budgeied and actual
expenditures led to the discovery of the embezzlement. This Trustee brought the information to
the attention of the Manager and the other Trustees. In addition, annual certified audits by the
District’s outside accounting firm for fiscal years 2009 and 2010 identified significant
deficiencies that went unresolved during the period of time in which the embezzlement took
place. Examples of such deficiencies included the failure properly to record accounting
transactions and petty cash management.

The District embezzlement was unigue according to one qualified interviewee, because it
involved the entire finance department, consisting of two employees. These two employees are
no longer with the District, and the County District Attorney has charged them with
embezzlement. The employees have pleaded no contest and are awaiting sentencing.

Prosecutors alleged that District funds were embezzled between 2009 and 2011 when the finance
director and her assistant placed themselves at a higher pay rate, fraudulently took time off,
contributed excessively to their deferred compensation funds, used credit cards for personal
purchases, and electronically transferred money into personal accounts. The forensic audit
(described below) showed more than $635,000 missing but prosecutors charged them with
embezzling only $400,000 because they could not prove an actual loss of the greater amount™
The District’s forensic auditor calculated the total loss resulting from the embezzlement to be
$796,781. (Appendix A.) This is the amount the District reported to its insurance company.

The annual certified audits of the District for fiscal vears 2009 and 2010 suggested that there was
a lack of sound management and fiscal responsibility. A subsequent forensic audit of the District
listed “ten distinct loss activities that were executed against the District by 2 former
employees... " These loss activities included incorrect pay calculations to employees,
unauthorized and personal use of credit cards, and frandulent reporting of time off for Family
Medical Leave Act (FMLA). While taking FMLA, one employee served jail time for a previous
embezzlement.

3
End in sight for mosquito district case: Former finance chief expected to plead guilty on 10 charges related to
embezziement of public money, March 22, 2013, Heather Murtagh - Daily Journal Staff.

* See Appendix B.



After the allegations of embezzlement, some of the Trustees determined the Manager’s skills
were inadequate for the position.5 The Board hired an outside consultant to perform a review of
the internal financial controls. Notwithstanding this state of affairs, the Trustees voted to extend
the Manager’s contract and paid the outside consultant to prepare a Performance Improvement
Plan for the Manager to complete in an effort to avoid any further incidents.

The District’s insurance company has declined to pay on its loss claim given the circumstances
surrounding the embezzlement, The insurance company’s outside legal counsel stated that the
District “misrepresented” its computer controls and should have had systems in place to detect
unusual activity. The District disputes this.” The District has retained additional counsel to
negotiate this matter.

The District indicated in its insurance application that no employee could control a process from
the beginning to the end, e.g., request a check, approve a voucher, and sign the check. The
District’s internal controls required the Manager and a Board officer to approve requests for
payment and to sign on checks. However, the finance department used signature stamps that
seemed to by-pass this control. Attorneys for the District argue that “the insurance company was
already aware of the lack of controls designed to prevent an embezzlement of this nature”.” It
should be noted that insurance for these special districts frequently does not cover the costs for
attorneys, aundits, or other costs associated with embezzlement,

Embezzlement may be more prevalent in districts than has been revealed to date. For example, in
addition to the District, employee fraud cases in the following County special or school districts
have come to light in the last two years alone. Although three of the cases do not relate to special
districts, the underlying problems, inadequate controls and oversight, are the same:

e Woodside Elementary School District
s Portola Valley School District

e  Mid-Peninsula Water District (It should be noted that LAFCQO’s executive officer has
also recommended that this district be dissolved.)

e San Mateo County Community College District

The District embezzlement case may be the tip of the iceberg. As one interviewee stated, with so
many special districts in this county and counties throughout the Bay area and state,
“embezzlements are not unusual,” which is no comfort to the taxpayers. However, with sound
internal financial controls and good management practices, the risk of embezziement can be
minimized.

’ Board Evaluations of the District Manager.

: Letter dated April 11, 2012, from Meredith, Weinstein & Numbers, LLP pg 3 (See Appendix C).
Ibid.

 Ihid.



District Operations

After extensive investigation, the Grand Jury learned of oversight shortcomings and management
issues that include the following:

Standard business practices, such as performing detailed background checks, were not
followed in the hiring of the finance director accused of embezzling. As a result, the
District hired an individual who was already under indictment in another embezzlement
case.

The Manager and the Board’s finance committee did not recognize red flags in financial
reports that could have revealed the embezzlement far sooner. Examples include the
budget overage (ultimately noticed by a Trustee), lack of complete monthly financial
packages as provided by the previous finance director, and discrepancies revealed in two
years’ annual andits. Board complaints to the Manager concerning financial reports were
answered with the excuse that a new accounting system had been installed and that there
were issues with the County Controllers staff,

The Trustees’ written evaluations of the Manager’s performance revealed significant
differences of opinion. Some Trustees gave the Manager high ratings while others
expressed little confidence in the Manager’s ability to manage the District. Others
indicated they did not trust the Manager and felt the Manager was excessively controlling
information provided to the Board.

Internal financial controls in place at the time of the embezzlement were inadequately
implemented. For example, controls required that both the Manager and a Board officer to
sign checks issued by the finance department for payments. However, the finance
department used signature stamps that seemed to by-pass this control.

The Manager hired unlicensed and uninsured contractors to work on District facilities, a
violation of District policies.

Surplus vehicles were sold to employees and friends, a practice that the Grand Jury was
informed has been discontinued.

The issuance of Visa cards to employees for the purchase of materials led to abuse. The
Visa cards had high limits and there was little oversight of their use. The finance director
used a Visa card to pay her attorneys for a previous embezzlement case. Neither the
Manager nor the Board’s finance committee caught improper charges of up to $15,000
placed on the card.

There was an amendment to the District Policies and Procedures manual in 2007 that
stated, “dismissal of the current District manager would require 90% of the Trustees’
approval.” The Grand Jury requested and received an updated version of the manual. The
entire section 2160 titled “Separation from District Employment” is no longer in the
current manual. It has been replaced by a new section 2160 titled “Salary and Benefit
Survey.” No further information was provided as to the reasons for this change.



The embezzlement incident was costly, with additional losses still being discovered. The loss
submitted to the insurance company was over $790,000 but does not include related costs such as
attorney fees, consultants, and financial training.9 Some of the loss may be covered by insurance,
but as of May 1, 2013, the insurance company has denied the claim citing misrepresentation of
facts in the District’s insurance application and the failure of the District to perform appropriate
background checks.

Following the embezziement and subsequent evaluation of the Manager, the Board chose to
implement a Performance Improvement Plan in order to improve the Manager’s financial
management skills. The Board also extended the Manger’s employment contract and increased
the Manager’s compensation.

Also after the embezzlement, a new consultant prepared eight recommendations to improve the
district’s internal financial controls. (See Appendix D, an excerpt of the consultant’s report). The
Grand Jury has been advised that these recommendations have been implemented. As a result,
the financial system was rebuilt. An interviewee farniliar with the consultant’s review opined that
the Manager had program skills but lacked the fiscal skills necessary for overseeing financial
operations.

District Board

A 21-member Board governs the District. The voters elect other San Mateo County special
district governing bodies, which differentiates them from the Board, whose members are selected
by city councils. The District began covering the entire County in 2005. In this circumstance, the
Health & Safety Code provides that cities may appoint a Trustee to the Board. The Trustees’
direct responsibility is to the city councils that appointed them, not directly to the voters. The
Health & Safety Code also states that the legislative intent is that members have experience,

training, and education in fields that will assist in governing the district.”

One question raised during the investigation was whether a Board of 21 members could be
effective. The Board president appoints members to the following standing committees: Finance,
Policy, Strategic Planning, Environmental, and Manager Evaluation. One interviewee stated,
“Authority may be dissipated when responsibility gets diffused over a large group.” With a large
board it can be difficult to have accountability for decisions made. A few Trustees expressed
interest in studying another governance model that would reduce the size of the Board. Through
document review and interviews, the Grand Jury learned that there are varying opinions
regarding what Trustees believe to be their roles and responsibilities. Some Trustees feel their
only role 1s to make policy, while others feel they have more oversight responsibility.

When a number of employees tried to approach Trustees to express concerns about the Manager,
they were turned away for not following the chain of command. Relatedly, there was confusion
about communications between staff and Trustees. In light of these communication issues, the
Peninsula Vector Workers Association requested that the Trustees review and revise the District
policies governing communication between staff and Trustees.

9
See Appendix A.
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The Grand Jury learned that Trustees requested financial information from the Manager during
the embezzlement period but the request was not honored. The Trustees did not heed warnings
from senior District employees about financial irregularities. The Trustees put total trust in the
Manager to fulfill the mission of the District and seemed oblivious to the business operations and
its problems.H Statements by Trustees in earlier reviews of the Manager showed confusion
among the Trustees regarding the Manager’s general performance capabilities. One Trustee told
the Grand Jury that the evaluation process was inadequate and should be reviewed by a qualified
human resources consultant.

LAFCo

Local agency formation commissions were established by the State of California in 1963 to
oversee the formation, expansion, dissolution, and reorganization of all special districts. LAFCo
is an independent seven-member commission with jurisdiction over the boundaries of the
County’s 20 cities, 22 independent special districts, and many of the 35 County-governed special
districts. LAFCo is composed of two members of the County Board of Supervisors, two
members of city councils, two board members of independent special districts, a public member,
and four alternate members (County, city, special district, and public).

Local agency formation commissions oversee districts but have limited powers. The Cortese-
Knox-Hertzberg Act of 2000 requires that they conduct Service Reviews every five

12, , . . . . .. . .
years, LAFCo’s executive officer, with the help of a part-time administrative assistant, conducts
the Service Reviews, LAFCo’s current staffing level makes it difficult to conduct Service
Reviews in a timely manner as required by law. The 2002-2003 Grand Jury recommmended that
the Board of Supervisors provide additional resources to LAFCo, but the recommendation has
not been implemented.

Service Reviews provide the public with information about the special district including
“Talccountability for community service needs, including governmental structure and operational
efficiencies.”” They can also recommend whether a special district should be merged with
another district or dissolved and services transferred to another agency. If LAFCo recommends
that a district be dissolved or merged with another district, generally speaking, the approval of
75% of the voters in the special district is required. LAFCo’s authority is thus Iinuted.
Recommendations made by LAFCo are usuvally the result of a Service Review.

Subsequent to the Service Review of the District, the LAFCo executive officer recommended
that the District be dissolved and incorporated into the CEHD, which might resuit in a cost
savings, from the sharing financial services, laboratories, and other facilities. It should also be
noted that LAFCo’s executive officer recommended dissolution of both spectal districts where
embezzlements occurred, but the LAFCo Commissioners did not approve these
recommendations.

H

Grand Jury interview and evaluation document.
12

LAFCo website.
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Cities’ Responsibilities fo the District

The District encompasses the entire County. Health & Safety Code Section 2021 states that the
Board of Supervisors may appoint one person to the Board and the city councils of each city
located in whole or in part within the District may appoint one person to the Board. Health &
Safety Code Sections 2022{c} and {(d}, states: '

s Applicants should be qualified in fields that will assist in governance of the district.

e Cities may appoint a councilmember to the Board if they are unable to find a qualified
candidate.

The Board of Supervisors and city councils often suffer from a lack of applicants from which to
select a representative. At the time of this report, the Town of Colma had no representation on
the Board. This might be due in part to unsuccessful recruitment efforts. Although applicants
may be conscientious and well meaning, they may not have the necessary skills or experience to
sit on the Board. While all cities should have representation on the Board, it appears that
providing representation is not a city priority.

During interviews, the Grand Jury learned that most cities do not mention the District on their
websites, nor do they require their representatives to give regular updates to the city councils
about the District’s operations.

Survey of independent Special Districts

The Grand Jury distributed a survey to all independent special districts to better understand the
compensation for their board members and the amount of public funds for which they are
responsible. The survey yielded the following information:

* Most districts have a 5 member elected board; a few have a 3 member elected board,
while the District has a 21-member non-elected board.

¢ More than half of the board members are compensated from $100 per month to $600 per
month. The District Board is paid $100 per month

¢ More than half of the boards compensate members for workshop or conference events
and some have medical and life insurance benefits. A few boards are not compensated at
all. The District Board is also compensated for workshops or conferences events.

e The reserves of districts range from $775,000 to $47 million dollars. The District’s
reserves are $5 million.

It should be noted that not all districts responded to the survey request. "

" San Mateo County Grand Jury Special Districts Survey 2013.
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FINDINGS

F1.  The Board and the Manager share in responsibility for the lack of oversight that was
instrumental in allowing the embezzlement to occur.

F2.  The Manager and the Board’s finance committee did not recognize red flags in the
financial reports that could have revealed the embezzlement far sooner.

¥3.  The insurance company’s denial of the District’s embezzlement loss claim reinforces the
conclusion that there were inadequate management practices, insufficient accountability,
and inadequate oversight of the District.

F4,  The District’s Manager did not follow policies and procedures in the hiring of one of the
employees subsequently charged with embezzlement.

F5.  The District did not have adequate internal financial controls in place to prevent the
embezziement or lead to its early discovery.

F6.  Trustees and senior District staff should receive monthly financial reports.

F7.  The Board in general and its finance committee in particular did an inadequate job of
overseeing the District’s operations.

F8.  The Board’s evaluation of the Manager revealed significant differences in the levels of
confidence in the Manager’s ability to manage the District.

F9.  The District would benefit from a redesigned Manager evaluation process.

F10. Trustees are confused about their responsibilities, some feeling their only role is to make
district policy, while others feel they have more oversight responsibility.

F11. Even though LAFCo Conunissioners rejected the recommendation to dissolve the District
and transfer its functions to the CEHD, this issue needs further evaluagon.

Fi2. Cost savings could possibly be achieved with a transfer of the District’s functions to the
CEHD.

F13. LAFCo would benefit from additional resources to ensure Service Reviews, as mandated
by state law, are performed in a timely fashion.

F14. Not all cities appoint a representative to the Board in a timely fashion or select a qualified
individual as stipulated in the Health Code.

RECOMMENDATIONS

The Grand Jury recommends that the Board do the following:

RI.
R2.

R3.

Instruct the Manager to follow the Policies and Procedures manual at all times.

Instruct the Manager to provide complete financial reports to the Board on a monthly
basis.

Improve its oversight of the District through an improved governance structure and hold
the Manager accountable for its operations.

10



R4. Evaluate its Policies and Procedures manual on an annual basis and make the manual
available to employees and the public.

R5.  Emphasize the importance of the finance committee’s role in ensuring that internal
controls and policies are in place and are being followed.

R6.  Hire a human resources consultant to redesign the Manager’s evaluation process in order
to better assess the Manager’s job performance.

R7.  Clarify Trustees’ roles and reinforce and discuss expectations of the position at an annual
meeting.

The Grand Jury recommends that the County Board of Supervisors do the following:

R8.  Provide increased resources to LAFCo so it can meet state mandates with regard to
Service Reviews.

The Grand Jury recommends that LAFCe do the following:

R9.  Further study the dissolution of the District and evaluate the cost savings that might result
from transferring the function to the County Environmental Health Department.

The Grand Jury recommends that the City/Town Councils do the following:

R10. Appoint a council member to the District Board if a representative cannot be found after
vetting applicants.

R11. Require regular reporting about the District’s operations by their representative at a
scheduled council meeting.

REQUEST FOR RESPONSES

Pursuant to Penal code section 933.03, the Grand Jury requests the following to respond to the
foregoing Findings and Recommendations referring in each instance to the number thereof:

¢ District Board of Trustees
¢ County Board of Supervisors
e [.AFCo

e City/Town Councils

i1



The governing bodies indicated above should be aware that the comment or response of the
governing body must be conducted subject to the notice, agenda and open meeting requirements
of the Brown Act.

Repors issued by the Civil Grand Jury do not identify individuals interviewed. Penal Code Section 929 requires that reports of
the Grand Jury not contain the name of any person or facts leading to the identity of any persen who provides information to
the Civil Grand Jury.

DISCLAIMER

This report is issued by the Grand Jury with the exception of one member who sits on the District
Board. This individual was excluded from all parts of the Grand Jury’s investigation and the
making and acceptance of this report. This report is based on information from outside sources
with none of the information being obtained from the excluded Grand Juror,
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C.G. UHLENBERG LLP
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Tgriet Mansgse

Seam Wt County Momoule gl Vestor ool Distrist
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Biedbngmen, O34, 948118

e wern enpagsd by he S Meen Connty Mospuim end Veotor Contral Distriet. (e “Thstdet;
b perfoen 1 Forensic pooanting Inestigation, The nanars of our grosedures arne Symbnedd,
sheeafire, arlditions! S nee iomiBer 1 this roport may exist At 8 resuir of our twsstipation
we idemified ten giatne fass 5o Hhat weere exnmrted azsing the District by 2 former
smplovesy Jo Av Deermeen (o Ay foomey Finence Direcior ane Yile Sinipats (VI
Acuouniing Supseviang, A “hiss sotbvity™ i definod 45 ¢ detiberae astiog by o Anw aecdor Wi
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Unastimrised snd sxcassies pay o Vike ead Jo Ay — exieg pymments el inveerect pey
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4, Ursutwrizsdead porsong! gug of crkddi cands— Viks awd Jo Aan
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APPENDIX C

Weredith, Walnstein & Mumbers, LLP
Aiormeys 2t Law
T & Ward Blres
Laagr, Debiantls H503%

Tabsphons B0 9F7-BEID Fmsiodie (4157 5278528

it 14, 2013

Wig Sapall pnd LISPS

Gary £ Velenene

&wdar{m WicFharin & Conners LLFP
i euxu;;h Elhower Btrest, Jist Fioor

ms Angeles, G BO071-290

Emgl: giv@amoiaw. eom

Be.  Sanistes County Mosquito and Wecior Control Distrist Employis Thef
artford Cladms Mo, 11082634
Yo File o 0022-838

Diar M, Velerang

This wil respond praliminadly to youor letter deted Merch &, 2015, in which you
advise Hhat Hartford has denled coversgs im fis rratisr The District s both sumrissd
ard ofiorded that after dragging this matteron for nearly two vaars, Harlford hag
shosen i svold fa respoisbilties by denying ooversge far {ee very miscondut et
Hartford agresd to insure under policies for which Harffond recabed 5t lsast B yesrs of
pramin] Hartford's Sevastigation® of this olaim, including repested requests fir the
same Infarmation i had alresdy reosived, plainly cermonsrates that Harfford hes spent
considsrabis resourcas lookleg forwave 1o sveld honodng e obligations, rather than
aesigting its insured in m%mm;ng o s cotestrophis ss, el notreview the

rsmncﬁmy of sverts B ihs Teline, bob (e consepondsnce over the pa&; T ERS
speaks for Bself,

Ther Diistriet tmshy reporied disotvery of the schame involving Sesnsy nd
Sinipata in Jung of 2071, Thers is ne dispute that ihe foss e.a m%rﬁﬁ lose umiar
Saciion LA of the Matifrd policy. Eﬁer&ey and Sinipats wars "pmplovees”™ who
srhersied meney from the Districl, causing & coversd Ioss.

et pusers Biat I the District had looked s Sesney's baokground proris
biring Ber Buwould have dissdvered her orimina pesl However, whether o notinls s
frue, i s braleant, Thers was no requirermess et the Disirigt s:;hf:r*i%: for gt crienienat
matity. In fact, Seetion G of the apphication asks several guestions aboul whathed e
Digtriot condusisd pre-sripdoyment ackgrowral chacks, and the Distriol aiswernad "no”
fe sk of tham, Acsordiicly, the Disgln?s fsilurs o conduct background cheoks doss
not suppori s denfalof the olafr, and Martfond's refersnce o Backaround charks
demonsiretes Hatford's siempt o menufaciume reasong Tor ks denial.
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be, Valariang
A 11, 2048
Fomelalh

Hardford slso relies on Section F of the Polisy, v
vodd i mny czse of ey by vou ss @ relales to thie Polisy 21 20y Ime. 10 880 w0 8
voe oF 2oy ofher insursd, stany e, nferdionaly conceal o i rentasert s mglrial
farg soncerning ... This Poliey ...." The terms “You or any other insured” clearly refer to
tre named nsureds only; Rers, tha Diztrint fs dhe nensd nsured, The temm i oot
defined to nchinle misrepreseniations by employess or agents of the District, and there
is nio svidence that the Disind intentionally conosaled or misrepresentsd 2 malerdsl fact
soncsming the Polioy, Aoy ambiguitizs az to who must 2ngeos in the
rrigrepreseniations will Be corstrued againgt Harlod, "[Aln insurer who wishes fo
condition s confractust Babllity upon the Irsursd's conformeance with cerisin condusy
st do so inclesr, unambiguous Tanguage.” Holz Rubber Co., Ina. v. Am. Blar ins.
e, 14 el 3g-45, 85 11HTEL '

i eddition, the poliocy albo provides coverages for the falurs of an employess 10
fadhfiully pacform his orher dulies as cresoribed by law, widch resulie in loss of money
or ather properiy. Endorsement 3. If Sinipsta’s failurs fo faitnfully and: soouratsly
complete he application for insurance resulied in loss for which the Distret would
viherwise be entified to coverage undar this policy, than this loss iself would be
covared under the Policy.

The 2040 policy was renswad for the sams premium as the g}rgvmm i
Hartford received fis full premiums to ineure agamst ihis very risk,. Hariford hes sarmed
ita premium for contnuous soverage, and Bwould be mmwﬁmw o slfow Heriford
fifeit the coverage becauss of the very thefl Fagresd to cover, simply becauas the
Wmssimﬁm ha@p%n&a o be the same person that was assigned the adminisirative task

riy oo the renewel ag:mi ipatinn, See Foot v. American Edully Speclally ins. Co.,
130 Cal fop.4th 228 (2005}

A far as the Districl was soncamed, the answers on the é;«;:; stemting for 2000
pere enrmact, The District condealed nothing. If anyone eles had filed out the application
ingmad of Seeney or Sinipats, the srswers indouiiedly would bave been the seme and
taere wottld be no Bete o3t mistepresentslion o ponceslment. Furthesmaors, the
armwats on b 2010 renswal dpolication were virually the same as onthe prior
spolication; sothing meterizl in the Distrist's protsdires had changsd.

Meither Seersy nor Sinipsts wes authorized fo acoess the sipnalure plates
withoet prior. apﬂmm The fact ﬁwﬁ gy Irpropatly acopssad the plates, un, HTE
i prvons else inthe Diglict was part of how m&y pernstreted el embesdleman
scheme, Moreoyar, in Section Ei,x, ﬂs e 2040 sopiication the Distriet states thet
fansimite plates are used for signatuves, but doss notrespond to the question of whe
can use fhem or how they are safeguanded. Hartford did ACk BV folfove wg gn i

Harford arguss that mtrnt misrepraesniad the computer contrals, and oF

shiouid Baveshad systems in place o detect unusie anlivity, Howsver, an both the 2010
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Ap 1, 2013
Fanw 3ol 5

aryl e prior apoicstion, the District answered “ne™fo the ouesfon et Ssclion B 5 “sra
ietarmad control svsiems desiined so that ne ermployee can cordml 8 process from
beginning fo end (s eguest s check, spprove 8 voucher and sign fhe check)?®
Hartford did not follow up onthis; either, Hartford was aware of te Disticty lagk of
surtrol sysiems designed o prevent the exact e of schame that Seenay and Smspata
ware able o perpetate. Accorelingdy, Herfford cammod prove et the Disliict -
ssreprasantad the safeguands in plag, or that this wes masterialHe e decklon i

Baue the polioy,

Hartford argues thet Seeney's and Bnipata's knowdedgs of thelr own wiongdoing
should be mputsd o the Districl, besed on principles of sgengy, and therafore ¥ should
ba sbeolved from any coversge reaponslbiiity. Howsver, knowisdge s oo bnpidsd
whers the agent is auiing on his own bohalf and sdiersely to the inferesis of the
princioal, “White in geheral the Ehowledge of anagent which heis undera dulydo
disgines s o be imputed to the principal, i s well esteblished thatwhere the sgentanis
in e mem inderest or whare the interast of the sgent is adverse o hisprbwsipal, the
knawledge of the sgent will sot be imputed to the prinsipal” Peonle v, Park; 87 Cal
App. 3d 580, 585 (Cal Ot App. 1878 {citations omitel)- see also Biver Colony Falslas
Gen, Pshio v. Bawdew Bin. Trading Group, Inp., 287 £ Supp. 2d 1215, 1227 (8.0, Cal.
2083} ("Courtts, furthemmore, will net impute an agent's actions o his or her pringipsl
whian the agents eclion s edverss o the prifncipel™. ‘

Hartford rlles o o e Payredl Sigeess Corp, 188 F.3d 188 Sned O, 18200 for
the proposition that the eored, rather then the heurer, should beay the deltin sush o
situsiion, Payproll Erpress relles o New Jersey s for this Snding, snd s netin
accordance with other furiedictions that have addressed this issue. Bes, e.g., Manviand
Cas. Cn ¢ Tulss Indus. Losn & fov. Ce, 83 F.2d 14, 1817 (10th Cir. 18361 Pugst
Sound Wetd Bank v, B Pau! Fire & Marie Ins. Co., 32 Waeh.fipp, 32, 845 P.2d 1122,
112528 (Wash App 8821 Bancinawre, inn v, UK. Bancorporsiion incAinited
Kentucky Banloof Pendisior County, Ins., B30 F. Supp. 2d 284, 301 (E.D Ky, 20015
Faderal Depost Ing. Corp, v Lot 480 F.2d 82, 88 (B1h Siragv2). But more wmportsniy,
Fayroll Expresy is cleary diglinguishabls on thefecis Thers, the founder, President and
CEQ and his wife, whe jointly owned 100% of the bersst in the company were
engaged na kxng-standing embsrrisment schame prior m initially applying for the
pobcies @ lssue. Payrold Express Comp., 156 F.2d et 200

Likewiss, in Waet Amencan Fnance Co. v Peclfin Indemnlty Co., 17 Cal, App.id
225 MUAEY, the individuals imvedved In ‘tﬁ“&é frautalent scheme included the president and
thrse pfher officers whs ity mads ug & malodly of the é:smw &if dirsttors and owned
aftthe stocl of the Insured Sommpany. i1 affecd, they were “aking oot indemnity bonds
Fremuring thelr oven Bdelty " f ar 228, The Cowrd mste %;éms & cardral facus of #s devision
to deny the company e banefits of the polioy:

while this group of men wers thus procesding o fasten theses losses on
the corporation's shoulders they ware Bt the sarme fime, as e goveming
boaed of direclors oF the corporalion, obiaining from the finsuresr] ficslity
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bonds insuring thelr own honesty for the very purpose of placing the
coporstion, and incidentally themselves g8 the owners of the majarity of
the vole controlling stock thersin, in a posiion to recoup from the surely
the losses whick they wers bringing abott by thed own wrongful scks.

it st 235, O these facts, the Court dedermined thet the knowledge of the majority
shareholders was imputesd to the company. The Court refusad o apply the advsrss
interest exception becauss & found that the officers were acting for the corporation in
ik transaciion, aven though they had 2n opposing personal inferest, id. &8 256, The
remson for this extspion s obvious, where the officers conirol the corporation iissef,
their ections sre desmed io be the aclidns of the varporation,

YThese cases are bast explsined by the “sole aolor exceplion 1o the adverse
interests doctine. “Californla courts have recognized & iimited sxception to the rule that
thegots of an officer dcting adumeﬁy to s company will not be attibuted to 7 Ines
Californds T imvestinents LLO, 1:07-BR-13003-GM, 2013 WL 827718 (Bankr. 0. Cal,
Mar, 8, 2013} ave siso Feders/ Depasit ins. Corp. v, Lo, 860 F.2d B2 /85 (5ih
2ir. 1972} This dochine lsused fo mpuls the “Treudulent condust of an officer and sole=
sharehotder o the coporation in spite of the fact that his setions were Eﬁ'@%f‘&u {iF Al s

(eHing Peregrine Funding. Inc. v Sheopand Muliin Ricfiter & Hampton LLP, 133 Cal.
A@:&g} 4ih 658, 878 0G5 see alfvy Colf Drapery Cleaners, Incl v ﬁaﬁﬂma fne. Oo., 14
Callpp.4th 1585 {1883), This sxezplon coss nol Spply in the present case, however,
because Seeney and Sinipate ware nof the District's decislon makers: f:;«::am;a- PR
rmputs this exception, howsver, where Ehes nof bean mﬁiwh@d hat sl
;ﬁéumﬁ% decision makers for the chrporation wers enpeged In the fraud.” Id. {ciling
Cazey v. ULE Bank Mat! Assim, 127 CalApp.4th 1138, 1143 (20057,

Here, the District decided fo oblain insurance fram Marbiond ’ifwﬁg Evefore hirlng
Sseney and Sinipsts. Nefther Baanay nor Séﬂzg ats wers members of the boand, Ist
slone owoss andiorsole representatives of the Uletrict. Beensy and Sinipats wers i
rey positian o dimctly benefit fromithe policy, and the Distict obiained no benefit fromm
their alleged misrapresentstions. If Seenay or Sinipale had not flleg out the anglissition,
some g%h#r ﬁwp oyee wauvd ha*m wza?x ‘ma sama aﬂswgﬁ “é‘he ‘aéwﬁ w iﬁ-.!iﬁ :

‘é‘mm {i am%mgg E& SOFIE m’ﬁ “E.,I“Yiﬂifa* %p@mm ﬁ%@* §[‘3§% Lr‘sé&? ’%.?“zﬁ prw* *:;c:simgi mm
majthar Seenay nor Bnipats was wolved In procunng.

Hertford has oited no coses desling with ah fmocent comporstisn whers an officer
who did not have zole vontral of the company fed on = renewsl appiication. Onthe
sther hand, in Banciewre, ine v UK Bancorporation inefniled Kentucly Bank of
Penmfleton Counly, foc., 830 F. Eﬁ&g} 2d 294 (£, Ky, 2011}, the cout wes faced with
§?us vﬁ{gg ﬁ@@n%ﬁﬁ ""‘%ﬁa mu:rt rwwm., ﬁ“m & @, .ti“ai% ?&W maﬁﬁﬁaﬁ f.mf:ﬁ fmrﬁ Engf s

%aﬁu@‘%* A 3’% E{} L Ihs --mu;*f c:ﬁzmmémeﬁ w&h s’fwwﬁ &"xmgg aﬂmﬁ Bymlst 4
of & dishonast officer who Yieg on g renewal application o cover Uy %‘;@? mw&
was not anputed to the insured, and therefore the polioy was notrescindable, §
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rourt founsd Wond “wes acling adverss o e insuredls] inlerests when she lad on the
renswal epplication. Had she besn honest in completing the applicefions, he nsumd)
wodd heve been able to submit 2 timely claim under the FIB Hinenchst Institetion bondl
This, by ing on the spplicetion, jthe insured] did nol benafll in any way” I 8t 302 A
in the corrent cese, “had any other officer or directer flled oot the application, heee
would be no guestion that Waod's knowlsdos would nof be imputsd to The insursd] s
e ., Podioy would remzin in effect, i woulth be unfust fooreesing the policss now,
sirnply betauss the lemploysel happened fo be the one who flled out the atplioetion ™
et mt 305,

The same resull was raaf‘hed in Puget Souod Matt Bank v. 8L Poud Fie &
Marine fs. Co., 32 Wash, App, 32, 845 P.2d 1122 (Wash.CLADp. 1982). There the
oot teid thar rhg advarss interast ewzgﬁ%m srplisd, and even though the defalosling
offfeer was s Dirsctor, he was notthe “sole reprasentative.” The heured had a boged of
tiresiore, giwhoss babyzst b filed out t‘h application, and whe had oo knowisdgs of
tha dirscior's wrongdoing, The Gourt found thal conosalmant of his wrongdoing on the
epplination “was not in the best Inferests” of the nsured, andtherefire their interests
wias sdverss, fd ot 4% soe afvo Manland Cas Do v Tulse ndusl Loan & Invesimsst
G, B3 F2d 14 (108 Cir 1958). in the present case, Seensy and Sinipats were not
acting in the interest of the Distriet and therafors thal knowiados will not be rputed o
defast coverage.

Regardiess of whather Hartford & ebde to convines & cotrt that covarage undsr
the 200 poliny wes forfelied by the very freud Martford hed agreed to insure, Harfford
innores the facd thet when the fraud was cormitted, Hartford afforded coverags undsr
B 2007 pobey,  Alfough the nsured sy not bave "dissoverad™ the thell during et
pofioy perdod, because Martiord ssserts thet Hwould not have issusd the 2000 oolloy bat
for the stelarmedis in the spplication, then 2 court cerainly will Bind coverags widsr

Hlariford's sefier polioy to avold & forfeliure. “Forfeltures . .. are not favored, hems g
oongract, and condiions in a cordract, will if mssmlm be ponstr s 1o evolt forfeftune.
This bo parfivslady ue of nsuranee confrasts.”  O%forrow v, Bored, 27 Tal 2d T8,
BOGWE0Y (HHARY (nffations orifted); see afss Aoty Am Mc;lml“;sf Specialty fne. Co., 130
Cml, App, 4th B2E, 848 (2000). ]

YWe anpreciaie Harifonds sxpressed willinoness to confinue discussing this
rmmtier. The (st would be happy fo mesd for further discussion.

,liﬁzf’y sy s,

‘:K K%MW{

Bareom b Weineleln

BLW ey
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APPENDIX D

bune 15, 2012

phert E}gy

Distriot Mlannger
San Maten ﬁa&mﬁy

ﬁm&mmé&ﬂmﬁs for Immm&am

Diear By, Gay,

Bt poay pequest 1 bave sondusted an ssesement of SMCRIVED s aystem of finapsial
internal sontrols for payroll, cash dishursemends, equipmerd dispossl, pethy cash ang
credit cand nsage, § %uaéﬁc’i are gt fndbngs and recommendations for your
sonstderatiog | g potendsl eonirol conceras sfong with additioes] procs

adderes s;‘m CONCLS idﬁﬁﬁﬁ:ﬁ, that i poplemented, would cobanee your costrols,

Barkgronmd

TREpISS 10 60 emberrlenvent poherme zﬁmm ﬁ%ﬁﬁv&f&é i June 200§, the Distrier
s o2 — eyt sodie by £ 4 Heabers Forthe paiog
Fﬁbmm 2005 though fone 2011, Tn a@%@mu I the. wade, O, G, Vihlenberg rebutls the
mﬁﬂmﬁi‘* 5 ﬁm&ﬁ m&s ffﬁ‘ m& F&ﬁﬁﬁ ‘i’m If;;iljf Eiﬁ ﬁ? ﬁﬁmsg%% Jume 2001 and

T : P
.ﬁm b ooty i sover g the mm et mw
Julsifed rectrds yfﬁm For e DHsteiet Murager and the Boord of Trwstves

o sddition, it wes aapeseed that the "% sty betwaen the alleged perpetrators was 5o
ot wall somosated thet & ales v nd detected i ﬁﬁw Liatrict v avemad endit

£
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M Bobet Gey

] Comrols fd Resnmmendaions for TRpITYSmeR

Yol wdl Broommendationg

Ths blunk sheck stock whils relatained S ohton that s Jocked whes no ons is be snendance,
s Yoot by e uinfocked drawet.

Serpmmendaiion Mol

e Hip iank check mock in o bovhed ot o sufe. Thiless immediately being used, the blank
sl sbock shanid dweys belockes,

Fhuding Mo

The bunk chenk stock is wot subjuct 1o periodic inventany counls 10 RESUTS $he eniiing SUpplY I
property aroounient for sl trpadknd.

Coaprgtly The otk §s enough for enversl months® worth of check weiting, This fad 15 &1
epporiupity for an sudlini dup’ with socess Yo blask eheok siodk 1o stesl blank chedks thet wiuld
son b wend smd heplirg missed G e

eenrmmenie tog el

shenld periodicaity |

iy the blask

aper Bloog with the Financisl blas

Fhding Mo, 3

The Fiuricial Manager and the Aocounting Teshnichas can individunlly secess the blank ehek
gl i the absenos of fhe otler,

This prowides an opperisity for e iy ) Bl chomdls mmok i the abgenne of the ofber and
thereby avold delenton. Tnthe vt of et of thiy sl o sk sazpe Fraudent uee of 1L,
fhis situgtion incregses sk diffculty of Identifying e Bandeter and pesentially blemishes ot
mdividesle whin would have agess bo th bk ek woede,

Recommenttion Fe, 3

£ irmis sppens e bpoked blenk theck steuk 4o the THowies Mg or o mors then i and the
Finamehal Mrnsger,
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Mrhaben Gy ,,

Bimidies o 4

Thers ip no sriehlished Yemit 1o the amout & frgrct check can be cashed for with the [its
Thix sitstion enabina 5 fraudster to steal a sishie smonm of mooey b one theft and

i medisiEly Hos, thardsy aifsutively thvaning sy extersive Inereal sostoals eptabliched to
depsel w thelt,

Reennnnendation b 4

Fietablish an upper threpliold with the busk for casiing any checks without direst confirmation or

wbipmened Gloarsnee

Finding Ho. &

kil the husk shemment i reconciled roonthly, this comtrl rpically tkes plase five 1 Six
resles sPter the fest of the former month thersby potesiially giving @ Eeadsmer thal iatervel 1o
dhesmotad with e procends.

Breeemsnenidative No. 8

The Pinancial b
prEesnion.

ek wreskly 58 an addad

Fhadiog e 4

There doks w0l gupass
ineresses the possstial of nlasge deft or mitise

reonnenthiion Ko, &

B ewiiw v thraholds of he sredit sards sl weslt v Tiemit ox wnvper ekt o Sl weithin & rangeef
Tl spptosl wansacfions.
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e ol ERICTATOTY Svebenty oof rbornal Finameid Chnkeols it Besompssndations for TngmveRitos

Fiading Bo. 7

'Y cusTest praetios is to isme s coedit oard 10 mo sl Thin sirsaticn crenses the potontial

Yerpmmmandson M T

Busbusts the costvalnersbilities sad buginess banelin of thee Tesusnes of nradit cards and
@mﬁisﬁﬁf ﬁmﬁmg ﬁmr &m&mﬁmﬁ "If’ﬁm %ﬁﬂ%ﬁ%ﬁ Mﬁsﬁ@ gz:wfy &w‘w ﬁm kmﬂm of thes the

The Dietior's mew Inturnal § } hfaee! widitle 1 wsedid domyment, @3l remaing & work in
prograss. Ity Dnporines have ﬁ&w}&é dasle yroesdurss und clear and corent policies readily
wfiab&a 1y et wred mnft, Well nriten snd carvent polioss s pmw&ms BEVE 88 1

ssential yuabity seserence and check wg babynme intrmal control for aey oogenizetion, y
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