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JOAN L.CASSMAN
PARTNER
DIRECT DIAL (415) 995-5021
DIRECT FAX (415) 995-3414
E-MAIL jcassman@hansonbridgett.com

July 9, 2012

Martha Poyatos
Executive Officer
San Mateo LAFCo
455 County Center, 2nd Floor
Redwood City, CA 94063

HansonBridgett

Re: Municipal Service Review and Sphere of Influence Review —San Mateo County

Mosquito and Vector Control District

Dear Ms. Poyatos:

On behalf of our client, the San Mateo County Mosquito and Vector Control District

(District), we offer these comments on the draft "Municipal Service Review and Sphere

of Influence Review" of the District (MSR), dated June 12, 2012 (Draft Report), which

was prepared by the staff of the San Mateo Local Agency Formation Commission

(LAFCo). This response supplements our prior submittal, dated May 14, 2012, which

addressed many of the technical issues originally raised in the Circulation Draft of the

MSR.

The Cortese-Knox-Hertzberg Act (the "CKH Act"), which establishes the Local Agency

Formation Commission process, states that governmental "responsibility should be

given to the agency or agencies that can best provide government services."

(Government Code §56000.) Since the Draft Report concludes that the "District is

effectively providing mosquito and vector control services to best meet the public health

and safety needs of County residents" (MSR, p. 33), staff s recommendation to change

the District's sphere of influence (SOI) to pave the way for a dissolution of the District

and the transfer of all vector control activities to the County is perplexing. While the

June 12th Draft Report draws conclusions on the District's governance and

accountability, it fails to assert any credible basis for reaching these conclusions and its

ultimate recommendation that the District be dissolved and its functions be transferred

to the County as a Successor Agency. The unexplained lack of supporting evidence is

heightened by the realization that these same governance issues were thoroughly

vetted in the MSR LAFCo prepared in 2003, which lead to the adoption of the District's
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current "status quo" sphere of influence and reached directly opposite conclusions on

the same set of facts and addressing the same key findings related to governance and

accountability.

In addition, based on our research and as discussed later in this letter, we believe the

dissolution process for the District is much more complicated than the Draft Report

indicates. Indeed, staff's unsupported recommendation simply opens up the prospect of

more LAFCo proceedings and governmental process for no meaningful purpose that

may well lead to an indeterminate result.

In the end, the recommendation does not serve to improve the manner in which local

government provides the vital public health service of vector control in San Mateo

County. For this reason, the Commission should disregard the recommendation.

Instead, we urge the Commission to maintain a "status quo" SOI for the District.

Reason for Initiation of LAFCo Proceeding: District's Financial Management

LAFCo initiated the MSR following incidents of embezzlement that were perpetrated

against the District by two former District employees working in tandem. The District

has responded to these events by scrutinizing and revamping its system of financial

management, engaging a new auditor, reorganizing to add a new Assistant Manager

position to assist with financial oversight, and instituting new and recommended

practices of internal financial control. LAFCo staff set a public hearing on the

"Circulation Draft" MSR for May 16, 2012 and declined a request to postpone the

hearing, despite the need for the District to engage new legal counsel in light of County

Counsel's disqualification from assisting the District due to their representation of

LAFCo. The District scrambled to provide a response to the Draft MSR in time for the

May 16th hearing. At that hearing, the LAFCo Commissioners expressed 2 messages:

(1) praise for the excellent technical services the District provides and (2) the need for

the District to do more to strengthen its system of financial management and internal

controls.

Following the May 16th LAFCo hearing, the District contacted the County Auditor,

Robert Adler, who had testified at the May 16t" hearing. Mr. Adler suggested that the

District consult with a recognized expert in the area of internal controls for governmental

agencies, Dr. Peter Hughes, the Internal Auditor for the County of Orange. The District

engaged Dr. Hughes, in his capacity as a private consultant, who travelled to the District

and conducted an audit of the District's internal control procedures. Dr. Hughes' report
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is attached as Exhibit A. Dr. Hughes' report commends the District for the preventative

measures it has taken:

[t]he District's newly implemented internal financial controls appear

comprehensive and thorough and speak specifically to the scheme identified in

the recent embezzlement. If complied with, they provide reasonable assurance

that large or unusual errors or irregularities would be either prevented or detected

on a timely basis in the normal course of staff performing their assigned duties.

Dr. Hughes then recommends in his report some additional measures as shown by the

District's attached response to the report in Exhibit B. Dr. Hughes' very practical

recommendations focused on access to and oversight of the District's checkbook stock

and limitations on and oversight of credit card use. The District already has

implemented measures to address these additional recommendations. Dr. Hughes will

also be in attendance on July 18th to answer any remaining questions the Commission

might have regarding the quality of the District's internal controls.

In implementing the measures that were recommended by the District's auditor and in

addressing the additional measures and procedures suggested by Dr. Hughes, we

submit that the District has comprehensively and responsibly strengthened the District's

internal controls as well as satisfied the experts who have analyzed the issues raised by

the incident.

In addition to revising its internal control procedures, the District has redistributed the

responsibilities of its administrative staff to create an Assistant Manager position that

will assist in overseeing the District's two financial staff members. This responds to the

specific concern voiced by the Commission at the May 16t" hearing that the District

Manager could not alone effectively take on such a significant oversight function in light

of his other duties. The new arrangement will allow the District Manager to focus on

tasks that may be more appropriate to his position, while ensuring adequate oversight of

the accounting function. The District has also updated its hiring procedures to require

thorough criminal background checks for all new employees.

In sum, the District has learned a difficult lesson and is devoted to its new system of

financial management that Dr. Hughes has reviewed and blessed. We appreciate

LAFCo's encouragement at the May 16th hearing to do more. Sadly, the District is not

alone as a victim of employee fraud. As the Commission may be aware, incidents of

this type are unfortunately all too common. Large as well as small public agencies have
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suffered from employee theft as shown in Exhibit C, which includes news articles that

cover incidents of fraud perpetrated by public employees. The County as well as other

well respected municipalities and special districts are on the list. In point of fact, any

agency can suffer employee dishonesty. The only effective solution is adequate

policies to deter and expose potential fraud. All agencies must be vigilant. The District

believes it has achieved this.

Surprising Change in Focus of LAFCo Proceeding

Although the District has not yet had the opportunity to present the full picture of its

efforts to improve its financial accountability and hiring practices to the Commission, it

now must respond to the June 12 Draft Report, which recommends that the District's

"status quo" SOI be amended to one of "dissolution and transfer to the County of San

Mateo as Successor Agency." Thus, the July 18t" hearing will focus on the fate of the

District, rather than a review of the administration and financial management of the

District and its development and implementation of a best practices model for financial

accountability of a small public agency. This change in focus is both surprising and

regrettable. First, it gives short shrift to the determined efforts the District has made to

address the issues raised by the incident of fraud. Second, it diverts the focus of this

proceeding from the identified problem which triggered the MSR and which deserved

attention to a broader focus on the existence of the District which had been explicitly

endorsed by the 2003 MSR. And, third, the report offers no reason or evidence to

support the recommended change in the District's SOI.

By far the most obvious weakness in the staff recommendation is that it comes nine

years after LAFCo's last MSR, in which the Commission approved the expansion of the

District to cover all of San Mateo County and granted the expanded District a "status

quo" sphere of influence. In the latest MSR, LAFCo staff has asked the Commission to

take a diametrically opposite position regarding the District, targeting the District for

dissolution and potential take-over by the County of San Mateo. In doing so, staff

reviews the same statutory factors as were examined in 2003, yet, without anv

explanation, recommends a 180-degree shift in its findings. In response, we must ask

you to consider: what has changed? Assuming the District has made adequate reforms

in response to the embezzlement (and we have provided evidence supported by expert

input that it has), what is the basis for such a precipitous swing in the position of staff?

The Draft Report provides no meaningful explanation.
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The 2003 Municipal Service Review

In 2003, LAFCo conducted a MSR of the then-existing District that covered the County

from the City of Millbrae south to the Santa Clara County border and recommended that

the remainder of the County in the north be annexed to the District's territory. This

recommendation was motivated, in part, due to concerns regarding the spread of the

West Nile Virus and the need to undertake acounty-wide effort to respond to its

potential spread. The proposed annexation was conditioned upon the adoption of a

benefit assessment on properties in the new territory to fund vector control services at

the same level as those provided in the existing district which were funded through a

combination of ad valorem property taxes and a special parcel tax. In issuing a "status

quo" SOI determination for the District, LAFCo concluded that asingle-purpose special

district, governed by a 21-member board of directors, was the preferred model for

furnishing mosquito and vector-control services to the entire County. Since that time,

the County of San Mateo has transferred its vector-control responsibilities for rodents to

the District on two occasions: first in 2008 and the second time in 2011.

The specific findings of the 2003 review are in direct contravention to the findings and

current recommendation of LAFCo staff in the Draft Report issued less than 9 years

later. Why?

Streamlining and Simplification of Administration—

In the 2003 MSR, LAFCo staff examined the question of whether the County itself or a

county-wide special district should provide vector control services. The MSR noted that

the County Office of Environmental Health supported the expansion of the District's

territory to provide mosquito abatement services county-wide, and concluded it was

preferable to have this vital public health service provided by a single purpose district

rather than the County itself which had no experience in this area.

Based on the fact that the District's service addresses a problem that is county

wide, alternatives to a single purpose special district serving all of San Mateo

County would include dissolution of the district and transfer of service to a

county-governed special district such as a county service area or transfer of

services to County Department of Public Health. However, a clear advantage of a

single purpose independent special district is that it focuses on a single mission

such as mosquito abatement whereas general-purpose government by definition

must provide a wide array of services. Staff believes that based on general
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satisfaction with level of services provided by the District within their boundaries,

at this time the advantage of focused mosquito control services outweighs any.,

benefits that might be achieved in dissolution and transfer of service to count

governed agency." 2003 MSR, at p. 5 (emphasis added).

In contrast, the Draft Report now takes the position that (1) the County's provision of

these services streamlines governance and decision-making under a department head

and afive-member Board of Supervisors and (2) because the County could take on this

additional public health service, it should do so to eliminate a theoretical duplication of

administration and governance.

Let's examine these arguments. It is difficult to imagine how placing the vector control

responsibilities in the County's Environmental Health Services Office streamlines or

simplifies anything. A picture is worth a thousand words as shown in Exhibit D which

contains an organizational chart for the County and the list of subagencies under the

County's "Health System — Health Department." The Environmental Health Office alone

provides numerous different programs and services unrelated to vector control. The

approach in the Draft Report merely substitutes multiple layers of bureaucracy under

the governance of the Board of Supervisors for a single manager reporting to a

multimember Board with direct representation of all communities in the County

overseeing a single purpose mission. The function of vector control will be lost in the

County's labyrinth; indeed, the roughly $6 Million budget of the District would constitute

1/2000t" of the County's $1.2 Billion General Fund budget. The County faces

overwhelming challenges as evidenced by its substantial recent cuts in services and

reduction in its workforce as a result of its structural budget deficit. Moreover, the

County just lost 2 of the 3 revenue measures presented to the voters on June 8 and the

Board of Supervisors directed the County Manager on June 20, 2012, to prepare a plan

that achieves structural balance this fiscal year. Finally, the County's Office of

Environmental Health is on record in this proceeding supporting the quality of services

provided by the District and has not expressed any interest or desire to take on this

additional responsibility.

The MSR notes, but apparently ignores, the significance of the fact that the vast

majority of counties have stand-alone vector control districts. It is interesting to note

that recently an Orange County Grand Jury recommended the dissolution and

reorganization of many special-purpose agencies in Orange County, but recommended

that the mosquito and vector control district remain a county stand-alone special district.
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Additionally, the MSR admittedly contains no financial analysis of having the County

perform the District's function. Any study of whether the County can provide the same

service in a more economical and effective manner is delayed to some future date.

In sum, just because the County could take over this function is not a compelling reason

to set the stage for such a change when there is no evidence to support that either

streamlining or simplification of government would be byproducts.

Accountability and Governance—

With regard to the issue of "local accountability and governance," the 2003 MSR stated:

...the Commission determines that the composition of board membership which

allows each affected city and the County to appoint a trustee to the District Board

of Trustees provides the opportunity for a high level of representation,

accountability and governance. 2003 MSR, at p. 7 (emphasis added).

In contrast, without discussion or explanation, the Draft Report reaches a different

conclusion:

The size of the Board of Trustees and the method of appointment as required by

enabling legislation constrain accountability, visibility and responsiveness to the

public compared to that of a County Board of Supervisors, city councils, or

directly elected special district boards.

The membership of the Board is mandated through the District's enabling legislation.

The current Board of Trustees has 18 members, many of whom have professional

backgrounds and hold advanced degrees, including scientists, doctors, veterinarians,

former city managers, former city council members, business owners, health care

professionals, engineers, dentists, financial professionals, etc. Moreover, the District

now has a direct line of access to each of the cities it serves through its Board

Members. The cities can and periodically do request their Board Member to provide a

presentation at a City Council meeting on District services. Without the Board Members

there would be no direct line access to the cities and their constituents whom the District

serves.

Admittedly, cities and the County could be better motivated to keep their appointments

current. If the Commission believes it would be helpful, there could be efforts to
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encourage more former elected city officials to be appointed to the Board. However, we

fail to see how afive-member board, even though elected, managing a $1.2 Billion

General Fund budget, through layers of bureaucracy, could possibly provide more

responsive governance than the District relative to the provision of vector control

services.

Proposed Resolution of the MSR Process

In light of the significant measures that the District has taken to improve its financial

management, as well as the demonstrated record of excellent service in fulfilling its

function of protecting the health and welfare of the County's residents (which the District

Report recognizes), we believe the Commission should maintain the "status quo" SOI

with regard to the District and curtail proceedings to consider dissolving the District.

However, should the Commission set the stage for further proceedings to consider

dissolution, we offer below some significant concerns regarding the feasibility of the

conditions that the Draft Report assumes could be satisfied in a dissolution context.

Reasonable Doubts Regardinq Potential Dissolution of District and "transfer to

County of San Mateo as successor agency"

The June 12 Draft Report recommends an SOI that would facilitate the transfer of the

functions and finances of the District to the County of San Mateo "as a successor

agency." It notes that transfer is to be conditioned upon a "transfer of all assets,

liabilities and revenues in segregated funds separate and distinct from other county

funds" and to be used solely for purposes consistent with those authorized by statute for

Mosquito and Vector Control Districts under the Health and Safety Code.

In support of this recommendation, staff includes cone-page legal opinion from the

Office of the County Counsel that reviews one section of the CKH statute (§56886)

which grants LAFCO broad powers to set conditions for the potential approval of any

dissolution or other change of governmental organization. In our view, while the opinion

accurately portrays the powers of LAFCo to establish conditions, there is much more

analysis needed to determine if the suggested "successor agency" concept proposed in

the Draft Report is feasible. The mere review of LAFCo's powers to set conditions

overlooks the complexity of the issues that would arise should an actual dissolution be

considered. Additionally, since the adoption of an SOI recommendation to dissolve the

District is likely to trigger a proposal to do precisely that, we believe that the

Commission should refrain from adopting such an SOI recommendation without
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assuring itself that the conditions suggested by staff are indeed attainable. In our view,

that issue is in substantial doubt. In addition, we are very mindful of the toll that the

events surrounding the embezzlement and this LAFCo proceeding has taken to date on

the District and its staff and are concerned that a prolonged period of controversy would

further distract the District from its important function of mosquito and vector control.

A Dissolution "Experiment"?

It should also be noted that the dissolution of a special district is quite rare. As a result,

there are many legal issues for which there is no clear guidance, either through the

courts or the experiences of LAFCo's in other counties. In making its sphere of

influence recommendation, staff relies in large part upon the terms of a single section

of the CKH Act, Section 56886, which lists a broad range of conditions that a LAFCo's

may impose upon a "change of organization" (a broader term in the CKH Act that

includes dissolutions). As a result, if the conditions set by LAFCo pursuant to 56886 are

not met, the dissolution will not be completed. Subsection (t) permits a LAFCo to

condition a dissolution on "The extension or continuation of any previously authorized

charge, fee, assessment, or tax by the local agency or a successor local agency in the

affected territory." This all seems quite simple.

However, the ability of LAFCo to condition the dissolution upon such a "continuation"

does not mean that it will actually happen. This can be seen by considering a similar

subsection of 56886, subsection (b), which allows LAFCo to impose a condition

requiring the "levying or fixing and the collection of ...: (1) Special, extraordinary, or

additional taxes or assessments .... " Obviously, the constraints of Proposition 13 and

218 mandate the adherence to specific processes prior to the imposition of many of the

measures listed in 56886(b). The fact that a LAFCo may place a condition upon a

dissolution does not mean that LAFCo has the power to force the condition to occur.

Any condition must be implemented in compliance with applicable law. Accordingly, the

proposed condition under subsection (t) that the District's existing tax revenues would

need to be allocated to the County must follow state law. And it is not clear that

LAFCo's proposed conditions are enforceable following dissolution.

Uncertainties Regarding Treatment of Ad Valorem Tax Revenues—

In speaking with experts on the LAFCo process, no one could predict with certainty how

the ad valorem property tax revenues of a dissolved special district would be allocated.

The treatment of such revenues is extremely complicated, given the enactment of
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Proposition 13 and the follow-up legislation (AB 8) which squeezed all property taxes in

place at that time into the 1 %allowed by Prop. 13. One expert opined that the ad

valorem tax revenues of a dissolved district would be allocated to the other agencies

currently sharing in the 1 %.

The reallocation of ad valorem property tax revenues in the event of a dissolution is

governed by Revenue and Taxation Code Section 99. As it is not part of the CKH Act, it

cannot be overridden by LAFCo's powers, however great they may be. Section 99

establishes a complicated process, involving the County tax assessor and potential

negotiations (with the County representing the affected special district) with other

affected agencies before such tax revenues can be allocated. It is possible that the

concurrence of each of the cities who share the property tax revenues would be needed

to guarantee the flow of funds to the County. (§99(b)(6)) Each city may not be willing to

cooperate in that process, given their own significant financial needs, which would

appear to effectively preclude any dissolution.

Thus, while LAFCo certainly has the power to set a condition that the property tax

revenues be transferred to the County and "designated" for vector control purposes,

there appears to be no clear legal authority that would enforce such a designation and

there is some reason to question whether the County would be free to spend those

funds as it saw fit. This is hardly the straightforward outcome suggested by the Draft

Report.

Doubts Regarding Selection of Successor Agency--

There are similar uncertainties regarding the ability of LAFCo to designate the County

as the "successor agency." Subsection 56886(m) permits the designation of a

successor agency "for the purpose of succeeding to all of the rights, duties, and

obligations of the extinguished local agency with respect to enforcement, performance,

or aavment of anv outstandina bonds. includina revenue bonds. or other contracts and

In seeking to find examples where this process has been utilized which did not exist, we came

across an insightful opinion from Silvano Marchesi, the former County Counsel for Contra Costa

County. When asked to opine on the potential dissolution of a fire district and the transfer of its

property taxes to a co-terminous community services district, Mr. Marchesi described the tax

allocation process as "notoriously complex." In his view, the property tax revenue of the

dissolved district would "probably" be transferred to the other district, but that the other agency

would have the right to "allocate those transferred revenues at its sole discretion."
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obligations of the extinguished local agency." [Emphasis added.] The language in

subsection (m) seems to limit the function of the successor agency to wind up activities.

The provisions of Section 57451, which governs the dissolution of special districts,

establishes a specific procedure for determining the "successor agency" to wind up the

district's affairs in the event of a dissolution. Under that procedure, the jurisdiction with

the highest assessed value is the Successor Agency. Based on the attached summary

of the tax rolls, the successor agency in this case would be the City of San Mateo, not

the County. It is not clear if staff thinks this process would not be applicable or what

provisions of law would be applicable to authorize LAFCo to not only designate, but also

dictate the "Successor Agency" for the long-term takeover of the District's funding

streams. However, the fact that Section 56886, which serves as the basis for LAFCO's

claim of broad powers, only contemplates a Successor Agency as playing a "wind up"

role leaves substantial doubt as to the propriety of staff s proposed recommendation.

Again, however, there is no discussion of this issue in the Draft Report.

Lack of CEQA Compliance

Significantly, the Draft Report makes no mention of compliance with the California

Environmental Quality Act. Changes to SOI's are subject to CEQA compliance if

significant effects are possible (63 Ops. Atty. Gen. 758; City of Livermore v. LAFCo

(1986) 183 Cal.App.3d 681).

Postponement of Critical Issues

We have presented critical and unsettled issues, including consideration of CEQA, that

should have been raised and addressed as part of the recommendation to alter the

District's SOI (and potentially trigger a dissolution proposal). Instead, the Commission

is essentially told not to worry about such details, since, if there is a problem

implementing them, the dissolution will simply be terminated. We do not think that the

fate of the District should be the subject of an experiment by LAFCo to explore the

extent of its powers under circumstances in which the District continues to provide high

quality services to achieve its mission and has responsibly addressed with expert

guidance the institution of a sound financial management system.

Conclusion

The District has demonstrated to the Commission the District's tremendous progress in

mending the organizational weaknesses that contributed to the embezzlement of its
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funds. We believe the Commission can, in good conscience, vote to maintain the status

quo of the District's SOI, having encouraged the District to seek and implement

additional reforms to prevent any future fraud.

No further action is necessary or appropriate. The District is protecting the public health

with its effective vector control services and will continue to perform its mission with

excellence and pride. Given the District's aggressive and comprehensive response to

the embezzlement and enactment of necessary reforms, there is nothing more to be

fixed. Let's not set the stage to break what is performing well and thereby further

disrupt the vital operations of this District.

We urge the Commission to support and promote the current governmental structure

pertaining to vector control services and maintain the District's status quo SOI.

pectf~ly submitted,

L. Gassman

JLC:AMB

cc: Members, District Board of Trustees
Robert Gay
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ABOUT ORANGE COUNTY'S

Director of Internal Audit

Dr. Peter Hughes, CPA
MBA, CIA, CFE, CITP, CFF, CCEP

Serving as the Orange County Board of Supervisors'

Internal Auditor for a Decade

"Ensuring Governmental Accountability, Efficiency and Integrity"

Major Awards

*AICPA's 2010 Outstanding CPA in Local Government

*Association of Certified Fraud Examiners' 2009 Hubbard Award

Dr. Peter Hughes, CPA was appointed Director of Internal Audit by the Orange County Board of

Supervisors in July of 1999, to establish a world class Internal Audit Department, maintain the
Countywide Fraud Hotline and serve as the audit liaison for all governmental audits. Orange
County is the sixth largest county in the USA, with a $6 billion annual budget that would rank the

County in the Fortune 500 due to its size.

Dr. Peter Hughes' successes in promoting and advancing business ethics and cost efficient and
effective governmental services have been recognized by two separate international
organizations. First, Dr. Hughes was awarded the prestigious 2009 Hubbard Award for the most

popular article of 2009 by the internationally recognized Association of Certified Fraud Examiners

for his article Efhics Pays in So Many Ways published in the July/August 2008 Fraud Magazine.

Dr. Hughes coauthored this popular article with Drs. Kadonis and Anderson as the .first article in a

major publication that demonstrated through the citation of over twenty surveys and studies that

business ethics increases the profitability of any company by giving it a competitive cost

advantage in recruiting, retaining staff, and by attracting and retaining customers and

stockholders.

In addition, Dr. Hughes has been selected by the American Institute of Certified Public

Accountants (AICPA) as the 2010 A/CPA's Outstanding CPA in Local Government (there are

over 3000 counties and 15,000 cities in the USA). This award was presented to Dr. Hughes at the

AICPA National Governmental Conference in Washington D.C. in August by the AICPA Chairman

for his outstanding leadership in advancing sound business controls and cost effective business

processes in county government.

The AICPA boasts of over 360,000 CPAs as members worldwide and has been setting ethical,

accounting and auditing standards since 1887. The AICPA develops standards for auditing and

other services by CPAs, provides educational guidance materials to its members, develops and

grades the Uniform CPA Examination, and monitors and enforces compliance with the

profession's technical and ethical standards.

Dr. Hughes also serves on the Board of Research and Education Advisory Committee for the

Institute of Internal Auditors (IIA) and is on the Editorial Board of Advisors for the Association of

Certified Fraud Examiners (ACFE). Dr. Hughes has also been awarded two Visiting Scholar

Fellowships from the University of Wollongong in Australia to present at its international Thought

Leadership Symposiums the results of his research and professional experience on business

ethics and effective governance at the board/trustee, CEO/CFO, Finance and Audit oversight

committee levels for the public and private sectors.



ABOUT ORANGE COUNTY'S

Director of Internal Audit

Dr. Peter Hughes, CPA
CIA, CFE, CITP, CFF, CCEP

Dr. Hughes is a graduate of the highly selective UCLA Anderson Graduate School of
Managements Corporate Board of Directors Oversight Program which qualifies him to
serve as a board member on both a corporate or governmental entity. He also possesses a
Ph.D., from Oregon State University, an MBA with an emphasis in Statistics from the University
of California, Riverside, and a BA in Philosophy in Ethics and Political Philosophy from Pomona
College in Claremont, California. Additionally, he is a Certified Public Accountant, Certified
Corporate Compliance and Ethics Professional, an AICPA Certified Information Technology
Professional, Certified Internal Auditor, a Certified Financial Forensic expert, an Institute of
Internal Auditors' Accredited Peer Reviewer, a Certified Fraud Examiner and is trained in Lateral
and Creative Thinking techniques and methods.

Along with his County internal auditing experience, Dr. Hughes has served as the Director of

Internal Audit for three world-class organizations including the California Institute of Technology
(Caltech), NASA's Jet Propulsion Laboratory (JPL) and the Oregon University System of Higher
Education. Additionally, Dr. Hughes served as Acting Controller for Caltech and was a
divisional Director of General Accounting and Finance for a major subsidiary of Columbia

Broadcasting System (CBS).

Dr. Hughes is recognized as a leading authority in improving the cost effectiveness and

efficiencies of local governmental entities having designed and conducted over 100 Control

Self Assessment and Process Improvement workshops involving 1500 participations that

identified and implemented over 2000 improvements in County business processes. Dr.

Hughes' use of Lateral and Creative Thinking techniques in combination with his business

sense and humor made these workshops the most popular and effective in recent County

history.

He also led in the design and implement of Strategic Business Plans having served as the co-

lead for the first Strategic Plan for Orange County. In addition, he is also recognized as a

leading authority in the development of investment guidelines for municipal and county

investment pools having conducted over 50 compliance and financial audits of Orange County's

$7 billion investment pool and in the design of "Best Practice" Audit Oversight Committees

(AOC) having been instrumental in the creation of Orange County's AOC which is considered as

one of the most successful oversight committees of its kind in local government.

Under the direction of Dr. Hughes, the County of Orange Internal Audit Department was the

recipient of the prestigious Institute of Internal Auditors ROC, the Recognition of Commitment to

Professional Excellence, Quality Service and Outreach Award. In addition, his department web

page received the Bronze Medal for is utility and transparency from the international Association

of Local Governmental Auditors (ALGA). Dr. Hughes has led his internal audit department

successfully through four Peer Reviews and has developed the department into a world class

audit function, with each of his 15 auditors possessing a CPA and at least one other

internationally recognized certification; a standard of excellence no other comparably sized

county or city has achieved.

Dr. Hughes is a noted speaker at international conferences and is an Adjunct Professor of

Accounting at California State University at Fullerton's renowned and accredited School of

Accounting where he teaches an advance course in internal controls, audit and risk

assessment.
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June 15, 2012

Mr. Rab ert Gay
district 1V~anager
San IVlateo County
Mosquito and Vector Control District
(SMCN~V'CD)
1351 Rollins Rd
Burlingame CA 9400

Re: A.ssessua.e~t o:f SMCMVCD System of Internal financial Controls and
Recomzn~endations for Improvements

Dear Mr. Gay,

At your request I have conducted an assessment of SMCMVCA's systez~ o£ ~xnancial

internal controls £or payroll, cash disbursements, equipment disposal, petty cash a~.d
credit card usage. Included are eight findings and recommendations for your
consideration regarding potential control concerns along with additional procedures that
address ttxe couce~as ideu~i~ed, that i~ium.pleboeuted, would ezxk~ance yowr controls,

Background

In response to an embezzlement scheme that was discovered in June 201 I, the District
contracted For and obtained an extensive forensic audit by C. G. Uhlenbexg fortt~e period
Febxuary 2009 tL~rough June 201 I. Zn addition to the audiC, C. G. Uhlenberg rebuilt the
Dxst~rict's fiaancial records for the Fiscal Year July 2010 through June 201 l and
recommended several i~teznal fvaanciai control improvements.

In addition, the San Mateo County Couuse~'s Office performed an investigatiar~ of ttte
position n~Dzstrict Manager's financial oversight duciz~g the pcziod the gaud was
perpetrated and recommended perfo~naace measures for the District Manager.

Based npoz~ C. G. Uhlenberg's audit, it was assessed that the embezzlement scheme was
a complex fraud that "included elahotate efforts to cover up the emheza~emeni using
fals~ed records presented to the District ll~anager cmd the Board pf ~'n~stees. "

~a addition, it was assessed ttxat the "conspiracy between the a,~legec~ perpetrators was so
el,~rborated and well concealed that ii also was prat detected in the Drstrrct :s annual audit
processes. "



June a 5, 2012
Mr. Robert Gay
~c; Assessment of SMCN~VCD System of [ntemal Financial Co~tols and Recoxttmendations for lmproven

nenls

Additionally it was assessed that float the embexziement "was a conspiracy in which the entire

.F'fnance Department was involved (i.e., the Finance Director and the Accounting Supervisor),

What fact contrihr~ted to the perpetration of the fraud in the first instance, and also !o (theJ ahiliry

of the perpetrators to cover tip the frat~c~ which thereby allowed it g~ on longer without

de~eetion. " (Page 3, March 19, 20121etter to Martha Poyatos, Executive Officer, Sau Maxeo LAFCo

£rort~ Mr. Samuel T.emei, SMCN~VCD $oard Presi.dent).

I.n response t~ tb~e emblezzu~.ent the District Manager developed a ztew Internal Co~atrol Manual

wlvch the DistzXCt Board adopted at its May 9, 2012 meetiung. This Manual is intended to

improve the system ofzz~ternal controls sv as to prevent another embezzlement scheme of the

nature recently experienced. (Page 6, letter to Ms. Martha Poyatos, ~xccutive Officer, San Mateo

LAFCo from Ms. Joan L, Gassman, Partner, Hanson Bridgctt).

Scope of Wprk

To assist the Axstrict by assessing its system of internal financial controls and of~'ering written

fiindiz~~s and recommendations as to appropriate changes to improve the effectiveness and

adequacy of the system. The business processes assessed included the preventative a~ad detective

coz~kt'ols established for payroll, cash disbursements, and equipment disposal, petty cash and

credit card usage.

Methodology

'his assessment of the systems of internal financial controls is based upon a review o;f relevant

xeparts, manuals, documents aad materials prepared by C. G. Ulala~aberg, Hanson Bridgett, and

the l7istrict Iv~a~ager and Board of Trustees. The assessment included extensive inteivi~ews with

Nor, ~t.obert Gay, District Manager, Rosendo Rodriquez, the District Finance Director az~d Mary

Leong, the Dxsta~ct .A.ccounti.n~ Technician, conduct in person on Monday, June 4, 2012 and the

use of a internal control set£ assessment purvey completed by all District employees.

~tesults

1. The District's assessment of the method and means used to perpetrate and conceal the
recent e~b~eaamez~t has provided a thorough and comprehensive basis for designing and
establistuz~g e~'ective pre~ve~atarive a:nd detecttive ivaternal ~nat~,cial controls adequate to
provide reaso~ab~e assurance tb~at khey will prevent or detect on a timely basis aigni~cant
ezTOrS of i~7Ce~tl~aritle9,

2. The District's newly implemented internal financial controls appear comprehensive and
thozough anal speak specifxca)ly to the scheme iderxti~ed in the recent emblczzment. If
com~iied with, they provide reas4nabie asswance that large or. unusual erzoz~s ox
irregularities would be either prevented or detected an a timely basis in the noz~~al course
o~ staff pe~ozz~aiu~ tk~eir assigned duties.



Junc 15, 201.2
Iv~z, Robert Gay
Re: Assessment of SMCMVCD System of Internal Financial Conh'ols Tatd 

Recommendations for improvements

Findings and recommendations

k'in~ding No.X

The blank eh~ck stock while maintained in an ofFxce that is locked when no one is iu~ 
attendance,

is kept in ao unlocked drawer.

Recommendation No.~

Secu~'e the blanl~ check stock in a locked draw or safe, Unless immediately being used, tk~e blank

check stock should always be locked.

~'indi~g No. 2

The b~aak check stock is not subject to periodic i~aventory counts to assure the entire supply is

properly accountant for and tracked.

Currently ttze stock is enou~b~ ~'or several months' worth o~ check writing, This fact presents an

o~p~ortuz~xty for an individual wiCh access to blank cheek stock to steal blank checks tkaat would

not be used and therefore missed for months.

Recommendation No.2

The District Ivt~nager along with tl~e k'inancial Manager should periodically inventory the blank

check stock and document tbezr count for the record,

Finding No. 3

The PinanciaJ Manager and the A,ccoutzting Technician can individually access the blank check

stock in the absence o~t.~e other.

~'bis prgvides an opportunity foz' one to steal blank check stock iva the absence of the other aad

thereby avoid detection. In the event o~'tbeft of this stock and tb~.e subsequent fraudent use of it,

tk~.is siU~ation increases the difficulty o~idendt~ing the fraudster and potentially blemishes all

individuals who would have access to the blank check stocl~.

Recominr~endation No. 3

Limit access to the loc~Ced blank check stock to the District Manager or no more than him and the
Pinancxa~ Maniager.



7wle 1 S, 2012

Mr. Rabett Gay
ate; Assessme.~t of SMCMVCp System of Iarternal Financial Controls and Recommendations for Im~rovemei

us

Finding No. 4

'Them is zto established limit to the amount a Disfict check can be cashed for with the bank,

Tk~is ~ituatian enables a fraudster to steal a sizable amount of money iza one theft and

immediately ~l.ee, thereby effectively thw2irrting the extensive intermal. controls estabiished to

detect a theft.

Recomnne~dation No. 4

Establish az~ upper threshold with the bank for cashing any checks wAtb.out direct confirmation or

advanced clearance,

Finding No. 5

Wb~ile the bank statement is reconcx~ed raoathly, this eonvol typically takes place Five to six

weeks after the ~~st of the formes month thereby potentially giving a ~'raudster that interval to

abscond with the proceeds.

Recommendation Na. 5

The Financial N~amager should review the online banking statement weekly as an added

precaution,

k'inding No. G

'~.1~ere does not appear to be au upper limit to the crediit card usage. If accurate, this situation

increases the potential of a large t~ie~ or misuse.

Reca~~aendation No. 6

Review the thresholds of the credit cards aad seek to limit its upper limit to fall within a range of

the typical transactions.
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Mr. Robert Gay
Re; Assessme~ut of SMCMVCD System of Inienull k'inancial Comr

o~s and RecocnmendaHotu fox lmprovements

k'inding No. 7

The cuzrent practice is to issue a credit card to most staff. This situat
ion increases the potential

of misuse or ~iraud.

Recommend~t~on No. 7

Evaluate the cost/vulnerabiJities and business benefits of the issuance of 
credit cards and

consider limiting their distribution, If the business needs justify the wide 
issuance of them the

issue of upper I~mits and timely reconciliation's become even more 
important.

k'inding No. 8

Tie Distri~ct'S new Inte~al Control Manual while a useful document, still remains 
a work in

progress. It is important to have detailed desk procedures and clear and current policies
 readily

Available to ;wa~lagement and staff. Well written. and curre.~t polices and procedures ner
ve as ate

essential quality assuraztce and check and balance internal control for any arganizataon,
 They

steady facilitate the ability of management as well as the extema] auditors to conduct

~nneaningful reviews and monitoring o;f the day-to-day business transactions,

~tecommendat~on No. S

Consider contracting with a firm that specializes iz~ the preparation of business policies and

procedures to enure a timely, thorough and user/reviewer friendly manual,

Very truly yours,

Dr. Peter Hu~.ttes, C rtified Proud Exario.i~ner
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June 29, 2Q I'~

Dr. Peter llughes
72~ Hood D~•
Claremont, CA 91711

San Mateo County
Mosquito and Vector Control District
1351 Rollins .Rcl
t3urlingarne CA 94010
(650) 344-8592 Fax (650) 34~-3843
ww~~.sn7cmad.org

Re: Assessment of SMGMVCD Systems of Inte~mal financial Controls and Rccom~nendatinns fnr
In~provcme►7ts clattd Junr; 1 ~, 2012.

'I~he District ~vaulci like to thank you for takii~~ tine out caf yac~r scl~~dulc~ to meet «ith our District
~an~~;c~• and fix~a~icc ~aersonnel on Monday, June 4, ?012. After speaking with you, »re have taken
yo~ir rr;c:amm~~~datiazls t~iider advisement at~d hive i~npleme~lted a -few ne~v cc~ntY•ols.

With z•e~ards to your recent assessment of the District's I~~tein~l Fi~~anci~Ll t;anti•als, datid Jule 1 ~,
2Q 12, sue would like to comment on your rccommeildatioils.

Fintlin~s anti Recamn~enclations

Fitad'►ng N~.1 — Secu:rc blank check stock in a locked drawer.

District Response — We relocated the blink check stock. to a locked d►•~wea• ~;1'f~ctive .tune 4,
20i2; the s~n~e ddY lI1C'. I•ecommcndation was made;, Only the Finance Di~~~;ctai• and District
Man~cr have keys to the locked drawer.

Finciin No.2 —Blank Chick stock is nc~t subject to periodic inventc7ry ca~uits to assort; the entire
supply is pa•aperly accounted for and tracked.

District Ttespartse -- As a•~can~nlended, the I~inance~ Director anc~ [district Ma~~ager will
inventory blank al~c~ck sfioek every ocher tiveek to ensure C}~~at checks ~~re not b~in~ processed
nut o~i's~qucnc~. A lob; has teen created ro t1•ack all che~cks~ being; proce~sEd b}~ the Accountant
a~1d every tither wick the .Finance Director ~ndlc~r L)istrict Manager ~~il] log oiat~ tl~e bank's
~Jebsite to ve7~xfy that too checks I1ave cleared the bank t11at are nut c7f t}ae sequence on the lob.
Addiiioi~al v~~•i~~ication is dons at the end of each mont~~i ~vh~n t}~e bank account is reconciled to
the county statera~ent.



Finding No.3 —The Finance Manager and Accountant can individually access blank check stock in
absence of the other (opportunity for one to steal blank check stock).

District Response — As recommended, the blank check stock is in a locked drawer, to which
only the District Manager and Finance Director have a key. The District Accountant no
longer has access to the blank checks. An additional control is documented in Finding No 2
District Response — we are conducting a periodic inventory of blank check stock, thus
mitigating the risk of having blank check stock being stolen. Further, our policy is that no
check can be processed without having two wet signatures from authorized bank signors (one
of which would be the District Manager and the second would be from a Trustee who is a
member of the Board and has signed the signature card on file with the bank).

Finding No.4 — Establish an upper threshold with the bank for cashing checks.

District Response —The District has reached out to the San Mateo County Treasurer's office
to inquire if thresholds exist for our bank account with Union Bank. In the inquiry to the
County Treasurer's office, we have indicated that if no current threshold exists, we are
interested in implementing a threshold and a notification process for contacting proper
District personnel relative to checks that are for an unusually excessive amount.

Finding No.S — Finance Manager should review online bank statements regularly (prior to the
monthly bank reconciliation) to circumvent suspicious fraudulent activity.

District Response —Per District Response to Finding No.2, the Finance Director and District
Manger maintain a check log to track check inventory. Part of that process is logging onto the
online bank statement regularly to verify that checks are not being processed out of sequence.
In that verification process, we are also looking at suspect transactions (checks for unusually
high amounts and unauthorized wire/ACH activity).

Finding No.6 —There does not appear to be an upper limit to the credit card usage. This situation
increases the potential of large theft or misuse.

District Response — As recommended, we immediately looked into our credit card program
and made various changes. One of those changes includes instituting tighter controls on
limits for credit card accounts as well as individual transactions. The District's management
team met with the District Manager to determine the guidelines for use based on department
needs, cardholder's roles and prior credit card transaction history. We have instituted a tiered
system of limits so that there is better visibility to credit card charges at the District. For
example, the Office Administrator's maximum single purchase limit is $750, whereas a
District Director's maximum single purchase limit is $2,500 and the District Manager's
maximum single purchase limit is $5,000. These single transaction limits are set as
compensating controls to prevent any disruptions in District business by having to wait
several days to obtain multiple signatures for a check. As an added control to these changes
in our credit card program, the Finance Director and District Manager will review online
pending credit card transactions on a weekly basis to detect suspicious or fraudulent activity.
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A weekly log will be updated to document the additional oversight to these compensating
controls. We will continue to monitor our credit card program and will institute tighter
controls as necessary.

Finding No.7 —The current practice is to issue credit cards to most staff. This situation increases the
potential for misuse or fraud.

District Response — As discussed in Finding No.6, the District has reviewed this
recommendation and has implemented changes accordingly. Going forward, the District will
not he issuing credit cards to all staff members. As agreed upon by the District Manager and
management team, only five staff members will have credit cards, as follows: 1) Office
Administrator (who will be the person who will make smaller purchases for the District), 2)
Assistant Manager, 3) Laboratory Director, 4) Finance Director and 5) District Manager. We
will continue to follow other credit card controls previously put in place which include:
requiring original receipts for all transactions; each employee must reconcile their own
accounts, provide justification for each transaction and sign their respective credit card
statement; and the Finance Director and District Manager must review each credit card
statement and sign as approved before payment is made to the credit card company. We are
also looking into having each District credit card holder sign a memo of understanding in
which they agree to be personally liable for repaying the district in full for any misuse or
personal use of District credit cards.

Finding No.8 —The District's new Internal Control Manual while a useful document, still remains a
work in progress. It is important to have detailed desktop procedures and current
policies readily available to management and staff.

District Response — We agree that the District's new Internal Control Manual is a work in
progress and we will continue to update it as our Internal Control Program evolves. The
Finance /Administrative Department is currently working on updating desktop procedures as
a supplement to the Internal Control Manual. Areas that we are focusing on for desktop
procedures include: Payroll, Accounts Payable disbursements, Credit Cards, Deposits of
checks to the County of San Mateo Treasurer's Office, Cash Receipts and Invoicing for
Service Abatement Agreements.

The District currently has several policies in place to guide employees, management and our
trustees, and we have avenues to review and assess these policies. We have a Policy
Committee that meets regularly to assess outdated policies and make changes as needed.
From a financial perspective there are several policies that the Finance Department uses as a
guideline for which to properly conduct business. Policies that govern financial activities
include, but are not limited to: all employee related policies on compensation, benefits,
retirement; Fixed Asset polices on what should be capitalized and what the thresholds are;
Fixed Asset Disposition policy; Travel and Expense policy; District Warrants, Expense
Authorization/Bidding Regulations; and others.

We will continue to assess the need for new and updated desktop procedures and policies as
the District continues to develop and implement its internal control program.



Tl~e Distr~icfi is appreciative o~i'yotYr ~['Cc~~•ts i~~ prUViding air iiadependent analysis of our current
internal cnntrol prc~~r~~m. We havr; read each of your rceomm~ndations and take each ane very
seriUUSly as our goal is t~ institute ~ model intc;rnal control program that can be used b}i other special
districCs sirr~il~~r to atiu~s. The mission of our District is to provide excellent ser~tices to all rc~siderns of
Spin Mateo Gotinty while i~eing a fiscally responsible steward oP}3ublic fiends thr~u~11 our internal
control program.

Best regards,

-._.___. __.... 
~"" d

~~.

Rosendo Rc~cli~Iguez
T'1t1c1tlCG ~IPC:CtOP
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List of Incidents - Embezzlement/Fraud/Theft by Public Employees
Monday, 1«#y 09, 2t~11.

9:55 AM

Date Incidents
— --- ---.

Who is involved?

July 6, 2012 Former Half Moon Bay Police Officer Half Moon Bay Police Officers' Association

accused of embezzling $5,700 in 2008

when he served as Board President of

the Half Moon Bay Police Officers'

Association

June 26, 2012 FBI charges two former county San Mateo Public Administrator

employees with theft from estates

they were overseeing

June 23, 2012 Former Deputy Public Administrator San Mateo Public Administrator

charged with theft concerning a

federal) i funded program
i-
'June 20, 2012 EI Dorad.~ County ex-deputy pleads no Deputy Sheriffs' Association, EI Dorado County

i

contest in fraud, perjury

June 20, 2012 Former Portola Valley Superintendent Woodside Elementary School District/Portola

charged with embezzlement of public Elementary District

funds

May 23, 2012 Embezzeling over $350,000 in employee California Department of Industrial Relations

wages from public works contracts and

filing false tax returns

April 24, 2012 SEC filed fraud charges to ex-CalPers chief Securities and Exchange Commission

March 30, 2012 Water District theft alleged Mid-Peninsula Water District

February 2, 2012 Unemployment insurance benefits paid to California Employment Development Department

unqualified beneficiaries (EDD)

January 13, 2012 Former finance director of the San Mateo San Mateo County Mosquito and Vector Control

County Mosquito and Vector Control District

District and her assistant have been

charged with embezzling more than

$450,000 from the agency

Employment Development DepartmentDecember 12, 2011 A former state employee has been

sentenced to 21 months in jail for

bilking $90,000 from the state's

unemployment insurance fund.

December 15, 2011 Former SF Environmental Health San Francisco Public Health Department

inspectors accused of bribes

October 28, 2011 A former San Diego city parks worker paid Ocean Beach Recreation Center

i $40,000 in restitution to the city Thursday

Research for JLC Page 1



j after he pleaded guilty to stealing from an

Ocean Beach recreation center.

October 6, 2011 San Quentin guard arrested in drug, California Department of Corrections and

bribery investigation Rehabilitation

July 7, 2011 Two mechanics accused of looting Caltrain San Mateo County Transit District

fare money

June 24, 2011 School District Employee Strikes Credit Ravenwood School District

Fraud Deal

Research for JLC Page 2
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Healthy Residents
FY 2011-12 All Funds Summary

General Fund Budgets

Health Administration

Health Policy and Planning

Aging and Adult Services

IHSS Public Authority GF

behavioral Health and Recovery Services
~~,~ublic Health

Environmental Health Services

Emergency Medical Services GF

Family Health Services

Correctional Health Services

Contributions to Medical Center

Total General Fund

Non-General Fund Budgets

Actual Actual Revised Adopted Change
2009-10 2010-11 2010-11 2011-12 2011-12

1,601,677 683,615 2,448,034 2,444,717 (3,317)

8,352,379 9,818,459 10,371,682 10,681,217 309,535

21,665,296 21,795,789 23,187,202 22,823,378 (363,824)

4,487,523 4,487,523 4,487,523 3,702,306 (785,217)

133,908,123 126,310,552 132,682,652 132,000,348 (682,304)

25,360,992 24,486,162 25,802,142 24,928,320 (873,822)

14,032,546 15,001,483 16,163,103 15,997,507 (165,596)

4,706,909 4,918,302 4,812,857 4,876,168 63,311

24,209,253 25,033,627 26,730,064 25,174,496 (1,555,568)

8,051,496 9,640,414 10,228,869 9,576,530 (652,339)

66,570,454 64,453,813 64,453,813 57,498,946 (6,954,867)

312,946,649 306,629,740 321,367,941 309,703,933 (11,664,008)

Emergency Medical Services Fund 5,036,785 5,378,448 4,911,356 4,974,067 62,711

IHSS Public Authority 15,533,436 16,176,330 18,032,140 18,119,147 87,007

San Mateo Medical Center 244,220,929 267,399,277 259,873,157 276,402,331 16,529,174

Total Non-General Fund 264,791,150 288,954,055 282,816,653 299,495,545 16,678,892

Total Requirements 577,737,798 595,583,794 604,184,594 609,199,478 5,014,884

Total Sources 479,161,315 498,642,840 503,364,283 517,102,241 13,737,958

Net County Cost 98,576,483 96,940,954 100,820,311 92,097,237 (8,723,074)

AUTHORIZED POSITIONS

Salary Resolution 2,258.0 2,249.0 2,244.0 2,221.0 (23.0)

Funded FTE 2,121.4 2,094.2 2,084,1 2,066.4 (17.7)

FOR INFORMATION ONLY:

First 5 San Mateo County

County of San Mateo
FY 2011-12 Adopted Budget

40,783,708 38,132,086 38,107,095 32,989,806 (5,117,289)

Shared Vision 2025 Outcome
Healthy Residents
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