FRESNO LOCAL AGENCY FORMATION COMMISSION (LAFCO)
EXECUTIVE OFFICER’S REPORT

AGENDA ITEM NO. 16

DATE: July 11, 2007
TO: Fresno Local Agency Formation Commission
FROM: Rick Ballantyne, Executive Officer

Darrel Schmidt, Deputy Executive Officer
SUBJECT: Consider Adoption —Municipal Service Reviews and Sphere of
Influence Updates prepared for the following Districts:

1. Waterworks District No. 18 (Friant)
2. Waterworks District No. 38

Summary / Background

The Cortese-Knox-Hertzberg Local Government Reorganization Act of 2000 requires LAFCo to
review and update, as necessary, Special District’'s Sphere of Influence (SOI) before January 1,
2008, and every five years thereafter. Prior to, or in conjunction with an agency’s SOI update,
LAFCo is required to conduct a Municipal Service Review (MSR) for each agency.

On December 13, 2006, the Commission directed staff to enter into a contract with Pacific
Municipal Consultants (PMC) to prepare MSRs and SOI Updates for numerous special districts.
The attached MSRs have been prepared for two of the seven Waterworks Districts operating
within Fresno County.

Municipal Service Reviews provide a comprehensive review of the services provided by a city or
district and present recommendations with regard to the condition and adequacy of these
services and whether or not any modifications to a city or district's SOI is necessary. MSRs can
be used as informational tools by LAFCo and local agencies in evaluating the efficiencies of
current district operations and may suggest changes in order to better serve the public.

SOl updates may involve an affirmation of the existing SOl boundaries or recommend
modifications to the SOI boundary. LAFCo is not required to initiate changes to an SOI based
on findings and recommendations of the service review, although it does have the power to do
so0. Such updates are required by State law to be conducted every five years. MSRs are
required to be prepared prior to or in conjunction with SOI updates.

State law requires that the Commission in its consideration of the MSRs adopt written
determinations for each of the following nine criteria:

Infrastructure needs or deficiencies.

Growth and population projections for the affected area.

Financing constraints and opportunities.

Cost avoidance opportunities.

Opportunities for rate restructuring.

Opportunities for shared facilities.

Government structure options, including advantages and disadvantages of the
consolidation or reorganization of service providers.

Evaluation of management efficiencies.

Local accountability and governance.
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As part of the SOI update, if the Commission determines that modifications to a district's SOI
boundary is appropriate, it is required to consider the following four criteria and make
appropriate determinations in relationship to each of the following criteria:

1. The present and planned land uses in the area, including agricultural and open-space
lands.

2. The present and probable need for public facilities and services in the area.

3. The present capacity of public facilities and adequacy of public services that the agency
provides or is authorized to provide.

4. The existence of any social or economic communities of interest in the area if the
commission determines that they are relevant to the agency.

There are seven Waterworks Districts (WWDs) within the County of Fresno. These Districts
include: Waterworks District No.’s 18 (Friant); 37; 38; 40; 41S; 41W; and 42

This report addresses Waterworks District Nos. 18 and 38. Waterworks District Nos. 37 and 40
are considered separately on today’s agenda. MSRs and SOI Updates prepared for the
remaining Waterworks Districts will be presented at a later hearing.

Waterworks Districts are dependent special districts formed pursuant to Division 10 of the
California Water Code Section 55000, et. seq. They are empowered to provide water for
domestic, agricultural, industrial, and fire protection purposes. They can also operate facilities
relative to the sale of water, treatment and reclamation of saline and wastewater, and sewage
collection.

None of the Waterworks Districts in Fresno County provide the full range of empowered
services.

Environmental Determination

Staff has determined that consideration of and adoption of the Community Service District
Municipal Service Reviews and Sphere of Influence determinations are actions considered to be
“Categorically Exempt” as per Section 15306 (Information Collection) of the California
Environmental Quality Act Guidelines (CEQA). Any additional changes to a District's Sphere of
Influence resulting from recommendations adopted by the Commission will require additional
review under CEQA.

Discussion & Summary of Determinations

1. Waterworks District No. 18

A. Maintain the District’s existing Sphere of Influence boundaries.

B. Direct staff to work with the County and Waterworks District No. 18 to determine
the feasibility of consolidation or other reorganization of Waterworks District No. 18
with Waterworks District No. 38 and the various County Service Areas identified in
this report.

Waterworks District No. 18 encompasses approximately 444 acres (0.69 square miles) and
serves the unincorporated Community of Friant and a separate area located east of Friant and
south of Millerton Road. District services include supply of domestic water to a total of 234
users. The majority of users are residential with a few commercial and industrial users. While
the District has been empowered to provide for water, wastewater, and storm drainage services,
it only provides water service at this time. It is possible that the District could provide
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wastewater and storm drainage services in the future, but restoring these “latent” powers would
be subject to LAFCo approval.

The District recently annexed an area east of Friant consisting of 180 lots for a total of 414
existing and future connections. The District also contemplates possible future provision of
services to the proposed “Friant Ranch” development. If Friant Ranch receives land use
approval from the County, it is anticipated that it would seek annexation to Waterworks District
No. 18. This would increase the present service area by up to 2,700 additional connections.

If Friant Ranch is approved, the District states that it will need to expand the water treatment
system and activate its “latent powers” and construct a wastewater treatment plant along with
associated sewer trunk lines and related infrastructure. The developer would be required to
finance any infrastructure needed for the District to serve the project. Residents currently
residing within the District’s boundaries (which utilize individual septic systems) would also
connect to the new sewer system.

The District’'s FY 2005-06 Budget projected $158,900 in revenues—the vast majority of which
are derived from water charges. The District does receive some property taxes. Rates for
water service are $28 per month for residential customers and $40 per month for commercial
customers. Water rates were last updated in 2005.

The District has realized significant cost avoidance opportunities in that it recently utilized
Community Development Block Grant (CDBG) funding to replace most of its water lines.

The County of Fresno’s Department of Public Works and Planning, Resources Division
manages a number of County Service Areas (CSAs) and Waterworks District No. 38, which are
located in the vicinity of the District. The County indicates that it would like to pursue discussion
with the District regarding possible consolidation or other reorganization of these various service
providers with the District.

Specifically the County is interested in exploring consolidation or reorganization of CSA No. 34
(Millerton Newtown), CSA No. 34A (Brighton Crest), CSA No. 34B (Ventana Hills — inactive),
CSA No. 34C (Granite Crest — inactive), CSA No. 44 (Friant Lighting), CSA No. 44A (Friant
Mobile Home Park), and Waterworks District No. 38 (Millerton Lake Park Estates — Sky Harbor)
with the District. The District would become the service provider for all areas currently occupied
by the County managed Districts. With the exception of CSA No. 44 (Friant Lighting), these
CSAs and Waterworks District No. 38 provide water and/or wastewater services. A change in
the type of special district might be necessary if the District were to provide lighting services
currently provided by CSA No. 44.

Further analysis and discussion with Waterworks District No. 18 will be required to determine
the feasibility of the County’s proposal, and whether or not it would result in a benefit to the
various special districts. At this time staff believes it would be appropriate to encourage County
staff to open discussions with Waterworks District No. 18 concerning its proposal to consolidate
or reorganize the various Districts. MSRs prepared for the various CSAs mentioned in this MSR
will also consider the feasibility of consolidating or otherwise reorganizing the various Districts.
No other changes were proposed in this review.



2. Waterworks District No. 38

A. Maintain the District’s existing Sphere of Influence boundaries.

B. Direct staff to work with the County and Waterworks District No. 18 to determine
the feasibility of consolidation or other reorganization of Waterworks District No. 18
with Waterworks District No. 38 and the various County Service Areas identified in
this report.

Waterworks District No. 38 encompasses approximately 154 acres extending along Sky Harbor
Road, north of Millerton Road, and adjacent to the eastern side of Millerton Lake.

The District provides water and wastewater service to District residents. The District currently
has 56 connections, including one out of District user (State of California). District services do
not overlap with similar services provided by other agencies.

District infrastructure includes one production well and storage tank system, fire suppression
hydrants, and extended aeration and spray fields for wastewater. It is not known if existing
infrastructure is sufficient to accommodate future development. The District has recommended
an engineering assessment of the existing and future infrastructure. The District did not provide
any information related to maintenance of the water and wastewater systems.

The District’'s FY 2006-07 Budget projected $55,012 in revenues. District revenues are derived
primarily from bi-monthly water and wastewater service fees. Currently, users pay $27 per
month for water and $23 for wastewater disposal.

The District is governed by the County Board of Supervisors and has a Citizens Advisory
Council (CAC) made up of volunteers from among the property owners in the District. The CAC
makes recommendations to the Board related to the adequacy of the level of service. The
District is administered by the County of Fresno Department of Public Works and Planning,
Resources Division, which also supplies staff for monitoring, maintaining, and repairing District
infrastructure. County staff assigned to this the District also administer a number of other
Waterworks Districts and numerous County Service Areas (CSAS).

County Resources Division staff indicates that they would like to pursue discussions with
Waterworks District No. 18 representatives regarding possible consolidation with Waterworks
District No. 38 and a number of other CSAs within the Friant Region. Specifically the County is
interested in exploring consolidation of CSA No. 34 (Millerton Newtown), CSA No. 34A (Brighton
Crest), CSA No. 34B (Ventana Hills — inactive), CSA No. 34C (Granite Crest — inactive), CSA
No. 44 (Friant Lighting), CSA No. 44A (Friant Mobile Home Park), and Waterworks District No.
38 (Millerton Lake Park Estates — Sky Harbor) with the District.

The District would become the service provider for all areas currently occupied by the County
managed Districts. With the exception of CSA No. 44 (Friant Lighting), these CSAs and
Waterworks District No. 38 provide water and/or wastewater services. A change in the type of
special district might be necessary if the Waterworks District No. 18 were to provide lighting
services currently provided by CSA No. 44.

Further analysis and discussion with Waterworks District No. 18 will be required to determine
the feasibility of the County’s proposal, and whether or not it would result in a benefit to the
various special districts. At this time staff believes it would be appropriate to encourage County
staff to open discussions with Waterworks District No. 18 concerning its proposal to consolidate
or reorganize the various Districts. MSRs prepared for the various CSAs mentioned in this MSR



will also consider the feasibility of consolidating or otherwise reorganizing the various Districts.
No other changes were proposed in this review.

Recommendations:

A. Acting as Lead Agency pursuant to California Environmental Quality Act (CEQA)
Guidelines, find that prior to adopting the written determinations, the Municipal Service
Reviews and Sphere of Influence determinations under consideration are Categorically
Exempt from the provisions of the California Environmental Quality Act (CEQA) under
Section 15306, “Information Collection”.

B. Find the Municipal Service Reviews and Sphere of Influence Updates prepared for
Waterworks District No’s. 18 and 38 are complete and satisfactory.

C. Find that the written determinations within the Municipal Service Reviews and Sphere of
Influence Updates satisfy State Law.

D. Pursuant to Government Code Sections 56425 and 56430 adopt the determinations as
presented in the Municipal Service Review and Sphere of Influence Update documents.

E. Direct staff to work with the County and Waterworks District No. 18 to determine the
feasibility of consolidation or other reorganization of Waterworks District No. 18 with
Waterworks District No. 38 and the various County Service Areas identified in this report.
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1.0 — EXECUTIVE SUMMARY

1.0 EXECUTIVE SUMMARY
ROLE AND RESPONSIBILITY OF LAFCO

The Cortese-Knox-Hertzberg Local Government Reorganization Act (CKH Act),
(Government Code 8 56000 et seq.) requires all Local Agency Formation Commissions
(LAFCos), including Fresno LAFCo, to conduct municipal service reviews (MSR) prior to
updating the spheres of influence (SOI) of the various cities and special districts in the
County, excluding community facility districts and school districts (Government Code 8§
56430). The fundamental role of a LAFCo is to implement the CKH Act, providing for the
logical, efficient, and most appropriate formation of local municipalities, service areas,
and special districts. The focus of this MSR is to provide LAFCo with all necessary and
relevant information related to the provision of services by the County’s Waterworks
Districts.

MUNICIPAL SERVICE REVIEW PROCESS

The Municipal Service Review (MSR) and Sphere of Influence Update (SOl Update)
process is a comprehensive assessment of the ability of government agencies to
effectively and efficiently provide services to residents and users. The form and content
of the MSR/SOI Update is governed by requirements of the CKH Act and the State of
California’s LAFCo MSR Guidelines (Guidelines), published in August 2003.

This MSR/SOI Update evaluates the structure and operation of the service providers and
discusses possible areas for improvement or coordination. Key sources for this study were
information gathered through research and interviews, as well as the Municipal Service
Review Guidelines published by the Governor’s Office of Planning and Research (OPR).
This MSR/SOI Update has been prepared for Fresno LAFCo in accordance with the
requirements of the CKH Local Reorganization Act of 2000 as a means of identifying and
evaluating public service providers within Fresno County and possible changes to their
Sphere of Influence.

PURPOSE OF THE MUNICIPAL SERVICE REVIEW

The MSR contains analysis and conclusions, referred to in this document as
determinations, regarding nine topic areas set forth in the CKH Act. These areas of
analysis contain the essential operational and management aspects of each service
provider, and together constitute a review of the ability of each provider to meet the
service demands of the residents within their existing and potentially expanded
boundary. Each report contains the following sections:

Growth and Population

This section reviews projected growth within the existing service boundaries of the special
district and analyzes the growth potential within the service area and surrounding areas.

Infrastructure

This section analyzes whether sufficient infrastructure and capital are in place, and
reviews capabilities for accommodating future growth in service demands.
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Financing Constraints and Opportunities

This section evaluates the way the district is funded and possible opportunities to
increase funding if needed.

Cost Avoidance Opportunities

This section evaluates factors affecting the financing of needed improvements, including
outstanding opportunities and utilized opportunities for service providers to reduce costs.

Rate Restructuring

The fiscal history of the service provider and rate structure is evaluated to determine
viability and ability to meet existing and expanded service demands.

Opportunities for Shared Facilities

This section evaluates existing arrangements with other service providers for the shared
use of facilities and identifies additional opportunities to share facilities with other service
providers.

Evaluation of Management Efficiencies
This section evaluates the overall managerial practices.
Government Structure

This section evaluates the ability of the service provider to meet its demands under its
existing government structure. This includes discussion of potential reorganizations or
other forms of governance that may result in the more efficient provision of services to
local residents.

Local Accountability

This section examines how well the service provider makes its processes transparent to
the public and invites and encourages public participation.

SERVICE PROVIDERS

This document contains MSRs/SOI Updates for Waterworks Districts within Fresno County.
The determinations and findings reached are based upon surveys of agency
representatives, meetings, and assessments of existing documents.

Waterworks Districts

County Waterworks Districts are dependent special districts formed pursuant to Division
10 of the California Water Code § 55000, et seq. Waterworks districts are empowered to
provide water for domestic, agricultural, industrial, and fire protection purposes. Districts
can also operate facilities relative to the sale of water, treatment and reclamation of
saline and wastewater, and sewage collection. Waterworks Districts analyzed in this
MSR/SOI Update include: Waterworks #18, and #38.
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billing of the residents of Friant for the water used. These funds have been sufficient to
cover the costs of providing services to Friant, but not enough to cover any future
development or upgrades.

Funding for the new facilities required by the proposed Friant Ranch development
project will be provided entirely by the project developers.

The District is currently pursuing additional funding from grants associated with Indian
gaming impacts.

The District does not have any outstanding debt.
V. CosT AVOIDANCE OPPORTUNITIES

This section of the MSR considers the potential cost avoidance opportunities available to
each service provider. Cost avoidance opportunities include any potential sources of
reduction in costs associated with service provision, and any other capital or operational
actions or programs which may result in a more efficient and streamlined provision of
services to the properties within the service area. This analysis includes both potential
and previously implemented cost avoidance measures.

The District has recently been able to replace most of the water lines within the District
through a Community Development Block Grant (CDBG). This has resulted in an
avoidance of significant maintenance costs to the District. The District is currently
pursuing additional funding from grants associated with Indian gaming impacts.

No additional cost avoidance opportunities have been identified.

(LNVIMH) 8T "ON LOI41SIQ SHIOMIILVM T'E

VI. OPPORTUNITIES FOR SHARED FACILITIES

The District does not share facilities with any other agencies. No additional opportunities
for shared facilities have been identified.

VII. GOVERNMENT STRUCTURE AND MANAGEMENT EFFICIENCIES

California Water Code section 55000 - 55991 enables the formation of County
Waterworks Districts to provide various services to the community. The District currently
provides water services and anticipates providing wastewater and storm drainage
services in the near future. This district is considered a dependent special district, which is
governed by another legislative body, the county board of supervisors, who appoints the
District’s board members. Provisions in the California Water Code that existed prior to
1967 allowed the County Board of Supervisors to appoint registered voters and real
property owners within the District to become the District’s Board of Directors. Other than
appointing the Board of Directors for indefinite terms, the County Board of Supervisors has
no direct governance over the District.

The District, under its current legal form, is able to function efficiently and properly under
its current government structure. The cost, time, and administrative complexity of
changing the current government structure makes transitioning to an alternative
government structure extremely difficult. The existing structure of the District, a county
waterworks district, is sufficient to allow the District to continue service provision in the
foreseeable future. Therefore, a reorganization of the current government structure is not
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likely to significantly improve services if the District does not expand its boundaries or seek
to provide additional services. The current government structure is able to provide
adequate service within district boundaries.

The Fresno County Department of Public Works and Planning, Resources Division, which
manages Waterworks District No. 38 and a number of County Service Areas (CSAS), in the
vicinity of Waterworks District No. 18, indicates that it would like to pursue discussions with
the District regarding possible reorganizations or consolidation of service providers with
the District. Specifically, the County is interested in exploring consolidation of CSA No. 34
(Millerton Newtown), CSA No. 34A (Brighton Crest), CSA No. 34B (Ventana Hills - inactive),
CSA No. 34C (Granite Crest — inactive), CSA No. 44 (Friant Lighting), CSA No. 44A (Friant
Mobile Home Park), and Waterworks District No. 38 (Millerton Lake Park Estates — Sky
Harbor) with the District. The District would become the service provider for all areas
currently occupied by the County managed Districts. With the exception of CSA No. 44
(Friant Lighting), these CSAs and the waterworks district provide water and/or
wastewater services. A change in the type of special district might be necessary if the
District were to provide lighting services currently provided by CSA No. 44.

The District currently employs three part-time employees. The District utilizes consultants
for a district engineer and a district attorney. The District has indicated that current
employees are adequate for the current services provided. The current organizational
structure is shown in Figure 3.1-2.
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The budget is usually an indicator of management efficiency. According to information
contained in the FY 2005-06 budget, the District’s budget is balanced. The District does
not have any outstanding debt and projected income exceeds projected expenses.

FIGURE 3.1-2: WATERWORKS DISTRICT NO. 18 ORGANIZATIONAL CHART

BoARD OF DIRECTORS

Attorney

MANAGER

District Secretary

VIIl.  LOCAL ACCOUNTABILITY

A body of five officials appointed by the County Board of Supervisors serves as the
governing board of the District. Members are appointed for indefinite terms.
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Meeting notices are posted outside the District’s office, near the Friant Trading Post, and
at the local Post Office. Regular meetings are held on the last Tuesday of each month at
6:00pm in the Friant Elementary School, located at 17200 Burroughs Ave. There appear to
be ample opportunities for public involvement and input at regularly scheduled
meetings. Meetings are noticed consistent with Brown Act requirements.

The District mails an annual survey to residents within the District to solicit comments
about the services provided in the District.

IX. SPHERE OF INFLUENCE RECOMMENDATIONS

The Sphere of Influence (SOI) recommendations analyze the appropriateness of the
District’s SOI boundaries, relative to the capabilities of the service provider and future
growth.

1) The present and planned land uses in the area, including agricultural and open
space lands.

The current land uses within Waterworks District No. 18 are primarily residential.
Future land uses within the District are expected to remain primarily residential.

2) The present and probable need for public facilities and services in the area.

Water services are currently provided by Waterworks District No. 18. Development
may occur outside District boundaries. A developer may request annexation into
the District, but is required to pay for needed facilities to accommodate the new
growth, including new wastewater and storm drainage facilities and water facility
upgrades. Additionally, if the District were to consolidate with the County
managed CSAs and waterworks district in the vicinity, the County or users within
those CSA and waterworks district areas would be responsible for any necessary
system upgrades or connections.

(LNVIMH) 8T "ON LOI41SIQ SHIOMIILVM T'E

3) The present capacity of public facilities and adequacy of public services that the
agency provides or is authorized to provide.

Water services currently provided by Waterworks District No. 18 are adequate to
serve the existing community. Wastewater and storm drainage services are
currently not provided by the District. A study would be necessary to determine
what effect consolidation with the County managed CSAs and waterworks
district might have on the capacity of the District’s existing system.

4) The existence of any social or economic communities of interest in the area if the
commission determines that they are relevant to the agency.

The social or economic communities within the boundaries of Waterworks District
No. 18 include the community of Friant.
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X. MUNICIPAL SERVICE REVIEW DETERMINATIONS
Growth and Population

Significant growth and population increases in the area are anticipated by Waterworks
District No. 18. A proposed new development may add a significant number of
residential units to the area. The new development may request annexation into the
District and be required to pay for related new facilities and upgrades. Were the District
to consolidate with the County managed CSAs and waterworks district in the vicinity, the
cost for any necessary upgrades would be borne by the County and/or the users in those
districts.

Infrastructure

Waterworks District No. 18’s current infrastructure includes a water treatment plant, water
distribution system, and related facilities. Expansion of the water treatment plant,
construction of a wastewater treatment plant and related facilities, and construction of
a storm drainage system may occur if new development is approved and if annexation
into the District is approved. Were the District to consolidate with the County managed
CSAs and waterworks district in the vicinity, infrastructure improvements might be
necessary.
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Financing Constraints and Opportunities

Waterworks District No. 18 is primarily financed through utility fees and property taxes. The
District has and is currently pursuing grant funding. Funding for new facilities required by
proposed development project will be provided entirely by the project developers, if
development occurs. No audits were made available; thus a comparison between
actual revenues and expenditures is impossible at this time.

Rate Restructuring

Rates for water service were last updated in 2005. No audits were made available; thus a
comparison between actual revenues and expenditures is impossible at this time.

Cost Avoidance Opportunities

Waterworks District No. 18 is currently utilizing a sufficient range of cost avoidance
opportunities, including utilizihng grant funding to reduce costs. Funding for the new
facilities required by the proposed development project will be provided entirely by the
project developers, if development occurs. No additional cost avoidance opportunities
have been identified.

Opportunities for Shared Facilities

Waterworks District No. 18 is not currently sharing any facilities with another provider. The
County has expressed interest in consolidating a number of CSAs and a waterworks
district with Waterworks District No. 18. No additional opportunities for shared facilities
have been identified.
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Government Structure Options

Waterworks District No. 18 is the only agency providing water services within its
jurisdictional boundary. The overall management structure of the District is sufficient to
perform necessary services and maintain operations in an efficient and effective
manner.

Evaluation of Management Efficiencies

Waterworks District No. 18 is operating efficiently under its existing structure. The District’s
budget is balanced. The County has expressed interest in consolidating the District with
a number of CSAs and Waterworks District No. 38.

Local Accountability

Waterworks District No. 18 Board is appointed by the County Board of Supervisors. Board
meetings are held regularly and noticed consistent with the Brown Act. There appear to
be ample opportunities for public involvement and input. No significant issues regarding
local accountability were noted.

XI. BIBLIOGRAPHY

County Waterworks District No. 18, County Waterworks District No. 18 Fiscal Year 2006
Budget
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Fresno County, Waterworks District 18,
<http://www.co.fresno.ca.us/0110a/bccpwp/WaterworksDistrictl8.asp>, date
accessed: April 5, 2007

Correspondence and personal communication with Dan Pearce, County Waterworks
District No. 18, February 23, 2007 and April 9, 2007
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