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Special District Uniform Accounting and Reporting Procedures

FOREWORD

California Government Code section 53891(b) requires the State Controller to
prescribe uniform accounting procedures for Special Districts. Pursuant to this code
section, the Uniform System of Accounts for Special Districts manual was first
issued in 1949. In 2014, the Uniform System of Accounts for Special Districts
manual was renamed and is now referred to as the Special District Uniform
Accounting and Reporting Procedures (SPD) manual.

This manual provides uniform accounting and reporting procedures that conform to
Generally Accepted Accounting Principles (GAAP) as prescribed by the
Governmental Accounting Standards Board (GASB). Guidance for specific account
structure (e.g., account numbers, names, etc.) is left to the discretion of the
individual local government as long as the statutory reporting requirements (e.g.,
Financial Transactions Reports, Apportionments) of the State Controller’s Office
(SCO) and the requirements within this manual are sufficiently met and satisfied.

SCO is the legal authority for prescribing uniform accounting and reporting
procedures for all local agencies, with the exception of cities, counties, school
districts, and those local agencies that follow a system prescribed by the Public
Utilities Commission of the State of California or the Federal Energy Regulatory
Commission. Local agencies will be referred to as either a local government or a
local government entity throughout the manual.

While the guidance and examples found in this manual may correlate with SCO
Financial Transaction Reporting (FTR) instructions, this manual is not intended to
serve as a guide for FTR forms and is not all-inclusive. For detailed FTR guidance,
users should refer to the SCO’s Local Government Reporting Forms and
Instructions, which can be accessed using the following link:

https://www.sco.ca.gov/ard local reporting forms.html

This edition of the manual has been updated to be consistent with the GASB
Codification as of December 2022. At that time, the GASB Codification included all
GASB Statements up to and including GASB Statement No. 98, The Annual
Comprehensive Financial Report, with the exception of GASB Statement No. 94,
Public-Private and Public-Public Partnerships and Availability Payment Arrangements
and GASB Statement No. 96, Subscription-Based Information Technology
Arrangements.

Provisions of GASB Statement No. 99, Omnibus 2022, GASB Statement No. 100,
Accounting Changes and Error Corrections — an amendment of GASB Statement No.
62, and GASB Statement No. 101, Compensated Absences, have been incorporated
into the applicable chapters.
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FOREWORD

The provisions of GASB pronouncements (if any) that have been released, but
whose guidance will not be effective for the upcoming fiscal year (2023-24) are
presented in Appendix A, Upcoming Changes, as applicable. This is to assist local
government entities in preparing for future changes. Additional materials published
after GASB Statement No. 98 will be incorporated into future editions of the
manual.

While this manual provides guidance on accounting and reporting procedures, it
also contains instances in which legal provisions are cited for reference purposes
only. It is up to the local government to determine the applicability of each law for
its individual reports. Refer to Chapter 3.05, Conflicts Between Legal Provisions and
GAAP, for guidance concerning this topic.

The manual provides guidance on uniform charts of accounts, fund structures,
functions, activities, and specific accounting procedures for specialized fields. The
intent of the manual is to:

e ensure conformance to generally accepted accounting principles (GAAP);

e promote transparency and consistency in financial reporting; and

o facilitate comparison and analysis of financial reports on a statewide basis by
minimizing differences between local governments’ philosophies, methods,
and terminologies.

The manual serves as a guide to aid local governments in the development of
accounting and financial systems, provide continuity and consistency with State
reporting requirements, answer questions on authority and procedures, provide
accounting guidance to meet GAAP reporting and auditing requirements, and assist
in accounting evaluations.

The task of revising and/or updating the SPD manual is a cooperative effort
between the SCO, the Local Government Advisory Committee on Financial
Reporting, and the Special Districts Policy and Interpretation Committee. The result
of this collaborative effort is a manual that provides special districts with current
information that is consistent with GAAP.
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Chapter 1: Introduction to Special Districts

Introduction

A special district is a separate local government that delivers specific public services
to a geographically limited area. Government Code section 56036 defines a special
district as “...an agency of the state, formed pursuant to general law or special act,
for the local performance of governmental or proprietary functions within limited
boundaries....”

Special districts have four distinguishing characteristics.

e They are a form of government.

e They have governing boards.

e They provide services and facilities.
e They have defined boundaries.

Special Districts Overview

1.01 What is a Special District?

Special districts deliver diverse services including water, electricity, and transit.
Most special districts provide a single service, such as sewage treatment. Other
special districts perform a wider range of services. For example, Government Code
section 61100 et seq. outlines the various types of services community services
districts may provide.

Special districts generally have most of the same basic powers as counties and
cities. They can sign contracts, employ workers, and acquire real property through
purchase or eminent domain. Following constitutional limits, they can also issue
bonds, impose special taxes, levy benefits assessments, and charge service fees.
Like other governments, special districts can sue and be sued, as they are separate
legal entities.

Special districts may have corporate power and tax power, but rarely police power.
Corporate power is the ability to perform tangible work, such as public works
projects to build and maintain parks and sewers. Tax power is the authority to raise
money to pay for these projects and services. Police power is the authority to
regulate private behavior to accomplish a public goal.

Special districts are not State government. Special districts are local
government agencies that deliver specific services within limited boundaries and in
areas outside district boundaries only if permitted by law. California State
government officials, however, oversee California’s special districts.
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Chapter 1: Introduction to County Government

Special districts are not county governments or cities. Counties and cities are
general-purpose governments. Counties and cities perform a broad array of
services to protect the health, safety, and welfare of all of their citizens. Special
districts are limited-purpose governments.

Special districts can provide only the services allowed by California State law and
supported by their residents. Special district financial information may be included
on county reports if they meet the criteria for reporting as a blended component
unit, however, the special districts are still responsible for their own independent
reports.

Special districts are not school districts or community college districts.
School districts exist to provide one service—public education. School districts get
most of their money from the State of California. Special districts rely mostly on
local revenues.

Special districts are not Mello-Roos districts or assessment districts.
Counties, cities, school districts, and many special districts can create Mello-Roos
Act community facility districts and benefit assessment districts to finance public
works and public services. Mello-Roos districts and benefit assessment districts are
just financing mechanisms and do not deliver services. Special districts use these
financing mechanisms to provide public services.

Special districts are not redevelopment agencies. Cities and counties set up
community redevelopment agencies to eliminate blight by paying for public and
private improvements and economic development efforts. Special districts do not
exist to eliminate blight. Special districts provide public services and infrastructure
that help communities, but they are not in the business of direct economic
development.

The above list is not all-inclusive. For example, Government Code section
56036(b)(9) states that neither an air pollution control district nor an air quality
maintenance district qualify as special districts. Refer to Government Code sections
56032.5, 56036, 56036.5, and 56036.6 for additional information on what
constitutes a special district.

1.02 Types of Special Districts

Special districts are as diverse as the communities they serve. With over 3,300
special districts in California, it may seem overwhelming to understand the purpose
and function for all of them. One way of understanding special districts is to
examine their activities, funding, and governance.

Most of California’s special districts perform a single function such as sewage,
water, fire protection, pest abatement, or cemetery management. Multi-function
districts, like community services districts, provide two or more services.
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Chapter 1: Introduction to County Government

Examples of special districts include, but are not limited to, the following:

e Airport District

e Cemetery District

e Community Services District

e Drainage District

e Flood Control, Water Conservation District
e Fire Protection District

e Healthcare/Hospital District

e Harbor/Ports District

e Improvement District

e Irrigation District

e Library District

e Mosquito Abatement/Vector Control District
e Police Protection District

e Reclamation Districts

e Recreation & Park/Open Space District

e Sanitation/Sewer District

e Transit District

e Utility District

e Water District

e Waste Management Agency/Authority
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Chapter 1: Introduction to County Government

Special District Activities

1.03 Single and Multiple Function Special Districts

Many special districts are single function districts. They usually provide only one
type of service such as water, sewage, mosquito abatement, waste disposal, or fire
protection.

Multiple function special districts are districts whose functions cover a various range
of services, from safety and recreation services to water, sewage, and street
lighting services. Community services districts (refer to Gov. Code, §61000 et seq.,
Community Services District Law) and county service areas (refer to Gov. Code,
§25210 et seq., County Service Area Law) are types of special districts that can
provide any or all of a wide variety of services. An example of a multi-function
district would be a fire protection district that is primarily formed to prevent and
suppress fires, but is also authorized to provide ambulance service.

Special districts that engage in more than one function should maintain separate
revenue and expenditure accounts for each function. Doing so will aid in the
preparation of financial statements, as well as assist with providing the necessary
reports required by the State Controller’s Office.

Special District Funding

Special districts are generally classified as either enterprise or nonenterprise,
depending on the source of their funding. Regardless of their general designations,
any special district may require accounting for both enterprise and nonenterprise
funds. Refer to Chapter 5, Fund Accounting for more information on fund reporting
requirements.

1.04 Enterprise Special Districts

Enterprise special districts are primarily financed by user fees that are set at a level
to cover costs. Airports, harbors, hospitals, and water and sewer utilities are
examples of districts that operate as enterprise special districts.

1.05 Nonenterprise Special Districts

Nonenterprise special districts rely primarily on tax revenues such as property tax
revenues to fund their operations. Occasionally, a nonenterprise special district will
charge user fees to fund certain services.

For example, a policing district may charge a fee to fund their law enforcement
educational programs. Types of nonenterprise special districts include—but are not
limited to—fire and police protection, cemeteries, libraries, and mosquito abatement
programs, because the services they provide benefit the entire community, and not
just individual residents.
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Special District Governance

There are two forms of special district governance. A special district is classified as
either independent or dependent, according to the type of governing body under
which it operates.

1.06 Independent Special Districts

An independent special district operates under a locally elected, independent board
of directors. It is independent from other governments and is directly accountable
to the people it serves.

As defined by Government Code section 56044, a “...independent special district
includes any special district having a legislative body all of whose members are
elected by registered voters or landowners within the district....” Approximately
two-thirds of California State’s special districts are independent special districts.
Independent special districts have separate governing boards elected by the special
districts’ voters.

Registered voters of a community commonly select an independent district’s board
of directors. In some water districts, political power rests with the landowners. In
circumstances where the special districts’ services primarily benefit the land and not
the people, the courts have upheld the use of landowner-voter districts.

An independent special district can be either single-function or multiple-function,
and can be either enterprise or nonenterprise. For example, a community services
district are usually an independent, multiple function, enterprise special district.
This type of special district is independent because its voters elect its governing
board; it is multiple-function because it provides various services such as sewer,
street lighting, and roadside maintenance services; and it is enterprise because the
special district charges its customers user fees for the sewer services.

1.07 Dependent Special Districts

A dependent special district operates under the control of a county board of
supervisors, a city council, or another local agency. City councils and county
supervisors often appoint local advisory boards to assist and advise them in
governing dependent special districts.

Dependent special districts typically have at least one or more of the following
characteristics:

e One or more of its governing body members are identical to the governing
body members of a single county or a single municipality;

e One or more of its governing body members are appointed by the governing
body of a single county or a single municipality;
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e During unexpired terms, its governing body members are subject to removal
at will by the governing body of a single county or a single municipality;

e Its budget requires approval through an affirmative vote by the governing
body of a single county or a single municipality; or

e The governing body of a single county or a single municipality can veto its
budget.

As defined in Government Code section 56032.5, a “dependent special district
includes any special district that has a legislative body that consists, in whole or
part, of ex officio members who are officers of a county or another local agency, or
who are appointees of those officers, and who are not appointed to fixed terms.”

A dependent special district can be either single-function or multiple-function, and
be either enterprise or nonenterprise. For example, a fire protection district can be
a dependent, single function, nonenterprise special district. It is dependent because
it is governed by a county board of supervisors; it is single function because it
delivers only one type of service (e.g., fire protection), and it is nonenterprise
because the special district is supported primarily by taxes. Note that while
nonenterprise special districts may charge user fees for providing services, user
fees are not their primary source of revenue.

1.08 Statutory Authority

There are over 50 major types of special districts ranging from airport to cemetery
to water conservation districts. However, all types of special districts operate under
either a principal act or special act.

A principal act is a generic statute that applies to all special districts of that type.
For example, the Community Services District Law (refer to Gov. Code, §61000 et
seq.) governs all community services districts. Common examples of special
districts formed under principal acts include, but are not limited to, County Service
Areas, Fire Protection Districts, Community Services Districts, Cemetery Districts,
and County Water Districts.

Occasionally, local circumstances do not fit the general conditions anticipated by the
principal acts. In these cases, the California State Legislature can use a special act
to create a district that is tailored to the unique needs of a specific area. Special act
districts are typically regional in nature, have unusual governing board
requirements, provide unique services, or need special financing. Examples of
districts formed under special acts include the Embarcadero Municipal Improvement
District (Santa Barbara County) and the Humboldt Bay Harbor, Recreation, and
Conservation District (Humboldt County).
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The following groups provide resources to assist special districts with non-
accounting guidance related to formation and the principal acts.

1.09 California Special Districts Association

The California Special Districts Association (CSDA) is a not-for-profit association
formed to promote good governance and improved core local services through
professional development, advocacy, and other services for all independent special
districts throughout California.

1.10 Local Agency Formation Commission

Local Agency Formation Commissions (LAFCos) are formed under California law
(refer to Gov. Code, §56300 et seq.) and typically oversee boundary changes of
cities and special districts, and formation of hew agencies, which includes
incorporation, consolidation, or reorganization of special districts or cities.

Laws and Related Codes (Principal Acts)

1.11 Airport Districts
California Public Utilities Code §22001 et seq.

These special districts facilitate the development of airports, spaceports, and air
navigation facilities. The special district’s objective is to encourage airport and
spaceport development and to distribute the cost uniformly among all who benefit.

1.12 California Water Districts
California Water Code §34000 et seq.

These special districts acquire, plan, construct, maintain, improve, and keep in
repair the necessary works for the production, storage, transmission, and
destruction of water for irrigation, domestic, industrial and municipal purposes, and
any drainage or reclamation works connected with any such projects.

1.13 California Water Storage Districts
California Water Code §39000 et seq.

These special districts acquire, improve, and operate the necessary works for the
storage and distribution water to customers for agricultural uses, supply
hydroelectric energy to a variety of users, and provide groundwater banking and
storage services. They have the ability to construct, purchase, lease, and exchange
material for work that includes conduits, reservoirs, storage sites, water sheds,
machinery, wells, pumps, dams, and other such appliances and their accessories.
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1.14 Citrus Pest Districts
California Food and Agriculture Code §8401 et seq.

These special districts can be formed for the effective control and eradication of
citrus pests. Citrus pest includes any infectious, transmissible, or contagious
disease, any form of animal life, or any form of vegetable life infesting citrus trees
or citrus fruits.

1.15 Community Services Districts

California Government Code §61000 et seq. and California Public Contract Code
§20680 et seq.

Community Service Districts are special districts that provide more than one of the
various services that other service-specific districts provide.

1.16 Cotton Pest Abatement Districts

California Food and Agriculture Code §6051 et seq.

These special districts control and prevent the introduction of pests which may
invade and cause losses of several million dollars on a yearly basis to California
State’s cotton crop. The special district maintains control of cotton plants in areas
that are at risk.

1.17 County Sanitation Districts
California Health and Safety Code §4700 et seq.

These special districts protect public health and the environment of the community
by providing wastewater collection services in a safe, efficient, and innovative
manner.

1.18 County Water Districts
California Water Code §30000 et seq.

These special districts provide various services, which include distribution of water
(present or future use), collection, treatment and disposal of sewage, garbage and
trash services, fire protection and recreational facilities.
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1.19 County Drainage Districts
California Water Code §56000 et seq.

County drainage districts typically acquire, construct, complete, operate, and
maintain a surface or underground drainage system(s) thereof and such ditches,
drains, conduits, pipelines, systems of ditches, drains, conduits or pipelines or
combinations thereof as many be determined necessary to accomplish the objects
and purposes of the district.

1.20 Fire Protection Districts
California Health and Safety Code §13800 et seq.

These special districts can be formed to provide fire protection and other
emergency services in that community. Fire protection districts are formed under
the Fire Protection District Law of 1987 (SB 515).

1.21 Harbor Districts
California Harbors and Navigation Code §6000 et seq.

These special districts are generally created for the improvement or the
development of a harbor. Services provided by these districts may also include
supervision of pilots and pilotage of sea-going vessels within the harbor, as well as
regulating and controlling the anchoring, mooring, towing and docking of vessels.

1.22 Hospital Districts
California Health and Safety Code §32000 et seq.

These special districts typically establish, maintain, operate, or provide assistance
in the operation of, one or more health facilities or health services. These facilities
or services include, but are not limited to: outpatient programs, services, and
facilities; retirement programs, services, and facilities; chemical dependency
programs, services, and facilities; or other health care programs, services, and
facilities and activities at any location within or outside the district for the benefit of
the district and the people served by the district, including ambulance services.
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1.23 Irrigation Districts
California Water Code §20500 et seq.

A community can form irrigation districts under the Irrigation District Law, which is
a principal act. These districts generally provide services such as furnishing
sufficient water for any beneficial use, drainage for irrigation purposes, purchasing
or leasing of electricity, maintaining and operating recreation facilities for flood
control, sewage disposal services, maintaining and operating recreational facilities
in connection of dams, reservoirs or other works owned and controlled by the
district.

1.24 Levee Districts
California Water Code §70000 et seq.

These special districts acquire or construct drains, canals, sluices, bulkheads,
watergates, levees, embankments, pumping plants and pipelines in order to protect
the land of the special district from overflow, and to conserve or add water to the
sloughs and drains in their respective districts. Duties also include maintenance of
these infrastructure assets.

1.25 Library Districts

California Education Code §19400 et seq.

Library districts may establish, equip, and maintain public libraries for the
dissemination of knowledge of the arts, sciences, and general literature.
1.26 Memorial Districts

California Military and Veterans Code §1170 et seq.

These special districts provide and maintain memorial halls, assembly halls, and
buildings, as well as suitable indoor and outdoor parks and recreation facilities,
including swimming pools, picnic areas, and playgrounds, for the use of the public
or organizations.

1.27 Mosquito Abatement and Vector Control Districts
California Health and Safety Code §2000 et seq.

Communities can form mosquito abatement and vector control districts under the
Mosquito Abatement and Vector Control District Law, the principal act for these
special districts. The special districts function as an authority over programs for the
surveillance, prevention, abatement, and control of mosquitoes and other vectors to
protect the health, safety, and welfare of the public.
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1.28 Municipal Utility Districts (MUD)
California Public Utilities Code §11501 et seq.

These special districts provide various services such as light, power, heat
transportation, communication services, water services, sewage disposal services
and solid waste services through construction, operation, maintenance of sewers,
sewage treatment works, and solid waste resource recovery facilities for the
purpose of reducing, converting, recycling solid waste, and other services within the
MUD boundaries.

1.29 Municipal Water Districts
California Water Code §71000 et seq.

These special districts provide reliable water services to meet the needs of the
community at an economical cost while taking the steps to promote water-use
efficiency. The special districts may acquire, distribute, and store any water,
including sewage and storm waters, for the beneficial use or uses of the special
district, or the owners of rights to water in the special district.

It may also undertake a water conservation program to reduce water use and
restrict the use of special district water during any emergencies. It may also
improve and operate public recreational facilities that are not appurtenant to a
water reservoir but operated by the special district.

1.30 Pest Abatement Districts
California Health and Safety Code §2800 et seq.

These special districts control and prevent the introduction of pests, which include
any plant, animal, insect, fish, or other matter or material, not under human
control, which is offensive to the senses or interferes with the comfortable
enjoyment of life, or which is detrimental to the agricultural industry of the State of
California, and is not protected under any other provision of law.

1.31 Police Protection Districts
California Health and Safety Code §20000 et seq.

These special districts protect and safeguard life and property by providing police
and security services in unincorporated towns. These special districts may equip
and maintain a police department as well as ambulances to secure police protection
for the members of the special district.
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1.32 Port Districts
Harbors and Navigation Code §6200 et seq.

Communities can form port districts pursuant to the principal act. Port districts
typically acquire, purchase, takeover, construct, maintain, operate, develop, and
regulate wharves, docks, warehouses, grain elevators, bunkering facilities, belt
railroads, floating plants, lighterage, lands, towage facilities, and any and all other
facilities, aids, or public personnel, incident to, or necessary for, the operation and
development of ports, waterways, and the district.

1.33 Public Cemetery Districts
Health and Safety Code §9000 et seq.

Communities can establish public cemetery districts under the Public Cemetery
District Law, the principal act for public cemeteries. Typically, public cemetery
districts own, operate, improve, and maintain cemeteries and provide interment
services to communities within their allocated boundaries.

1.34 Public Utility Districts
California Public Utilities Code §15501 et seq.

Public Utility Districts provide a variety of services. These services include, but are
not limited to light, heating, water, power, heat, transportation, telephone service
(including other means of communication), disposition of garbage, sewage, or
refuse matter, fire department services, street lighting system, public recreational
facilities (including parks) and drainage of streets, roads and public places.

1.35 Reclamation Districts
California Water Code §50000 et seq.

These districts are formed for the maintenance, protection, and repair of
reclamation works, in upon or appertaining to such body of lands, or for the
completion of the reclamation thereof. Services provided by these districts include,
but not limited to the acquiring, constructing, operating, maintaining, repairing, and
improvement of land, works and facilities for collection, treatment, and disposal of
sewage waste. The district may also maintain and operate a hydroelectric power
plant for the sale of electricity.

1.36 Recreation and Park Districts

California Public Resources Code §5780 et seq.

This type of special district organizes and promotes programs of community
recreation, parks and open space, parking, transportation, and other related
services to improve the quality of life in the community.
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1.37 Resort Improvement Districts
California Public Resources Code §13000 et seq.

Resort improvement districts exist to provide various services to residents within its
boundary including water services (irrigation, sanitation, industrial use, fire
protection, and recreation); collection, treatment, or disposal of sewage, waste, and
storm water of the district; fire and police protection services; disposal of garbage
or refuse matter; public recreation by means of parks; and certain type of street
and road development.

1.38 Resource Conservation Districts
California Public Resources Code §9151 et seq.

Resource conservation districts are formed for the control of runoff, the prevention
or control of soil erosion, the development and distribution of water, and the
improvement of land capabilities, generally for the viability of agricultural land.
They have the authority to conduct surveys, investigations, and research. An
elected board of directors governs these special districts.

1.39 River Port Districts
California Harbors and Navigation Code §6800 et seq.

These districts may acquire, purchase, takeover, construct, maintain, operate,
develop, and regulate wharves, docks, warehouses, grain elevators, bunkering
facilities, belt railroads, floating plants, lighterage, lands, towage facilities, and all
other facilities, aids, or public personnel, incident to, or necessary for, the operation
and development of ports, waterways, and the district. Services may include any
improvements that will aid in the improvement of navigation or commerce within
the district.

1.40 Sanitary Districts
California Health and Safety Code §6400 et seq.

The Sanitary District Act of 1923 governs the formation, elections, governance, and
operations of a sanitary district. Sanitary districts oversee all aspects of waste
management systems, including construction, operation, collection, and treatment
of garbage. An elected board governs the special district. A sanitary district may be
merged with a county sanitation district, following the County Sanitation District
Act.
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1.41 Small Craft Harbor Districts
California Harbors and Navigation Code §7000 et seq.

The district may acquire, construct, reconstruct, improve, repair, develop, maintain,
and operate a harbor and all related facilities. Other services may include, but are
not limited to, dredging services of shipways and channels; acquisition, repair, and
maintenance of jetty-type facilities (including buildings, docks, streets and roads);
operation of fireboats, sanitary, and any other facilities necessary for the proper
protection of the harbor. For more information refer to section 7149 of the
California Harbors and Navigation Code.

1.42 Transit Districts
California Public Utilities Code §24501 et seq.

Transit districts in California construct and operate rail lines, bus lines, stations,
platforms, terminals, and any other facilities necessary or convenient for transit
service.

1.43 Water Conservation Districts
California Water Code §74000 et seq.

Water conservation districts can be formed under the Conservation Act of California,
the Water Conservation Act of 1929 and the Water Conservation Act of 1931. These
districts, among other things, conserve, store, spread, and sink water. To perform
these functions the district may acquire or construct dams, dam sites, reservoirs
and reservoir sites, canals, ditches and conduits, spreading basins, sinking wells,
and sinking basins.

These districts may also operate hydroelectric plants for the purposes of power
generation (including the sale of power) and the operation of recreational facilities
in connection to dams, reservoirs or other works owned or controlled by the district.

1.44 Water Replenishment Districts
California Water Code §60000 et seq.

Water replenishment districts are formed and governed under the Water
Replenishment District Act. An elected board consisting of five members governs
the special district, with the responsibility of replenishing and protecting the ground
water supply of the community it serves.

Special District Uniform Accounting and Reporting Procedures Page 16
2023 Edition



Chapter 1: Introduction to County Government

1.45 Climate Resilience Districts
California Government Code §62300 et seq.

Climate resilience districts are formed for the purposes of raising and allocating
funding for eligible projects that address climate change and the operating
expenses of these eligible products.
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Introduction

Through the passage of principal acts and special acts, as amended by California
legislation, the following statements are applicable to local governments:

e Financial reporting is an essential requirement by law;

e Local governments exist to serve a public purpose and must be held to
certain minimum standards of accountability to keep the public, general-
purpose local governments, and California State agencies informed of their
statuses and activities;

e A function of the reporting requirements is to improve communication and
coordination among California State agencies, general-purpose local
governments, counties, and special districts; and

e When local governments fail to comply with minimum disclosure
requirements, the State of California has the authority to take action to
assist the noncomplying local governments to come into compliance. If
necessary, legal action may be required to enforce compliance (refer to
Gov. Code, §12464).

Statutorily Required Reporting

2.01 Local Government Financial Reporting

Local government financial reporting helps to provide for the timely, accurate,
uniform, and cost-effective accumulation of financial and other information.
Counties, special districts, municipalities, and California State agencies have vital
roles and responsibilities in this system. Members of the California State
Legislature and other officials rely on this information to:

e enhance citizen participation in local government;

e improve the financial condition of local governments;

e provide essential government services in an efficient and effective manner;
and

e improve decision-making on the part of the California State Legislature,
California State agencies, and local government officials on matters
relating to local government.
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Local governments are primarily accountable to the voters who elect their
governing bodies and the citizenry who use their services. Additionally, the State of
California provides critical oversight to special district operations.

Pursuant to Government Code section 53891, local governments are required to
submit annual financial reports to the State Controller consistent with generally
accepted accounting principles. Local governments must also follow California State
laws pertaining to public meetings, bonded debt, record keeping, and elections.
While local governments may maintain accounts best suited to their operations,
they should maintain a system that is consistent with the guidelines in this manual.

Local governments are also advised to keep records that readily correlate to the
requirements needed to prepare the various State Controller’s Office (SCO) required
financial reports.

2.02 Legal Disclosures

Listed below are just a few of the statutes that are applicable to all local
governments:

e The Ralph M. Brown Act: most commonly referred to as The Brown Act,
mandates that all meetings of the legislative body of a local government
(such as the board of directors/supervisors) shall be open and public, and
any member of the public is permitted to attend (refer to Gov. Code,
§54950 et seq.);

e The California Public Records Act: gives the public the right to access
public information in the possession of public agencies, subject to privacy
laws (refer to Gov. Code, §6250 et seq.); and

e The Political Reform Act of 1974: the California Fair Political Practices
Commission, formed through the enactment of the Political Reform Act of
1974, requires disclosure of receipts and expenditures (such as gifts,
money, or services) by public officials and employees and the filing of
reports or statements. The annual filing of Statements of Economic
Interest is one such statement to ensure government serves the needs of
citizens equally without regard to wealth (refer to Gov. Code, §81000 et

seq.).
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2.03 Reporting to California State Agencies

California State agencies are responsible for reviewing, interpreting, and
summarizing financial information for the public, the California State Legislature,
and other officials. Therefore, each local government must submit the following
reports to California State agencies, as applicable:

e The Annual Financial Audit Report
e Financial Transactions Reports

e Bond Reports

e Retirement System Reports

e Government Compensation Report

The California State Controller’s Office: Pursuant to Government Code section
12463, every local government in California must report its financial information, as
well as the salary and compensation of all staff and board members, to the State
Controller every year. The financial information is then published on the State
Controller’s website for public use.

The County Auditor-Controller’s Office: California State law (Gov. Code, §26909)
requires special districts to submit to regular audits that are performed by a county
auditor or a certified public accountant. These audits are public documents and
must be filed with the State Controller's Office and the County Auditor-Controller.

The California State Treasurer’s Office: Pursuant to Government Code section
53410 et. Seq., every local government in California must report its bond sales, and
must include a statement indicating the specific purposes of the bond and an annual
report to the Public Finance Division of the California State Treasurer.

2.04 Reporting between Local Governments

Local governments need certain information to coordinate activities. Therefore,
each special district must submit the following to each county government in which
it is located:

e Public facilities report;
e Designation of registered office and agent; and
e Regular public meeting schedule.

2.05 LAFCo Reporting Requirements

The Local Agency Formation Commission (LAFCo) is responsible for conducting
mandatory reviews to ensure that special districts do not over-step their boundaries
by providing services without prior approval, and for recommending the dissolution
of any special district that no longer serves its intended purpose.
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Special district information must properly classify each district and provide required
information to certain California State agencies, all general-purpose local
governments, and LAFCo. Each special district must file the following information:

e Creation document (including amendments, if any);

e A written statement referencing the basis for its independent or dependent
status (from newly formed special districts); and

e Boundary map (including amendments, if any).

In addition, Government Code section 26909 requires special districts to submit
their audited financial statements to the LAFCo of the county in which the special
district is located. If the special district is located in two or more counties, then the
audited financial statement must be provided to each LAFCo within each county in
which the special district is located.

2.06 Noncomplying Local Governments

A local government that fails, or refuses, to make and file its report(s) within 20
days after receipt of a written notice of the failure from the State Controller’s Office,
shall receive a penalty in accordance with Government Code section 53895.

When the Attorney General receives notice that a local government has failed to
comply with statutorily required reporting, the State Controller’s Office will provide
technical assistance and, if necessary, initiate enforcement. Upon a satisfactory
showing of good cause, the State Controller’s Office may waive the penalties for
late filing.

In the case of a local government that did not file its required reports or information
on time, the State Controller’s Office will send a certified letter that summarizes the
requirements. The letter will encourage the local government to take steps to
prevent the noncompliance from reoccurring.

In the case of a special district, the State Controller’s Office will send a certified
letter to the special district’s registered agent and a copy of the letter to the chair of
the governing body of the local government. The letter will include the following:

e description of the required report;

e statutory submission deadlines;

e contact telephone number for technical assistance;

e address where the report must be filed; and

e consequences of failing to comply with the requirements.
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2.07 Enforcement

The State Controller's Office (SCO) will notify the Attorney General of any local
government that failed or refused to file the required reports within 20 days after
receiving written notice of the failure from SCO. At the request of SCO, the Attorney
General will impose one of the following penalties pursuant to Government Code
section 53895 et al.:

e One thousand dollars ($1,000), when the local government’s total prior
year revenue is less than one hundred thousand dollars ($100,000), as
reported in the Controller’s annual financial reports;

e Two thousand five hundred dollars ($2,500), when the local government’s
total prior year revenue is at least one hundred thousand dollars
($100,000) but less than two hundred fifty thousand dollars ($250,000),
as reported in the Controller’s annual financial reports; or

e Five thousand dollars ($5,000), when the local government’s total prior
year revenue is at least two hundred fifty thousand dollars ($250,000), as
reported in the Controller’s annual financial reports.

Upon a satisfactory showing of good cause, the State Controller’s Office may waive
the penalties for late filing.

2.08 Inactive Special Districts

According to Government Code section 56042, a special district is deemed to be
inactive if it meets all of the following criteria:

e The special district meets the requirements as defined in Government Code
section 56036;

e The special district has had no financial transactions in the previous fiscal
year;

e The special district has no assets and liabilities; and

e The special district has no outstanding debts, judgments, litigation,
contracts, liens or claims.

Pursuant to Government Code section 56879.5, if a special district was formed by
special legislation that is required by its enabling statute to obtain funding within a
specified period of time or be dissolved, the special district shall not be regarded as
an inactive special district during that specified period of time. For more information
on inactive special districts, refer to Government Code section 56879.
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2.09 Minimum Requirements for Special Districts

Special districts should maintain a carefully kept, readable checkbook that has been
reconciled to the bank statements. The following checkbook tasks should be
performed:

e All money coming into the special district should be deposited into the
special district bank account and recorded in the accounting records.

e Payments should not be made using cash on hand unless the cash is part
of a properly established petty cash fund.

e A running checkbook balance should be kept and all entries made in the
checkbook should be immediate so nothing is forgotten, clearly
documented, and well explained (e.g.; it is not necessary to write Deposit
because that is obvious from the column it is placed in, but it is hecessary
to explain where it came from and what it was for).

e The checkbook should be reconciled monthly to the bank statement.

The legislative body of the special district may adopt a resolution for the destruction
or disposition of its categorized records or adopt and comply with a record retention
schedule that complies with guidelines provided by the California Secretary of State
(refer to section 2.12, Documentation and Retention for more information).

For special districts in which the checkbook may be the official financial record, the
checkbook should be kept in a secure location.

2.10 Other Uniform Systems of Accounts

In the preparation of financial statements, local governments must determine if
other guidance (accounting or statutory) supersedes the guidance found in this
manual. Local governments should maintain their accounting systems on a legal
compliance basis, but they should also maintain sufficient additional reports to
facilitate reporting according to the GAAP guidelines.

The discussion provided in this chapter section is for guidance only and contains
general recommendations. This chapter section is not an all-inclusive list of other
accounting or statutory provisions that may be applicable to local governments.

Public Utility Districts

Pursuant to Government Code section 53891(b), local governments that
substantially follow a system of accounting prescribed by the California Public
Utilities Commission (CPUC) or the Federal Energy Regulatory Commission (FERC)
are not required to follow the accounting procedures prescribed in this manual.
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According to Public Utilities Code section 216(a), a public utility:

Includes every common carrier, toll bridge corporation, pipeline corporation,
gas corporation, electrical corporation, telephone corporation, telegraph
corporation, water corporation, sewer system corporation and heat
corporation, where the service is performed for, or the commodity is delivered
to, the public or any portion thereof.

To review accounting guidance prescribed by the CPUC, refer to their website at:
https://www.cpuc.ca.gov/

To review accounting guidance prescribed by the FERC, refer to their website at:
https://www.ferc.gov.

Transit Districts

Local governments may also refer to the Federal Transit Administration’s (FTA) —
Uniform Systems of Accounts publication on the FTA website at
https://www.transit.dot.gov, for supplemental guidance on their accounting
procedures.

Hospital Districts

California Health and Safety Code section 128675, et seq., provides legal guidance
for handling health data and requires local governments that operate health
facilities to follow the uniform system of accounting and reporting prescribed by the
California Department of Health Care Access and Information (HCAI).

Refer to the HCAI website, at https://hcai.ca.gov, to view the Accounting and
Reporting Manual for California Hospitals.

Municipal Utility District Act California Law

Pursuant to Public Utilities Code section 11881 et seq., water and electric
distribution districts formed under the California Municipal Utility District Act may
follow the appropriate Uniform System of Accounts prescribed by the California
Public Utilities Commission (CPUC). For more information refer to the CPUC website
at https://www.cpuc.ca.gov/.
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2.11 Internal Controls

All accounting systems should contain appropriate internal controls for both the
system function and all elements of accounting. Development of either manual or
automated financial systems should provide for a methodology for review by
qualified auditing personnel to verify the adequacy of the accounting procedures,
internal controls, and audit trails. Refer to the internal control guidelines for local
agencies (governments) available on the SCO’s website at
https://sco.ca.gov/pubs guides.html (scroll down to the Other section).

The systems covered should not only include financial accounting systems, but also
non-accounting systems with financial accounting elements.

2.12 Documentation and Retention

All financial transactions and records are subject to audit and should be well
documented to provide a complete audit trail. Expenditures, for example, should be
adequately supported by purchase agreements (purchase orders, contracts, etc.),
invoices, bills of lading, inventory records, or similar support.

The purchase agreement should be properly authorized and approved, verifying
that it is supported by both budget requirements and legal authority for the
expenditure. It should also identify an agreed-upon price and other expectations for
a deliverable. The invoice should then match the amount on the purchase
agreement before payment is made. Payment should also be supported with a bill
of lading, showing the delivery was made and correctly charged, and the inventory
receipt record should further support that the delivery was properly controlled on
site.

Records should be maintained and disposed of as required by applicable laws and
regulations, with internal controls and transparency in mind. According to
Government Code section 12236, the Secretary of State (SOS) administers the
Local Government Records Program, which provides the minimum guidelines for
local government records maintenance and retention.

These guidelines can be found in the California State Archives section of the SOS
website at https://www.sos.ca.gov/archives/ (click the link on the SOS page for
Local Government Records Management).

Federal, State, and local agencies may have additional specific guidelines for
documentation and retention (e.g., grants, etc.). It is the responsibility of each local
government to ensure that they are in compliance with any applicable
requirements.
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Introduction

The guidelines in this manual are consistent with and in accordance to
governmental Generally Accepted Accounting Principles (GAAP). The Governmental
Accounting Standards Board (GASB), established as an arm of the Financial
Accounting Foundation in April 1984, was created to promulgate standards of
financial accounting and reporting on activities and transactions of governments
and is the source of authoritative governmental GAAP for California local
governments. Refer to Chapter 3.04, Generally Accepted Accounting Principles for
specific information on this topic.

The standards established by GASB provide guidance in accounting and reporting
for governmental operations. Government operations that are similar to business
enterprises closely parallel commercial accounting and reporting.

The GASB provides governmental accounting and reporting standards through the
issuance of GASB Pronouncements. These pronouncements require numerous
changes to the manual. A complete listing of all GASB Pronouncements is located
on the GASB website, which can be accessed at: http://www.gasb.org

Legal provisions sometimes conflict with GAAP; however, such conflicts do not
require maintaining two accounting systems. The accounting system may be
maintained on a legal compliance basis, but should include sufficient additional
records to permit GAAP-based reporting.

A government accounting system should make it possible to both:

A) present fairly and with full disclosure the funds and activities of the
governmental unit in conformity with generally accepted accounting
principles; and

B) determine and demonstrate compliance with finance-related legal and
contractual provisions.

In California, there are few, if any, provisions of general statutory law that conflict
with GAAP. However, if a conflict does exist, financial statements should still be
prepared in conformance with GAAP. In situations where legal provisions conflict
with GAAP, legal basis data is typically reflected in the accounts and in the
budgetary statements, and are used as the starting point for deriving statements
prepared in conformity with GAAP. Refer to Chapter 3.05, Conflicts 