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December 27, 2021

Members of the Board of Directors and Midpen Constituents:

The Annual Comprehensive Financial Report (ACFR) of the Midpeninsula Regional Open Space District
(District) for the year ended June 30, 2021, is hereby submitted.

The ACRF has been prepared by the Finance Department in compliance with the principles and standards
for financial reporting promulgated by the Governmental Accounting Standards Board (GASB). The
ACFR consists of District management’s representations concerning the finances of the District and District
management assumes full responsibility for completeness, accuracy of data, and fairness of presentation,
including all footnotes and disclosures. Management believes the data presented are accurate in all material
respects and that they are presented in a manner designed to fairly set forth the financial position and results
of operations of the District.

The District’s accounting records for governmental operations are maintained on a modified accrual basis,
with the revenues being recorded when both measurable and available, and expenditures being recorded
when the services or goods are received, and the liabilities are incurred.

District management has established a comprehensive framework of internal controls designed both to
protect the District’s assets from loss, theft, or misuse; and to compile sufficiently reliable information for
the preparation of the District’s financial statements in conformity with generally accepted accounting
principles. Because the cost of internal controls should not outweigh their benefits, the District’s designed
its controls to provide reasonable, but not absolute, assurance that the financial statements will be free from
material misstatement. The ACFR has been audited by the independent certified public accounting firm of
Chavan & Associates, LLP. The independent certified public accounting firm has issued an unmodified
opinion on the District’s financial statements for the year ended June 30, 2021.

Management’s Discussion and Analysis (MD&A) immediately follows the independent auditor’s report
and provides a narrative introduction, overview, and analysis of the financial statements. This letter of
transmittal serves as a complement to the MD&A and should be read in conjunction with it.

| 330Distel Circle Los Altos, CA 94022 | »650.691.1200 | r650.691.0485 | www.openspace.org |
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MIDPENINSULA REGIONAL OPEN SPACE DISTRICT PROFILE

The Midpeninsula Regional Open Space District (the “District”) was formed in 1972 to acquire and
preserve public open space land in northern and western portions of the County of Santa Clara. In June
1976, the southern and eastern portions of the County of San Mateo were annexed to the District. The
District annexed three parcels located in the northern tip of Santa Cruz County in 1992, but the 1% ad
valorem property tax is not levied on this land for the benefit of the District. In September 2004, the
District completed the Coastside Protection Program, which extended the District boundaries to the
Pacific Ocean in the County of San Mateo County, from the southern borders of the City of Pacifica to the
San Mateo/Santa Cruz County line.

The District encompasses over 550 square miles of land located in the County of Santa Clara
(approximately 200 square miles), the County of San Mateo (approximately 350 square miles) and the
County of Santa Cruz County (approximately 2.6 square miles). The Counties of Santa Clara and San
Mateo are referred to together as the “Counties.”, and over 770,000 people live within the boundaries of
the District.

The District has preserved over 65,000 acres of public land and manages 26 open space preserves within
its mission fo acquire and preserve a regional greenbelt of open space land in perpetuity, protect and
restore the natural environment, and provide opportunities for ecologically sensitive public enjoyment
and education.

A seven-member Board of Directors (Board), elected by individual ward, establishes policies for the
District. Specifically, the Board sets general operating objectives for the District, authorized debt issuance,
monitors financial and long-range planning, establishes policies governing conditions of employment, and
sets policies to protect and enhance the natural and cultural resources of the District. Members of the Board
of Directors are elected for staggered four-year terms. The Board appoints a General Manager to serve as
the District’s chief executive officer. The General Manager provides direction and leadership to all District
departments; and ensures that all District policies are implemented.

The District is a legally separate and fiscally independent entity from other government agencies which
may also provide governmental services within the same geographic area. The ACFR includes all funds of
the District. There are no separate or legal entities or component units include in the financial statements
of the District. The District has a blended component unit included in the financial statements of the
District. In 1996, the District and Santa Clara County established the Midpeninsula Regional Open Space
District Financing Authority (Authority) to help the District finance improvements by buying land and
building facilities in cooperation with the District. The President of the District’s Board of Directors is also
the Chairperson of the Authority. Three District directors and a Supervisor from Santa Clara County are
also on the Authority Board. In effect, the Authority operates in tandem with the District.
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FACTORS AFFECTING FINANCIAL CONDITION

The information presented in the financial statements is, perhaps best understood when considered from
the broader perspective of the environment in which the District operates.

State and Regional Economy

At the end of 2020, Beacon Economics (Beacon) projected strong growth in the California economy for
2021, as the vaccination program against COVID-19 was rolled out statewide. While California’s
employment growth lagged the nation overall, Beacon projected continued improvement in the labor
market with job growth approaching pre-pandemic levels moving into 2022 and beyond. California’s
slower recovery is attributed to its stricter public health measures and its ongoing housing affordability
issue. Beacon also noted the expectation of a muted effect of the pandemic on the residential housing
market, with both home prices and new home construction increasing with the historically low 30-year
mortgage rates.

The updated UCLA Anderson Forecast (Anderson) released in September 2021 showed that the national
economy continues to recover from the initial contraction with the onset of the COVID-19. National GDP
growth for 2022 was reduced to 4.1% with the emergence of the Delta variant. However Anderson expects
California to once again outpace the nation as a whole, with the state benefiting from the impact of its
technology sector as the workplace transitions into more remote work, and its high vaccination rate.

California’s unemployment rate was forecast at 7.2% for the third quarter of 2021, falling to 5.6% in 2022
and 4.4% in 2023, with employment growth rates to be 3.9% and 2.75, respectively.

In its most recent report for Fall 2021, Beacon Economics report shows that job growth in the South Bay
area continues to recover from the lows of 2020, with August 2021 nonfarm employment returning to nearly
94.2% of its pre-pandemic levels. Although the South Bay area continues to add jobs since the depths of
the pandemic, the region has only recovered 56% of the jobs lost during March/April 2020. As long as the
COVID-19 outbreak remains under control, Beacon predicts that the factors affecting employment growth
should dissipate as California moved to a nearly full reopening of its economy in the summer of 2021.

The District’s boundaries encompass a large portion of the Silicon Valley, which continues to be to world’s
premier location for the technology industry with a long culture of entrepreneurship and innovation. The
District typically derives nearly 90 percent of its total revenues from property taxes, with two-thirds of its
general fund property tax revenue from Santa Clara County and one-third from San Mateo County.

The real estate market in the both San Mateo and Santa Clara counties continue to demonstrate strong
demand in both the residential and commercial sectors. For fiscal year 2021-22, the Santa Clara County
Assessor’s Office showed that the assessment roll increased by 4.6%, to a total of $576.9 billion. Similarly,
San Mateo County reported that the total value of assessed properties increased by 4.16% for FY 2021-22
to a record $265.8 billion. Total assessments within the District’s boundaries increased by 7.4% for FY
2020-21. Over the past 10 years, the District’s general fund property tax revenues have increased by an
annual average of nearly §%.

In a report released for October 2021 by the California Association of Realtors, residential prices showed
a year-on-year increase of 25.6% in San Mateo County and 12.7% in Santa Clara County.

While the assessed value continues to grow in both counties, each of the assessor offices remains concerned
about the well-publicized affordability issues in the Bay Area. While the COVID-19 pandemic does not
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appear to have a negative impact on residential property, the pricing and valuation dynamics for commercial
real estate may be impacted as work from home and remote locations become the norm.

In face of the continuing COVID-19 pandemic, the District is continuing to develop prudent spending plans
to ensure that the District has the necessary financial resources to mitigate the effects of the COVID-19
pandemic. The aforementioned housing affordability crisis and tight labor market continue to present
challenges for hiring and retention of employees. The inflation rate for construction costs and materials for
capital projects are still increasing at more rapid pace than general inflation and the labor market for
construction workers remains very tight.

Major Initiatives

In the 2020-21 Fiscal year the District’s achieved the completion of major projects and actions including
the following:

+» Completed habitat restoration projects and actions that protect sensitive animal species and wildlife
corridors in La Honda Creek and Russian Ridge Preserves.

+ Continued the Highway 17 Wildlife and Regional Trail Crossings project that will provide a safe
wildlife corridor and a separate regional trail crossing the highway.

« Completed projects and actions that protect sensitive plant species and restore habitats:

e Began 4" year of targeted invasive species removal at Bear Creek Redwoods Preserve with
partial funding from a 5-year Valley Water grant following Midpen’s Integrated Pest
Management Program to restore native habitats.

e Completed a forest inventory and road assessments and drafted the La Honda Forest Health
Assessment to inform the development of a forest health plan for lands in La Honda Creek
Preserve.

«» Completed land rehabilitation projects and actions to rehabilitate lands, including removal of over
300 tons of hazardous waste at an old landfill site in Miramontes Ridge Preserve.

¢ Continued progress on public access projects at Bear Creek Redwoods Preserve, including
completion of traffic studies to finalize a future pedestrian crossing, submitting permits for Phase 11
Trail Improvements, completed construction of the Briggs Creek Trail and Stables Loop Trail.

% Made significant progress on removing ADA accessibility barriers to improve access for people with
different physical abilities, including ADA restroom replacements and other entrance and access
improvements at multiple preserves.

¢ Improved trail tread and drainage features on 15 miles of fire road and 6 miles of single-track trail.
Replaced and upgraded 16 culverts.
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« Completed multiple Districtwide actions in support of public outreach goals, including increased
circulation of the quarterly newsletter by 150% and further increased social media presence with a
total reach of over 2.5 million followers.

« Provided technology tools and computer equipment to provide staff the ability to continue to fulfill
the District’s mission and workplan in the Covid pandemic environment.

¢ Began construction on the new District Administrative Office which will provide for improved
administrative function and delivery of projects and services. The new facility is project to open in
March 2022.

¢ Purchased, exchanged, or received gifts of 686 acres of land valued at $7.87 million dollars:

e Acquired a 54% undivided interest of the 600-acre South Cowell property as an addition to
Purisima Creek Redwoods Preserve with exclusive possession of the 371-acre upland area from
Peninsula Open Space Trust (POST).

e Partnered with POST to purchase a 182-acre property from San Jose Water Company as an
addition to E/ Sereno Preserve.

e Purchased the 130-acre Billingsley property as an addition to the Loma Prieta area of the Sierra
Azul Preserve.

e Purchased the 2.46-acre Riser-Nelson property adjacent to the South Cowell property as an
addition to Purisima Creek Redwoods Preserve.

Relevant Financial Policies

Budget Policy

The District follow best practices in budgeting, including: assessment of constituent needs, development
of long range plans, adherence to budget preparation and adoption procedures, monitoring of performance,
and adjustment of budget as required. The District budget is divided into four categories: Operating
Budget, Capital Budget, Land and Associated Costs, and Debt Service. The budget is prepared and adopted
on a cash-basis, whereas the annual financial statements are prepared on a modified accrual basis. The
budget can be amended during the year, in accordance with the Board Budget and Expenditure Policy which
states that increases to any of the four budget categories must be approved by the Board.

Investment Policy

The District’s Investment Policy is adopted annually, in accordance with State law. The policy provides
guidance and direction for the prudent investment of District funds to safeguard the principal of invested
funds and achieve a return on funds while ensuring the liquidity needs of the District. The ultimate goal is
to maximize the efficiency of the District’s cash management system, and to enhance the economic status
of the District, while protecting its pooled cash.

The investment of funds is governed by the California Government Code Section 53601 et seq., and by
California Government Code Section 53630 et seq. Funds on deposit in banks must be federally insured or
collateralized in accordance with the provisions of California Government Code Section 53630 et seq.

Fund Balance Policy

The Board of Directors adopted the Fund Balance Policy in 2014, and updated the Policy in 2017 to achieve
the following goals: provide adequate funding to meet the District’s short-term and long-term plans;
provide funds for unforeseen expenditures related to emergencies such as natural disasters; strengthen the
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District’s financial stability against present and future uncertainties such as economic downturns and
revenue shortfalls; and maintain an investment-grade bond rating. This policy has been developed with the
counsel of the District’s independent auditors, to meet the requirements of GASB 54.

The components of the District fund balances are as follows:

e Non-Spendable fund balance includes amounts that cannot be spent either because they are not in
spendable form, e.g. prepaid insurance, or because of legal or contractual constraints. At all times,
the District shall hold fund balance equal to the sum of its non-spendable assets.

e Restricted fund balance includes amounts that are constrained for specific purposes which are
externally imposed by constitutional provisions, enabling legislation, creditors, or contracts.

e Committed fund balance includes amounts that are constrained for specific purposes that are
internally imposed by the District Board of Directors. Funds spent from committed funds shall be
reimbursed from the general fund within two years.

e Assigned fund balance includes amounts that are intended to be used for specific purposes that are
neither restricted nor committed. Such amounts may be assigned by the General Manager if
authorized by the Board of Directors to make such designations. Projects to be funded by assigned
funds require the approval of the General Manager. Funds spent from assigned funds shall be
reimbursed from the general fund within two years.

o Unassigned fund balance includes amounts within the general fund which have not been classified
within the above categories. The Board shall designate the minimum amount of unassigned fund
balance which is to be held in reserve in consideration of unanticipated events that could adversely
affect the financial condition of the District and potentially jeopardize the continuation of necessary
public services. The current minimum unassigned fund balance is 30% of the Budgeted General
Fund Tax Revenue.

Debt Management Policy

The Board of Directors adopted a debt management policy on July 12, 2017. The stated purpose of the
Debt Management Policy is to establish the overall parameters for issuing, structuring and administering
the debt of the District in compliance with applicable federal and State securities laws. The Debt
Management Policy was developed in conjunction with the procedures for Initial and Continuing Disclosure
Relating to Bond Issuances, with the latter ensuring that statements or releases of information

to the public and investors relating to the finances of the District are complete, true and accurate in all
material respects.

AWARDS
-

The Government Finance Officers Association of the United States and Canada (GFOA) awarded a
Certificate of Achievement to the District for its Annual Comprehensive Financial Report for the Fiscal
Year Ended June 30, 2020. This was the fourth consecutive year that the District received this prestigious
national award. The Certificate of Achievement is the highest form of recognition in governmental
accounting and financial reporting. To receive the award, the District must publish an Annual
Comprehensive Financial Report that is easily readable and efficiently organized, and the contents of the
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report must conform to program standards and satisfy generally accepted accounting principles and
applicable legal requirements.

A Certificate of Achievement for Excellence in Financial Reporting is valid for one year. We believe that
our current report continues to conform to the Certificate requirements, and we are submitting it to the
GFOA for another award of the certificate.

ACKNOWLEDGEMENTS

The preparation of this Annual Comprehensive Financial Report could not have been completed without
the efforts and contributions of its administrative staff, as well as other departments across the District.
Management also wishes to acknowledge the invaluable assistance of Chavan & Associates, the District’s
independent auditors who contributed to the preparation of this Annual Comprehensive Financial Report.

Lastly, we wish to acknowledge the District’s Board of Directors for their continued interest in support of
the District’s effort to improve and strengthen its financial operations and reporting.

Respectfully submitted,

/s/Stefan Jaskulak /s/ Ana Maria Ruiz
Stefan Jaskulak Ana Maria Ruiz
Chief Financial Officer/ General Manager

Director of Administrative Services
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Distfrict VWards Left to right: Zoe Kersteen-Tucker, Curt Riffle, Yoriko Kishimoto, Jed Cyr, Karen Holman, Larry

Hassett, Pete Siemens.

Pete Siemens Ward 1: Cupertino, Los Gatos, Monte Sereno, Saratoga
Yoriko Kishimoto—Board Treasurer Ward 2: Cupertino, Los Altos, Los Altos Hills, Palo Alto, Stanford, Sunnyvale
Jed Cyr Ward 3: Sunnyvale
Curt Riffle—Board President Ward 4: Los Altos, Mountain View
Karen Holman Ward 5: East Palo Alto, Menlo Park, Palo Alto, Stanford
Larry Hassett—Board Secretary Ward 6: Atherton, La Honda, Loma Mar, Menlo Park, Pescadero,
Portola Valley, Redwood City, San Gregorio, Woodside
Zoe Kersteen-Tucker—Board Vice Ward 7: El Granada, Half Moon Bay, Montara, Moss Beach, Princeton,
President Redwood City, San Carlos, Woodside

Executive Management

Ana Maria Ruiz-General Manager
Hilary Stevenson—General Counsel
Mike Foster—Controller

Susanna Chan-Assistant General Manager/Project Planning and Delivery
Brian Malone-Assistant General Manager/Visitor and Field Services
Stefan Jaskulak—Chief Financial Officer/Director of Administrative Services
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Organizational Chart
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Chavan and Associates, lIp

Certified Public Accountants

INDEPENDENT AUDITOR’S REPORT

To the Board of Directors
of the Midpeninsula Regional Open Space District
Los Altos, California

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities and each
major fund for Midpeninsula Regional Open Space District (the District), as of and for the year ended
June 30, 2021, and the related notes to the financial statements, which collectively comprise the
District’s basic financial statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

The District’s management is responsible for the preparation and fair presentation of these financial
statements in accordance with accounting principles generally accepted in the United States of
America; this includes the design, implementation, and maintenance of internal control relevant to the
preparation and fair presentation of financial statements that are free from material misstatement,
whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We
conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States. Those standards require that we
plan and perform the audit to obtain reasonable assurance about whether the financial statements are
free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures
in the financial statements. The procedures selected depend on the auditor’s judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the District’s
preparation and fair presentation of the financial statements in order to design audit procedures that
are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the District’s internal control. Accordingly, we express no such opinion. An audit
also includes evaluating the appropriateness of accounting policies used and the reasonableness of
significant accounting estimates made by management, as well as evaluating the overall presentation
of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis
for our audit opinions.

15105 Concord Circle, Ste. 130, Morgan Hill, CA
Tel: 408-217-8749 « E-Fax: 408-872-4159
Page 16 info@cnallp.com « www.challp.com



Chavan and Associates, lIp

Certified Public Accountants

Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental ac