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BACKGROUND

In January 2024, the University of California Berkeley Division of
Agriculture and Natural Resources published a report titled, “LAFCO and
Water System Consolidation: Bridging the gap between local and state
regulators to stop and reverse water system fragmentation.” In summary,
the report expounds on the legislative efforts of the State involving the
human right to water and ongoing discussions involving the consolidation
of small water systems in California. The report also extends itself through
acknowledging the lack of communication and coordination amongst
state and local regulators, including LAFCO. In part to the report
preparation, LAFCOs and state regulators were invited and participated in
surveys and interviews with university personnel. The report has been
distributed to each of the 58 LAFCOs and to drinking water stakeholders
throughout California. Additionally, we were informed that the university
personnel is giving presentations on the report upon invitation. Last
communicated, they have given a presentation to the California Public
Utilities Commission (CPUC) and are planning to share the report findings
with staff from the State Water Resources Control Board (SWRCB) Division
of Drinking Water.

The next sections of this staff report provides key highlights and staff
comments to the report.

REPORT HIGHLIGHTS

A few years back, the US Water Alliance and Water Foundation hosted a
series of meetings about water systems consolidation in California. One
of the gaps identified during these discussions was a need for more
resources for local communities on how to design and implement
consolidations from a governance perspective. Funding was then
provided to academia to explore this issue, and in that process, the role
and questions pertaining to LAFCOs were reoccurrences. This led to
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preparation of the LAFCO and Water System Consolidation report by UC Berkeley. The key
highlights of the report are generalized in the following:

= Achieving the human right to water in California requires ongoing commitment and
investment by state legislators and regulators.

= Consolidation and merging of water systems in California has increasingly become a focus
to achieve the human right to water effort due to the benefits they offer.

= Implementing consolidations in an efficient and equitable manner is a difficult task due
to local politics and funding. LAFCO commissioners may be reluctant to engage in a
consolidation discussion or process if a local agency’s board does not favor consolidation.

= LAFCOs play a critical role in water system consolidations through their charge to ensure
that drinking water provision happens in an orderly manner that does not create
additional burdens on residents; however, their role may be impeded by their lack of
authority involving private water systems and associated fees.

= LAFCOs evaluation of municipal services within their county through municipal service
reviews (MSRs) plays an important role for evaluating water system consolidation;
however, it is noted that some LAFCOs do not conduct MSRs regularly, the conducting of
MSRs is impacted by budget and capacity constraints, and the level of detail provided in
an MSR varies by county.

=  Some LAFCOs MSRs are broad in nature with a focus on the determinations provided
within CKH Act. While state regulators focus is on human right to water through
compliance with the Safe Drinking Water Act.

= There is a lack of coordination and sharing of information between LAFCOs, CPUC, and
drinking water regulators, in particular the SWRCB and a need to improve
communication amongst these agencies and regulators involving the sustainability and
governance of local water systems. The report offers the following key
recommendations to improve in this area:
» Transmission and connecting of information from MSRs and the annual state
drinking water needs assessment prepared by the SWCRB.
» Early coordination of state regulators and LAFCOs involving water system
consolidation projects.
» Standardizing the assessment of consolidation feasibility as part of the MSR
process and recommend consolidation, as appropriate.
» Robust and regular MSRs for drinking water service providers.

= There is ambiguity about the role of LAFCOs in addressing the fragmentation of water
systems and consolidation because of their lack of oversight involving investor-owned

Page 2 of 3



Agenda No. 10a | Executive Officer Report
MEETING DATE: March 13, 2024

utilities. To address this, LAFCOs were granted the ability to include a discussion of
private water systems in MSRs. However, this is often inhibited by resource and
information constraints that may lead to a water system most suitable for consolidation
falling through the crack.

STAFF COMMENTS

This staff report was intended solely to inform Commissioners through capturing of the key
highlights and findings of the UC Berkeley report, and, therefore, does not include a staff
recommendation. However, staff does note agreement with the report’s recommendation for
proactive sharing of prepared MSRs with drinking water regulators, including the SWRCB and
CPUC and believes it would further support OC LAFCQO’s role in regulating and approving
jurisdictional and planning boundaries of Orange County’s 34 cities and 34 dependent and
independent special districts.

RECOMMENDED ACTION

The report was prepared as an informational item only, and no action by the Commission is being
recommended.

Respectfully Submitted,
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Introduction

In 2012, California passed AB 685 enshrining
the human right to water into state law. Achieving
this vision is not a simple task, instead it requires
ongoing commitment and investment by state
legislators and regulators. Water system
consolidation, or the merging of two or more water
systems, hasincreasingly become a focus of these
efforts due to a wide array of potential benefits.
This is particularly true for the state’s very small
water systems, many of which struggle to achieve
consistent regulatory compliance. In the hopes
of halting and reversing the proliferation of small
water systems, California has implemented policy
changes including developing financial incentives
for larger water systems to consolidate small
systems, introducing new powers to mandate
consolidation under specific circumstances, and
working to limit permits for new water systems
in favor of extending existing systems. With
these efforts as well as unprecedented financial
investments in consolidation through the new Safe
and Affordable Funding for Equity and Resilience
(SAFER) program, the state has reduced the total
number of public water systems by more than 3%
in the last 9 years.1

Despite these successes, implementing
consolidationsin an efficient and equitable manner
continues to be a difficult task. A large array of
challenges from local politics to funding regularly
delay and sometimes prevent consolidations, both
between existing systems and for systems intended
to serve new industrial or residential development.
This report focuses on one such challenge, the
need to coordinate and align actions by state and
local regulators. Under the Federal Safe Drinking
Water Act, the state of California is responsible for
ensuring compliance among public water systems.
Thisrole has put the State Water Resources Control
Board (SWRCB) at the forefront of efforts to reduce
the number of small water systems. Nonetheless,
changes to drinking water services often impli-
cate changes to local government, thus requiring
consultation with, and sometimes the approval of,
local regulators.

In particular,in California, county Local Agency
Formation Commissions, known as LAFCos, are
regional planning and regulatory agencies tasked
with “coordinating logical and timely changes in
local government boundaries, conducting special
studies that review ways to reorganize, simplify and
streamline governmental structure and preparing
a sphere of influence for each city and special
district within each county.”2 In this capacity, they
have a critical role to play in promoting and imple-
menting water system consolidations for existing
and proposed water systems. Because LAFCos
regulate boundaries between most public agencies,
they often have the final say over water system
consolidation projects that involve a local govern-
ment entity including special districts and cities.
Yet in practice, many water system consolidations
are conceived of and planned without input from
local planners and may only come before LAFCo
for formal review after significant resources
have already been invested in the project. Much
the same can be said for local development plans.
To the extent a new development relies on a new
public water system, local project proponents may
find themselves at odds with state regulators who
wish to avoid the creation of additional small water
systems they perceive as unsustainable. In these
cases, there is significant potential for frustration
on all sides when plans are delayed or must be
changed due to inadequate coordination, conflicting
policies and/or competing priorities.

These examples highlight what can be a wide
gulf between drinking water regulators and LAFCos
when implementing water system consolidations,
whether for existing or new systems. Though
intertwined in practice, the two often approach
questions of water system fragmentation with
distinct perspectives and priorities. Such differ-
ences canreverberate beyond individual projects,
impacting broader efforts to rationalize drinking
water services, increase equitable access, and
ensure sustainability under a changing climate.
Overwhelmingly LAFCos and state drinking water
regulators share goals for promoting equitable,
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efficient, and sustainable local drinking water
service. Yet we are a long way from the policy
alignment necessary to stop, let alone reverse,
the proliferation of small water systems.
Drawing on interviews with state regulators
and LAFCo representatives, input from state
technical assistance providers, and a survey
of county LAFCo Executive Officers, this report
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aims to: 1) Highlight important intersections
between LAFCos’ local planning and regulatory
roles and state policies and programs that
prioritize water system consolidation as a safe
drinking water solution; 2) Identify challenges at
these intersections that limit progress on shared
goals; and 3) Provide recommendations to begin
to address these challenges.

Section I: Understanding LAFCos and Their Role in

Water System Consolidation

About LAFCos

Local Agency Formation Commissions (LAFCos)
are county-specific independent governmental
agencies charged with conducting studies
to evaluate, reorganize, and streamline local
government functions and services. LAFCos were
first created by the State of California in 1963 to
manage sprawl. Subsequent legislative updates
have gradually increased the scope of LAFCo powers
and authorities over time. The most important of
these updates occurred in 2000 with the passage
of the Cortese-Knox-Hertzberg Act (CKH).3 Though
amended periodically, the CKH Act remains the most
important reference for understanding LAFCo
powers and processes.

Each LAFCo is governed by a commission
comprised of elected and appointed individuals.
Every LAFCo includes representatives of the
county’s Board of Supervisors and city councils
from cities within the county boundaries along
with one appointed member of the general public.

Many LAFCos also include board members from
special districts within the county. The exact
structure of individual LAFCo commissions
varies, but a typical commission has at least five,
and up to seven, members who serve four-year
terms. Though geographically coterminous with
every county, LAFCos are politically independent
from the county government where they
operate. Commission decisions are not subject
to oversight, review, or approval by the County
Board of Supervisors.

LAFCo commission meetings are public
meetings, and as such must be regularly held, open
tothe public,and are subject to the Ralph M. Brown
Act.# The work of the commission is carried out
by staff, led by an Executive Officer. Staffing levels
vary substantially between counties. Some have
full-time Executive Officers and up to eight additional
full-time staff members, and others have only part-
time Executive Officers and minimal, or even no,
additional staff

The Cortese-Knox-Hertzberg Act of 2000 was the most recent major overhaul of LAFCo powers. It establishes
procedures for local government changes of organization, including city incorporations, annexations to a city
or special district, and city and special district consolidations. In carrying out these functions, the Act

specifically directs LAFCos to:
e Limit urban sprawl;

¢ Ensure orderly boundaries between governmental agencies;

¢ Preserve open space and agricultural lands.

Though LAFCos may have other priorities related to local political preferences, these three mandates are
shared to some extent by all LAFCos in accordance with state law.

LAFCo and Water System Consolidation 4
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LAFCos are funded from two primary sources.
First, all LAFCos receive annual funding from the
local governments represented on the commission
(county, cities, and sometimes special districts).
The size of these contributions varies by county, as
each LAFCo sets its own budget. Second, LAFCos
may charge fees for some types of applications
or services. These fees are typically borne by the
relevant agencies or other applicants (such as
landowners) applying for the action in question, for
example, an adjustment to a district’s jurisdictional
boundary.

LAFCos and water system consolidations

To avoid the duplication of services and ensure
that growth occurs in an orderly fashion, one of
LAFCos’ primary roles is to regulate and approve
changes to the jurisdictional boundaries and
planning boundaries of all cities and most special
districts (the most notable exception is school
districts). Asaresult, LAFCo will be involved in any
consolidation project if one or more of the systems
— either consolidating or receiving — is a public
agency, specifically a city or a special district.®
If a consolidation project involves no such water
systems, there is no formal role for LAFCo, although
if the consolidation involves one or more Investor-
Owned Utilities, the California Public Utilities
Commission (CPUC) will play a similar oversight role.
If a project involves both public and private water
systems, LAFCo may only be involved in certain
components. For example, if an Investor-Owned
Utility takes over water provision in a community
previously served by alocal agency (asinthe case
of the Sativa Water District in Los Angeles County),
LAFCo would be involved in the dissolution of the
public district but not in the “annexation” by the
Investor-Owned Utility of the new service area
which would instead be approved by the CPUC.

It is important to keep in mind that while a
LAFCo’s purview includes districts that provide
drinking water, LAFCos do not primarily regulate
drinking water providers or their day-to-day
operations. Rather, their role is to ensure that
drinking water provision happens in an orderly
manner that does not create additional burdens
on residents, does not conflict with established
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local policies or encourage unwanted urban
sprawl, and does not create wasteful duplication
of services. In other words, in many cases LAFCos
will be concerned with the question: How will this
consolidation fitinto our broader planning priorities
for the county?

The answer to this question will largely depend
on the structure of the proposed consolidation.
Water system consolidation can be accomplished
in many ways including not only district or city
consolidation but also through extensions of
service, annexations, etc.

. Any one of these procedures
may also trigger reorganizations or dissolutions,
all of which may have distinct procedures and
requirements for implementation. In some cases,
LAFCos have a preferred pathway for how to
accomplish consolidations that will need to be
adhered to in order to receive the necessary
approvals. However, in other cases, LAFCos may
preferto make recommendations or determinations
based on the specifics of an individual project.
We recently surveyed LAFCos across the state
and received responses from 23 of the state’s 58
LAFCos. Nearly 40% of respondents indicated they
preferred outright annexation to extraterritorial
service agreements whereas 52% reported having
no pre-set preference.

Even when a LAFCo has a preference, however,
they may still approve exceptions based on specific
circumstances. For example, under California law,
LAFCos may (but are not required to) approve a
request for a service extension outside of a service
providers’ jurisdictional boundary and sphere of
influence to respond to an “existing or impending
threat to the health and safety of the public or the
residents of the affected territory”.¢ More than two
thirds of survey respondents indicated they had
approved sucharequestintheir county. Notably the
requirements for doing so vary between counties.
Some counties require only a letter from an affected
local government body, while others require expert
documentation of the threat.

Beyond the need to coordinate with LAFCo on
the structure of a proposed consolidation, LAFCo
involvement has another important implication:
Fees. Given that LAFCos are authorized to collect
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This report uses the term “consolidation” in a broad sense to mean the formal merging of some or all
functions of drinking water provision between two or more water providers or communities. Consolidation,
in this drinking-water focused sense, can happen through a variety of different pathways that vary in not
only their implementation but also outcomes (for more information see the 2022 guide Designing Water
System Consolidations). Under this definition, consolidation can include the physical interconnection of
existing water system infrastructure (physical consolidation) but it does not have to. Consolidation may
instead entail merging only the governance and management functions of two pre-existing systems
(managerial consolidation) or extending a water system to serve a domestic well community or new
development. This inclusive definition is informed by, and aligned with, the definition state drinking water
regulators and community water advocates employ.

However, for a LAFCo, the term consolidation refers to a narrowly defined legal process, closely constrained
by state law. The CKH Act defines consolidation as “the uniting or joining of two or more cities located in the
same county into a single new successor city or two or more districts into a single new successor district.”
Consolidation in a LAFCo sense always entails the creation of an entirely new district.

While largely semantic, this difference can cause confusion. Projects such as the extension of a community
water system to serve residents previously reliant on a state small water system or where a special district

like a County Service Area is absorbed into a neighboring city would both be commonly referred to as
consolidations among drinking water stakeholders. To a LAFCo representative, however, many such
“consolidations” are instead understood as extensions of service, annexations, reorganizations, and/or

dissolutions.

fees for services and studies and that some rely on
these fees to cover the associated costs of those
additional reviews, those seeking to consolidate
drinking water services may have to bear the cost
of any related study required by state law. LAFCos
have some degree of autonomy in setting fees to
compensate for staff time. As such, relevant fees
vary significantly between counties. Of the 23
LAFCos that responded to our survey, estimated
total fees associated with a consolidation project
ranged from S0 to $50,000, depending on the LAFCo
and the complexity of the project. Seventy percent
of survey respondents said that they waive fees
under specific circumstances, the remainder
indicated that fee waivers were not available.

Municipal Service Reviews
Beyondregulatinglocal government boundaries,
LAFCos also play an important role in evaluating
municipal services within their county and making
recommendations for improvements. The CKH
Act mandates that every five years, as necessary,
LAFCos review and update the designated sphere
of influence for each city and special district
under their jurisdiction.” Prior to establishing
or updating a sphere of influence, LAFCos must

perform a special study called a Municipal Service
Review (MSR). MSRs are comprehensive studies
designed to better inform LAFCo, local agencies,
and the community about the provision of municipal
services. MSRs can be conducted individually for
specific cities or districts, covering all services,
or on a county-wide or regional basis focused on
specific services.

Based on these requirements, some LAFCos
conduct regular MSRs while others do so only when
necessary, such as when a sphere of influence
issues arise. Budget and capacity constraintsare a
major factor influencing how frequently MSRs are
conducted. Some LAFCos reported in interviews
that they did not conduct MSRs as frequently as
they would like due to high costs.

The requirements related to MSR contents are
also loosely bounded, meaning that in practice,
the content and level of detail varies by county.
Ideally an MSR will have insights into the kinds of
things those pursuing consolidation would likely
be interested in — water quality, water source
reliability, fiscal stability, managerial capacity, and
technical expertise. Take for example the recent
Countywide Water Service and Sphere Review by
Santa Cruz County which provides significant detail

LAFCo and Water System Consolidation 6


https://santacruzlafco.org/wp-content/uploads/2022/09/Countywide-Water-MSR-Adopted-Version.pdf
https://innovation.luskin.ucla.edu/wp-content/uploads/2022/10/Designing-Water-System-Consolidation-Projects.pdf
https://innovation.luskin.ucla.edu/wp-content/uploads/2022/10/Designing-Water-System-Consolidation-Projects.pdf

on system finances, water rates, transparency and
local accountability among other items.8 In other
cases, MSRs may have few of these details and
thus provide little in the way of local insights either
supporting or challenging consolidation efforts
(capacity can also be a factor here). By statute,
LAFCos are authorized to requestinformation from
privately owned water systems as part of their
reviews including from mutual water companies.®
Notably, very few LAFCos currently do so and some
LAFCos report mutual water companies have failed
to respond to requests for information when they
have attempted to include them in MSRs.

Approval of new public water systems
Recognizing the importance of stopping the
further proliferation of potentially unsustainable
small water systems throughout the state,
recent regulatory changes now require that
all applications for new public water systems10
must be approved by the SWRCB. Applicants
wishing to construct a new system must apply at
least six months before initiating water-related
development with an accompanying “preliminary
technical report.” The preliminary technical report
must analyze the feasibility of connecting to any
public water systems within three miles, assess
the twenty-year costs of operating the proposed
system, and evaluate the sustainability and
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resilience of the proposed system long-term. As
part of the assessment of consolidation feasibility,
an applicant needs to document contact with LAFCo
regarding the identified existing water systems.
Approval of non-water system related development
(e.g., a warehouse facility to be served by the
proposed water system), however, remains a local
decision and LAFCos retain final authority on areas
where services can be provided by the existing
water systems of cities and special districts. Thus,
there is potential for inconsistent determinations
between state and local authorities, which could
cause delays and/or lead to potential litigation.
These changesincrease the need for coordination
between state drinking water regulators and local
authorities regarding when and where the creation
of new water systems is appropriate.

Section II: Challenges

Based on ourinterviews and survey results, in
this section we describe seven key challenges that
limit effective coordination between state and local
regulators with respect to water system consolida-
tion, both among existing and new systems.

Lack of communication and information
sharing between LAFCos and drinking water
regulators

Although LAFCos, the State Water Resources
Control Board (SWRCB), and the California Public
Utilities Commission (CPUC) all play key roles relevant
to drinking water system consolidations, each has
a unique niche in the enforcement patchwork, and

communication between these agencies is limited.

While, in many cases, LAFCos rely on publicly
available SWRCB data in developing their MSRs for
water services, the MSR process also often gener-
ates new information about the status of local water
providers, especially regarding the state of system
governance and finances. This information can be
highly relevant to understanding the potential of
a system to encounter future challenges. Yet only
30% of surveyed LAFCos report sharing their MSR
findings with drinking water regulators. And while
some SWRCB staff do independently seek out and
use MSRs when working with a system, not all MSRs
are publicly available online.

LAFCo and Water System Consolidation 7



This lack of information sharing mirrors a
general lack of communication between local plan-
ners and state drinking water regulators. Nearly all
LAFCo Executive Officers we interviewed reported
only infrequent contact with state drinking water
regulators. The lack of communication creates
issues in both directions. On the one hand, the
SWRCB may have information about the challenges
of local agencies unavailable to LAFCos who often
only have infrequent communications with the small
water providers under their jurisdiction. Similarly,
a LAFCo might be aware of issues which could merit
consolidation in the future. These systems might
be good candidates for SWRCB intervention, but
intervention is unlikely if information does not flow
between agencies. On the other hand, the SWRCB
may pursue solutions such as consolidation without
aclearunderstanding of locally specific challenges
such as conflicting policies, or potential political
barriers.

California’s other key water agency, the CPUC,
regulates Investor-Owned Utilities. The CPUC
communicates even less frequently with LAFCos
than the SWRCB. This is not surprising, given that
LAFCos do not regulate private utilities. But in
some cases, LAFCos might be ignorant of poten-
tial privately-owned consolidation partners for
troubled local government systems or vice-versa,
of struggling private systems where governmental
systems could expand their service area. Addition-
ally, consolidations involving Investor-Owned Utili-
ties (referred to by the CPUC as acquisitions) can
significantly impact local development. Currently
there are no specific mechanisms for LAFCos to
provide feedback to the CPUC on these matters
except to file a motion for party statusin an acquisi-
tion proceeding which is subject to approval and
conditions by a judge.

Lack of shared language and vision
Sometimes, when drinking water stake-
holdersinterested in water system consolidations
encounter LAFCos, they find the experience to
be frustrating. Often, part of the problem is that
LAFCos do not share acommon vision or even use
the same language to talk about consolidations.
As previously mentioned, for LAFCo staff the term
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“consolidation” refers to a specific legal process,
not a broad suite of options. Conversations that
casually use the term consolidation can thus create
confusion, since many water system consolidation
projects fall under LAFCo descriptions for annexa-
tions, dissolutions, extraterritorial service agree-
ments, or other arrangements.

But this challenge is not only semantic. While all
parties share a commitment to ensuring efficient,
equitable local services, the goals that motivate
system consolidation and the metrics by which
“success” is assessed in these projects can also
vary. State regulators tend to prioritize projects on
the basis of Safe Drinking Water Act compliance,
cost, and improving system sustainability (i.e.,
targeting “at-risk” systems). Overall LAFCos take
a broader perspective, including considering
impacts to different community services as well as
county-wide impacts and consistency in long-term
planning. Thisis well demonstrated by the fact that
surveyed LAFCos reported considering, on average,
more than five different factors when reviewing
consolidation-related applications .Among
these considerations, 30% of LAFCos reported that
ensuring adequate Technical, Managerial, and
Financial (TMF) capacity was the most important,
followed by ensuring logical service boundaries and
increasing access to safe and affordable drinking
water, each of which was voted most important
26% of respondents. Notably, whereas preventing
and reversing water system fragmentationisatop
priority of the SWRCB, this consideration did not
rise to the top among LAFCOs, only 70% of which
said they consider system fragmentation when
reviewing consolidation-related applications.

Diversity in local implementation

All LAFCos are governed by the CKH Act, but
policy occurs just as much in implementation as
in statute. Because the CKH leaves substantial
autonomy for local LAFCos to tailor their opera-
tions to local conditions, implementation varies
substantially from LAFCo to LAFCo. The state’s
rules have few hard guidelines except when it
comes to specific procedural actions.

For example, according to statute, LAFCos
are supposed to interpret any requests to
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Figure 1. LAFCo considerations in reviewing consolidation related applications by frequency.

Ensuring logical service boundaries

Addressing service needs in
disadvantaged unincorporated areas

Ensuring adequate TMF capacity

Increasing access to safe
and affordable drinking water

Reducing fragmentation
among water service providers

Ensuring adequate representation

Preventing sprawl

Other

o

%

~
(o]

87

70

61

48

40% 60% 80% 100%

M Percent of survey respondents that reported considering this factor in reviewing

consolidation-related applications

accommodate a system consolidation based onthe
potential costs and savings, as well as other impacts
to local residents. This open-ended set of criteria
leaves room for interpretation leading LAFCos to
review a wide range of factors as mentioned above.
This statute language also allows for LAFCos to
have differentlocal policies leading some LAFCos to
prioritize specific planning goals, like the prevention
of urban sprawl or addressing service needs in
unincorporated areas.

LAFCos vary substantially in their preferences
regarding consolidation pathways. Technical
assistance providers may select a consolidation
pathway which they think will best suit the needs
of the community they work with. LAFCos will
tend to take a more holistic view and measure the
proposed benefits of any consolidation project
against the potential impact on development and
services county-wide. For example, if a consolida-
tion of private wells into a nearby municipal system
would extend that city’s sphere of influence into

an areaslated for non-development purposes, the
LAFCo may oppose the project for fear of losing
open space. In many cases there are workable
compromises that can be found if these goals and
constraints are clearly communicated, for example
pursuing an Extraterritorial Service Agreement
(also called Out-of-Agency, Out-of-Boundary or
Outside Service Agreements depending on the
county).11

Unclear roles and responsibilities

While the SWRCB is committed to stopping and
reversing the proliferation of small water systems
as part of advancing the Human Right to Water (AB
685), precisely because of the planning and local
government implications, there are practical and
political limits to their ability to do thiswork on their
own. Yet there is ambiguity, and even disagree-
ment, regarding what the role and responsibilities
of local planners such as LAFCos is, or should be,
with respect to advancing the same mission.

LAFCo and Water System Consolidation 9



Generally, LAFCos rely on the SWRCB to flag
struggling systems and initiate consolidation
processes rather than do so themselves (although
in certain counties, LAFCos do sometimes play
a more central role in promoting projects).
However, LAFCos do not necessarily view this as
a positive from a local policy standpoint. Several
LAFCos indicated that state-level policymakers
and agencies generally lacked an understanding
of the intricacies of local implementation of
consolidations. Some also regarded state-initiated
projects without adequate state financial support
as unfunded burdens for the affected communities
and for LAFCos themselves.

But locally initiating projects has its own
challenges. California state law is clear that, in
some circumstances, LAFCos have the power
to initiate water system consolidations through
district dissolution, even without the consent of
targeted district.12 These types of consolidations
are rare, however, for several reasons. Perhaps
unsurprisingly, LAFCo commissioners are often
reluctant to go against locally elected political
leaders —some of whom may even sit on the LAFCo
commission themselves. Second, such actions
are subject to public hearings and can be blocked
by formal protests from residents, an outcome
which is more likely because the threshold for
popular motions to block the action is lower in
LAFCo-initiated proceedings. Third, LAFCos are
generally reluctant to force other systems to take
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on new customers, even if the receiving system is
best suited to serve those communities. LAFCos
generally operate under tight budgets and with
limited staff, and thus generally require a project
proponent to fund any necessary studies to
proceed with a dissolution rather than take on the
cost from their own budget. Additionally, LAFCos
are prohibited frominitiating certain consolidation
pathways, such as annexations. Thus, even if a
LAFCo knows consolidationis the best choice, they
rarely act as proponents. An exception to thistrend
iswhen alocal scandal erupts, either around system
governance or water quality.

This does not mean, however, that LAFCos
do not view themselves as having any role in
consolidations. For some LAFCos, considering
consolidation options is already a part of their
standard operations. Thirty-two percent of
surveyed LAFCos reported assessing the feasibility
of consolidations as part of MSRs for drinking
water service providers. Sixty percent reported
recommending system consolidation as part of

When some Compton residents began to notice discolored water in their taps in the spring of 2018, popular
protests erupted. One entity was not surprised. Los Angeles (LA) LAFCo had flagged the water provider, the
Sativa County Water District, as struggling in multiple categories as early as 2005, and staff had
recommended outright dissolution of the agency to the commission in 2012. However, despite these red flags,
the agency continued to operate, and no consolidation efforts were formally initiated, either locally or by the
SWRCB. When the protests began, however, LA LAFCo was prepared to spring into action. With the changed
political winds following the fallout from the scandal, the commission was able to initiate a dissolution
process for Sativa just two months after complaints first arose and soon thereafter work with the state to
allow the county to temporarily takeover operations while all parties looked for a new permanent provider.

The case of Sativa highlights just how effective a well-resourced LAFCo can be in dealing with a local crisis.
But the case also provides an example of how a lack of coordination around system dissolution priorities and
political inertia can led to a crisis in the first place. A more aggressive approach locally, or better
coordination from the SWRCB, might have dealt with the issues at Sativa before brown water flowed out of
residents’ taps. Nonetheless, LA LAFCo’s quick response and effective collaboration between local and state
regulators headed off the problem before things got worse.
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MSRs based on assessments of water supply,
governance, proximity to other systems, or other
factors. In these cases, our interviews reveal that
most LAFCos view the initiative to then fall on the
individual system boards to explore possible options
for consolidations or alternatively, for the SWRCB
tointerveneif a systemis underperformingto such
a degree to require consolidation.

As a result, most consolidation projects in
California are initiated by, or in partnership with, the
SWRCB. Due to the SWRCB’s responsibilities under
the Safe Drinking Water Act, these consolidations
tend to target existing orimminent health and safety
concerns. A more proactive approach to other
types of potentially challenged systems — such
as small systems with governance issues, those
unable to raise capital or with retiring staff or those
particularly vulnerable to climate disasters — has
so far not been on the agenda for lack of a clear
responsible party or champion.

Gaps in relevant authorities

In addition to ambiguity about the role of
LAFCos inreversing water system fragmentation,
the fact that not all water systems are subject to the
jurisdiction of LAFCos limits even the potential for
LAFCos to support consolidation projects. Water
systems are regulated by a patchwork of state and
local agencies, depending on the structure of the
system and other key factors. Because of this, some
of the systems most suitable for consolidation fall
between the cracks.

LAFCos only regulate and review cities and
special districts, not private firms. Yet many
struggling water systems are private systems,
like mobile home parks or mutual water companies,
which unlike Investor-Owned Utilities, are not
regulated by the CPUC. State policymakers have
noticed this oversight and granted LAFCos the
ability to include information for private water
systems operating in their county in MSRs.
However, doing so is optional, and often inhibited
by resource and information constraints. Because
most LAFCos have their hands full performing MSRs
for the public agencies under their jurisdiction,
very few have included mutual water companies,
mobile home parks, or other small systems in their
MSR cycles, and most do not anticipate doing soin
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Most LAFCo actions, such as district dissolutions
and annexations, are subject to protest by
registered voters and landowners in the affected
territory. Generally, if more than 25% of the
voters or landowners representing 25% of the
assessed value of land in the area submit written
protests, the change must then be approved by
voters in an election which is a costly and
time-consuming undertaking. In some instances,
namely if LAFCo initiates the boundary change
itself, this threshold is lowered to 10%. Moreover,
some LAFCo actions that can be needed for a
consolidation project, like the creation of new
special district, always require a local election.
This means that regardless of whether a
consolidation project is initiated by the state ora
local proponent, resident support is usually
critical to successful implementation.

the future. While LAFCos might seem to be natural
agencies to promote consolidation for these types
of systems, they ultimately do not have either the
statutory mandate, funding, or powers to do so.

Competing local priorities

LAFCos are political organizations primarily
composed of elected officials. As such, local politics
matter a lot. If a local agency’s board does not
favor consolidation, even for a consolidation that is
logical and feasible, LAFCo commissioners may be
reluctant to force the issue to avoid controversy or
protect local relationships. The same can be true
for supporting new development. To the extent that
a new water system is tied to a politically favored
development project or powerful local interests,
LAFCos may be subject to significant political
pressure to support the preliminary technical
report required by the SWRCB.

County specific priorities and policies can also
impede consolidation efforts. One such example
is the issue of limiting urban sprawl. If a consoli-
dation project is seen to have the potential for
increasing development in an area the county has
earmarked for light or no development, a LAFCo
might be unlikely to approve the consolidation.
Notably, such concerns are county specific. Only
48% of survey respondents listed preventing sprawl
as a factor for approving consolidation-related
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applications. However, it is increasingly common
for municipalities or special districts to implement
their own moratoriums on new connections. Such
moratoriums serve to arrest new development, but
they can also prevent the consolidation of water
services for existing peripheral residents.

Importantly, local priorities and interests can
also have positive effects on efforts to increase
water system consolidation. When locals identify
system fragmentation as a major concern, LAFCo
staff can work effectively to foster consolidation
in unique ways. Tulare County, for example, has
completed more than 16 consolidations since 2015,
in part due to the active involvement and support
from the Board of Supervisors.

Limited and uneven LAFCo resources

LAFCos have uneven funding levels across the
state. Because represented agencies are a primary
source of funds, counties with small numbers of cities,
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special districts, or both, typically have small LAFCo
budgets. In some of these counties, LAFCo work may
be handled ona contract basis by the county planning
department or be contracted out to a private firm. By
contrast, counties with large amounts of regulated
agencies, like San Diego or Los Angeles, often have
relatively large LAFCo budgets.

In many cases, funding levels can directly
correspond to staffing levels. LAFCos in counties
with low staffing levels may be harder to contact and
necessary procedures may take longer, especially
if there is no full-time staff. MSRs in such counties
may also be updated less frequently than would
be preferred if local capacity was higher. Limited
resources can also lead to over-reliance on fees
associated with studies and applications, which can
in turn increase costs and impede a county’s ability
to offer fee waivers. As previously mentioned, only
about two-thirds of the 23 LAFCos who responded to
our survey offered fee waivers for studies.

Section III: Recommendations

Based onthe challenges outlined in the previous
section, the following recommendations highlight
potential pathways for addressing the existing gaps
and improving alignment between local and state
regulators organized around three key themes:
Improving information sharing and communication
between regulators; Identifying consolidation
opportunities; and Advancing locally-driven
consolidation projects.

Improving information sharing and
communication between regulators

e Ensure regular, sustained communication
between LAFCos and state drinking water regu-
lators: Locally, LAFCo, the SWRCB, and the CPUC
(as applicable) should routinely meet to discuss
failing and at-risk systems within each county.
Such meetings would present the opportunity
for each party to share the information on
specific systems as well as identify promising
partnerships across a range of system types
that are consistent with local plans and policies.
When distinct from LAFCo staff, county planners

should also be included. At the state-level, bian-
nual LAFCo conferences and SWRCB’s internal
staff training programs present opportunities
for cross-learning on relevant topics with the
potential to increase collaboration. Regular
communication would go along way to increasing
mutual understanding of relevant priorities and
limitations as well as overcoming terminology
and other barriers.

e Transmit and connect information from MSRs
and the annual state drinking water needs
assessment: Currently, both MSRs and the annual
SWRCB drinking water needs assessments
contain information helpful for assessing the
functioning and sustainability of community
water systems operated by cities and special
districts. Systematically sharing these findings
would help connect relevant knowledge from the
local and state agencies and align with the Open
and Transparent Water Data Act. At a minimum,
MSRs should be readily accessible online and
county-level meetings can support their use by
the SWRCB. Most LAFCos that responded to the
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survey support this type of information sharing

. In the future, the SWRCB could
create formal pathways for integrating MSR
dataand/or the state legislature could consider
changes to require information sharing and
coordination.

Clarify and message relevant state goals: Many
LAFCos are eager to support state efforts for
advancing safe, accessible, and affordable
drinking water and climate resilience but do not
have a clear understanding of state priorities on
these topics nor the type of performance metrics
they could use to assess and advance these goals
locally. The state should develop clear resources
that can guide LAFCos in the development of
MSRs and inform local decision-making about
service boundaries.

Ensure early coordination on system consolidation
projects: For project proponents, ensuring
early coordination between communities, the
SWRCB, technical assistance providers and
LAFCo staff is essential. Consolidation can be
accomplished through many potential pathways
that must be matched with local conditions. It is
therefore important tolearn what pathways are
preferred or even possible locally and why. If a
LAFCo has formal or informal policies related
to consolidation, they should be shared as
soon as possible. Having this information as a
project is developed will help ensure alignment
with local planning and promote success. Early
communication can also help avoid unnecessary
delays in planning or implementation by
anticipating fees, processing times, etc.
Ensure early coordination on proposals that
implicate new public water systems: State
regulators, LAFCos, and counties should
communicate as early as possible about
development proposals that explicitly or implicitly
could lead to the creation of a new public
water system. Early coordination on priorities
and limitations at both levels will help prevent
inconsistencies that could lead to conflict and
delay.
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water service providers: Municipal Service
Reviews (MSRs) are a valuable opportunity to
both assess the functioning of local service
providers and make recommendations for
improvements. Ensuring that thorough MSRs are
conducted regularly throughout the state could
goalong way towards identifying and advancing
consolidations. Importantly, identifying funding
sources to support this work is likely key to
achieving this goal.

Standardize assessment of consolidation
feasibility as a part of the MSR process and
recommend consolidation, as appropriate,
in the findings: California state law requires
that LAFCos explore “opportunities for shared
facilities” for public water systems as a part of
their MSR process. Some LAFCos go beyond
this requirement to assess consolidation
opportunities for some or all systems under
their jurisdiction. All LAFCos should do so with
an eye not only for physical consolidations
but also managerial consolidations and water
system partnerships (e.g., shared staff). Where
appropriate based on these findings, LAFCos
should make formal recommendations for
consolidation as part of their MSR findings.
While not all counties responded to our survey,
the results demonstrate unanimously support
for both actions among those who did.

Fill data and oversight gaps for under-regulated
water systems: LAFCos collect and maintain
important information about the water systems
operated by municipalities and special districts
in their jurisdictions. The CPUC maintains similar
information for the state’'s Investor-Owned
Utilities. For other private water systems like
mutual water companies and mobile home parks
data collection is limited to the drinking water
needs assessment which necessarily provides
very limited insights on system governance and
management. Figuring out how to fill this gap
should be a state priority. For example, these
systems could be subject to reporting and
oversight by the CPUC or included in MSRs.

Proactively identify priority consolidations and

Identifying consolidation opportunities
e Ensure robust and regular MSRs for drinking

tie these into other opportunities for boundary
expansion: Some systems are reluctant to receive
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Figure 2. Existing practices and policy preferences among surveyed LAFCos for addressing

local water challenges.

Recommend consolidation as needed
as part of municipal service reviews

Facilitate/support the implementation
of local consolidation projects

Evaluate the feasibility of water system
consolidation within the county

Communicate findings from municipal
service reviews to drinking water regulators

Precondition/incentivize system
consolidations where opportunities arise

Initiate system consolidations
where opportunities arise

0%

Currently doing

customers from struggling systems but are
happy to expand with greenfield development.
Working with both state drinking water regu-
lators and local water managers (e.g. Ground-
water Sustainability Agencies), LAFCos should

20% 40% 6% 80% 100%

B Not currently doing but would support

privately-owned non-Investor-Owned Utilities
and low-hanging fruit consolidations (e.g.,based
on proximity or where system managers wish
to retire).

develop and maintain a list of priority consoli-
dation projects in their county. LAFCos should
then use their existing authorities to tie these

Advancing locally-driven consolidation
projects
¢ Reduce financial impediments to locally-driven

projectstolocally promoted boundary changes,
for example, annexations or sphere of influence
updates, when feasible. More than 80% of LAFCos
that responded to the survey support this type
of approach.

e Clarifyroles foridentifying and promoting potential

consolidations: Currently the SWRCB is the
primary entity identifying potential consolidation
projects and initiating conversations with
a particular focus on “failing systems” with
pressing health and safety concerns and those
at-risk of failing. There is a need to clarify who
else, if anyone, should take responsibility for
identifying and initiating potential consolidations
among different subsets of systems such as

consolidations: Proposed consolidations entail
LAFCo related costs to be borne by a project
proponent and/or the LAFCo itself. As such,
promising projects can languish if they are not
financially supported by the SWRCB and/or
a local government proponent. Establishing a
funding source to support LAFCos or otherlocal
proponents to advance consolidation projects
could help increase the number of locally initiated
projects. Similarly, state and federal funding and
technical assistance is often essential to make
consolidation feasible. Creating clear pathways
foraccessing these resources for locally-initiated
projects could similarly increase local leadership
ontheissue.
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e Reduce administrative and procedural hurdles

toimplementing consolidations: Consolidationis
a complicated and difficult process constrained
by convoluted statutes with significant limitations
and even contradictions. Often a single consoli-
dation project may trigger several concurrent
actions which only further increases the admin-
istrative burden and associated costs. To every
extent possible, the associated statutory require-
ments should be clarified and streamlined.

Create local pathways for consolidation of mutual
water companies, mobile home park systems,
and other small private systems: LAFCos do not
have authority over private water systems and
therefore cannot initiate consolidation among
them. Thus, the state must explore possibilities
to promote the consolidation of small private
systems that are not Investor-Owned Utilities.

ATTACHMENT 1

e Allow LAFCos to initiate annexations: Currently

LAFCos can initiate dissolutions but not annexa-
tions. Given that annexation is a common and
often preferred mechanism for consolidating
water systems, granting LAFCos the ability to
initiate annexations could increase the number
of projects advanced locally.

Ensure technical assistance providers working
on consolidations have a clear understanding of
work plan elements and project requirements
related to LAFCo: The SWRCB should provide
technical assistance providers clear guidance
for addressing the local planning dimensions of
consolidations including working with LAFCo.
Ensuring that LAFCo tasks and expenses are
accounted for in work plans and budgets will
streamline implementation.
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Appendix

LAFCo information and select survey results by county

Offers Fee Wavers?

ATTACHMENT 1

Approx. Range for

Consolidation-Related Fees

Alameda N $6,500 - $13,000
Alpine Did not respond to survey Did not respond to survey
Amador Did not respond to survey Did not respond to survey
Butte Y $1,000-525,000
Calaveras Did not respond to survey Did not respond to survey
Colusa Did not respond to survey Did not respond to survey
Contra Costa Y $4,000 - $8,500
Del Norte Did not respond to survey Did not respond to survey
El Dorado Y $1,000-550,000
Fresno Did not respond to survey Did not respond to survey
Glenn Did not respond to survey Did not respond to survey
Humboldt Did not respond to survey Did not respond to survey
Imperial Did not respond to survey Did not respond to survey
Inyo Did not respond to survey Did not respond to survey
Kern Did not respond to survey Did not respond to survey
Kings Did not respond to survey Did not respond to survey
Lake Did not respond to survey Did not respond to survey
Lassen Did not respond to survey Did not respond to survey
Los Angeles Y $6,000 - $30,000
Madera N $3,000 - $6,000
Marin Did not respond to survey Did not respond to survey
Mariposa Did not respond to survey Did not respond to survey
Mendocino Did not respond to survey Did not respond to survey
Merced N $2,000 - $5,000
Modoc Did not respond to survey Did not respond to survey
Mono Did not respond to survey Did not respond to survey
Monterey Did not respond to survey Did not respond to survey
Napa Y $8,500 - $34,000
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# of Staff

Offers Fee Wavers?
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Approx. Range for
Consolidation-Related Fees

Nevada 2 Did not respond to survey Did not respond to survey
Orange 5 N $10,000 - $30,000
Placer 2 Y $20,000 - $40,000
Plumas 2 Did not respond to survey Did not respond to survey
Riverside 5 Did not respond to survey Did not respond to survey
Sacramento 2 Y $3,000 - $10,000
San Benito 2 Did not respond to survey Did not respond to survey
San Bernardino 4 Did not respond to survey Did not respond to survey
San Diego 10 Y $6,500 - $25,000

San Francisco

Did not respond to survey

Did not respond to survey

1
San Joaquin 3 N $2,000 - $2,500
San Luis Obispo 3 Y $3,000 - $7,500
San Mateo 3 Y $2,000 - $10,000
Santa Barbara 2 Y $2,000 - $6,000
Santa Clara 2 Y $4,000 - $8,500
Santa Cruz 2 Y $1,000-$2,000
Shasta 2 Did not respond to survey Did not respond to survey
Sierra 1 Did not respond to survey Did not respond to survey
Siskiyou 2 Did not respond to survey Did not respond to survey
Solano 3 N $7,500 - $35,000
Sonoma 3 Y $4,000 - $6,000
Stanislaus 3 Y $500 - $3,500
Sutter 3 Did not respond to survey Did not respond to survey
Tehama 1 Did not respond to survey Did not respond to survey
Trinity 2 Did not respond to survey Did not respond to survey
Tulare 3 Y $3,500 - $4,000
Tuolumne 2 Did not respond to survey Did not respond to survey
Ventura 3 Did not respond to survey Did not respond to survey
Yolo 2 Y $1,500 - $6,500
Yuba 2 Did not respond to survey Did not respond to survey
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