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February 10, 2026 

Suzanne Holland 
Director of Office of Economic Development 
Office of Economic Development, Community Facilities Districts 
3403 10th Street, Suite 400 
Riverside, CA 92501 

Subject: Internal Audit Report 2025-020: Riverside County Office of Economic Development, 
Community Facilities Districts Audit 

Dear Ms. Holland: 

In accordance with Board of Supervisors Resolution 83-338, we audited the Riverside County 
Office of Economic Development, Community Facilities Districts to provide management and the 
Board of Supervisors with an independent assessment of internal controls over fund 
management and service delivery. 

We conducted our audit in accordance with the International Standards for the Professional 
Practice of Internal Auditing. These standards require that we plan and perform the audit to 
obtain sufficient, reliable, relevant and useful information to provide reasonable assurance that 
our objective as described above is achieved. An internal audit includes the systematic analysis 
of information to evaluate and improve the effectiveness of internal controls. We believe this 
audit provides a reasonable basis for our conclusion. 

Internal controls are processes designed to provide management reasonable assurance of 
achieving efficiency of operations, compliance with laws and regulations, and reliability of 
financial and non-financial information. Management is responsible for establishing and 
maintaining adequate internal controls. Our responsibility is to evaluate the internal controls.  

Our conclusion and details of our audit are documented in the body of this audit report. 
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Executive Summary 
 
Overview 
 
Riverside County Office of Economic Development establishes 
Community Facilities Districts (Community Facilities Districts) 
utilizing Government Code 53311-53368.3 for maintenance of 
facilities and services. Community Facilities Districts is a special tax 
district provided by State Law that funds public improvements and 
on-going services within an identified area. Parks, streets, sewer 
improvements, and public safety services are some of the public 
improvements and services that may be financed by a community 
facilities district. 
 
In 1982, Senator Henry Mello and Assemblyman Mike Roos 
spearheaded the passage of the “Mello-Roos Community Facilities 
Districts Act of 1982.” This Act authorized local governments and 
developers to create Community Facilities Districts for the purpose 
of selling tax-exempt bonds to fund public improvements and 
collect revenues to pay for public improvements. Also authorized is 
the collection of revenue to fund services and maintenance. 
 
Community Facilities Districts has an adopted budget of $3.19 
million and utilizes staffing resources from the Riverside County 
Office of Economic Development, County Service Area budget units. 
County of Riverside, Fiscal Year 2024/25 Adopted Budget Volume 1, 
284-287. 
 
Audit Objective 
 
Our objective is to provide management and the Board of 
Supervisors with an independent assessment about the adequacy 
and effectiveness of internal controls over fund management and 
service delivery. Internal controls are processes designed to provide 
management reasonable assurance of achieving efficiency of 
operations, compliance with laws and regulations, and reliability of 
financial and non-financial information. Reasonable assurance 
recognizes internal controls have inherent limitations, including 
cost, mistakes, and intentional efforts to bypass internal controls.  
 

 
• Special Tax levy 
approach needs to 
be based on the 
Special Tax 
Requirement. 
 
• Governing 
documents to 
outline a formal 
process and 
timeframe for 
documenting the 
transfer of 
maintenance 
responsibility need 
to be established. 
 
• A formal 
methodology and 
documented plan 
for utilizing excess 
reserve funds need 
to be developed.  
 
• Service delivery 
billing and 
reconciliation 
processes need to 
be improved. 

AUDIT HIGHLIGHTS 
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Audit Scope and Methodology 
 
We conducted the audit from February 25, 2025, through June 18, 2025, for operations from July 
1, 2022, through June 10, 2025. Using a risk-based approach, our scope included the following:  
 

• Fund Management 
• Service Delivery 

 
Audit Conclusion 
 
Based on the results of our audit, we identified improvement opportunities for internal 
controls over fund management and service delivery that can help provide reasonable 
assurance that the department’s objectives relating to the area will be achieved. Specifically, 
the improvement opportunities are as follows: aligning the special tax levy approach with the 
Special Tax Requirement, developing governing documents to include a process and 
timeframe for documenting the transfer of maintenance responsibility, formalizing the 
strategy for managing excess reserve funds, and refining service billing and reconciliation 
practices. 
 
 
to be improved. 
•  
•  
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Fund Management 
 

Background 
 
Community facilities districts were established under the Mello-Roos Community Facilities Act of 
19821 to allow local agencies to finance public infrastructure and services in developing areas 
that would not typically receive such services through general fund revenues. In Riverside County, 
community facilities districts are formed in unincorporated areas to provide enhanced services 
such as street lighting, landscape maintenance, stormwater quality improvements, and 
community amenities. These services are financed through the levy of special taxes paid by 
property owners within the district boundaries. 
 
Developers coordinate with Riverside County to establish community facilities districts. 
Developers are responsible for completing landscaping, and delivering other related 
improvements outlined in the formation documents. Once completed with the required 
specifications, the respective improvements responsibilities are transferred to Riverside County 
for ongoing maintenance by Community Services Districts.   
 
At the time of formation, the special tax structure is established based on the estimated cost of 
services and facilities. These estimates are prepared by an external special tax consultant and 
documented in the Rate and Method of Apportionment. The Rate and Method of Apportionment 
defines how special taxes are calculated and assigned to each parcel within the district, typically 
based on land use or square footage. The special tax is intended to recover the costs of providing 
services, fund a reserve as defined in the formation documents, cover administrative expenses, 
and account for anticipated delinquencies. 
 
Objective 
 
To verify the existence and adequacy of internal controls over Community Facilities Districts fund 
management processes. 
 
Audit Methodology  
 
To accomplish these objectives, we: 
 
• Interviewed department management and personnel to obtain an understanding of the 
department’s fund management processes. 

 
1 California Government Code §§ 53311–53368.3 
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• Obtained and reviewed the Board Resolution and formation documents for each selected 
community facilities districts to verify the definition and allowable components of the “Special 
Tax Requirement,” including estimated costs of services, reserve fund requirement, 
administrative expenses, and delinquency allowance. 
 
• Obtained a listing of all community facilities districts active and inactive during the audit 
period. 
 
• Obtained and calculated the Special Tax Reserve Fund Requirement based on the supporting 
documentation. 
 
• Compared actual reserve balances to the 150% threshold established in the Board Resolution. 
 
• Selected a sample of community facilities district funds and verified whether funds selected 
complied with fund agreements and legal stipulations. 
 
• Obtained a report of fund transactions during the audit period.  

 
• Selected a sample of fund transactions and verified whether spending aligns with the 
Community Facility Districts specific allowable uses. 

 
• Determined whether the department has a formal methodology or documented plan in place 
for utilizing excess funds within the allowable uses defined in the formation documents. 

 
• Obtained documentation regarding the unapproved developer-performed services that led 
to lower-than-expected spending. 
 
• Verified whether fund reconciliations were prepared. 

 
Finding 1: Reserve Fund Balance  Priority Level: 12 

 
Resolution of the Board of Supervisors of the County of Riverside of Formation of Community 
Facilities Districts, Section D, Method of Apportionment of the Special Tax, states that 
commencing with the fiscal year of formation "and for each following Fiscal Year, the 
Administrator shall levy the Special Tax on all Taxable Property until the amount of Special Tax 
equals the Special Tax Requirement…” The resolution further defines, “Special Tax Requirement 
means for each Fiscal Year, that amount required to: (i) pay the estimated cost of Special Tax 
Services for such Fiscal Year as determined by the County; (ii) fund the Special Tax Reserve Fund 

 
2 Please see Appendix A (page 18) for a description of the finding priority level classifications. 
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in an amount equal to the lesser of (a) 20% of the Special Tax Reserve Fund Requirement or (b) 
the amount needed to fund the Special Tax Reserve Fund up to the Special Tax Reserve Fund 
Requirement, (iii) pay Administrative Expenses; (iv) pay for anticipated Special Tax delinquencies 
based on actual delinquencies from the prior Fiscal Year outstanding at the time the annual 
Special Tax levy is determined; and (v) less a credit for funds available to reduce the annual 
Special Tax levy as determined by the Administrator.” The Special Tax Reserve Fund Requirement 
is defined as an amount up to 150% of the anticipated annual cost of Special Tax Services for the 
Base Year. 
 
We sampled 4 out of 41 community facilities districts and determined the following: 
 
• Special Tax funds levied and collected by Community Facilities Districts exceeded the actual 
expenditures for services and facilities by approximately $1.4 million and $1.28 million in Fiscal 
Years 2022-2023 and 2023-2024, respectively (See Table A). The current tax levy approach 
applies the maximum authorized rate rather than calculating the levy based on the Special Tax 
Requirement defined in the formation documents. As a result, reserve balances have continued 
to accumulate and now exceed 150% of the anticipated annual cost thresholds referenced in 
Board resolution as a guide for reserve levels (see Table B). Spending remained lower than 
anticipated due to delays in eligible service activity and capital disbursements. Additionally, a 
process to assess levy amounts based on actual expenditures, reserve levels, or service timing is 
not in place. Applying the maximum rate without considering actual services results in reserve 
levels that exceed what is necessary and reduce alignment with the fiscal intent outlined in the 
formation guidelines. This could impact the effective administration of community facilities 
district budgets and increase the risk of noncompliance with formation guidelines, potentially 
leading to less efficient use of taxpayer resources. 
 
• A formal methodology and clear plan for utilizing funds is not in place. Specifically, the Special 
Tax Reserve funds maintained by Community Facilities Districts continue to increase as special tax 
collected exceeds actual expenditures. As of June 30, 2024, the reserve fund balances for the 
districts sampled exceeded the amount defined in the formation documents by approximately 
$1.6 million (See Table B). An internal process to regularly assess whether reserve balances 
continue to align with district needs or to determine how accumulated funds should be managed 
has not been established. Additionally, internal policy or guidance to support the management 
or use of excess reserves is not available. Without a defined process to evaluate reserve levels or 
guide the use of accumulated funds, long-term planning and financial oversight may be 
constrained. This may reduce the ability to fully assess whether reserve balances are aligned with 
district needs and intended purposes. 
 
• A formal process and timeframe for transferring districts maintenance responsibility from 
developers to Community Facilities Districts is not outlined in the formation documents. There is 
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no standardized method, process, or timeframe to formalize when a district should be accepted 
for transfer, when maintenance should begin, or to notify Community Facilities Districts, who is 
responsible for funding and oversight. Existing district ordinances outline the levying of special 
tax; however, they do not specify requirements for transfer documentation, transition timeframes 
following development completion, or communication protocols. As a result, key administrative 
steps are missing or delayed. This is due to the absence of a defined timeframe for the transfer 
process, which leads to uncertainties and miscommunications. In several cases, districts believed 
to be pending transfer were confirmed to have been accepted for maintenance with costs billed 
to Community Facilities Districts. This delays service alignment and increases the accumulation 
of unused special tax funds that are not promptly directed toward maintenance activities. 

 
Table A: Summary of District Fund Collection and Spending 

 
 CFD 16-1  

Citrus Heights 
CFD 17-3 

Terra Del Ray 
CFD 18-1 
Tramonte 

CFD 20-1 
Springbrook Totals 

FY 2022-23      
Revenues $         268,925 $         166,586 $         272,292 $        806,723 $    1,514,526 

Expenditures 29,168 20,207              20,355 10,002 79,732 
Difference $         239,757 $         146,379 $         251,938 $        796,721 $    1,434,794 

  
FY 2023-24      

Revenues $         207,886 $         193,406 $         234,616 $         794,832 $    1,430,740 
Expenditures              50,913               56,873 28,498               10,537 146,821 

Difference $         156,972 $         136,533 $         206,118 $         784,295 $    1,283,919 
 

 
Table B: Summary of the Board Approved  

Accumulated Special Tax Reserve Fund Balances 
  

Fund Balance  
as of  

June 30, 2024 

Calculated Board 
Approved Reserve 
Fund Requirement 

Difference 

CFD 16-1 Citrus Heights  $       826,266   $           262,666   $      563,599  
 CFD 17-3 Terra Del Ray          640,724         233,856         406,868  

CFD 18-1 Tramonte          789,990         468,190         321,800  
CFD 20-1 Springbrook       1,581,016      1,266,691         314,325  

Total Accumulated Fund  $   3,837,996   $        2,231,403  $   1,606,592 
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Recommendation 1.1  
 
Implement a formal, documented process to calculate the annual special tax levy based on the 
Special Tax Requirement defined in the formation documents. 
 
Management’s Response  
 
“Concur. The department's tax roll management consultant, Spicer Consulting Group, will 
provide a document with guidance on annual assessment calculations based on prior year 
expenses, anticipated future expenses, and current fund balance.” 
 
Actual/estimated Date of Corrective Action: December 2025 
 
Auditors’ Comment 
 
Since the recommendation was implemented prior to the issuance of this report, we will follow 
up in the near future to ensure it was implemented. 
 
Recommendation 1.2  
 
Develop and approve a formal reserve management departmental policy that defines thresholds 
for reserve levels, including considerations for emergencies, delinquencies, and future capital 
needs. 
 
Management’s Response  
 
“Concur. The current formation documents suggest reserve should be 150% of operating costs 
for maintenance and service responsibilities but does not reference including complete 
replacement costs of facilities due to disasters or emergencies. The department will prepare a 
policy that influences the reserve fund balance to include replacement of facilities. 
 
Actual/estimated Date of Corrective Action: December 2025 
 
Auditors’ Comment 
 
Since the recommendation was implemented prior to the issuance of this report, we will follow 
up in the near future to ensure it was implemented. 
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Recommendation 1.3  
 
Develop and approve an overarching governing document that establishes a formal transfer 
process for community facilities districts, including requirements for transfer completion 
documentation, clear guidance on when and how departments and developers should be 
notified throughout the process, expected timeframes for transfer following tax levy 
implementation, and provisions for addressing delays. Incorporate the defined transfer process 
requirements into future CFD formation ordinances to ensure consistency and long-term 
alignment with the established standards. 
 
Management’s Response  
 
“Partially Concur. Staff will prepare policy documents and amend the MOU between 
Transportation and CFD Admin to incorporate guidance on reasonable expectations for turnover 
timeframes and the transfer of revenues collected through CFD assessments. Creating an 
expected timeframe for transfer or incorporating that expectation into ordinances or any other 
governing document is unrealistic due to the fact that the private developer is in control of how 
quickly they address the conditions of approval for County turnover.” 
 
Actual/estimated Date of Corrective Action: April 2026 
 
Recommendation 1.4  
 
Establish written procedures to monitor reserve fund balances and document decisions regarding 
the use of the excess funds. 
 
Management’s Response  
 
“Concur. The department's policies and procedures will include guidance on utilizing reserve fund 
balances on projects within each specific CFD in line with services approved for that CFD.” 
 
Actual/estimated Date of Corrective Action: December 2025 
 
Auditors’ Comment 
 
Since the recommendation was implemented prior to the issuance of this report, we will follow 
up in the near future to ensure it was implemented. 
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Recommendation 1.5 
 
Conduct a review of current Special Tax Reserve fund balances and develop a documented plan 
for the use, reallocation, or retention of excess amounts in accordance with formation 
documents and district priorities. If no permissible use is identified, implement a process to 
return excess funds to the taxpayers.  
 
Management’s Response  
 
“Concur. CFD Admin is creating a policy to guide a Capital Improvement and Replacement Fund 
for each CFD which will be designed to capture the revenue needed for full replacement of 
facilities and infrastructure in the event of catastrophic loss due to acts of nature, vandalism, or 
any other unforeseen circumstance. This policy will ensure funding collected is only utilized for 
the district and purpose it is collected for as well as provide justification for and guidance for the 
collection of reserve funds.” 
 
Actual/estimated Date of Corrective Action: February 2026 
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Service Delivery 

Background 
 
Community facilities districts authorized under the California Mello-Roos Community Facilities 
Act of 19823, provides a legal framework that allows local governments to finance and deliver 
essential public services and infrastructure. Riverside County currently administers 41 active 
community facilities districts, with additional districts planned to support future growth and 
expanded service needs in unincorporated areas. The formation, administration, and oversight 
of each community facilities district are governed by state law and local policies, including 
Riverside County Board Policy B-12 and ordinances adopted by the Board of Supervisors. 
 
In Riverside County, services such landscaping, streetlights, parks and monument maintenance, 
and stormwater quality infrastructure are administered by Community Facilities Districts staff in 
coordination with the Transportation and Land Management Agency (Agency) and carried out by 
contractors. While Community Facilities Districts staff are responsible for financial oversight, 
contract administration, and coordination of service scopes, day-to-day operations, including 
service implementation, contractor supervision, and quality assurance, are managed by the 
Agency. Service authorization, including the scope and boundaries of services, is established at 
the time of district formation. Each district’s formation documents define the specific services to 
be provided and include a Rate and Method of Apportionment, which outlines how special taxes 
are calculated and levied to fund those services. 
 
Objective 
 
To verify the existence and adequacy of internal controls over Community Facilities Districts 
service delivery process.  
 
Audit Methodology  
 
To accomplish these objectives, we: 
 
• Obtained an understanding of the department’s processes related to the community facilities 
delivery of services. 
 
• Conducted interviews with department management and staff to gain an understanding of 
the service delivery processes. 

 

 
3 California Government Code §§ 53311–53368.3 
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• Obtained and reviewed a list of all community facilities districts, a map of their boundaries, 
and a listing of approved services to be provided by each community facilities district during the 
audit period. 
 
• Obtained and reviewed a list of all vouchers related to delivery of services to community 
facilities districts residents. 
 
• Selected a random sample of four community facilities districts with the largest discrepancies 
between revenues and expenditures over the past two fiscal years. 
 
• Verified scope of services provided agrees with the approved service offerings and work 
performed outside of the scope of the contract was approved before service was performed. 
 
• Utilized the county geographic software to verify the address of service locations within each 
community facilities district’s boundaries and the services performed at the address agree with 
the list of approved services for the service area.  
 
• Verified the service delivery process was subject to active oversight by management. 

 
• Compared the physical location of each streetlight billed to the corresponding formation 
document and legal stipulations.  

 
• Identified any streetlights listed on the Southern California Edison (Edison) invoices that fall 
outside the community facilities district’s geographic boundaries. 
 
• Obtained and reviewed the Memorandum of Understanding with the Agency, which defines 
the roles and responsibilities for Community Facilities District services. 
 
• Selected a sample of utility payments and interfund journal entries recorded by Community 
Facilities Districts and the Agency. 
 

Finding 2: Billing Process Priority Level: 14 
 
Standard Practice Manual 1001, Internal Control, states: “Records are routinely examined and 
reconciled to determine that transactions were properly processed." Furthermore, the 
department’s SCEC Streetlight Bill Procedure states: “The purpose is to ensure each community 

 
4 Please see Appendix A (page 18) for a description of the finding priority level classifications. 
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facilities district is being charged for the correct number of streetlights and to ensure the cost 
has not increased by a large percentage.” 
 
Although a process is in place to review payments and interfund journal entries, we observed 
instances where processing issues occurred. At the time of our sampling, financial data was 
available for 36 Community Facilities District projects, although there are currently 41 total 
projects. Our review was based on the projects with available data, from which we sampled four. 
We noted the following: 
 
• In two of the four sampled Community Facilities Districts, street names on Edison invoices 
did not match actual service locations, including references to incorrect or nonexistent streets. 
This occurred because the initial service requests to Edison were submitted before final street 
names had been established. 
 
• In one of the four sampled Community Facilities Districts, a streetlight listed on the Edison 
invoices included a cross street located outside the district’s boundaries. Although an updated 
streetlight inventory is maintained, billing records have not been reconciled to reflect current 
district boundaries. 

 
• One incident of duplicate payment, a variance between the approved and paid amounts on 
a single invoice, and shared costs that were charged across Community Facilities Districts were 
identified. Current verification procedures do not fully capture all necessary validations for 
transactions recorded through journal entries initiated by Agency. 
 
Correct billing information and completed reconciliations increase the efficiency of payments, 
ensure that allocated costs are accurate, and help prevent community facilities district funds 
from being used for services outside district boundaries. 
 
Recommendation 2.1 
 
Enhance verification procedures by incorporating a validation step to confirm consistency 
between approved amounts, payment records, and shared cost charged across Community 
Facilities Districts prior to posting transactions. 
 
Management’s Response  
 
“Concur. Inter-fund billing verification procedures will be enhanced to require Simpler financial 
reports verifying actuals to reimbursement requests.” 
 
Actual/estimated Date of Corrective Action: July 2025 
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Auditors’ Comment 
 
Since the recommendation was implemented prior to the issuance of this report, we will follow 
up in the near future to ensure it was implemented. 
 
Recommendation 2.2 
 
Implement a formal reconciliation process that regularly compares Southern California Edison 
billing data with the department’s internal streetlight inventory. 
 
Management’s Response  
 
“Concur. Already in place. SCE invoices are already audited every month.” 
 
Actual/estimated Date of Corrective Action: “Already in place” 
 
Auditors’ Comment 
 
Since the recommendation was implemented prior to the issuance of this report, we will follow 
up in the near future to ensure it was implemented. 
 
Recommendation 2.3 
 
Conduct an annual boundary validation review for all utility accounts tied to Community Facilities 
Districts.  
 
Management’s Response  
 
“Partially Concur. There are instances where services such as backbone street lighting is provided 
that is not within the physical tract boundary of the CFD. The location of utilities provided is 
already being evaluated monthly with the processing of invoices.” 
 
Actual/estimated Date of Corrective Action: “Already in place” 
 
Auditors’ Comment 
 
Since the recommendation was implemented prior to the issuance of this report, we will follow 
up in the near future to ensure it was implemented. 
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Recommendation 2.4 
 
Coordinate with Southern California Edison to update street names once final names are 
approved by the County. 
 
Management’s Response  
 
“Partially Concur. The Department has no issue with making the request to update street names 
on billing but cannot guarantee SCE will oblige. Previous requests to SCE have gone unresolved 
and the Department has no recourse.” 
 
Actual/estimated Date of Corrective Action: December 2025 
 
Auditors’ Comment 
 
Since the recommendation was implemented prior to the issuance of this report, we will follow 
up in the near future to ensure it was implemented. 
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Appendix A: Finding Priority Level Classification 
 

 
Priority Level 1 Priority Level 2 Priority Level 3 

These are audit findings that 
represent the most critical 
issues that require 
immediate attention and 
pose a significant risk to the 
department’s objectives, 
compliance, security, 
financial health, or 
reputation. They may 
indicate serious control 
failures, non-compliance with 
laws or regulations, 
significant financial errors, or 
vulnerabilities with severe 
potential impact. Immediate 
corrective measures are 
necessary to mitigate the 
risks associated with these 
findings. 

These are audit findings that 
are important and require 
timely resolution, but their 
impact is not as severe as 
Priority Level 1. They may 
highlight moderate control 
weaknesses, areas of non-
compliance with internal 
policies and procedures, or 
financial discrepancies that 
are significant but are not 
critical. While they might not 
pose an immediate threat, 
they should be addressed 
promptly to prevent further 
escalation or potential 
negative consequences. 

These are audit findings that 
are less critical and generally 
have a lower impact on the 
department’s objectives, 
compliance, or operations. 
They may include minor 
control deficiencies, 
procedural deviations with 
minimal impact, or non-
critical administrative errors. 
While they may not require 
immediate attention, they 
should still be acknowledged 
and addressed within a 
reasonable timeframe to 
ensure ongoing improvement 
and prevent potential 
accumulation of minor 
issues. 

Expected Implementation 
Date of Recommendation* 

One to three months 

Expected Implementation 
Date of Recommendation * 

Three to six months 

Expected Implementation 
Date of Recommendation * 

Six to twelve months 
 
* Expected completion to implement recommendation date begins after issuance of final audit 
report. 
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