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September 14, 2016

To: LAFCo Commissioners
From: Martha Poyatos, Executive Officer

Subject: Recommended Response to the 2015-2016 San Mateo County Civil Grand Jury
Report, San Mateo County’s Cottage Industry of Sanitary Districts

The 2015-16 San Mateo County Civil Grand Jury released a report on June 29, 2016 regarding
six independent special districts that represent a subset of the sewage collection agencies in
the County. The report addresses public accountability, fiscal responsibility, and operational
competence in the context of having multiple small agencies that provide sewage collection
service.

Penal Code Section 930 sets out requirements for responses to Civil Grand Jury reports. For
each finding contained in the report, the respondent must either agree with the finding or
disagree in whole or in part. If the respondent disagrees with the finding, the response must
indicate the portion of the finding that is disputed and provide an explanation of the reason for
the dispute. For each recommendation made by the Grand Jury, the respondent must indicate
one of the following:

a. The recommendation has been implemented with a summary of implementation
actions.

b. The recommendation has not yet been implemented, but will be with a timeframe
provided.

c. The recommendation requires additional analysis. A description and timeframe for the
analysis not exceeding six months must be provided.

d. The recommendation will not be implemented because it is not warranted or is not
reasonable with an explanation provided.

The findings, recommendations, and staff-recommended responses with background appear in
italics below.

Draft Response to the Civil Grand Jury

The Commission appreciates the Grand Jury’s attention to LAFCo-related matters. In responding
to this Grand Jury report, we offer the following background on LAFCo’s purpose. LAFCos were
created in 1963 in each county by the California State Legislature to regulate the boundaries of
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cities and special districts. LAFCos are charged with discouraging urban sprawl, preserving open
space and prime agricultural lands, encouraging efficient provision of government services, and
encouraging the orderly formation and development of local agencies based upon local
conditions and circumstances.

LAFCos operate pursuant to the Cortese-Knox-Hertzberg Local Government Reorganization Act
of 2000 (Government Code Sections 56000 and 57000), the Revenue and Tax Code, and enabling
legislation for the various special districts. LAFCos are required to adopt spheres of influence for
each city and special district in their respective counties. A sphere of influence is the plan for
boundaries of a city or district. LAFCos are the ultimate authority for spheres of influence.
Proposals to amend the boundaries of or reorganize a special district must be consistent with
the LAFCo-adopted spheres.

In 2000, LAFCos were required to prepare municipal service reviews in conjunction with sphere
of influence updates. Municipal service reviews examine codified areas of determination,
including operations, finance, accountability, and governance of the agencies under study.
LAFCo therefore examines local government in San Mateo County in the context of State laws
promoting efficient, accountable, and transparent government based on local conditions.

San Mateo County has 20 cities, 22 independent special districts, 33 County-districts, and five
subsidiary districts governed by city councils. Sewer service is provided by 15 cities?, six
independent special districts and 10 County-governed districts. These agencies either operate
individual sewage treatment plants, are members of joint powers authorities (JPAs) that operate
shared treatment plants or contract with a JPA member for sewage treatment.

Recommended Responses to Findings

F1. From 2013-2015, San Mateo County sewer agencies had more than twice as many
sanitary sewer overflows as San Jose and three times as many as Central Contra Costa
Sanitary District.

Response: LAFCo lacks information or knowledge to respond to this finding as it is
directed at knowledge and information in the possession of the sanitary districts. Subject
to the foregoing, LAFCo will not provide a response.

1 n the cases of Daly City, Brisbane and Foster City, a city governed subsidiary district is the legal entity providing
sewer service.
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Independent district websites have gaps in information regarding historical rates,
sewer system management plans, and sanitary sewer overflows. Meeting minutes and
financial audits are frequently out of date.

Response: LAFCo lacks information or knowledge to respond to this finding as it is
directed at knowledge and information in the possession of the sanitary districts. Subject
to the foregoing, LAFCo will not provide a response.

The use of the annual property tax statement for billing purposes makes the cost of
sewer services less visible to residents.

Response: LAFCo partially agrees in that resident owners receive their property tax bills
and are aware of the sewer services charges. However, non-owner occupants may not
receive information about the sewer service charges that are passed onto non-owner
occupants.

Elections for sanitary district board membership are rarely contested and when they
are, voter turnout is low. The average tenure of board members is over 10 years.

Response: LAFCo lacks information or knowledge to respond to this finding as it is
directed at knowledge and information in the possession of the sanitary districts. Subject
to the foregoing, LAFCo will not provide a response.

Five of the six districts receive countywide property taxes, which means that residents’
fees are not paying the full cost of sewer services.

Response: LAFCo agrees that sewer service fees are not recovering the full cost of sewer
service because the districts offset operating costs with property tax. In regard to
property tax received by the districts, LAFCo offers clarification that the majority of the
“countywide taxes”mentioned in the Grand Jury’s statement (taxes on the secured,
unsecured, and homeowner’s exemption tax rolls) are calculated based on proportional
shares of total property taxes in the County following the implementation of

Proposition 13. These amounts are then adjusted annually for the incremental growth of
property taxes within each district’s boundaries.

Sewer rates from 2010-2011 to 2015-2016 increased faster than the consumer price
index. The six districts acknowledged that this trend is likely to continue given the age
of pipelines in the County and the cost of maintenance to and replacement of those
pipelines.

Response: LAFCo lacks information or knowledge to respond to this finding as it is
directed at knowledge and information in the possession of the sanitary districts. Subject
to the foregoing, LAFCo will not provide a response.
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F7. Funds for treatment plants pass from ratepayers through the independent sanitary
districts to the treatment plants; the sanitary districts add little value.

Response: LAFCo disagrees with this finding in that LAFCo finds that the cities and
districts have created efficiencies by sharing treatment plants rather than individually
operating multiple plants. The cities and districts also build sewage treatment costs into
sewer service charges so that the sewage treatment plant operator receives revenues in
an efficient manner.

F8. The total budget for operating the boards of the six districts studied is over $225,000.
East Palo Alto’s average annual compensation for directors is 518,000, 66% higher
than the next highest (and much larger) district, West Bay. Bayshore and East Palo
Alto offer employee-type benefits to directors including dental insurance.

Response: LAFCo lacks information or knowledge to respond to this finding as it is
directed at knowledge and information in the possession of the sanitary districts. Subject
to the foregoing, LAFCo will not provide a response.

F9. The pipelines of the six districts are aging, with almost half having been laid over 50
years ago. These pipes are approaching end of life.

Response: LAFCo lacks information or knowledge to respond to this finding as it is
directed at knowledge and information in the possession of the sanitary districts. Subject
to the foregoing, LAFCo will not provide a response.

F10. There are many wholly or partially redundant activities across the six independent
districts, including board costs, financial audits, legal services, and engineering.

Response: LAFCo agrees and has made similar determinations in municipal service
reviews and sphere of influence updates.

F11. Most of the independent sanitary districts rely almost entirely on contractors to fulfill
their responsibilities.

Response: LAFCo lacks information or knowledge to respond to this finding as it is
directed at knowledge and information in the possession of the sanitary districts. Subject
to the foregoing, LAFCo will not provide a response.

F12. In many cases, district leadership is unfamiliar with the existing and emerging
technologies for improving sewer system performance while reducing costs.

Response: LAFCo lacks information or knowledge to respond to this finding as it is
directed at knowledge and information in the possession of the sanitary districts. Subject
to the foregoing, LAFCo will not provide a response.
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The proliferation of sanitary districts within San Mateo County makes it challenging to
coordinate an emergency response. The districts themselves have not reviewed or
discussed emergency/disaster planning within their boards in the past year.

Response: LAFCo lacks information or knowledge to respond to this finding as it is
directed at knowledge and information in the possession of the sanitary districts. Subject
to the foregoing, LAFCo will not provide a response.

Recommendations

The Grand Jury recommends that the San Mateo County Local Agency Formation Commission do
the following:

R18.

Initiate a service review of the Westborough Water District to examine whether its
operations might be more efficiently and effectively run if they were consolidated with
another entity’s operations.

Response: The recommendation will be implemented. LAFCo will include a municipal
service review and sphere of influence update for the Westborough Water District in the
2017 calendar year in conjunction with a municipal service review and sphere update for
the City of South San Francisco.

The full Grand Jury report is attached for the Commission’s reference. Staff recommends
approval of the recommended response contained herein with any desired amendments
following public comment and Commission discussion.

Respectfully submitted,

St Ko

Martha Poyatos
Executive Officer

Attachment: 2015-2016 San Mateo County Civil Grand Jury Report

Distribution: Rebecca Archer, Legal Counsel

Foreperson, Civil Grand Jury

Managers, Independent Sanitary Districts

The Honorable Dave Pine, President, County Board of Supervisors
John Maltbie, County Manager









It is tempting to discount these districts as being inconsequential. Their budgets however are
substantial (see Table 5).

Table 5: Population, Connections, Pipe Length, and Budgeted Revenue
for Independent Districts

Bayshore| West- | Montara | Granada | East Palo | West Bay
borough Alto
Population (#) 4,513 14,050 6,012 6,000 29,000 55,000
Connections (#) 1,456 3,790 1,937 2,560 3,864 20,000
Pipeline (Miles) 16.0 20.7 29.5 34.0 35.0 208.0
2015-16 Budgeted $1.280 $2.523 $2.690 $2.524 $4.915 | $23.750
Revenue (Million $)

Sources: See Appendix D: Sewage System Characteristics by District and Appendix G: Sanitary
District Budgets.

For the rest of this report, the districts will be listed on the basis of their size as measured by the
length of pipelines they operate—with Bayshore the smallest, followed by Westborough,
Montara, Granada, East Palo Alto, and West Bay.

Prior Grand Jury and LAFCo Studies of Sanitary Districts

The San Mateo County Grand Jury has investigated only one of these districts in the last 15
years. The 2002-2003 Grand Jury released a report with the results of an investigation into the
East Palo Alto Sanitary District. One of the main recommendations was that the district be
merged with another district, specifically West Bay Sanitary District. The East Palo Alto
Sanitary District disagreed; consolidation did not happen.

LAFCo conducts municipal service reviews of districts on a periodic basis. Its recent
studies include:

o September 16, 2015: North County Cities and Special Districts, including Bayshore
Sanitary District

“Reaffirm a zero sphere of influence for the Bayshore Sanitary District, indicating
the District should be dissolved and the Cities of Brisbane and Daly City would
become ‘successor agencies.’” 23

o February 17, 2009: East Palo Alto Sanitary District

“The LAFCo adopted sphere of influence designation for the EPASD is for
dissolution and annexation of the territory to WBSD.” 24

23 San Mateo County Local Agency Formation Commission, North County Cities & Special Districts, Municipal Service
Review and Sphere of Influence Study, September 16, 2015, p 79.
http://lafco.smcgov.org/sites/lafco.smcgov.org/files/documents/files/North%20County%20MSR %20-%209-16-15_3.pdf.
24 Martha Poyatos, Executive Officer, San Mateo County Local Agency Formation Commission, Municipal Service
Review and Sphere of Influence Update for the East Palo Alto Sanitary District, February 17, 2009, p. 17.
http://lafco.smcgov.org/sites/lafco.smcgov.org/files/documents/files/msrepasdfinalwithattachments_0.pdf.
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o February 12, 2009: West Bay Sanitary District

— “Based on information in the municipal service review and absence of significant
changes since the sphere was adopted that merit amendment to the sphere of
influence, it is recommended that the WBSD sphere be reaffirmed as adopted in
1985.7%5

« October 7, 2008: City of Half Moon Bay and Unincorporated Midcoast, including
Granada Sanitary District and Montara Water and Sanitary District

— LAFCO recommended “a single regional water and sewer district to serve the
unincorporated and incorporated study area delineated by the urban/rural
boundary.”2¢ It assigned spheres of consolidation to Montara Water and Sanitary
District, Granada Sanitary District (as it was named then), and Coastside County
Water District. These sphere designations would allow for consolidation of Montara
Water and Sanitary District with Granada Sanitary District, and formation of the
Midcoast Community Services District to add Park and Recreation to existing
services of water, sewer, and solid waste disposal.

In summary, LAFCo recommended the consolidation of Granada Sanitary District and Montara
Water and Sanitary District in October 2008, and the dissolution of Bayshore and East Palo Alto
Sanitary Districts in 2009.

DISCUSSION

The Grand Jury’s analysis focused on three issues: public accountability, fiscal responsibility,
and operational competence.

Public Accountability

Information Transparency

Seeking data from the independent sanitary districts for comparative purposes is challenging.
Each district has its own website, and the layouts differ. The most basic data—meeting
minutes, budgets, rates, financial audits, and sewer system management plans—is often
missing or outdated. Table 6 highlights the gaps (shaded) in core information for each of

the six districts studied.

For example, the Grand Jury would expect the minutes of each board meeting to be reviewed and
approved at the following board meeting, and then posted within days thereafter (the “Goal” for
Meeting Minutes). In late April, the Grand Jury checked the websites of each independent

25 San Mateo County Local Agency Formation Commission, Municipal Service Review and Sphere of Influence
Update, West Bay Sanitary District, February 12, 2009, p. 17.
http://lafco.smcgov.org/sites/lafco.smcgov.org/files/documents/files/MSRwestbaysanitaryfebruary 0.pdf.

26 Martha Poyatos, Executive Officer, San Mateo County Local Agency Formation Commission, Sphere of
Influence Update, City of Half Moon Bay and Unincorporated Midcoast, October 7, 2008, p. 12.
http://lafco.smcgov.org/sites/lafco.smcgov.org/files/documents/files/2008 10 08 lafco soicoastsideoct7wattachme
nts_1.pdf.
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district and learned that only Westborough and West Bay had minutes for the March meeting
posted. East Palo Alto and Bayshore had minutes from the February meeting posted, while
Granada’s dated from the January meeting. Montara’s minutes are embedded in the Agenda
Packets for meetings, which requires searching Agenda Packets to find whether minutes for a
prior meeting have been included. Relative to the “Goal” of having meeting minutes posted
through March 2016, only Westborough and West Bay met the standard.

The State Water Resources Control Board Order No. 2006-0003-DWQ requires Sewer System
Management Plans. In spite of this order, only two districts had readily available documents on
their website.27

Table 6: Key Information Availability on District Websites

Times Goal® [Bayshore] West- |Montara|Granada |East Palo/West Bay
borough Alto
Meeting Through No Yes No No No Yes
Minutes March
2016
Minute 2010 On Yes Yes No° No Yes Yes
History
Budget 2015-2016| Yes Yes Yes Yes Yes Yes
Rates Yes No Yes Yes No Yes Yes
Rate History | 2010 On No No No No No Yes
Financial 2015 Yes Yes Yes No No Yes
Audit
Sewer System | 2011 On Yes No No No No Yes
Management
Plan
Performance 2014- No No No No No Yes
Metrics 2015
Sewer System | Current No No No No No No
Overflows

Sources: District websites as of April 29, 2016.

Notes: Some districts updated their websites after April 29, 2016 following Grand Jury queries regarding
information availability.
*Goal established by Grand Jury based on timely information availability.
"Montara’s minutes are embedded in agenda packets, requiring a search through multiple packets to locate
a specific meeting’s minutes.

27 State Water Resources Control Board, Order No. 2006-2003-DWQ, Statewide General Waste Discharge
Requirements for Sanitary Sewer Systems, May 2, 20006, p. 2.
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The information that is available is structured differently. Each district has its own methodology
for preparing and presenting budgets even though the activities of each are roughly comparable.
The Grand Jury developed a process to convert each of the six district’s budgets to a common
and therefore comparable format that was then confirmed with each district.28

Visibility of Rates
Sewer rates are difficult to compile, even for residential single-family dwellings: 2
« Districts have the freedom to develop a unique rate structure. For example, Bayshore,
Westborough, and Montara have a rate per unit of water consumed during winter months.
Each customer pays a unique amount.39 These districts may lose revenue from water
conservation efforts and trends towards drought tolerant gardens that reduce water usage
but have limited impact on sewage collection and treatment costs.

« The other districts (Granada, East Palo Alto, and West Bay) establish a fixed rate for each
type of user (single family residential, multi-family residential, restaurant, etc.). As a
result of these differences, it is nearly impossible to compare the average customer’s bill
between Granada and Montara, two neighboring districts.

« Historical information on average customer bills is very difficult to locate, especially for
those who charge based on water consumption.

In addition, residents of the independent districts are billed through a line item on their property
tax statement, which means that many people are unaware of the cost of their sewer service (see
Figure 7). This West Bay Sanitary District customer has a $973 charge for “West Bay Sani Dist”
on its 2015-2016 tax bill.

28 See Appendix G: Sanitary District Budgets.

29 See Appendix I: Sanitary District Sewer Rates.

30 For ease of comparison, this report uses the term rate to refer to both the fixed annual charge as well as the
average customer bill calculated from water usage.
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Figure 7: Property Tax Bill Reflecting Sanitary Sewer Charge
2015-2016 SAN MATEO COUNTY SECURED TAX BILL  2015-2016

FOR FISCAL YEAR BEGINNING JULY 1, 2015 AND ENDING JUNE 30, 2016

PARCEL NUMBER TAX RATE AREA PIN NUMBER ASSESSMENT INFORMATION VALUES
62-003 Bill# 348105 Land 1,392,930

Improvenents 1,392,9%0
Fixtures

Personal Property

Full Cash 2,785,860
Exemption 1,000
Value after Exemption 2,778,860

LEGAL DESCRIPTION

20,858.60

GENERAL TAX RATE

T TN
MEALG P 2ot X SR 1
RAMONARND | oo e
ASSESSED TO: GENERAL TAX T0T 1.1085 30,881.24
LESS: EXENPTION 71,58
SUB-TOTAL 30,803, 86
agsrs | SMC Mosq Abmnt Dist (650)344-8592 3,74
Sequoia UHSD Maint (800)273-5147 1.70

WP ESD Conb heas Sp Tax __ (65D)321-T14D B51.56
|\iest Bay Sani bist (650)321-0384 973.00

DUE NOVEMBER 1, 2015 5 DUE FEBRUARY 1, 2016

AFTER DECENBER 10,2015 AFTER APRIL 10, 2016 ADD 10%
ADD 10% PENALTY TO YOUR PAYENT PENALTY + $40.00 COST TO YOUR PAYMENT
$16,325.21 $16,325.21

Source: Grand Juror

Board Tenure

The districts state that having elected board members gives them an important link to the
community.3! Unfortunately, based on the general trend of uncontested elections, the
communities in which they operate appear to have little interest in the elections (see Table 7).
Uncontested elections are those in which the number of candidates are the same or less than the
number of openings. These elections are not placed on the ballot, and the candidates are
automatically approved. Contested elections are those in which the contest is placed on the ballot
and the public votes. Sixty-five percent of elections in the last eight election cycles were
uncontested for the independent sanitary districts.

31 Officials from independent sanitary districts: interviews by the Grand Jury.

2015-2016 San Mateo County Civil Grand Jury 25



Two of the districts, Bayshore and Westborough, have not had contested elections since

2000. West Bay has not had a contested election in over 10 years. This suggests that public
participation in the selection is minimal. The only district with regularly contested ballots is East
Palo Alto.

Table 7: Contested and Uncontested Elections in Sanitary Districts

District 2001 | 2003 | 2005 | 2007 | 2009 | 2011 | 2013 | 2015

Bayshore

Westborough

Montara

Granada

East Palo Alto

West Bay

Uncontested
Contested
Deferred?

Source: Data provided by the San Mateo County Elections website, shapethefuture.org as well as Elections
division staff. See Appendix K: Director Tenure by District for detailed sources.

Note: *Granada and Montara chose to change their election years to even-numbered years, so deferred 2015
elections to 2016.

Even in those instances where elections are contested, the turnout is low. Turnout for the
most recently contested elections, in 2013, was less than a quarter of the registered voters
(see Table 8).

Table 8: Turnout for 2013 Sanitary District Elections

Percentage of Registered Voters
Montara 25.9%
Granada 24.0%
East Palo Alto 14.1%

Source: San Mateo County Elections website, shapethefuture.org.

There is an important danger resulting from this. Ratepayers are responsible to support rates
that allow for necessary capital improvements. In a small district, with few active voters, it is
possible for a very few people to influence decisions on topics such as rates. In the last elections
in 2013 in Montara and Granada, the winners were separated from the losers by 111 and 15
votes respectively.32

With these conditions, board turnover is low. The average tenure of the board members on all
six boards is over 10 years (see Table 9). Since the membership term is four years on all boards,
this means that the average board member is serving on his or her third term. There is value in
having experience on any board, but there is also the risk of resistance to new ideas.

32 San Mateo County, Statement of Vote, San Mateo County Consolidated Municipal, School, and Special District
Election, November 5, 2013. https://www.shapethefuture.org/elections/results/2013/nov/official/ Nov2013SOV.pdf.
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Table 9: Length of Service of Board Directors

Average Length of Service in Years | Longest Length of Service in Years
Bayshore 16.6 233
Westborough 13.8 26.6
Montara 8.6 12.6
Granada 9.7 18.6
East Palo Alto 9.0 12.6
West Bay 6.8 16.6

Source: See Appendix K: Director Tenure by District.
Note: Measured as of June 30, 2016.

Public Profile

Districts have minimal interaction with the public compared to, for example, water districts. Bills
are not established based on a metering of sewage, so customers have few reasons to question the
billed amount. Customers do not start and stop sewer service as they do with other utilities.
Customers do not have drought-related sewer budgets.

A survey commissioned by the East Palo Alto Sanitary District in 2012 illustrates the point. They
learned that 38% of residential respondents stated they were familiar with the district. However,
only two thirds of these realized that it provides sewer services.3? Only eight out of 500
residential property owners surveyed and none of the 100 commercial property owners surveyed
knew the district sewer rate.34

The Grand Jury suspects that East Palo Alto is not unique and that most independent sanitary
district customers could not name their sanitary sewer provider.

Fiscal Responsibility
The districts receive revenue from four primary sources:

« Property Tax: Five of the six independent districts receive property tax.
« Sewer Service Charges: These charges are paid through a line item on property tax bills.

o Permit and Connection Fees: The districts collect modest amounts of money in permit
and connection fees .33 Developers and others connecting to the system for the first time
or upgrading a connection pay these fees.

o Interest on Reserves: The districts collect minimal amounts of interest on the money they
hold in their reserves.

33 Jatelo Productions, East Palo Alto Sanitary District Public Relations Plan, November 7, 2013, p. 104.
http://www.epasd.com/home/showdocument?id=324.

34 Ibid., p. 110.

35 Bayshore, Montara, and West Bay budgeted between $5,000 and $50,000 in permit fees in FY 2015-2016. All
districts except Westborough collected connection fees in the $14,000 to $50,000 range except Montara, which
budgeted for over $300,000 in FY 2015-2016. Montara recently expanded opportunities for new sewer connections,
which is what is driving this unusually large amount. See Appendix G for detail.
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This report focuses on Property Tax and Sewer Service Charges, since they constitute more than
80% of the total income of the independent sanitary districts.

Property Tax Subsidies
The contribution of property tax to the districts’ revenue is meaningful, particularly for Bayshore
and Granada (see Figure 8).

All independent districts except West Bay were funded through property tax prior to the passage
of Proposition 13. As a result, they continue to receive a share of the property tax collected by
San Mateo County from all County residents. Although it received property taxes in earlier
years, West Bay did not receive property tax funding in fiscal year 1977-1978, and as a result of
Proposition 13 and its subsequent enabling legislation, the district continues not to receive any
property taxes.36

Figure 8: Property Tax Contribution to Total Revenue

West Bay

East Palo Alto ﬁT u Sewer Service Charges
Granada —ﬂ u Property Tax
Montara * Permit & Connection
) ’ | Fees

Westborough i Interest on Reserves

Bayshore W

0% 20% 40% 60% 80% 100%

Source: See Appendix H: Sanitary District Budget Analysis FY 2015-2016.

Notes: Granada’s relatively large portion of revenue due to Permit & Connection Fees is
a result of a repayment of monies advanced to the Assessment District. Montara’s large
portion is due to the processing of a backlog of connection requests.

36 The County Controller’s Office was unable to determine the reason that West Bay received no property tax in
1977-1978 although it confirmed that it had received property tax in some prior years.
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One of the goals of Proposition 13 was to eliminate property tax for government-provided
services for which the customer could be charged directly. California Government Code
Section 16270 states:

The Legislature finds and declares that many special districts have the ability to raise
revenue through user charges and fees and that their ability to raise revenue directly from
the property tax for district operations has been eliminated by Article XIIIA of the
California Constitution. It is the intent of the Legislature that such districts rely on user
fees and charges for raising revenue due to the lack of the availability of property tax
revenues after the 1978-79 fiscal year. Such districts are encouraged to begin the
transition to user fees and charges during the 1978-79 fiscal year.37

Almost 40 years later, five of the independent sanitary districts continue to rely heavily on
property tax revenue while also collecting sewer service charges. Their budgets for FY 2015-
2016 include $1,733,000 for property tax receipts.3® In 2013, Granada Sanitary District took a
small step towards reducing its heavy reliance on property tax by adding Parks and Recreation to
its scope, becoming the Granada Community Services District. The resolution applying for its
reorganization, contained the following statement:

“WHEREAS, the District receives property tax as well as sewer and garbage fees and it is
currently intended that Park and Recreation services would initially be funded with a portion
of the property tax the District receives . . .”39

If the five districts did not receive a share of the 1% property tax, their rates would be more
comparable with districts such as West Bay (see Figure 9). Without the property tax, the five
districts’ ratepayers would pay more and County taxpayers’ tax would be allocated elsewhere.

37 California Government Code Section 16270, http://www.leginfo.ca.gov/cgi-
bin/displaycode?section=gov&group=16001-17000&file=16270-16271.

38 See Appendix G: Sanitary District Budgets.

39 Granada Sanitary District, Resolution No. 2013-003, Resolution of Application for a Reorganization of the
Granada Sanitary District into a Community Services District. http://granada.ca.gov/wp-
content/uploads/2014/02/2013-04-18 RESOLUTION_for LAFCO_Application.pdf.
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Figure 9: Impact of Property Tax in Reducing Sewer Rate
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Source: See Appendix H: Sanitary District Budget Analysis FY 2015-2016.

Note: The impact of the property tax is calculated by dividing the total property tax by
the number of customers in the district. This is an approximation of the impact of the
tax since not all customers are subject to the same rate structure.

High and Rising Rates

Sewer Service Charges are the primary source of revenue for the independent sanitary districts,
ranging from 51% for Granada to 96% for West Bay. Sewer Service Charges come from rates
paid by users.

As indicated earlier, the rates in San Mateo County for the 10 County-run and six independent
districts are greater than those for comparable urban areas in the Bay Area.4? Those rates range
from $187 to $705, while independent sanitary district rates range from $402 to $973 (see Table
10). Rates for the County-run districts have averaged 25% growth in the last five years (from
2010-2011 to 2015-2016). During the same period, the average of the independent sanitary
districts was 20%. The consumer price index for the San Francisco Bay Area grew
approximately 14% during the same period.

40 As noted earlier, the rates do not include other potential revenue sources such as property taxes.
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Table 10: Sanitary Sewer Rates and Growth

Name 2015-2016 % Growth 2011 to 2016

Bayshore Sanitary District $613 0%

Westborough Water District $512 29%
Montara Water & Sanitary District $810 11%
Granada Community Services District $402 10%
East Palo Alto Sanitary District $575 19%
West Bay Sanitary District $973 50%
Average Rate and Growth of Independent Districts $648 20%
Average Rate and Growth of County-Managed Districts |  $1,072 25%
Consumer Price Index, San Francisco Bay Area 14%

Source: Appendix I: Sanitary District Sewer Rates.

Rate increases are subject to Proposition 218, which requires that sanitary districts hold a public
hearing, mail advance notice of the hearing, and conduct a ballot protest proceeding before any
proposed rate increase.*! This means that districts must have ratepayer support to increase rates,
even in cases where rate increases are required to allow agencies to comply with state mandates
to avoid sanitary sewer overflows. Ratepayer protest is more likely in smaller systems with lower
numbers of ratepayers.+2

The challenge for ratepayers is judging whether the rate they are being charged is appropriate or
not. The fact that the rate is rising rapidly could be due to the district’s failure to raise rates in
earlier years by deferring capital improvements, or to the tightening of State regulatory oversight
requiring new capital investments, among other possibilities. Low rates are not necessarily a sign
of prudent fiscal management.

Handling of Treatment Costs

The sanitary districts collect revenue for the treatment of sewage as well as the collection of
sewage, even though they do not manage the sewage treatment plants. Between one third and
two thirds of all revenues received by these districts go towards treatment expense and capital, as
shown in Figure 10. Treatment expense is the annual cost to process sewage. Treatment capital is
the money to fund capital improvement projects, such as the replacement of equipment or
construction of new facilities. For example, treatment expense and capital is 47% of West Bay’s
budget, leaving 53% for maintenance and capital improvement of its sewage collection system.

41 California Special Districts Association, Proposition 218 Guide for Special Districts, 2013. p. 19.
42 Official from San Mateo LAFCo: interview by the Grand Jury.
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Figure 10: Treatment Expense and Capital’s Share of Revenue
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Source: See Appendix H: Sanitary District Budget Analysis FY 2015-2016.

The wide discrepancy in percentage of revenue allocated to treatment is due to many reasons—
the varying costs of the treatment plants used, the nature of the contracts negotiated with the
treatment plants, the amount of capital investment currently underway at the treatment plants,
and the individual district’s budgeting practices. This arrangement further separates the ratepayer
from the agency spending the ratepayer’s money. It makes it difficult to judge whether the rates
are fair across the County, and whether the money is well spent. In any case, it introduces
additional players to the decisions involved in managing sewage treatment plants, and that in
itself may add little value.

Rationalizing Collection and Administration Expenses
After treatment costs are removed, the districts are left with the costs associated with
administering the district and maintaining the sewer pipes.

The wide differences in how expenses are allocated between Collection and
Administration/Finance are difficult to explain (see Figure 11).

« The methodology for allocating costs between Collection and Administration/Finance is
neither well defined nor consistent across districts.

« Districts with both water and sewage responsibilities (such as Montara and Westborough)
tend to have a lower proportion of Administration and Finance because these costs
are shared.

« Westborough does not report its revenue and expenses separately between its water and
sewage responsibilities, so its split was estimated. It is difficult to understand how
Westborough can set rates for sewer services without separate cost accounting for water
and sewer services.
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. East Palo Alto’s emphasis on community engagement and involvement may be a factor
in why such a high percentage of its non-treatment operating expenses (80%) are for
Administration and Finance.*3

Figure 11: Operating Expense Split between Collection and Administration/Finance
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Source: See Appendix H: Sanitary District Budget Analysis FY 2015-2016.

Note: West Bay does not consider treatment costs to be operating costs, unlike the
other districts. It classifies them as non-operating costs. For comparative purposes, the
Grand Jury categorized them in this report as operating costs.

Collection expense per mile of pipeline varies from $7,165 for Westborough to $18,619
for Montara (see Figure 12).44 The Grand Jury was unable to determine the reasons for
the differences.

43 In addition to the Public Relations study cited earlier (Jatelo Productions, East Palo Alto Sanitary District
Public Relations Plan), East Palo Alto is the only district whose board calendar includes regular public relations
committee meetings.

44 See Appendix D: Sewage System Characteristics by District; see Appendix G: Sanitary District Budgets for FY

2015-2016; see Appendix H: Sanitary District Budgets for FY 2014-2015.
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Figure 12: Collection Expense per Mile of Pipeline
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Source: See Appendix H: Sanitary District Budget Analysis FY 2015-2016.
Note: Calculated as collection costs divided by miles of gravity and forced
main pipelines.

Board Compensation

Board compensation differs dramatically between districts (see Figure 13). The per-diem rate for
meeting attendance varies from $75 for Montara’s directors to $293 for East Palo Alto’s. Most
districts hold monthly board meetings; Montara’s and West Bay’s boards meet twice per month.
East Palo Alto is the only district with standing committee meetings scheduled on days other
than regular board meetings. 45

Government codes dictate the allowable compensation for board members of special districts.
Sanitary districts’ compensation is covered by California Health and Safety Code Section 6489,
which sets $100 as the maximum allowable compensation per day.4¢ Community services
districts and water districts have the same limit. The law allows for an adjustment of 5% per year
following a public hearing.#” Bayshore, East Palo Alto, and West Bay have been generous in
taking advantage of these provisions to raise board director compensation.

45 Based on meeting schedules posted on district websites.

46 California Health and Safety Code, Section 6489.
http://leginfo.legislature.ca.gov/faces/codes_displaySection.xhtml?lawCode=HSCé&sectionNum=6489.
47 California Water Code, Section 20200-20207, http://www.leginfo.ca.gov/cgi-
bin/displaycode?section=wat&group=20001-21000&file=20200-20207.
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Figure 13: Meeting Compensation for Directors
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Source: See Appendix J: Board Costs for Sanitary Districts.

The difference in compensation practices is even starker when you compare annual total
compensation planned in the FY 2015-2016 budgets (see Figure 14). East Palo Alto’s board
members receive an average of $18,000 in compensation and other benefits per year, while West
Bay’s receive only $11,000 in spite of it being a much larger district. Three of the districts have
responsibility for a major mission other than sewage (Granada, Montara, and Westborough). In
these cases, their board costs reflect a portion of the total costs, which is why they are lower than
Bayshore’s, East Palo Alto’s, and West Bay’s.48

48 All districts except Westborough provide separate budgets for their sewage management responsibilities.
Westborough’s management assisted the Grand Jury with an estimate of its sewage-related budget.
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Figure 14: Annual Board Compensation per Director
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Source: See Appendix J: Board Costs for Sanitary Districts.

While most districts do not provide benefits to their directors other than a meeting stipend,
Bayshore and East Palo Alto offer substantial benefits (see Table 11). These benefits are

generous given the very occasional responsibilities of board members.

Table 11: Board of Director Benefits by District

District Benefit
Bayshore Dental, Life Insurance for Directors and Spouse / Partner or Children
Westborough | None
Montara None
Granada None
East Palo Alto | Dental, Vision, Health
West Bay None

Source: See Appendix J: Board Costs for Sanitary Districts.
Note: FY 2015-2016.
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Redundant Activities
The six districts budget for items that duplicate work done by other districts. This duplication of
costs can be redundant and costly to the taxpayer (see Figure 15).

Figure 15: Economies of Scale in Professional Services
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If the districts were consolidated with other entities, the board costs associated with sewer
services would be eliminated. Similarly, audit costs would be eliminated for the districts if they
were consolidated. The audit costs for the receiving entities may go up slightly, especially during
the year of consolidation, but the incremental costs would be small.

A portion of legal and engineering fees would continue to be required in the event of
consolidations because of the unique characteristics of each district being eliminated. However,
the common work of staying apprised of current legal and regulatory requirements, attending
district meetings, and preparing district documents (such as Sewer System Management Plans)
could be reduced, perhaps dramatically.

The costs involved are not insignificant. For example, board costs total over $225,000 per year
(see Table 12). The total cost of professional services is nearly $1,000,000, much of which
would be eliminated by consolidation.

Table 12: Cost Impact of Multiple Small Districts

Expense |Bayshore| West- | Montara | Granada |[East Palo West Bay| Totals
Type borough Alto
Board $35,000, $24,416  $5,300 $17,000 $91,800{ $55,404| $228,920
Legal $30,000, $15,900 $24,500, $60,000 $36,000[ $160,000] $326,400)
Audit $10,500,  $8,758 $13,000 $12,000 $20,043| $15,000] $79,301
Engineering | $55,0000  $9,150| $52,000[ $20,000] $85,000] $130,000] $351,150
Total $130,500 858,224| 894,800, $109,000| $232,843| 3360,404| 985,771

Source: Input from individual districts as well as published budgets. See Appendix G: Sanitary District

Budgets.

Note: Data for FY 2015-2016.

The Grand Jury did not investigate the contracts for the professional services firms supporting
the sanitary districts. Longevity is highly valued by the districts. The legal counsel in each of the
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six has been in place at least 10 years,* with Westborough’s counsel serving for over 30 years.
Such long-term relationships raise questions about the competitiveness of the fees paid to these
firms, since they appear to be rarely, if ever, subject to a standard procurement bidding process.

Other economies of scale could be realized in general management and office administration.
There may be opportunities in collection activities as well, with economies of scale in workforce
and equipment utilization. West Bay provides a good example. When Los Altos Hills contracted
with West Bay for sewer collection services, West Bay’s network expanded by 54 miles, or
about 27%. It added two people on a base of 28 full-time equivalent staff, or only 7%.50

Scale is a challenge for benchmarking of administrative and finance processes. The minutes of
the Granada board meeting from January 21, 2016, record an exchange between director David
Seaton, elected in 2013, and director Leonard Woren, elected

in 1997:

“Consideration of Potential Cost Sharing Opportunities among Sewer Authority Mid-
Coastside (SAM) Member Agencies.

Director Seaton requested this Item for discussion as he feels overhead costs of Coastside
agencies providing sewer related services are greater than necessary for the population.
He suggested a long-term approach aimed at cost sharing if not consolidation. The Board
held a discussion.

ACTION: Director Woren moved to table the Item indefinitely until Director Seaton is
able [sic] provide specific line-item expenses with the estimated cost saving calculations
he foresees by cost sharing.”5!

This generally negative attitude to the potential for improvement through sharing of best
practices, mutual benchmarking, and other cooperative efforts was clearly visible in the
leadership of the five smallest districts interviewed.>2

49 Officials from independent sanitary districts: interviews by the Grand Jury.

50 Ibid.

51 Minutes of Granada Sanitary District Board of Directors Regular Meeting, dated January 21, 2016, p. 2.
52 Officials from independent sanitary districts (excluding West Bay): interviews by the Grand Jury.
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Operational Competence

No Gold Standard

The core operating responsibility of the sanitary districts is sewage collection, which translates to
the maintenance of the pipes that connect customers’ homes and businesses to the treatment
plant. These responsibilities also include connecting new customers to the sewage system or
modifying existing customers’ connections.

The sanitary districts have a modest role to play in terms of customer service. They field calls
from customers regarding sewage leakages and sewer line blockages. They receive requests for
permits for new or upgraded connections. Customers themselves must coordinate with building
and public works departments to replace or upgrade laterals and cleanouts. Only one of the
districts, West Bay, tracks any metrics related to its interactions with customers, although all
districts claimed to have excellent customer service. >3

The Grand Jury was unable to determine whether a “gold standard” of performance exists for
sewage collection. When we asked management of each of the districts who they viewed as the
“gold standard” in the Bay Area, we received interesting results:

« Bayshore cited itself.
« East Palo Alto, Granada, and Montara cited West Bay.

. The biggest district, West Bay, cited Central Contra Costa Sanitary, West Valley Sanitary
District, and Union Sanitary in Fremont.

Only East Palo Alto and West Bay appeared to be actively involved in the primary professional
association for sewage system management, the California Water Environment Association. As a
result, even among the districts themselves, there is no objective basis for evaluating the
performance of the sanitary districts.

Age of Pipelines

The sewage infrastructure of the six independent sanitary districts is old, with over 43% laid
before 1960.34 Older pipe is more susceptible to problems due to root intrusion, land settling,
inaccurate maps, and other causes. Because of these problems, older pipe can be more expensive
to maintain. Most of these older pipes are clay or concrete, which typically last 50 to 60 years. >

33 Officials from the independent sanitary districts: interviews by the Grand Jury.

34 See Appendix F: Age Profile of District Pipelines.

55 Most sewer pipe laid before 1980 was clay or concrete. Pipe Rehab Specialists, How Long Do Sewer Pipes Last?,
accessed May 1, 2016. http://www.piperehabspecialists.com/how-long-do-sewer-pipes-last/.

2015-2016 San Mateo County Civil Grand Jury 39



Approximately half the pipes in East Palo Alto and West Bay are over 50 years old and therefore
approaching end of life (see Figure 16).

Figure 16: Pipeline Age by District
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Source: See Appendix F: Age Profile of District Pipelines.
Note: Montara data estimated for 1940-1959 and 1960-1979 by dividing pipe aged
between 1940-1979 by two.

Sanitary Sewer Overflows

San Mateo County’s independent sanitary districts contribute less than 10% of the sanitary sewer
overflows in the County (see Table 13). With approximately 17% of the County’s total pipeline
length, they are doing relatively better as a group than the other sewer providers in the County.

Table 13: Sanitary Sewer Overflows by District

2013 | 2014 | 2015
San Mateo County 186 | 238 | 155
Percentage from Independent Districts | 10% | 9% | 9%
Bayshore 1 2 1
Westborough 1 0 0
Montara 1 4 7
Granada 5 2 1
East Palo Alto 0 0 0
West Bay 10 14 5

Source: See Appendix E: Sanitary Sewer Overflows by District by Year.

From 2011 to 2015, the most noticeable change in performance by any district is West Bay’s
dramatic improvement (see Figure 17). West Bay’s current general manager, a public works
executive with more than 30 years of experience in wastewater management, joined the district
in 2010 and made reduction in SSOs a major priority. Montara struggles to prevent overflows in
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its hilly environment with many pump stations. East Palo Alto reported having no SSOs in the
last five years, while Westborough reported only one, and that in 2013.

Figure 17: Sanitary Sewer Overflows by Year
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Source: See Appendix E: Sanitary Sewer Overflows by District by Year.

Note: Some data points are not visible due to overlap. For example, Bayshore’s values
for 2014 and 2015 are equal to Granada’s, so its line is hidden behind Granada’s.
Similarly, East Palo Alto’s and Westborough’s values are identical in all years except
2013, so the East Palo Alto values are only visible in that year.

SSOs per mile of pipe show that the two biggest districts (West Bay and East Palo Alto) are
lower than the state average for SSOs per mile of pipe, in spite of the age of their pipes (see
Figure 18). It is difficult to assess precisely why this is the case other than to note the experience
and professionalism of their leadership and employees, as well as West Bay’s deployment of
technologies such as cured-in-place pipe and linear asset management planning.>® Bayshore and
Montara SSOs were high relative to County and state averages in 2014, with that trend
continuing for Montara into 2015.

56 Cured-in-place pipe is a “jointless, seamless, pipe-within-a-pipe with the capability to rehabilitate pipes.” It is one
of several trenchless rehabilitation methods used to repair existing pipelines. Source: Wikipedia entry for cured-in-
place pipe. https://en.wikipedia.org/wiki/Cured-in-place pipe. Linear asset planning is a method for prioritizing
pipeline repair or replacement based on multiple factors.
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Figure 18: Sanitary Sewer Overflows per Mile of Pipe
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Source: See Appendix E: Sanitary Sewer Overflows by District by Year.
Notes: East Palo Alto and Westborough reported no Sanitary Sewer Overflows in 2014
and 2015.

Dependence on Contractors

With the exception of West Bay, the sanitary districts are so small that they cannot justify hiring
and retaining their own staff, so they hire outside contractors to manage their responsibilities.
The functions performed by contractors are highlighted in Table 14.
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Table 14: Use of Contractors by Function in Independent Sanitary Districts

Responsibility Bayshore West- Montara | Granada EPA West Bay
borough
Number of Full-Time 0 1’ 2 2 9 28
Equivalent Employees
District Administration
General Manager N/A Employee | Employee | Dudek & |Contractor | Employee
Associates”
District Clerk Contractor” | Employee N/A Employee N/A N/A
Legal Meyers Hanson  |Law Offices | Wittwer  |Best Best & | Atchison,
Nave Bridgett  |of David E. |Parkin LLP | Krieger Barisone,
LLP Schricker LLP Condotti &
Kovacevich
Finance & Accounting
Accountant Contractor® | Chavan & Maze & Employee |Jeanpierre, | Employee
Associates, | Associates Wegem,
LLP labi & Co.
LLP CPAs
Sewer Service Rates TBD TBD Bartle TBD Bartle HF&H
Wells Wells Consultants
Associates Associates , LLC
Auditor® Fechter & | Charles Z. | Vavernick, | Fechter & Maze & Chavan &
Co., CPA4s Fedak Trine & Co, CPAs | Associates |Associates,
Day LLP
Engineering Thomas E. | Pakpour Nute Kennedy / | Freyer & | Employee
Yeager, Consulting |Engineering| Jenks Laureta
formerly of Consultants Inc.
Kennedy /
Jenks
Collections Collection | North San Sewer Sewer Employee | Employee
(Maintenance) Systems Mateo Authority | Authority
Main- County Mid- Mid-
tenance Sanitation | Coastside | Coastside
Service District (SAM) (SAM)
Permit Processing Contractor |Employee/ | Employee | Employee | Employee | Employee
Contractor
Treatment SFPUC North San Sewer Sewer Palo Alto Silicon
Southeast Mateo Authority | Authority | Regional Valley
Treatment County Mid- Mid- Water Clean
Plant Sanitation | Coastside | Coastside Quality Water
District (SAM) (SAM) Control
Treatment Plant
Plant

Sources: Representative from Bayshore: interview by the Grand Jury, February 23, 2016.
Representative from Westborough: interview by the Grand Jury, February 29, 2016.

Representative from Montara: interview by the Grand Jury, February 22, 2016.
Representative from Granada: interview by the Grand Jury, February 22, 2016.
Representative from East Palo Alto: interview by the Grand Jury, February 25, 2016.

Representative from West Bay: interview by the Grand Jury, February 23, 2016.

Notes: *Westborough has three employees involved in sewer management, but each also supports its
mission of providing fresh water. Management judged that it had the equivalent of one employee managing
its sewage responsibilities, spread across General Management, the District Clerk, and permit processing.
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