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DISTRICT PROFILE

Ross Valley Sanitary District boundaries include 26.75 square miles of the Ross Valley water
shed comprised of the towns of Fairfax, San Anselmo, and Ross; the City of Larkspur (including
Bon Air); and the unincorporated areas known as Sleepy Hollow, Kentfield, Kent Woodlands,
Oak Manor, and Greenbrae. Under contract, the District also serves the wastewater collection
systems in Murray Park and San Quentin Prison.

The District operates and maintains approximately 180 miles of collection sewer lines and 20
pumping stations which collect, pump, and transport approximately 3 million gallons of sewage
per day to Central Marin Sanitation Agency (CMSA) for treatment. Approximately 95% of the
District's collection system was installed prior to 1955, '

History

The first residents of Ross Valley held large tracts of land, allowing for acceptable use of septic
tank systems. Upon completion of the North Pacific Coast Railway in 1875, some of the large
land holdings were subdivided allowing a rapid influx of new homeowners. As a result of the
increased population and failing onsite septic tank systems, an election was held in 1899 to
create Sanitary District No. 1 as a coordinated solution for sanitary sewers for the communities
of Fairfax, San Anselmo, Ross and Kentfield. Established May 27, 1899 Sanitary District No. 1
a.k.a. Ross Valley Sanitary District became California's first sanitary district and Marin County's
first regional agency.

In 1922, a bond election approved $450,000 for construction of 7.5 miles of trunk sewer line and
a wastewater treatment facility utilizing Imhoff reduction tanks - one of the first wastewater
treatment facilities in California. The 7.5 miles of trunk sewer line remained in service until 1985
when it was replaced because of old age and lack of capacity. In 1948, the Greenbrae Pump
Station was built at the site of the Imhoff reduction tanks. In 1984 the Greenbrae Pump Station
was replaced at a cost of over $2 million dollars.

In 1945, the volume of wastewater being generated required construction of a trickling filter
wastewater treatment facility providing secondary treatment. The City of Larkspur and Sanitary
District No. 2 joined Sanitary District No. 1 in the construction of this facility which was
completed in 1948 at the site now known as 2000 Larkspur Landing Circle. The Larkspur
Landing treatment facility was expanded several times over the years and in 1962 the treatment
capacity was increased from 3 to 4.5 MGD.

The District continuously operated the Larkspur Landing treatment facility from 1948 through
1984 when it was decommissioned after the startup of the Central Marin Sanitation Agency
(CMSA). CMSA resulted from the East Marin/Southern Sonoma Study which examined
alternatives for advanced treatment and deep-water discharge for seventeen wastewater agencies
in Marin and southern Sonoma Counties in response to environmental concerns and deep-water
discharge requirements of the mid-1970's Clean Water Quality Act. As a result, CMSA, a joint
powers authority (JPA), was formed by Sanitary District No. 1, San Rafael Sanitation District,
Sanitary District No. 2 and the City of Larkspur for the purpose of constructing and operating a
wastewater treatment facility with deep-water discharge to San Francisco Bay. Construction of
the CMSA treatment plant, interceptors, and related facilities totaled over $84 million and was
the most cost-effective alternative for these four agencies.



Organizational Structure

Sanitary District No. 1 is a special enterprise district organized under the California Health and
Safety Code and the Sanitary Acts of 1891 and 1923. The District is governed by a 5-member
Board of Directors elected at large. Election of Directors is consolidated with the March Primary
Election, with three and two Directors being elected in alternating, even numbered years.
Directors are elected to serve four year terms. The District Board routinely meets on the first
Tuesday of each month, with special meetings called as necessary. Daily management is carried
out by the District Manager who oversees the District's staff and reports directly to the Board of
Directors.

Mission Statement

The District secks to provide the highest quality and most cost-effective wastewater collection
possible for its constituents by meeting the following goals:

Be available and responsive to the needs of the public

Perform preventive maintenance on all collection system components
Proactively identify and correct public sewer system defects

Work cooperatively with local, state and federal agencies

Uphold the District's standards and specifications on newly constructed public and
private sewers
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Board of Directors
Sanitary District No. 1 of Marin County
January 13, 2006

This is the Comprehensive Annual Financial Report of Sanitary District No. 1 of Marin County
(the District), a California Special District, for the year ended June 30, 2005. This report is
presented in three sections: introductory, financial, and statistical. The introductory section,
which is unaudited, includes this transmittal letter, the organizational chart and a list of District
officials. The financial section has been reformatted to meet Government Accounting Standards
Board (GASB) 34 requirements which the District adopted for the year ended June 30, 2005. In
addition to the Independent Auditor’s Report, financial statements and accompanying notes, the
~ financial section now includes a Management Discussion and Analysis or MD&A. The MD&A

includes several condensed financial statements and statement analyses including an explanation
of significant variations between years. The statistical section, which is unaudited, includes
selected financial and operational information, generally presented on a multi-year basis.
Responsibility for both the accuracy of the data, and the completeness and faimess of the
presentation, including all disclosures, rests with the District. To the best of our knowledge and
belief, the enclosed data are accurate in all material respects and are reported in a manner
designed to present fairly the financial position and results of operations of the District. All
disclosures necessary to enable the reader to gain an understanding of the District’s enterprise
activities have been included.

California state statutes require that the District issue annually a report on its financial position
and results of operations as well as the basic financial statements contained within the financial
section. This report must be audited by an independent firm of certified public accountants. In
addition, the audit and the District’s budget must also be approved by the Board of Directors, and
certain financial information must also be submitted to the State Controllers’ Office annually.
Besides financial accountability, the District is also subject to other forms of accountability such
as open meeting laws established by the Ralph M. Brown Act. Under this act, the District Board
meetings are open to the public and citizens are welcome and encouraged to attend these
meetings, ask questions, and voice opinions.

Standards of the Governmental Accounting Standards Board’s Statement No. 14, The Financial
Reporting Entity, define the District as a stand-alone government. Accordingly, the District is
accounted for and reported on as though it were a primary government. The District, a separate
legal entity, is not financially accountable for any component unit or any other organization.
However, the District has entered into a joint powers agreement with three other local sanitary
districts to construct and maintain a regional wastewater treatment plant. Member agencies
investments and share of cost are based upon the total number of equivalent dwelling units
(EDU’s) each district is assigned by the County of Marin.



ECONOMIC CONDITION AND OUTLOOK
The Ross Valley Sanitary District’s revenues are generated from three sources:

1) User service fees - fees are approved at a public hearing each year by the Board of
Directors. These fees are based upon anticipated cost of maintaining operations to collect
and transport sewage to the Central Marin Sanitation Agency (CMSA);

2) Property tax revenues - Property taxes and sewer service charges are collected and
distributed by the County of Marin in accordance with legislation. Property taxes and
sewer service charges are attached as an enforceable lien on real property located in the
County of Marin as of January 1* each year; and

3) Connection and inspection fees - the District collects a fee for each new connection to
its maintained sewer lines. The fee represents a reimbursement of the cost of the
connection. The District also collects a connection fee on behalf of CMSA from the user
and immediately forwards these funds to CMSA to be used for infrastructure. Marin
County growth in the Ross Valley is limited as this area is near build out capacity. Asa
result, connection fees are not a significant or consistent source of revenue.

The current fee structure adopted by the District expired June 30, 2005. This plan limited the
annual increases for equivalent dwelling unit (EDU). However, the District has hired an outside
financial consultant to review/update its rate structure and make recommendations to the Board
of Directors. Property tax proceeds were further limited by California State Proposition 111°s
Adjusted Base Year Appropriation Limit. Proposition 111 sets limits on the share of property
tax proceeds that the District is entitled. The District calculates its limitation each year using a
combined factor of change in the California Per Capita Personal Income (CPCPI) and
population. The current proceeds have not exceeded the appropriation limitation.

The District anticipated that the current economic condition of the State of California and the
governor’s proposal to have the State take a larger percentage of county property tax collections
would result in a decrease in property tax revenues in the 2004/2005 fiscal year of approximately
$1 million dollars. The District’s 2004/2005 budget was adopted in anticipation of this decrease.
Cuts have been made without layoifs or reduction in salaries.

The District offers its employees a pension through the California Public Employees Retirement
System (CalPERS). Prior to June 30, 2004, the District had been Superfund (funds in excess of
anticipated withdrawals). As a result, the District had been able to use their Superfund reserves
to apply against the current District obligation to match employee contributions. Effective July
1, 2004 CalPERS determined that the District was no longer in a Superfund position, and the
District was required to make monthly cash contributions to the plan.

MAJOR INITIATIVES
The District has optioned the purchase of 9.2 of its 10.7 acre property to Campus Properties, who
are in the approval process to develop the land by building town homes and a hotel. The balance

of the property will be used by the District to construct replacement facilities for their operation.

-1~



MAJOR INITIATIVES (continued)

A joint application between Campus and the District was approved by the City of Larkspur. With
the preliminary approvals obtained, Campus can exercise its option and purchase the property in
the spring of 2006. At the time of closing, the District will receive $12.5 million, which will go
into its capital funds for ongoing infrastructure rehabilitation projects.

On October 4, 2005, the Board of Directors adopted the proposal for Program Management
Services ~ Sewer System Assessment and Capital Project Planning prepared by RMC Water and
Environment (Sewer System Assessment).

To augment its ongoing aggressive short-term efforts to repair or replace existing infrastructure,
the District is, through the Sewer System Assessment, establishing a long-term capital
improvement strategic plan that will enable prioritized, continuous rehabilitation of collection
system components, with an emphasis on projects that relieve the most serious capacity issues
first, and thereby have the greatest immediate effect on reducing sanitary sewer overflows
(SSOs). This effort is being completed in parallel with an ongoing study by MWH Americas
entitled SHECAP (System Hydraulic Evaluation and Capacity Assurance Plan). The combined
efforts of SHECAP and the Sewer System Assessment utilize system information that is being
documented in a GIS-based system known as HIMCAD (History Inventory Maintenance and
Condition Assessment Database).

The District has plans to complete a financial study to formulate a rate schematic for five years
beyond FY 2007, based on the above referenced analysis. A one-year interim study and
ordinance will be prepared in FY 2007.

As in the past, the District takes care to outsource appropriately, allowing their well-trained staff
to focus on their core business of maintaining and rehabilitating the wastewater collection system
and appurtenances. Major mechanical work on the rolling stock and pump station equipment is
contracted competitively, as are the above referenced capital replacement projects.

The District will continue to maintain its aggressive capital improvement programs by planning
$3-5 million of sewer main line and pump station rehabilitation projects annually.

FINANCIAL INFORMATION

Accounting System and Budgeting Controls: The District’s management is responsible for
establishing and maintaining a system of internal control. In fulfilling their responsibility,
estimates and judgments by management are made to assess the expected benefits and related
cost of conirol procedures. The objectives of a system are to provide management with
reasonable, but not absolute, assurance that assets are safeguarded against loss from unauthorized
use or disposition, and that transactions are executed in accordance with management and board
authorization and are properly recorded to permit the preparation of the financial statements in
accordance with generally accepted accounting principles. We believe that the District’s internal
accounting controls do adequately safeguard assets and provide reasonable assurance that
financial transactions are recorded properly.
~111-



FINANCIAL INFORMATION (continued)

The District is a California Special District maintained in a single enterprise fund. As a special
district, charges to customers are made only to those who receive services. The District’s
account structure, insofar as is practical and in accordance with generally accepted accounting
principles, generally follows the State Controller’s System of Accounts for Waste Management
Districts, a set of procedures that provides the general accounting and reporting guidelines to be
used by all California Special Districts performing waste management enterprise activities.

The District Board adopts an annual budget to serve as its approved financial plan. The budget is
reviewed and approved following public hearings, generally during the Board’s monthly
meetings. The Board sets the rate, or more specifically the equivalent dwelling unit (EDU)
charge, required to fund the District’s operations and capital programs. The budget is used as a
key control device (1) to ensure Board approval for amounts set for operations and capital
projects, (2) to monitor expenses and project progress and (3) as compliance that approved
spending levels have not been exceeded. All operating activities and capital activities of the
District are included within the approved budget, and project-length financial plans are adopted
for all capital projects.

District Funding: The District strives to finance all of its capital improvement projects on a pay-
as-you-go basis. The District contracted for a financial impact report on operations and capital
improvemeiits in 1998, The Board of Directors reviewed and approved the financial plan as
prepared by Rartle Wells Associates. The District has just completed the sixth year of its seven
year designed financial plan. Sewer service charge increases are needed for ongoing sewer line
replacement and pump station rehabilitation, in addition to other capital improvement projects.
Service charge rates have grown in the following manner over the past ten years:

Sanitary District No. 1 Larkspur

Fiscal Amount  Percent Amount  Percent

Year FEDU Rate Increase  Increase EDU Rate Increase  Increase
2005 $ 213 % 12 591% §$ 292 § 5 1.74%
2004 203 8 4.10% 287 5 1.77%
2003 195 5 2.63% 282 5 1.81%
2002 194 5 2.70% 277 5 1.84%
2001 185 5 2.78% 272 5 1.87%
2000 180 5 2.86% 267 5 1.91%
1999 175 10 6.06% 262 5 1.95%
1998 165 25 17.86% 257 5 1.98%
1997 140 0 0.00% 252 0 0.00%
19906 140 1 0.72% 252 2 0.80%
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FINANCIAJL INFORMATION (continued)

Financial Condition: Adequate cash reserves are appropriate to ensure that resources are
available for unforeseen emergencies, revenue fluctuations, cash flows without reliance on short-
term borrowing and an overall strong financial condition. Given these factors, management
considers the District’s cash reserves position to be adequate, and complies with District
accounting procedures. In addition, the Board has designated a portion of the reserve funds to
fund capital replacement activity. These include sewer line replacement, pump stations
replacement, force main replacement, vehicle replacement, relocation of District yard and
offices, seif-insurance and miscellaneous equipment replacement.

General Enterprise Functions: The following schedule presents a summary of enterprise fund
revenues for the fiscal year ended June 30, 2005, and the amount and percentage of increases and
decreases in relation to the prior year’s revenues.

Fiscal Year - Increase Percent
Revenues and Ended June Percent (Decrease) Increase
Contributed Capital 30, 2005 of Total from 2004 (Decrease)
Sewer service charges  § 6,024,095 61.4% $ 431,522 7.7%
Property tax collections 3,500,169 35.6% 163,749 4.9%
Connection and
inspection fees 50,333 0.5% -69,191 -57.9%
Investment income 201,143 2.0% 62,601 45.2%
Other 43,397 0.4% 11,355 35.4%

$ 9,819,137 100.0% $ 600,036 35.4%

Service charges assessed increased from $203 to $215 in the Sanitary No. 1 District and from
$287 to $292 in the Larkspur service area. Charges are affected by changes in the number of
EDUs reported by the County of Marin and amounts charged per EDU.

Connection and inspection fees represent a one time fee for hookup to the sewer system. These
fees vary with new construction and fluctuate between years.

Investment income is primarily from liguid investments in the Local Agency Investment Fund
(LAIF), but also includes interest from Sweep Investments administered by Bank of Marin in
connection with our operating cash balances. Interest yields have begun to recover after a sharp
decline significantly over the prior three years, due to a recession that began in 2001.

Other income consist of franchise fees for solid waste transportation within this District and
miscellaneous sales.
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