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Executive Summary
Consolidation of sewer utility services in Central Marin County is an issue
that has been studied formally on three occasions since 1984. Each of the
previous studies focused on various important issues related to utility
consolidation, but none of them provided substantial findings as to whether
consolidation would benefit the area’s rate payers economically.
The Sanitary District No. 1 of Marin County, known less formally as the Ross
Valley Sanitary District, retained StepWise Utility Advisors to evaluate the
economic costs and benefits of four potential consolidation scenarios and to
report our findings in the document you now see before you.
The four consolidation scenarios we evaluated included:
·

Ross Valley Sanitary District (RVSD) with San Rafael Sanitation
District (SRSD)

·

RVSD with Sanitary District No. 2 of Marin County, which we refer to
simply as Corte Madera (CM).

·

A Three-Party consolidation including RVSD, SRSD, and CM
(collectively, the Member Agencies).

·

Central Marin Sanitation Agency (CMSA) with RVSD, SRSD, and CM.
We refer to this scenario as the “All-In” scenario.

In order for any one of the above scenarios to be considered economically
feasible, it would have to produce a measurable decrease in the average
cost per equivalent dwelling unit (EDU) for all parties involved.
Furthermore, such a decrease would need to be measured from a common,
equivalent point that controls for a standardized level of service. Our
analytical approach provides for such measurements.
No scenario results in immediate cost savings from sharing projected capital
and operating costs. However, in order to maintain impartiality towards
each party involved, StepWise Utility Advisors did not remove any operating
ii

or administrative costs that are potentially duplicative. In order for any
consolidation to be feasible, additional cost efficiencies will be required. The
level of cost savings, in millions, required for each scenario to be beneficial
to all parties is detailed below.
Ross Valley and San Rafael Sanitation District
This scenario would reduce costs for RVSD,
but would increase costs for SRSD. To break
even, the parties would need to identify an
additional $3m in annual savings in the
short-term, and $620,000 in the long-term.

Ross Valley and Corte Madera
This scenario increases costs of both RVSD
and CM. To break even, the parties would
need to identify additional savings of
$930,000 in the short-term, and $2.6m in the
long-term.

Three-Party Consolidation (RVSD+SRSD+CM)
This scenario would produce a cost savings
for RVSD, but would increase the costs of
both CM and SRSD. To break even, the
parties would require an additional $1.4m in
short-term savings, and $1.3m in the longterm.

All-In Consolidation (RVSD+SRSD+CM+CMSA)
This scenario would produce cost savings for
RVSD and CM, but would increase costs for
SRSD. The break-even point would require
an additional $1.2m savings in the shortterm, and $1.0m in the long-term.

Each of the scenarios provides different levels of costs and benefits. Our
analysis is a long-range, multi-period projection that includes a short-term
period from 2012-2032, and an indefinite long-term for periods beyond
2032. To evaluate the annual costs and benefits on equal footing, we
performed a standard present-value analysis to equate the savings to a
single value expressed in today’s dollars.
Although there were a few scenarios that provided present value savings to
some Member Agencies, none of them provided savings for all parties.
Table 1 demonstrates the results of our present-value analysis – the larger
values indicate higher levels of savings (in millions).
While there are some approaches that would save rate payers money, it’s
important to understand that the “savings” indicated assume that each of
the Member Agencies are all operating at a normalized, sustainable level of
capital spending for their sewer collection systems. Currently, none of the
Member Agencies are operating at such a level, and attaining it would come
at a cost to rate payers.
Reaching a normal, sustainable level of annual capital spending is estimated
to cost RVSD rate payers $400 more per year by 2032. For SRSD, the
additional cost is $800, and for CM the cost is $600. These additional
spending levels would place each of the Member Agencies on the same
course for addressing existing asset deficiencies as well as future asset
investments. If we are to measure the economic feasibility of consolidation,
we must first assume that each agency will operate at these or similar
levels. If we do not, then we would be measuring the effects of
consolidation with each Member Agency at a completely different starting
point, and each moving in completely different directions.
The best way to characterize the findings in this report is to first understand
that achieving a sustainable, normal level of capital spending will come at an
unavoidable cost. Then, when considering the consolidation scenarios, we
can determine whether or not the Member Agencies can reach that same
sustainable level by combining resources, or are better off individually.
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Executive Table 1: Present Value Savings (Costs) for Each Scenario in Short and Long-Term
Periods ($ in millions of 2012 dollars)

RVSD +SRSD

RVSD + CM

Agency

ShortTerm

RVSD
SRSD
CM
Total

($1.20)
$44.02
(37.81)
(13.17)
n/a
n/a
($39.01)
$30.86
Three-Party

($4.15)
($36.89)
n/a
n/a
(7.33)
(18.94)
($11.48)
($55.83)
All-In

Agency

ShortTerm

ShortTerm

RVSD
SRSD
CM
Total

$21.73
(17.51)
(0.29)
$3.93

LongTerm

LongTerm

$28.13
(27.24)
(1.27)
($0.39)

ShortTerm

$24.71
(14.87)
0.52
$10.35

LongTerm

LongTerm

$34.02
(22.03)
0.33
$12.32

What we have found through our extensive analysis is that none of the
scenarios provide economic benefits for all of the parties involved. Each
scenario would require additional savings in order for the consolidation to
work in everyone’s benefit. Table 2 shows the additional annual savings
needed in each case.
Stakeholders from each entity will need to review these results to
determine whether these levels of savings for each scenario are attainable
and feasible.

Executive Table 2: Minimum Additional Annual Savings Required for the Consolidation to
Achieve Overall Beneficial Results ($ in millions of 2012 dollars)

RVSD +SRSD
Agency
RVSD
SRSD
CM
Total
Agency
RVSD
SRSD
CM
Total
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ShortTerm

LongTerm

$0.10
$0.00
3.05
0.62
0.00
0.00
$3.15
$0.62
Three-Party
ShortTerm

$0.00
1.41
0.02
$1.44

LongTerm

$0.00
1.28
0.06
$1.34

RVSD + CM
ShortTerm

$0.34
0.00
0.59
$0.93
All-In
ShortTerm

$0.00
1.20
0.00
$1.20

LongTerm

$1.73
0.00
0.89
$2.62
LongTerm

$0.00
1.04
0.00
$1.04

About the Study Team
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professional services firm providing economic expertise exclusively to water
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We were joined on the study team by Stantec, a global engineering services
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1. Background Information
Consolidation of utilities in Central Marin County is an issue that has been
visited and revisited no fewer than three times since 1984. In separate
studies from 1984, 1996, and 2005, different professional firms have each
come to the conclusion that consolidation of all of the wastewater agencies
in Central Marin would benefit the area’s residents in different ways.
However, none of the previous studies answer the question as to whether
consolidation would achieve real economies of scale; those studies never
attempted to quantify their conclusions in real dollars and cents.
A successful consolidation is one that achieves economies of scale resulting
in real cost savings for ratepayers. Although consolidation can achieve
different kinds of efficiencies, many of which were examined in the previous
studies, those efficiencies are only meaningful if the consolidated utility can
provide the same (or better) level of service at a lower cost to customers.
Thus, if the wastewater agencies of Central Marin County can own and
operate their separate systems at a similar service level for less than a
consolidated system, they would do well to continue as separate entities. It
follows that any consolidation of systems must provide cost savings in order
to be feasible.
The Sanitary District of Marin County No. 1, or Ross Valley Sanitary District
(RVSD), commissioned this study in 2012 in order to determine whether
various proposed consolidations are feasible from an economic perspective.
This report describes the analytical approach that StepWise used in reaching
our findings. In this report, we answer the question of whether
consolidation makes sense for ratepayers, and which approach(es) to
consolidation makes more sense than others.

Entities Involved
The study involves various
consolidation scenarios that include
up to four wastewater agencies
located in Central Marin County.
Ross Valley Sanitary District

Also known as Sanitary District No. 1
of Marin County, RVSD serves a
population of approximately 55,000
in the communities of Fairfax,
Figure 1: Area Map of Agencies Involved in
Greenbrae, Kentfield, Kent
this Study
Woodlands, Larkspur, Murray Park,
Oak Manor, Ross, San Anselmo, and
Sleepy Hollow. Until recently, RVSD also served the California State
Penitentiary at San Quentin.
RVSD owns and operates wastewater collection lines and pumping
equipment. In total, RVSD owns approximately: 194 miles of gravity sewers
ranging in size from less than 6 inches in diameter to 42 inches; 6 miles of
high-pressure force mains; 1.4 miles of low-pressure force mains; and 20
pump stations.
RVSD owns and operates the sanitary sewer assets of the City of Larkspur as
a result of a 1982 agreement. Both RVSD and the City of Larkspur are
Member Agencies of the Central Marin Sanitation Agency (CMSA).
Corte Madera

Known as Sanitary District No. 2 of Marin County, Corte Madera (CM) serves
approximately 11,500 residents1 in the Town of Corte Madera, portions of
Larkspur and Tiburon, as well as some unincorporated areas.

1

Based on 2009 study prepared by Nolte and Associates. More current information was not available at
the time of this study.

1
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CM owns and operates approximately 45 miles of gravity sewers ranging
from fewer than 6-inches to 27-inches in diameter; 4.4 miles of force mains
ranging from 4-inches to 22-inches; and 19 pump stations.
CM is a Member Agency of CMSA.
San Rafael Sanitation District

The San Rafael Sanitation District (SRSD) is a separate district not to be
confused with the City of San Rafael.
Serving a population of approximately 57,7002, SRSD owns and operates
approximately 130 miles of gravity sewers ranging from fewer than 6 inches
to 36 inches in diameter; 12.5 miles of force mains from 4 inches to 45
inches in diameter; and 32 pump stations. All of the assets, liabilities, costs,
and revenues related to the wastewater system are the District’s and are
recorded as such, separate and apart from the City of San Rafael.
SRSD is a Member Agency of CMSA.
Central Marin Sanitation Agency

CMSA operates a wastewater treatment plant (WWTP) which discharges
treated effluent to central San Francisco Bay. CMSA is a joint powers
authority (JPA) created in 1979 by four Member Agencies (collectively, the
Member Agencies): RVSD, CM, SRSD, and the City of Larkspur. It should be
noted that the City of Larkspur collection system assets were annexed by
RVSD in 1982. However, the City of Larkspur maintains separate status as a
Member Agency with full voting rights.
Although it primarily provides only wastewater treatment for the Member
Agencies, CMSA also transports and treats sewage from four other
sewerage agencies pursuant to separate agreements with Member
Agencies. The four other sewerage agencies are: City of San Rafael, Murray
Park Sewer Maintenance District, San Quentin Sewer Maintenance District,
and California Department of Corrections (San Quentin Prison).
2

According to facility information contained in the Regional Water Board
Order for the WWTP, CMSA owns and operates a collection system of
approximately 3,784 feet of force main. Most of the major collection
system assets which convey sewage to the CMSA WWTP assets are owned
by others. CMSA maintains the 54-inch Ross Valley Tunnel Force Main
(a.k.a. the Ross Valley Interceptor) from the plant upstream to the junction
with the 16-inch San Quentin Interceptor as well as the 45-inch San Rafael
Interceptor upstream to the South Francisco Junction Box.
The CMSA WWTP, located at 1301 Andersen Drive, San Rafael, Marin
County, California, provides disinfected secondary level treatment for
wastewater collected and transported by its four Member Agencies. The
treatment plant has a design capacity of 10 million gallons per day (MGD),
average dry weather flow. In wet weather, the plant is designed to provide
secondary treatment for flows up to 30 MGD, primary treatment for flows
up to 90 MGD, and has a hydraulic capacity of 125 MGD. The plant presently
treats an average dry weather flow of 7.5 MGD, and an annual average
effluent flow of 12.2 MGD.

Previous Consolidation Studies
The Member Agencies have studied potential consolidation of services in
the past. There are three primary areas to be addressed in a consolidation
that we describe as: Governance, Service Level, and Economics.
·

Governance – describes the organizational structure, including the
legal structure and related issues. The level of political control, the
management structure, the description of the legal entity: these are
all Governance issues in a consolidation study.

·

Service Level – describes the types of services provided and the
quality of service delivery. Asset management policies, regulatory
approaches, growth policies, and levels of customer services are all
examples of Service Level issues to consider in a consolidation.

Based on the Central Marin Sanitation District’s Annual Financial Report for fiscal year 2011.
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·

Economics – describes the dollars and cents involved and is
frequently related to resolution of issues related to Governance and
Service Level. In other words, changes in Governance can have
financial impacts both positive and negative; Service Levels may
change during a consolidation resulting in either positive or
negative economic impacts.

The previous studies3 each identified the above three issues in different
ways. None of the studies, however, provided much if any focus on
Economics.
1984 Bartle Wells Study4

Central Marin’s first attempt at regionalization of sewer services occurred in
1979 with the formation of CMSA as a regional wastewater treatment
provider. Created as a Joint Powers Authority, it was thought that CMSA
allowed for construction of certain wastewater facilities (i.e. treatment) at
lower cost than could have been achieved by the Member Agencies
separately. In 1984, CMSA retained the firm Bartle Wells Associates (BWA)
to “examine further possibilities for regional cooperation or consolidation,
to provide additional economies of scale in wastewater operations.”

preventive maintenance.” The services that BWA identified as potential
additions to contract services included:
·
·
·
·
·

Pump and pump station maintenance and repairs
Emergency service crews
Collection system repairs
Purchase of major collection system maintenance and repair
equipment to be shared by Member Agencies
Force main repairs and maintenance

BWA concluded that the formation of a new sanitary district was the “most
promising statutory agency” for consolidation of the four Member Agencies.
However, they dismissed the idea, stating that “local concerns would likely
make such a merger difficult for the Member Agency governing boards and
voters to accept.” Ultimately, BWA concluded that the Member Agencies
could achieve various cost savings by sharing costs based on contractual
arrangement rather than by full consolidation. The proposed cost savings
were not quantified.
1996 Remley Study5

The BWA study’s primary focus is on issues related to Governance. The
report discusses on a qualitative level the types of efficiencies that BWA
believed the Member Agencies could achieve under different types of legal
structures.

The 1996 study examined the possibility of consolidation to further the
goals that had been established by the Local Agency Formation Commission
(LAFCO). The study was preliminary inasmuch as its purpose was to
determine whether sufficient evidence existed to recommend whether the
Member Agencies should proceed with a more detailed consolidation study.

BWA determined in its study that “full-scale consolidation or merger will not
result in major cost savings for wastewater operations.” BWA did
recommend, however, that CMSA should instead combine some services
using contractual mechanisms; they reasoned that doing so would “likely
result in some cost savings and in higher standards of collection system

Although the 1996 study did examine some potential areas for cost savings,
it was primarily focused on issues of Governance. The study provides
several comparisons among the Member Agencies in terms of
administrative duties, policies, resources, and services. There was a great
deal of effort in this study related to determining things like: available
5

3

The full text of the past reports is available for download at http://rvsd.org/about-us/planning-andcapital-improvements
4
Bartle Wells Associates, Central Marin Sanitation Agency Consolidation Alternatives Study, 1984. San
Francisco.

3

Report provided to StepWise and identified as the “Remley” report, Consolidation of Central Marin
Sanitation Agency, Sanitation District No. 1 of Marin County, Sanitary District No. 2 of Marin County, San
Rafael Sanitary District, 1996. The report has been called the Remley report presumably because Joe
Remley was the general manager of CMSA at the time of the report’s publishing. The actual author of the
report is not identified within the report document itself.
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workspace for employees; how to combine employee benefits; space for
service vehicles; employee parking; and rush-hour commuting. Issues of
Service Level were lightly addressed; the author mentions but never
analyzes the idea of creating separate improvement districts to ensure each
Member Agency pays for improvements until all were on an equal level of
service.
Economic issues were a minor part of the study. The author identifies the
primary cost savings to be achieved by consolidation as “the reduction of
contract services and overhead costs paid by the agencies [Member
Agencies] to the Town and Cities for their operation.” The author
quantified the savings to include $565,000 in one-time savings, and
$105,900 in annual ongoing savings from elimination of some contract
services and overhead costs.
2005 Red Oak Study6

The most recent consolidation study was performed by Red Oak Consulting
in 2005. This study, organized in two phases, examined the strengths and
weaknesses of the current multi-agency organization structure (Phase 1) as
compared to potential regional scenarios (Phase 2).

·

“Finally, the current structure makes it more difficult to identify and
implement optimal regional solutions…”

After concluding in Phase 1 that the existing multi-agency structure was
problematic, Red Oak proceeded to Phase 2 to study different consolidation
scenarios, finally recommending a “Total Combination” that would include
consolidation of CMSA and all Member Agencies into a single agency under
a modification to the JPA.
The Red Oak study was, like the others before, primarily focused on issues
related to Governance. The report does identify but does not recommend
resolution for many Service Level issues (e.g. the extreme age of the
Member Agencies’ sewer lines); it briefly discusses Economic issues at a
superficial level but provides no financial analysis as to whether the
recommended consolidation would produce a net cost or benefit for the
affected residents and rate payers.

Red Oak concluded that, while the current multi-agency approach had some
strengths, those strengths were outweighed by weaknesses. Among the
problems with the multi-agency approach identified, Red Oak concluded:

6

·

“…the CMSA rate and governance policies provide no incentives to
the districts [Member Agencies] to consider the implications of their
actions on CMSA, on other Member Agencies, or on the
environment as a whole.”

·

“The current structure inherently creates conflicts of interest for the
CMSA Commissioners and, at times, appears to facilitate delays in
needed investments in infrastructure in their own systems and in
the CMSA facilities.”

Red Oak Consulting, Central Marin Regionalization Scenarios Evaluation, 2005.

4
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Overview of This Study
An ideal utility regionalization will produce economic wins for all of the
parties involved. For this study and others like it, we developed a simple
and effective method for communicating this critical relationship to
stakeholders that quickly identifies the possible outcomes into four
quadrants. Only one quadrant represents a win for all parties. The question
is, “Does the proposed consolidation fall into the right category?”

About the Study Team
Based in Englewood, Colorado, StepWise Utility Advisors is an independent
professional services firm providing economic expertise exclusively to water
and wastewater utilities. Our practice areas include preparing long-range
financial plans, rate studies, utility valuations, and general
financial/economic analyses for our clients. StepWise is a recognized
leader in water/wastewater financial issues. Established in 2008, the firm
has clients in 10 states and one Canadian Province.
We were joined on the study team by Stantec, a global engineering services
firm with specific expertise in wastewater system planning and design.
Founded in 1954, Stantec provides professional planning, engineering,
architecture, design, surveying, environmental sciences, and project
management for its clients. The firm is a Canadian company with worldwide
operations involving 12,000 employees and 190 locations. The firm’s
Rocklin and Sacramento offices were involved in this study.

Winners &
Losers.

Your costs
decrease but
partner’s does
not

Everyone
Loses.

All costs increase.

Everyone
Wins.
All costs
decrease.

Losers &
Winners.

Your partner's
costs decrease
but yours don't.

Figure 2: Quadrants of Possible Outcomes from Regionalization

From a high-level view, an ideal regionalization will clearly demonstrate that
the average cost per unit of service is decreasing for all parties involved in a
given consolidation scenario. That means that the costs for all parties are
expected to go down when compared to the status quo for each.
Of course, costs are different from one entity to the next based on many
things, but the key factor to consider in the economic analysis is the desired
level of service. Whether the analysis points to economic savings or
additional costs, the results have to be real. That means that you can’t
show economic benefits at the expense of service, or vice versa.
As we consider the feasibility of consolidation, it is economic factors that
provide the initial determination one way or the other. In any public utility
regionalization, issues related to governance will eventually come into play.
However, our experience tells us that if the economic case does not present
clear and substantial financial benefits to all the parties, the issue of
governance is more or less irrelevant.

5

1. Background Information | Water and Wastewater Development Fee Report |July 2, 2012

Our analysis is based on key principles of utility economics. Specifically, we
have employed a principle stating that, with respect to the inherent
monopoly structure of local wastewater utilities, price is ultimately
regulated by elected (or appointed) bodies and set generally equal to
average total cost (ATC) at any given level of demand.
Consolidation will change the cost function for the agencies in question;
economic benefits are achieved if the change in cost structure results in a
lower ATC per unit because a lower ATC per unit indicates that price (i.e.
rates) would also be lower.
Our study is limited to the economic issues surrounding the proposed
consolidation scenarios. In particular, issues of Governance are not
considered except to assume that if the Member Agencies pursue a
consolidation they have the ability to do so under one of several
alternatives that were studied at more length in any of the 1984, 1996, or
2005 studies discussed earlier.
Service Level issues are a central consideration in our report and something
we discuss at much more length in later sections. Suffice it to say that
normalizing the service level among the Member Agencies is essential to
provide a meaningful comparison of the costs and benefits for
consolidation.

Proposed Consolidation Scenarios
This report is limited to analysis of four predetermined scenarios as
specified by our engagement with RVSD. The four scenarios considered are:
·
·
·
·

Scenario 1: RVSD + SRSD
Scenario 2: RVSD + CM
Scenario 3: Three-Party (RVSD + CM + SRSD)
Scenario 4: All-In Consolidation (CMSA + Scenario 3)

It’s important to note at this point what exactly we mean when we say
“consolidation.” For the purposes of this study, consolidation means
transferring all assets, liabilities, and equity from the individual Member
6

Agencies to a new agency that would assume all of the combined
responsibilities and obligations of the separate Member Agencies. We
make no assumption related to dissolution or continuance of any agency in
particular. For example, in consideration of Scenario 1: RVSD + SRSD, we do
not assume that RVSD or SRSD would be the “surviving agency” under which
the combined services would be provided. We are indifferent to such
decisions from an economic perspective. We simply assume that local
decision makers will provide for an adequate legal structure.
Transfer of all assets, liabilities, and equity is limited only to those items
directly related to the operations of the wastewater systems.

Involvement of Agencies in This Study
This study is designed differently from the 1984, 1996, or 2005 studies. In
each of those studies, the authors (consultants) were tasked with working
closely with the Member Agencies to evaluate various organization
structures and other issues related to consolidation.
We designed our study to provide a more independent perspective on the
issues with an intentional degree of separation between StepWise and the
Member Agencies, including RVSD (the agency that commissioned and paid
for this Study). Our charge for this study was to develop independent
recommendations without undue influence from the principal(s) involved.
As such, the involvement of the individual Member Agencies was limited.
We sent each agency an information request under the California Public
Records Act detailing the documents and information we required to
perform our analyses7. In each case, we received a detailed response to our
requests. We conducted follow up meetings and/or phone calls with
individual managers at each agency both as a courtesy and, in some cases,
in an effort to clarify some of the responses we received. These

7

We did not issue a formal California Public Records Request of Ross Valley Sanitary District. As the
agency commissioning the study, the information we required was made readily available to us without
such request.
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conversations and correspondences occurred in the early stages of the
study, between February and March, 2012.
Part of our charge in the study was to periodically report on our status to a
Steering Committee empaneled by RVSD, but which included
representatives from elsewhere in the larger community. The Steering
Committee included volunteer residents, two RVSD board members, and
other elected officials from neighboring Towns and Cities. It is our
understanding that CMSA, SRSD, and CM each received invitations to
participate on the Steering Committee. We conducted four meetings with
the committee between April and July 2012 in which we reported on
various aspects of the study. We reviewed a draft of this report with the
Steering Committee in late July, 2012.

Information Availability Date
Each agency submitted a response to a records request by March 31, 2012
representing each agency’s current plans and expectations. We did not
update those plans during the study, nor have we incorporated any changes
the Member Agencies or CMSA may have made subsequent to March 31,
20128.

Report Date
The Report Date is July 2, 2012 and the findings and recommendations
herein apply to the information and analysis conducted up to that date only.

Intended Purpose and Use of Report
This report is intended to provide comprehensive documentation of our
efforts and findings related to determining the costs and benefits of
consolidation under the specific terms and assumptions discussed herein, as
of the Report Date. No other use of this report is intended or implied.

8

We have incorporated the terms of a service agreement between CMSA and the San Quentin State
Prison in this report even though the contract was approved by the CMSA Board of Directors after the
Information Availability Date. Our reasons for this exception are discussed in Section 2.

7

Assumptions and Limiting Conditions
This report and the recommendations provided herein are subject to the
following significant assumptions and limiting conditions.
1. Projection of Management Plans and Financial Results. Our efforts
involve projections of financial results. By nature, the projection of
future events contains risks of uncertainty. Material changes to
future costs, revenues, taxes, etc. can and would have a material
impact on the findings of our analysis. Those impacts could produce
changes in net benefits as well as changes in net costs associated
with consolidation.
2. Financial Records and Data. StepWise was provided financial
records, plans, reports, and other publicly available information
from each of the Member Agencies and we relied on that
information in forming our conclusions and findings. We have made
no independent effort to verify the accuracy of said financial
information.
3. Property Tax Basis. Our analysis and findings are based in part on
property tax data. Only the property taxes used to directly support
the operations of Member Agencies’ wastewater utilities is relevant
to our analysis. We compiled property tax information from the
Marin County Assessor’s Office. We have made no effort to
forecast the assessed value of properties in the Member Agencies’
service areas and, therefore, our estimate of future tax revenues is
held to current levels in our analyses.
4. Planning information. StepWise relied on certain planning
information provided by Member Agencies, including but not
limited to budget documents, capital improvement plans, and
regulatory reports. We have used the information provided in these
and related documents to form a substantial basis for our findings.
StepWise has made no effort to independently verify said plans.
5. Current Dollars. All projections and values used in our report are in
2012 current dollars.
6. Growth. We have assumed no growth in any of the Member
Agencies’ service areas from current levels.
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7. Contingent Liabilities and Future Events. We have made no
accommodation in our analyses for contingent liabilities.
Contingent liabilities are potential financial obligations the Member
Agencies may incur under various future conditions. We have only
accounted for currently known, quantifiable, and reported
obligations of the Member Agencies.
8. Unintended Use of the Report. This report is prepared with the
purpose and use as specified in the section entitled “Intended
Purpose and Use of Report.” No other purpose or use is intended or
implied and StepWise accepts no responsibility whatsoever for any
unauthorized usage of this report.

8
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2. Overview of Economic
Analysis
Our analysis quantifies the economic cost and/or benefit achieved from
consolidation within four pre-determined scenarios. Economic benefits
accrue to rate payers when the average cost per unit of service decreases
with the proposed consolidation as compared to the costs without
consolidation.
While the measurement itself is simple, arriving at the values to be
compared is not. To provide meaningful findings we needed to analyze the
expected costs for the Member Agencies pre- and post- consolidation over a
sufficiently long period to identify both short and long-term impacts.
Our analysis includes several long-range financial projections; each
quantifies the total expected costs of providing services before and after the
proposed consolidations. Once total costs are known, we simply divide by
the total units of service, in this case the total number of EDU, to arrive at a
projection of average costs per unit.

Measuring revenue requirements is an essential component of our study.
We determined a revenue requirement for every agency in the study before
and after consolidation. The revenue requirement is the total of the
following main components:
·

Operating and Maintenance Expenses (O&M). These are the
normal running costs of the Member Agencies and they include
costs for labor, materials, and supplies required to run the
wastewater systems. Electricity, wages, benefits, fuel, uniforms,
and small tools and equipment are examples of operating and
maintenance expenses.

·

Capital Charges. These are costs that are paid from a utility’s
capital resources, including borrowed loan proceeds (debt) and cash
reserves (equity). Annualized capital charges fall into three main
categories:
o

Debt Service. This is the total of annual payments of both
principal and interest on any outstanding debt.

o

Capital Projects. Wastewater utilities require significant
investment and reinvestment in major assets like pipelines,
pump stations, and treatment facilities in order to provide
the necessary services to the public. When utilities
construct these public facilities, they generally refer to them
as “capital projects.” The budgeted engineering, planning,
design, and construction costs of capital projects are a cost
that utilities must meet through a combination of their cash
reserves, current earnings, financing, and other sources.

o

Increases to Reserves. Wastewater utilities will increase
reserve levels from time to time in anticipation of spending
for capital projects. The additional money needed to
increase the reserve account is a capital charge to rate
payers.

We describe each of the essential elements of the analysis in general terms
in this section of the report. We describe specific measurements for the
Member Agencies in subsequent sections.

Total Costs of Service
For municipal utilities, the total costs of service are often referred to as
revenue requirements. There is a difference between costs that are
normally reported on audited financial statements and the revenue
requirements for a wastewater utility. Accounting standards measure
expenses and revenues on what is called an accrual basis, which is
important for financial reporting. Revenue requirements measure cash
needs; it’s the total amount of actual money required to pay all of the
utility’s bills and meet its financial obligations each year.
9
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·

(Less) Other Revenue and Financing. Utilities offset some portion
of their costs with miscellaneous revenues and from financing
proceeds. These totals are deducted from the O&M and Capital
Charges to arrive at the total cost to be recovered from all sources
of customer charges (i.e. from tax receipts and/or user fees).

Units of Service
Units of service generally reflect a quantity of output from the wastewater
operations. In wastewater utilities, units of service can be measured in
several different ways. One of the typical measurements of output for a
wastewater utility is the amount of total wastewater flow transported to
and treated at the treatment plant. Other measurements might include the
amount of organic and solid pollutants removed from the wastewater flows.
Still other measurements would include the number of customers served.
We considered using wastewater flow as the standard for units of service.
However, this measurement was complicated because the Member
Agencies do not have access to water meter data which are essential in
estimating the amount of water likely to have been discharged by
customers into the wastewater system. Flow measurements are further
complicated by the amount of inflow and infiltration (I&I) present in the
area. I&I is water that is not discharged by customers, but rather finds its
way into the collection system pipelines from storm events and/or
groundwater. In Central Marin, storm events cause major spikes in
wastewater flows as measured at the CMSA treatment plant. In our
opinion, the combination of the above factors made the use of wastewater
flow overly problematic for the purposes of this study.

payers. A single residential home is typically assigned one EDU; commercial
enterprises may be assigned multiple EDU based on the type of business
activity.
There are two different EDU totals that are relevant to our findings: the EDU
count used by CMSA to allocate wastewater treatment costs to Member
Agencies, and the EDU count used by the Member Agencies to assign the
total costs of wastewater service to customers. In the past, there has been
no difference between the two. However, because of recent developments,
the EDU totals for the San Quentin State Prison (SQSP) have to be
accounted for differently.
As of the Report Date, there was disagreement between CMSA and RVSD
concerning the manner and method of accounting for EDU in general, and
the disposition of the SQSP EDU in particular. For the purposes of this
study, to provide consistency in our analysis and findings, we have used the
EDU counts provided by CMSA. Table 1 summarizes the EDU counts
relevant for the allocation of treatment costs as used in this study.

In Marin County, the standard unit of service that has been in place for
many years is the Equivalent Dwelling Unit (EDU) as measured by CMSA.
The EDU is used by CMSA as a means for invoicing the Member Agencies for
the costs of the CMSA operations and facilities. In addition, EDU is used by
the Member Agencies themselves to bill their own customers for services.
As such, EDU has significance in Central Marin because it is currently the
direct means by which the agencies assign costs down to individual rate
10

2. Overview of Economic Analysis | Water and Wastewater Development Fee Report |July 2, 2012

Table 1: EDU Values Used in This Study

Agency /
Customer

·

EDU Count for
Treatment Services

EDU Count for
Collection Systems

RVSD9

21,914

21,914

CM

5,955

5,955

SRSD

19,409

19,409

SQSP

4,005

0

Total

51,283

47,278

The Significance of the Service Agreement between San Quentin State
Prison and CMSA

Until 2012, the SQSP had received wastewater services as a customer of the
RVSD. As a customer, SQSP paid the published rate of RVSD which included
the costs of wastewater collection as well as wastewater treatment. The
published rate was adjusted from time to time to reflect the costs of both.
In May 2012, the CMSA Board approved a contract that effectively
eliminates SQSP as an RVSD customer. Based on the contract terms:

9

·

SQSP will receive all of its wastewater services from CMSA;

·

CMSA will assume all of the costs of providing the wastewater
services;

·

SQSP will pay charges based on the terms of the contract rather
than a published rate; and

Including the City of Larkspur

11

The contractual charges do not include sharing in the costs of
maintaining any collection system assets outside of the specific ones
identified in the agreement.

The contract is significant to this study because the SQSP no longer shares in
the costs of maintaining the RVSD collection system assets. Like most
wastewater utilities, RVSD’s costs are largely fixed, meaning that the loss of
SQSP as a customer does virtually nothing to reduce costs. As a result,
RVSD’s costs are now shared among fewer EDUs and the average cost per
EDU is higher now than it was before.
While the new contract has immediate impact on RVSD, it also impedes cost
sharing under the All-In scenario with negative effects. By removing SQSP
as a regular customer, the contract removes 4,005 EDU from the All-In
scenario totals thus eliminating economies of scale that might have
otherwise been possible. Where the All-In scenario could have potentially
included 51,283 EDU to share the combined costs, the contract has
effectively limited that total to just 47,278.

Normalization of Service Level
One of the major complications for this (or any) consolidation study was to
provide meaningful findings that quantified real costs and benefits from
consolidating different utilities, each with different approaches to
operations and asset investment.
While each of the Member Agencies performs essentially the same role in
collection of wastewater from their respective service areas, each goes
about this role in different fashion. Those differences in approach have led
to stark differences in the age and condition of the Member Agencies’
sewer assets as well as their respective plans for future asset investments.
Consolidation necessarily means that the Member Agencies will be directed
to a future, common state of operations and asset investment.
These differences, particularly in the level of asset investment, are the
equivalent of starting a race (to consolidation) with each of the racers at
different starting points. If the race is to be fair, both the starting point and
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the finish line need to be common points. We used a process called
“normalization” in our study to address the disparity in starting points as
well as issues related to future asset plans.

Table 2: Costs of Normalizing the Member Agencies' Existing Assets

Current ValueWeighted
Remaining
Service Life [1]

No. of Assets
Line Items to
Replace [2]

ValueWeighted
Service Life
After
Replacements
[3]

RVSD

65%

0

65%

$0.0m

SRSD

46%

3

64%

$22.0m

CM

49%

200

65%

$8.7m

Normalizing the Existing Assets

We prepared a memorandum on February 21, 2012 – at the onset of this
study – to address the issue of normalizing the existing asset age and
condition (i.e. the starting point). In summary, the memorandum describes
a technical process by which we used the available asset data to determine
the relative value-weighted age of the assets from one agency to the next.
Through an objective, mathematical process, we then determined
approximately how much each agency would need to invest immediately in
order to get each of them to the same starting point in terms of asset
investment.
The methodology we used included measuring the remaining service life
(RSL) of the Member Agencies’ sewer infrastructure assets using a valueweighted scale. We determined from the data provided to us that RVSD
had the higher value-weighted RSL of the three Member Agencies. We then
determined how much CM and SRSD would need to invest in asset
replacements to equate their RSL with that of RVSD. A summary of our
findings is included at Table 2.
We have provided the work papers from our analysis regarding
normalization in Appendix A for those readers who would like to understand
our analysis in more detail.

Agency

Amount of
Investment
Required to
Make
Replacements
[4]

Notes:
[1] Based on the asset register information provided by the Member Agencies. The remaining
service life is simply the percentage of the assets’ remaining life. The amount shown is valueweighted using estimated current replacement cost values.
[2] Asset line items are individual asset records as recorded on Member Agencies’ respective
asset registers. A single line item could combine several assets into one, or it could include
small asset components separately; each Member Agency records its assets using its own
accounting methods; a single line item for one Member Agency is not the same as a single
line item for another. The number of asset line items replaced indicates the number of line
item records that would be replaced in order to bring the respective Member Agency to the
same 65% RSL level.
[3] This column shows the RSL calculation after the indicated replacements are made.
[4] This column shows the estimated cost of replacing the assets in 2012 dollars.
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Table 3: Estimated Total Replacement Value of Member Agency Infrastructure (2012
dollars)
Asset Category
Gravity Sewers

RVSD

San Rafael

Corte Madera

$340,000,000

$220,500,000

$76,400,000

Force Mains

$27,000,000

$32,000,000

$9,000,000

Lift Stations

$53,900,000

$66,600,000

$19,400,000

$420,900,000

$319,100,000

$104,800,000

Total

Table 4: Estimated Annual Capital Spending Required for Member Agencies to Maintain
Normalized Asset Investments (2012 dollars)
Asset Category

RVSD

San Rafael

Corte Madera

Gravity Sewers
(50-year lifetime)

$6,800,000

$4,410,000

$1,530,000

Force Mains
(50-year lifetime)

$540,000

$640,000

$180,000

Lift Stations
(15-year lifetime)

$3,590,000

$4,440,000

$1,300,000

$10,930,000

$9,490,000

$3,010,000

Total

Normalizing Future Investment in Assets

Each Member Agency has a different approach to future asset investment
leading to significant differences in planned costs. In order to define a
common finish line for consolidation we needed to establish a normal
standard for future investment that each agency would have to meet either
on its own, or as a consolidated agency.
Since opinions can vary on what “normal” investment might mean, we used
an independent evaluation from our engineering teaming partner, Stantec.
The standard we used for our analysis sets future investment requirements
equal to an annual amount of spending to replace infrastructure in roughly
equal portions each year depending on asset type. These annual spending
amounts replaced the Member Agencies’ existing plans for our analysis of
the Normalized Cases and Consolidated Cases.
Table 3 and Table 4 summarize the estimated total replacement cost and
the estimated annual investment levels, respectively.

Total Costs and Total Revenues
Our analysis focuses on the total costs of service. The Member Agencies
currently recover these costs with a combination of revenues received from:
a) property tax receipts, and b) user fees. A small amount of revenue is also
recovered from miscellaneous fees and charges.
In public utilities, revenues are budgeted to recover the total costs and our
analysis assumes that revenues and costs will be kept in equilibrium. Thus,
the terms “total costs” and “total revenues” imply the same dollar amounts.
Once we estimated the total costs, we matched it to revenue sources
starting with the expected property tax receipts, and then with the
necessary increases (or decreases) in user fees.
We assumed that property tax receipts would remain constant at their
current levels. We assumed no growth in assessed market value of the
properties, and no change to the property tax rate. We obtained the
current property tax receipts from the Marin County Assessors’ office and
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have used those values for our analysis (see Table 5 – we used the 2011/12
levels in the table for all future periods in our analysis).
Property Taxes are Specific to the Member Agencies and Their
Wastewater Systems

The data we received from the Marin County Assessor are specific to the
legal definitions of Member Agencies. The receipts shown for RVSD are
specific to its legal definition of Sanitary District No. 1 of Marin County. The
Town of Corte Madera, and the City of San Rafael are both separate legal
entities not to be confused as the Sanitary District No. 2 of Marin County
and the San Rafael Sanitation District, respectively. The tax receipts shown
for CM are specific to its legal definition as Sanitary District No. 2 of Marin
County. Likewise, the receipts shown for SRSD are specific to the San Rafael
Sanitation District.
We did not investigate the legal restrictions, if any, on the use of tax
receipts by the Member Agencies. However, we have assumed that all tax
receipts are used exclusively to recover the total costs of the respective
wastewater systems.
User Fees Make Up the Balance of the Recovery of Total Costs

Tax receipts are insufficient by themselves to recover the total costs of the
Member Agencies’ wastewater systems. The balance of the total costs is
recovered from the Member Agencies’ respective user fees.

Table 5: Historical Receipts from Allocation of Basic 1% Tax (source: Marin County
Assessor)

Agency

2009/10

2010/11

2011/12

RVSD

$4.07m

$4.05m

$4.12m

$2.09m

$2.04m

$2.08m

$0.77m

$0.78m

$0.79m

Sanitary District No. 1 of
Marin County

CM
Sanitary District No. 2 of
Marin County

SRSD
San Rafael Sanitation
District

How We Determined Real Economic Costs and Benefits
We prepared long-range financial projections for each agency to measure
real economic costs and benefits.
·

Status-Quo Case – the status-quo, as the name suggests, is a longrange financial projection based on each agency’s current
operations and planning without any adjustments for
normalization. It represents our estimate of the Member Agencies’
costs based only on what each has currently represented as their
future plans in the information that was provided to us for this
study..

·

Normalized Case – this case includes all of the normalization
adjustments described above. It is meant to give a common
starting point for all of the Member Agencies in terms of their
current asset age/condition, and a common vision for future
investment. In other words, the normalized case is meant to show
how much it would cost each agency to pursue approximately the
same course of action as the others in a pre-consolidation setting.

Total Cost per EDU and User Fees

If one divides the total cost by the total number of EDU, the result is the
average cost per EDU. This is a value that we discuss frequently in this
report and in our findings. The total average cost per EDU should not be
confused with a user fee.
The amount actually paid in user fees and taxes by any individual customer
could be higher or lower than the average cost per EDU because each
individual’s tax burden differs based on property value and other factors.
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·

Consolidation Case – each consolidation scenario includes the
addition of one or more agency into a single hypothetical
organizational structure. When we add Member Agencies to a
consolidation scenario, we are adding the costs of their Normalized
Case.

analysis. In some cases, we observed decreases in average costs in some
periods, with increases in others. To put our analysis into common terms,
we quantified the total savings and/or costs from the scenarios into present
values using standard discounted cash flow analysis. We analyzed the
present values in two time frames:

Average Cost per EDU between Normalized and Consolidated Case is the
Primary Measurement of Real Economic Cost/Benefit

The critical comparison to determine whether consolidation will provide
real economic benefits is between the agency’s Normalized Case and the
various Consolidation Cases. Thus, we calculate the average cost per unit
under the Normalized Case and compare it directly to the average cost per
unit under the Consolidation Cases. If the average cost per unit decreases
from Normalized to Consolidation, then economic benefits exist for the
agency’s rate payers.
Average Cost per EDU from Status Quo to Consolidated Case is an
Important Measure of Total Rate Payer Impact

For rate payers, the impacts are twofold. On one hand, there is a necessary
increase to get the Member Agencies’ revenues up from the Status Quo to
the Normalized Case. Reaching a normal level of asset investment is
something that each Member Agency is expected to attain on its own
regardless of whether consolidation occurs or not.
On the other hand, under the consolidation scenarios, the cost of moving
from the Status Quo to the Consolidated Case is either more or less costly
than moving from the Status Quo to the Normalized Case. In other words,
from a rate payers’ perspective, consolidation makes sense if they can pay
less to achieve the same results. We believe this information is extremely
important for decision makers and have integrated that information into
our report for that reason.
Present Value Used to Equate all Benefits and Costs to Expected Values
in Today’s Dollars

Measuring cost decreases in one period is simple and indicates that a
benefit accrues to rate payers in that period. Our analysis is a multi-period
15

·

The Short-Term – a discrete period used in our financial projections
from 2013-2032; and

·

The Long-Term – an indefinite period that quantified savings for
periods beyond 2032.

In all cases, a higher level of present value savings is preferred over lower
values.
Present value analysis is a process of discounting the stream of future costs
and benefits to a current value. What the present value tells us is how
much the future savings are worth to us today assuming we have a given
expectation for the annual rate of return on those dollars. The total present
value of each scenario is determined using the following standard formula:
N

PV = å
t =1

CFt
(1 + r )t

Where:
PV =

present value

N=

The total number of years in which costs and benefits occur

t=

The specific year of a given cost or benefit

CF=

The amount of the cost or benefit in a given year t

r=

The expected rate of return

The most sensitive variable in the present value equation is the required
rate of return, also called the discount rate. The rate used in our analyses
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was a constant 4.7% value. This number represents an average cost of
capital for typical wastewater utilities; the average cost of capital is the
appropriate rate to use in a present value analysis. The average cost of
capital includes components of rate payer equity as well as the cost of
municipal debt. Because all of the costs and benefits in our analyses are
stated in real 2012 terms, the 4.7% discount rate also reflects a real rate of
return, meaning the rate does not include an inflation premium10.
We tested the results of our analysis for sensitivity related to the discount
rate. We found only one instance where changes to the rate would have
affected the findings. However, the changes required would have put the
discount rate at a level lower than that of US Treasury’s which, in our
opinion, is unreasonably low and not appropriate for analysis of local
wastewater utilities. Therefore, while fluctuations in the discount rate
would have changed the values determined in our analysis, reasonable
fluctuations would not have changed the overall findings.

10

Most interest rates are published in nominal rather than real terms. For the purposes of comparison,
the nominal rate used in our analysis was 7.3%. The estimated inflation premium is 2.5% based on data
from the US Federal Reserve. The real rate is calculated as (1+7.3% )/ (1+2.5%) - 1 = 4.7%.

16

2. Overview of Economic Analysis | Water and Wastewater Development Fee Report |July 2, 2012

3. Status Quo Case
The Status Quo Case for each of Member Agencies varies based on
respective managerial approaches to operations and asset investment
strategies.
In the case of the Member Agencies, we found that each had a common
challenge to meet the need for replacing or rehabilitating a significant
portion of their respective sewer systems due to age and condition.
Sanitary sewer overflows have become more common based on reporting
data available at the State of California. Previous consolidation studies,
particularly the 2005 study prepared by Red Oak Consulting, identified the
extreme age of sewer infrastructure as a common issue among the Member
Agencies.
There are differences in the way that each of the Member Agencies operate.
RVSD has chosen to internalize a greater amount of operations and
maintenance labor, supplies, and material costs than has its neighboring
Member Agencies. SRSD operates a small staff for its district, but shares
labor resources with the City of San Rafael. CM prefers to meet its
operations and maintenance requirements through contractual
arrangements with CMSA and others. Regardless of their individual choices,
the costs of operations and maintenance are known and reported on each
agency’s financial statements and were accounted for fully in our study. We
found that the current level of total annual spending on operations and
maintenance per mile of gravity sewers is approximately the same for the
Member Agencies ranging, in our projections, around $70,000 to $80,000
per mile.
Plans for future capital investment are very different from one agency to
the next. At the time we conducted this study, RVSD had embarked on an
aggressive plan to address its sewer infrastructure needs with capital
spending increasing to 3-4 times that of recent years’. Other Member

Agencies had less aggressive plans with fewer dollars invested11.
Differences in capital spending accounts for most of the differences
between the Member Agencies’ cost structures.
The tables below provide summary information for each of the Member
Agency’s total costs for the Status Quo Case. Costs are summarized into
categories discussed in Section 2: Operations & Maintenance, Capital
Charges (net), and Other Revenue & Financing.
Table 6: RVSD Status Quo Cost Projection (in millions of 2012 dollars)

RVSD
Operations & Maint.
Capital Charges
Other Revenue & Financing
Total Cost
Operations & Maint.
Capital Charges
Other Revenue & Financing
Total Cost
Operations & Maint.
Capital Charges
Other Revenue & Financing
Total Cost
Operations & Maint.
Capital Charges
Other Revenue & Financing
Total Cost

11

17

2013
$13.4
67.9
(61.4)
19.9
2018
$13.8
10.6
(0.2)
24.2
2023
$13.9
10.5
(0.1)
24.2
2028
$14.4
10.3
(0.1)
24.6

2014
$13.5
7.4
(0.3)
20.7
2019
$13.8
14.4
(4.0)
24.2
2024
$13.9
10.5
(0.1)
24.2
2029
$14.6
10.2
(0.1)
24.6

2015
$13.8
7.9
(0.2)
21.5
2020
$13.8
10.5
(0.1)
24.2
2025
$13.9
10.4
(0.1)
24.2
2030
$14.6
10.2
(0.1)
24.6

2016
$13.8
38.9
(30.4)
22.3
2021
$13.8
10.5
(0.1)
24.2
2026
$14.1
10.3
(0.1)
24.2
2031
$14.6
10.2
(0.2)
24.6

Our study does not consider the actions of the Member Agencies subsequent to April 1, 2012.
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2017
$13.8
9.7
(0.2)
23.3
2022
$13.8
10.5
(0.1)
24.2
2027
$14.2
10.3
(0.1)
24.4
2032
$14.6
10.2
(0.2)
24.6

Table 8: CM Status Quo Costs (in millions of 2012 dollars)

Table 7: SRSD Status Quo Costs (in millions of 2012 dollars)

SRSD

CM

Operations & Maint.
Capital Charges
Other Revenue & Financing
Total Cost
Operations & Maint.
Capital Charges
Other Revenue & Financing
Total Cost
Operations & Maint.
Capital Charges
Other Revenue & Financing
Total Cost
Operations & Maint.
Capital Charges
Other Revenue & Financing
Total Cost
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2013
$9.5
3.0
(0.1)
12.3
2018
$9.9
2.6
(0.1)
12.3
2023
$9.9
2.5
(0.1)
12.3
2028
$10.4
2.1
(0.1)
12.3

2014
$9.6
2.8
(0.1)
12.3
2019
$9.9
2.6
(0.1)
12.3
2024
$9.9
2.5
(0.1)
12.3
2029
$10.5
2.0
(0.1)
12.4

2015
$9.9
2.6
(0.1)
12.3
2020
$9.9
2.6
(0.1)
12.3
2025
$10.0
2.5
(0.1)
12.3
2030
$10.5
2.0
(0.1)
12.4

2016
$9.9
2.6
(0.1)
12.3
2021
$9.9
2.6
(0.1)
12.3
2026
$10.1
2.3
(0.1)
12.3
2031
$10.5
2.0
(0.1)
12.4

2017
$9.9
2.6
(0.1)
12.3
2022
$9.9
2.6
(0.1)
12.3
2027
$10.2
2.2
(0.1)
12.3
2032
$10.5
2.0
(0.1)
12.4

Operations & Maint.
Capital Charges
Other Revenue & Financing
Total Cost
Operations & Maint.
Capital Charges
Other Revenue & Financing
Total Cost
Operations & Maint.
Capital Charges
Other Revenue & Financing
Total Cost
Operations & Maint.
Capital Charges
Other Revenue & Financing
Total Cost
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2013
$3.0
2.3
(0.0)
5.3
2018
$3.2
2.1
(0.0)
5.3
2023
$3.2
2.1
(0.0)
5.3
2028
$3.4
2.0
(0.0)
5.3

2014
$3.1
2.2
(0.0)
5.3
2019
$3.2
2.1
(0.0)
5.3
2024
$3.2
2.1
(0.0)
5.3
2029
$3.4
1.9
(0.0)
5.3

2015
$3.2
2.1
(0.0)
5.3
2020
$3.2
2.1
(0.0)
5.3
2025
$3.2
2.1
(0.0)
5.3
2030
$3.4
1.9
(0.0)
5.3

2016
$3.2
2.1
(0.0)
5.3
2021
$3.2
2.1
(0.0)
5.3
2026
$3.3
2.1
(0.0)
5.3
2031
$3.4
1.9
(0.0)
5.3

2017
$3.2
2.1
(0.0)
5.3
2022
$3.2
2.1
(0.0)
5.3
2027
$3.3
2.0
(0.0)
5.3
2032
$3.4
2.0
(0.0)
5.4

The Status Quo
Average Costs per EDU for Member Agencies
(2012 Dollars)
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Figure 3: The Member Agencies’ Projected Annual Average Costs per EDU - Status Quo Case. Total Costs divided by total number of EDU as projected for the Status Quo Case.
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2032

Table 9: RVSD Normalized Case Costs (in millions of 2012 dollars)

4. Normalized Case
As mentioned in earlier sections of the report, one of the key challenges for
this (or any) regionalization study was to measure economic costs and
benefits with all of the parties on an equal playing field.
The Status Quo Case is not an equal playing field. Although the Member
Agencies spend approximately the same amount per mile of sewer lines in
operating and maintenance charges, there are substantial differences in
both their current and future levels of asset investment (i.e. capital
charges). Thus, while operating and maintenance spending appear
consistent among the Member Agencies, their capital spending is not.
The Normalized Case levels the playing field. It asks and answers the
hypothetical but important question, “How much would it cost each
Member Agency if they each operated at an equivalent level of service?” It
standardizes the Member Agencies capital charges by both adjusting the
annual spending on the currently existing sewer assets, and the annual
capital spending in future years.
With few exceptions, the adjustment from Status Quo to the Normalized
Case came at overall cost increases to the agencies. This was expected
because the Member Agencies’ current capital spending levels are well
below that required to methodically rehabilitate, repair, and replace their
assets. Under the Normalized Case, we adjusted each of the Member
Agencies’ capital spending levels to the standardized amounts shown on
Table 4 earlier in the report. The amounts used reflect a sustainable level of
investment based that is adequate to manage each Member Agency’s assets
at an appropriate level.

RVSD
Operations & Maint.
Capital Charges
Other Revenue & Financing
Total Cost
Operations & Maint.
Capital Charges
Other Revenue & Financing
Total Cost
Operations & Maint.
Capital Charges
Other Revenue & Financing
Total Cost
Operations & Maint.
Capital Charges
Other Revenue & Financing
Total Cost

The tables below summarize the total costs of each of the Member Agencies
for the Normalized Case.
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2013
13.32
42.74
(36.17)
19.9
2018
13.76
7.85
(0.15)
21.5
2023
13.94
10.75
(0.20)
24.5
2028
14.79
21.02
(5.13)
30.7

2014
13.63
6.45
(0.18)
19.9
2019
13.82
33.65
(25.46)
22.0
2024
14.06
11.29
(0.16)
25.2
2029
14.95
17.50
(0.16)
32.3

2015
13.81
6.23
(0.15)
19.9
2020
13.82
8.96
(0.20)
22.6
2025
14.18
30.40
(18.14)
26.4
2030
14.95
18.74
(0.16)
33.5

2016
13.76
32.75
(26.11)
20.4
2021
13.83
9.51
(0.16)
23.2
2026
14.38
13.58
(0.19)
27.8
2031
14.95
18.74
(0.16)
33.5

2017
13.76
7.35
(0.19)
20.9
2022
13.83
33.96
(23.97)
23.8
2027
14.58
14.76
(0.16)
29.2
2032
14.95
18.74
(0.16)
33.5

Table 11: CM Normalized Case Costs (in millions of 2012 dollars)

Table 10: SRSD Normalized Case Costs (in millions of 2012 dollars)

SRSD

CM

Operations & Maint.
Capital Charges
Other Revenue & Financing
Total Cost
Operations & Maint.
Capital Charges
Other Revenue & Financing
Total Cost
Operations & Maint.
Capital Charges
Other Revenue & Financing
Total Cost
Operations & Maint.
Capital Charges
Other Revenue & Financing
Total Cost
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2013
9.52
44.81
(40.54)
13.8
2018
9.90
5.95
(0.14)
15.7
2023
10.07
9.03
(0.22)
18.9
2028
10.82
18.02
(3.72)
25.1

2014
9.79
4.55
(0.20)
14.2
2019
9.96
30.61
(24.27)
16.3
2024
10.17
9.58
(0.15)
19.6
2029
10.96
15.93
(0.14)
26.7

2015
9.95
4.70
(0.12)
14.5
2020
9.96
7.16
(0.22)
16.9
2025
10.28
25.95
(15.38)
20.8
2030
10.96
16.98
(0.13)
27.8

2016
9.90
30.05
(25.05)
14.9
2021
9.96
7.72
(0.15)
17.5
2026
10.45
11.91
(0.19)
22.2
2031
10.96
16.98
(0.14)
27.8

2017
9.90
5.62
(0.21)
15.3
2022
9.97
30.32
(22.09)
18.2
2027
10.64
13.11
(0.15)
23.6
2032
10.96
16.98
(0.14)
27.8

Operations & Maint.
Capital Charges
Other Revenue & Financing
Total Cost
Operations & Maint.
Capital Charges
Other Revenue & Financing
Total Cost
Operations & Maint.
Capital Charges
Other Revenue & Financing
Total Cost
Operations & Maint.
Capital Charges
Other Revenue & Financing
Total Cost
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2013
3.01
14.19
(11.91)
5.3
2018
3.22
2.11
(0.03)
5.3
2023
3.27
2.63
(0.05)
5.9
2028
3.50
5.83
(1.56)
7.8

2014
3.17
2.18
(0.06)
5.3
2019
3.23
9.35
(7.22)
5.4
2024
3.30
2.77
(0.04)
6.0
2029
3.54
4.81
(0.04)
8.3

2015
3.22
2.12
(0.05)
5.3
2020
3.24
2.25
(0.05)
5.4
2025
3.33
8.57
(5.50)
6.4
2030
3.54
5.27
(0.03)
8.8

2016
3.22
8.46
(6.39)
5.3
2021
3.24
2.32
(0.04)
5.5
2026
3.39
3.47
(0.04)
6.8
2031
3.54
5.27
(0.03)
8.8

2017
3.22
2.12
(0.04)
5.3
2022
3.24
9.71
(7.26)
5.7
2027
3.44
3.86
(0.04)
7.3
2032
3.54
5.27
(0.03)
8.8

Normalized Case for RVSD

RVSD Estimated Cost Increase (Decrease) from
Status Quo to Normalized Plan Level

RVSD Normalized vs. Status Quo
Projected Average Annual Costs per EDU
Normalized Case

Average Annual Cost Increase
(Decrease) per EDU

Status Quo
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Figure 4: RVSD Projected Average Annual Costs per EDU for Normalized Case vs. Status
Quo (all figures in constant 2012 dollars).

Figure 5: Estimated Annual Cost Increase and/or Savings from Status Quo to Normalized
Case – RVSD (all figures in constant 2012 dollars)

RVSD’s asset investment plan is actually more aggressive in the short-run
than the Normalized Case used in our analysis. As a result, the average
cost per EDU is shown to decrease from the Status Quo to the Normalized
Case for the years 2014 through 2022. After that, the average unit costs
under the Normalized Case are expected to increase above the Status Quo.

Moving from the Status Quo to the Normalized Case would result in a net
cost increase for the RVSD rate payers in the long run. The indicated shortterm savings in Figure 5 are a result of decreased short-term investment in
the system as compared to the Status Quo, and can best be described as
temporary savings. In the long-run, the Normalized Case would cost RVSD
rate payers an additional $400 per year (2012 dollars). In Figure 5, cost
savings are indicated by negative values while cost increases are positive
values in the chart.
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Normalized Case for SRSD
SRSD Estimated Cost Increase (Decrease) from
Status Quo to Normalized Plan Level

SRSD Normalized vs. Status Quo
Projected Average Annual Costs per EDU
Average Annual Cost Increase
(Decrease) per EDU
2032
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Figure 6: SRSD Projected Average Annual Costs per EDU for Normalized Case vs. Status
Quo (all figures in constant 2012 dollars).

Figure 7: Estimated Annual Cost Increase and/or Savings from Status Quo to Normalized
Case – SRSD (all figures in constant 2012 dollars)

Reaching a normal level of asset investment would cost SRSD rate payers
substantially more than they currently pay. Based on our analysis, the total
costs per EDU would increase by roughly double between now and 2032.
These increases are entirely driven by the need for greater asset
investment in the SRSD system, including an immediate need for
approximately $22 million12 to put its existing assets at approximately the
same level as that of RVSD.

In moving from its Status Quo to the Normalized Case, SRSD rate payers can
expect to immediately pay about $75 per year more than they do currently.
By 2032, the cost per EDU is expected to increase to $800 more than
indicated under the Status Quo plan.

12

See Table 2 and related discussion for additional details.
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Normalized Case for CM
CM Estimated Cost Increase (Decrease) from
Status Quo to Normalized Plan Level

CM Normalized vs. Status Quo
Projected Average Annual Costs per EDU
Average Annual Cost Increase
(Decrease) per EDU
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Figure 8: CM Projected Average Annual Costs per EDU for Normalized Case vs. Status Quo
(all figures in constant 2012 dollars).

Figure 9: Estimated Annual Cost Increase and/or Savings from Status Quo to Normalized
Case – CM (all figures in constant 2012 dollars)

Although the costs of attaining the normal level of asset investment would
be higher for CM, it could implement those increases with normal financing
vehicles with little to no short-term impact on its average cost per EDU. In
the longer-term, the additional capital requirements would have an
increasingly larger impact on the CM cost structure, resulting in an average
annual cost per EDU in 2032 of approximately $1,400, a 75% from the
current cost per unit.

Moving from the Status Quo to the Normalized Case would cause no
increase or decrease in the costs to CM rate payers until approximately
2019. The full ramp-up to normalized asset investment levels, however,
would eventually cost CM rate payers an additional $600 per year on
average compared to the Status Quo.
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5. Consolidation Results
In the consolidation cases, we take the Normalized Case for the Member
Agencies and combine them to produce a revised average total cost per
EDU. If the Member Agencies involved save money between the
Normalized Case and the Consolidated Case, then we can conclude that the
consolidation would produce a net benefit. For a consolidation scenario to
work, all of the Member Agencies involved would have to benefit (i.e. their
costs decrease when compared to the Normalized Case).
Real Economic Benefits Exist When the Average Cost per EDU with
Consolidation is less than the Normalized Case

The difference in average cost per EDU between the Consolidated Case and
the Normalized Case is the standard for our determination of economic
feasibility. When such a condition exists, we can reason that rate payers
would pay less overall to achieve the same level of service by combining
resources than they could individually. Each consolidation scenario is a test
to see if rate payers would save money.
The Normalized Case is the Standard for Level of Service

If we are to compare costs fairly, then we have to do so with a common
understanding of the service level that consolidation will achieve. The
Normalized Case provides us with this perspective. In developing the
Normalized Case for each Member Agency, we have implied a similar level
of service with respect to the major costs: operating costs were determined
to be relatively similar in each case, and we adjusted capital spending to
equivalent levels.
Consolidation is the Sum of the Normalized Case Costs of each Member
Agency Divided by the Sum of the Combined EDU

In each consolidation scenario, we simply add the Normalized Case costs
together and determine how much would need to be raised in new user
fees (or taxes) to meet the costs.
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There are few adjustments made when combining the normalized cases into
the consolidation case. Consolidation normally provides for a few areas of
real cost reductions:
·

Elimination of Duplicated Overhead Expenses – overhead expenses
are the costs of managing and administering the Member Agencies.
They include: legal costs, accounting and audit expenses, regulatory
reporting & compliance, billing and customer service
administration, and other non-field-related costs. Overhead
expenses are a necessary part of operating a sewer utility
effectively, but when Member Agencies are combined there is an
opportunity to eliminate some of these expenses.

·

Leveraging of Financing Capacity – Financing capacity is the ability
of an agency to raise the capital necessary for meeting its ongoing
need for investment in the sewer infrastructure. Smaller Member
Agencies naturally have less ability to finance the high cost of
infrastructure needs than larger ones. One of the potential
advantages of a consolidation is that even after infrastructure
investment costs are combined, the combination of customers
(EDU) may provide enough financing capacity to reduce the average
capital charges per EDU.

Operational costs of field staff and related O&M expenses would not be
expected to change materially as a result of consolidation.
In combining Member Agencies into the Consolidated Cases, we included all
of the identified operations and maintenance costs, including overhead
costs, from the individual Normalized Cases. Each scenario includes the
normalized capital spending from the Normalized Case, but we calculated a
least-cost approach to financing those investments based on the combined
financial resources of the combined EDU.
The results of our analyses are summarized on the following pages.
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Ross Valley + San Rafael

RVSD Estimated Cost Increase
(Savings) from Status Quo

Projected Average Annual Costs for RVSD Rate Payers
per EDU
Consolidated

Normalized Case
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Figure 10: RVSD Projected Average Annual Costs per EDU for Normalized Case vs.
Consolidation with SRSD (all figures in constant 2012 dollars).

Figure 11: RVSD Estimated Annual Cost Increase and/or Savings from SRSD Consolidation
vs. Normalized Case (all figures in constant 2012 dollars)

RVSD Real Economic Costs/Benefits: The difference between the
Normalized and Consolidated costs would vary indicating some years with
real economic benefits and some with real costs. Immediate short-term
savings identified from 2013-2015, with higher costs from 2016-2022.
Longer-term savings are possible.

RVSD Rate Payer Impact: Consolidation would initally cost the RVSD rate
payers more, but would save them money in the long-run. In the long-run,
RVSD rate payers could achieve a sustainable assest investment level for
less money by consolidating with SRSD than they could by themselves.
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RVSD + SRSD Consolidation Results

SRSD Estimated Cost Increase
(Savings) from Status Quo

Projected Average Annual Costs for SRSD Rate Payers
per EDU
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Figure 12: SRSD Projected Average Annual Costs per EDU for Normalized Case vs. Consolidation
with RVSD (all figures in constant 2012 dollars).

Figure 13: SRSD Estimated Annual Cost Increase and/or Savings from RVSD Consolidation vs.
Normalized Case (all figures in constant 2012 dollars)

SRSD Real Economic Costs/Benefits: The comparison between the Normalized
and Consolidated costs indicates that there would be real economic benefits in
some years, and real costs in others.

SRSD Rate Payer Impact: The costs for rate payers would be considerably higher
in the immediate short-term with this consolidation. Longer term savings are
possible, however.
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Table 12: Net Present Value Analysis of the RVSD + SRSD Consolidation – Positive Values Indicate PV Savings, Negative Values Indicate PV Costs (in millions of 2012 dollars)

Agency

Short-Term

Long-Term

RVSD

($1.20)

$44.02

SRSD

(37.81)

(13.17)

Total

($39.01)

$30.86

Present Value Analysis of the RVSD + SRSD Consolidation: Although SRSD would save in the later years in our analysis, the costs incurred early outweigh those
savings resulting in no present value savings for SRSD under this consolidation. RVSD would see present value savings only in the long-term.
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Table 13: Minimum Additional Annual Savings Required for the RVSD + SRSD Consolidation to Achieve Overall Beneficial Results ($ in millions of 2012 dollars)

Agency

Short-Term

Long-Term

RVSD

$0.10

$0.00

SRSD

3.05

0.62

Total

$3.15

$0.62

Additional Savings Required for the RVSD + SRSD Consolidation to be Feasible: Although the consolidation does not provide immediate or long-term savings
from leveraging financial capacity, there is still the potential for the participating parties to make consolidation feasible through elimination of duplicated
overhead expenses. RVSD and SRSD would need to identify and remove, at a minimum, $3.15 million of annual duplicated overhead expenses for the
consolidation to be feasible in the short-term and $620,000 of annual duplicated overhead expenses in the long-term.

Conclusion: The proposed scenario involving RVSD and SRSD provides no immediate savings for either agency
and would result in long-term savings only for RVSD. Therefore, this scenario fails the test for economic
feasibility because it does not produce savings for both entities. Were entities able to identify annual cost
savings of $3.15 million in the short-term and $620,000 in the long term, the scenario would be feasible.
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Ross Valley + Corte Madera

RVSD + CM Consolidation Results

RVSD Estimated Cost Increase
(Savings) from Status Quo
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Figure 14: RVSD Projected Average Annual Costs per EDU for Normalized Case vs.
Consolidation with CM (all figures in constant 2012 dollars).

RVSD Real Economic Costs/Benefits: The costs per EDU in this consolidation
would be higher for RVSD than under the individual Normalized Case indicating
no economic benefit from the consolidation.
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Figure 15: RVSD Estimated Annual Cost Increase and/or Savings from CM Consolidation vs.
Normalized Case (all figures in constant 2012 dollars)

RVSD Rate Payer Impact: It would cost more for RVSD rate payers to reach the
normal, sustainable level of asset investment with this consolidation than it
would without it.
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CM Estimated Cost Increase (Savings)
from Status Quo

RVSD + CM Consolidation Results
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Figure 16: CM Projected Average Annual Costs per EDU for Normalized Case vs. Consolidation
with RVSD (all figures in constant 2012 dollars).

CM Real Economic Costs/Benefits: There are real economic savings immediately,
but those savings disappear quickly with costs higher than the Normalized Case
for most future years.
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Figure 17: CM Estimated Annual Cost Increase and/or Savings from RVSD Consolidation vs.
Normalized Case (all figures in constant 2012 dollars)

CM Rate Payer Impact: It would cost CM rate payers more to consolidate in this
case than it would without consolidating.
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Table 14: Net Present Value Analysis of the RVSD + CM Consolidation – Positive Values Indicate PV Savings, Negative Values Indicate PV Costs (in millions of 2012 dollars)

Agency

Short-Term

Long-Term

$0.60

($4.86)

CM

($3.62)

($5.56)

Total

($3.03)

($10.42)

RVSD

Present Value Analysis of the RVSD + CM Consolidation: Although there are minor present-value savings for RVSD in the short-term, the consolidation
produces higher costs for both parties in the long-term.
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Table 15: Minimum Additional Annual Savings Required for the RVSD + CM Consolidation to Achieve Overall Beneficial Results ($ in millions of 2012 dollars)

Agency

Short-Term

Long-Term

RVSD

$0.34

$1.73

CM

0.59

0.89

Total

$0.93

$2.62

Additional Savings Required for the RVSD + CM Consolidation to be Feasible: Although the consolidation does not provide immediate or long-term savings
from leveraging financial capacity, there is still the potential for the participating parties to make consolidation feasible through elimination of duplicated
overhead expenses. RVSD and CM would need to identify and remove, at a minimum, $930,000 of annual duplicated overhead expenses for the consolidation to
be feasible in the short-term and $2.62 million of annual duplicated overhead expenses in the long-term.

Conclusion: The proposed scenario involving RVSD and CM clearly results in increasing costs for both entities.
Therefore, this scenario fails the test for economic feasibility because it does not produce savings for any
entity. Were entities able to identify annual cost savings of $930,000 in the short-term and $2.62 million in the
long term, the scenario would be feasible.
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Ross Valley + San Rafael + Corte Madera (Three Party)

Three-Party Consolidation Results

RVSD Estimated Cost Increase
(Savings) from Status Quo
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Figure 18: RVSD Projected Average Annual Costs per EDU for Normalized Case vs. Three-Party
Consolidation (all figures in constant 2012 dollars).

RVSD Real Economic Costs/Benefits: The comparison between the Normalized
and Consolidated costs indicates that there would be real economic benefits in
some years and real costs in others.
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Figure 19: RVSD Estimated Annual Cost Increase and/or Savings from Three-Party
Consolidation vs. Normalized Case (all figures in constant 2012 dollars)

RVSD Rate Payer Impact: The costs for rate payers would be considerably higher
in the immediate short-term with this consolidation. Longer term savings are
possible, however.
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Three Party Consolidation Results

SRSD Estimated Cost Increase
(Savings) from Status Quo
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Figure 20: CM Projected Average Annual Costs per EDU for Normalized Case vs. Three-Party
Consolidation (all figures in constant 2012 dollars).

CM Real Economic Costs/Benefits: The comparison between the Normalized and
Consolidated costs indicates that there would be real economic benefits in some
years and real costs in others.
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Figure 21: CM Estimated Annual Cost Increase and/or Savings from Three-Party Consolidation
vs. Normalized Case (all figures in constant 2012 dollars)

CM Rate Payer Impact: The costs for rate payers would be considerably higher in
the immediate short-term with this consolidation. Longer term savings are
possible, however.
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Three Party Consolidation Results
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Figure 22: : SRSD Projected Average Annual Costs per EDU for Normalized Case vs. Three-Party
Consolidation (all figures in constant 2012 dollars).

SRSD Real Economic Costs/Benefits: The comparison between the Normalized
and Consolidated costs indicates that there would be real economic benefits in
some years and real costs in others.
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Figure 23: SRSD Estimated Annual Cost Increase and/or Savings from Three-Party
Consolidation vs. Normalized Case (all figures in constant 2012 dollars)

SRSD Rate Payer Impact: The costs for rate payers would be considerably higher
in the immediate short-term with this consolidation. Longer term savings are
possible, however.
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Table 16: Net Present Value Analysis of the Three-Party Consolidation – Positive Values Indicate PV Savings, Negative Values Indicate PV Costs (in millions of 2012 dollars)

Agency

Short-Term

Long-Term

RVSD

$21.73

$28.13

SRSD

(17.51)

(27.24)

CM

(0.29)

(1.27)

Total

$3.93

($0.39)

Present Value Analysis of the Three-Party Consolidation: This consolidation would clearly save money for RVSD but would come at a net cost for both SRSD and
CM.

37

5. Consolidation Results | Water and Wastewater Development Fee Report |July 2, 2012

Table 17: Minimum Additional Annual Savings Required for the Three-Party Consolidation to Achieve Overall Beneficial Results ($ in millions of 2012 dollars)

Agency
RVSD
SRSD
CM
Total

Short-Term

Long-Term

$0.00

$0.00

$1.41

$1.28

$0.02

$0.06

$1.44

$1.34

Additional Savings Required for the Three-Party Consolidation to be Feasible: Although the consolidation does not provide immediate or long-term savings
from leveraging financial capacity, there is still the potential for the participating parties to make consolidation feasible through elimination of duplicated
overhead expenses. The Three Parties would need to identify and remove, at a minimum, $1.44 million of annual duplicated overhead expenses for the
consolidation to be feasible in the short-term and $1.34 million of annual duplicated overhead expenses in the long-term.

Conclusion: The proposed Three-Party Consolidation results in cost savings only for RVSD. SRSD and CM would see
an increase in costs. Therefore, this scenario fails the test for economic feasibility because it does not produce
savings for all entities. Were entities able to identify annual cost savings of $1.44 million in the short-term and
$1.34 million in the long term, the scenario would be feasible.
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All-in Consolidation (RVSD + CM + SRSD + CMSA)

All-In Consolidation Results
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Figure 24: RVSD Projected Average Annual Costs per EDU for Normalized Case vs. All-In
Consolidation (all figures in constant 2012 dollars).

RVSD Real Economic Costs/Benefits: The comparison between the Normalized
and Consolidated costs indicates that there would be real economic benefits in
some years and real costs in others.
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Figure 25: RVSD Estimated Annual Cost Increase and/or Savings from All-In Consolidation vs.
Normalized Case (all figures in constant 2012 dollars)

RVSD Rate Payer Impact: The costs for rate payers would be considerably higher
in the immediate short-term with this consolidation. Longer term savings are
possible, however.
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All-In Consolidation Results
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Figure 26: CM Projected Average Annual Costs per EDU for Normalized Case vs. All-In
Consolidation (all figures in constant 2012 dollars).

CM Real Economic Costs/Benefits: The comparison between the Normalized and
Consolidated costs indicates that there would be real economic benefits in some
years and real costs in others.
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Figure 27: CM Estimated Annual Cost Increase and/or Savings from All-In Consolidation vs.
Normalized Case (all figures in constant 2012 dollars)

CM Rate Payer Impact: The costs for rate payers would be considerably higher in
the immediate short-term with this consolidation. Longer term savings are
possible, however.
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All-In Consolidation Results
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Figure 28: SRSD Projected Average Annual Costs per EDU for Normalized Case vs. All-In
Consolidation (all figures in constant 2012 dollars).

SRSD Real Economic Costs/Benefits: The comparison between the Normalized
and Consolidated costs indicates that there would be real economic benefits in
some years and real costs in others.
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Figure 29: SRSD Estimated Annual Cost Increase and/or Savings from All-In Consolidation vs.
Normalized Case (all figures in constant 2012 dollars)

SRSD Rate Payer Impact: The costs for rate payers would be considerably higher
in the immediate short-term with this consolidation. Longer term savings are
possible, however.
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Table 18: Net Present Value Analysis of the All-In Consolidation – Positive Values Indicate PV Savings, Negative Values Indicate PV Costs (in millions of 2012 dollars)

Agency

Short-Term

Long-Term

RVSD

$24.71

$34.02

SRSD

(14.87)

(22.03)

0.52

0.33

$10.35

$12.32

CM
Total

Present Value Analysis of the All-In Consolidation: This consolidation would result in cost savings for RVSD and CM, but would produce cost increases for SRSD.
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Table 19: Minimum Additional Annual Savings Required for the All-In Consolidation to Achieve Overall Beneficial Results ($ in millions of 2012 dollars)

Agency
RVSD
SRSD
CM
Total

Short-Term

Long-Term

$0.00

$0.00

$1.20

$1.04

$0.00

$0.00

$1.20

$1.04

Additional Savings Required for the All-In Consolidation to be Feasible: Although the consolidation does not provide immediate or long-term savings from
leveraging financial capacity, there is still the potential for the participating parties to make consolidation feasible through elimination of duplicated overhead
expenses. The Three Parties, plus CMSA, would need to identify and remove, at a minimum, $1.20 million of annual duplicated overhead expenses for the
consolidation to be feasible in the short-term and $1.04 million of annual duplicated overhead expenses in the long-term.

Conclusion: The proposed All-In Consolidation results in cost savings for RVSD and CM. SRSD would see an increase
in costs. Therefore, this scenario fails the test for economic feasibility because it does not produce savings for all
entities. Were all participating entities able to identify annual cost savings of $1.20 million in the short-term and
$1.04 million in the long term, the scenario would be feasible.
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CMSA and the All-In Scenario
The All-In Scenario includes consolidation of the three Member Agencies
with the CMSA resulting in integration of services to include both sewer
collection, currently performed by the Member Agencies, and sewer
treatment, which is performed by CMSA.
No Cost Savings for Wastewater Treatment

The sewer treatment function currently performed by CMSA is already a
regionalized cost. In other words, all of the CMSA costs are already shared
by the Member Agencies13. As such, consolidation of the Member Agencies
“into” CMSA has no effect on scale related to treatment costs (i.e., it does
not add any EDU to the total). The costs of treatment under consolidation
are expected to be the same as they are currently, and there would be no
difference in the amount or nature of the wastewater treated at the CMSA
plant as a result of the consolidation scenarios that we considered.
Treatment costs would be allocated on a per-EDU basis with 51,283 total
EDU: a figure that includes all of the Member Agencies’ EDU and the SQSP.
Minimal Cost Savings for Wastewater Collection

The All-In Scenario could have provided additional scale to the wastewater
collection system if the collection system could be shared among all of the
EDU served by CMSA. Because of the service agreement between CMSA
and the SQSP 14, however, the SQSP is contractually protected from sharing
in wastewater collection system costs outside of the limited ones detailed in
the agreement. Because of these contractual protections, the total EDU
available for sharing of wastewater collection system costs is limited to
those of the Member Agencies (47,278) and excludes 4,005 EDU belonging
to SQSP.

13

The San Quentin State Prison also shares in the costs of wastewater treatment based on the terms of
its service agreement with CMSA, but is not a Member Agency.
14
The service agreement was approved by the CMSA Board of Directors in May 2012. Although this
event took place after the Information Availability Date established for this study, we have included the
contract terms in our findings because the new disposition of the SQSP EDU makes a material difference
in our findings.
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Summary of the Consolidation Results
The chart below is a summary of the results shown in the quadrants we first introduced in Section 1.

RVSD + SRSD
While we see cost savings for
RVSD, the SRSD costs increase
under this scenario

1
Winners & Losers.

Your costs decrease but
partner’s does not

Three-Party
RVSD would experience cost
savings, but SRSD and CM
would not.

3

4

Everyone Loses.
All costs increase.

RVSD + CM
Costs appear to increase for
both agencies with this
consolidation

Everyone Wins.
All costs decrease.

2

Losers & Winners.

Your partner's costs decrease
but yours don't.

Figure 30: Summary of Scenario Results
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All-In
Both RVSD and CM would see
cost savings, but SRSD would
see a cost increase.

6. Findings
Based on the analysis performed and subject to the assumptions and
limiting conditions outlined herein, we find the following:
1. Consolidation of RVSD with SRSD is not likely to lead to real cost
savings for SRSD. Therefore, this scenario is not economically
feasible without the parties being able to identify $3m in additional
savings in the short-term, and $620,000 in additional savings in the
long-term. If this level of cost efficiencies is attainable, the scenario
would be feasible and lead to lower rates for all parties.
2. Consolidation of RVSD with CM is not likely to lead to real cost
savings for either agency. Therefore, this scenario is not
economically feasible without the parties being able to identify
$930,000 in additional savings in the short-term, and $2.6m in
additional savings in the long-term. If this level of cost efficiencies is
attainable, the scenario would be feasible and lead to lower rates
for all parties.
3. Consolidation of RVSD, SRSD, and CM, the so-called “Three-Party”
scenario, would provide savings to RVSD, but would increase costs
for SRSD and CM. Therefore, this scenario is not economically
feasible without all parties being able to identify $1.4m in additional
savings in the short-term, and $1.3m in additional savings in the
long-term in order to make the scenario feasible.
4. Consolidation of the three Member Agencies with CMSA, the socalled All-In scenario, would result in cost savings for RVSD and CM,
but not for SRSD. The parties would need to identify $1.2m in
additional savings in the short-term, and $1m in additional savings
in the long-term. If this level of cost efficiencies is attainable, the
scenario would be feasible and lead to lower rates for all parties.
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