THIS MATERIAL HAS BEEN REVIEWED
BY THE TOWN MANAGER

MEMORANDUM

TO:

Town Manager, Mayor and Town Council

FROM:

George T. Warman, Jr., Director of Administrative Services/
Town Treasurer

DATE:

December 3, 2014

SUBJECT:

Sanitary District No. 2 of Marin County Audited Financial Statements
June 30, 2014

**********
Attached are the Sanitary District No. 2 of Marin County Audited Financial Statements for the year
ending June 30, 2014. The District's Financial Statements are presented on the enterprise basis of
accounting while our budget is presented on the modified accrual basis of accounting. The
Schedules on pages 24, 25, 26 and 27, show the conversion between the two methods. The District
has three funds - the General Fund (201 ), the Capital Projects Fund (260), and the Sewer Connection
Fee Fund (270). In the following discussion, the page numbers in parentheses reference either the
Statement of Net Position on Page 12 or the Management's Discussion and Analysis section of the
Audited Financial Statements on pages 3 through 10. At the beginning of the year on July 1, 2013,
cash available for expenditure totaled $4,845,268 (page 12 - $5,109,363 + $<264,095>=). During the
year, $5,544,456 (page 5) was received in revenue and $7,192,297 (page 6) was spent. Cash
available for expenditure at year-end, June 30, 2014, totaled $3,197,427 (page 12 - $5,317,943 +
$226,412 + $<2,346,928>=). The lower half of the "Sewer Fund Summary" on page SFl of the FY
2014-2015 Budget estimates the opening balance at $3,302,000-the actual is $3,197,427, or
$<105,000> less than the estimate. The table below shows the flow of this discussion with
references to the Audited Financial Statements.
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General Fund (201) & Capital Projects Funds (260 & 270)
Fund Equity at Beginning of Year (Audit Report Schedule pages 26 & 27)
Less Net Fixed Assets (Audit Report Balance Sheet, page 12)
Less Sausalito Street Sewer Assessment District Receivable
(Audit Report Balance Sheet, page 12)
Cash Available for Expenditure at Beginning of Year
(Audit Report M, D & A page 12) (5,109,363 less 264,095=)
Plus Revenues (Audit Report Schedule pages 26 & 27)
Operating Revenues
Non-Operating Revenues & Connection Fees
Add Back Capitalized Expense
Rounding Variance
Revenues Made Available during the Year
(Audit Report M, D & A page 5)

21,137,621
(16,254,152)
(38,201)
4,845,268
3,008,887
2,535,569
0
(0)
5,544,456

Less Expenditures (Audit Report Schedule pages 26 & 27)
Operating Expenses
Capitalized Expenditures and Non-Operating
(Audit Report M, D & A page 6)
Add Back Depreciation Expense
Rounding Variance
Expenditures during the Year
(Audit Report M, D & A page 6)

(4,962,494)
(3,486,583)
1,256,780
0
(7, 192,297)

Cash Available for Expenditure at End of Year
(Audit Report M, D & A page 12)
(5,317,943 plus 226,412 less 2,346,928=)

3.197.427

Plus Net Fixed Assets (Audit Report Balance Sheet, page 12)
Plus Sausalito Street Sewer
Assessment District Receivable
(Audit Report Balance Sheet, page 12)
Fund Equity at End of Year (Audit Report Schedule pages 26 & 27)

16,202,821

38,201
19,438,449

Pages 8 & 9 of the Management's Discussion and Analysis section of the Audited Financial
Statements discusses Economic Factors and Potential Future Results.

George T. Warman, Jr.
Director of Administrative Services/
Town Treasurer
office\wpwin\gwmemo\sanitarydistrictaudit.14.doc
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PUBLIC ACCOUNTANTS

INDEPENDENT AUDJTORS' REPORT
The Governing Body
Sanitary District No. 2 of Marin County
Report on the Financial Statements
We have audited the accompanying financial statements of Sanitary District No. 2 of Marin County as of
and for the year ended June 30, 2014, and the related notes to the financial statements, which collectively
comprise Sanitary District No. 2 of Marin County's basic financial statements as listed in the table of
contents.

Management's Responsibility for the Financial Statements
Sanitary District No. 2 of Marin County's management is responsible for the preparation and fair
presentation of these financial statements in accordance with accounting principles generally accepted in the
United States of America; this includes the design, implementation, and maintenance of internal control
relevant to the preparation and fair presentation of financial statements that are free from material
misstatement, whether due to fraud or error.

Auditor's Responsibility
Our responsibility is to express an opinion on these financial statements based on our audit. We conducted
our audit in accordance with auditing standards generally accepted in the United States of America and the
standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States as well as the State Controller's Audit Requirements for California
Special Districts. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free from material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditor's judgment, including the assessment of
the risks of material misstatement of the financial statements, whether due to fraud or error. In making those
risk assessments, the auditor considers internal control relevant to the entity's preparation and fair
presentation of the financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity's internal
control. Accordingly, we express no such opinion. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of significant accounting estimates made by management, as
well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinion.

Opinion
In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of Sanitary District No. 2 of Marin County as of June 30, 2014, and the changes in its financial
position and its cash flows for the year then ended in accordance with accounting principles generally
accepted in the United States of America as well as accounting systems prescribed for special districts by the
Office of the California State Controller.
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Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the Management's
Discussion and Analysis on pages 3 - 10 be presented to supplement the basic financial statements. Such
information, although not a part of the basic financial statements, is required by the Governmental
Accounting Standards Board who considers it to be an essential part of financial reporting for placing the
basic financial statements in an appropriate operational, economic, or historical context. We have applied
certain limited procedures to the required supplementary information in accordance with auditing standards
generally accepted in the United States of America, which consisted of inquiries of management about the
methods of preparing the information and comparing the information for consistency with management's
responses to our inquiries, the basic financial statements, and other knowledge we obtained during our audit
of the basic financial statements. We do not express an opinion or provide any assurance on the information
because the limited procedures do not provide us with sufficient evidence to express an opinion or provide
any assurance.
Other Information

Our audit was conducted for the purpose of fanning an opinion on the financial statements that collectively
comprise Sanitary District No. 2 of Marin County's basic financial statements. The Combining Statement
of Net Position; Combining Statement of Revenues, Expenses, and Changes in Net Position; and budgetary
comparison information (the accompanying Supplementary Information) are presented for purposes of
additional analysis and are not a required part of the basic financial statements.
The accompanying Supplementary Information on pages 24 - 30 is the responsibility of management and
was derived from and relates directly to the underlying accounting and other records used to prepare the
basic financial statements. Such information has been subjected to the auditing procedures applied in the
audit of the basic financial statements and certain additional procedures, including comparing and
reconciling such information directly to the underlying accounting and other records used to prepare the
basic financial statements or to the basic financial statements themselves, and other additional procedures in
accordance with auditing standards generally accepted in the United States of America. In our opinion, the
accompanying Supplementary Information is fairly stated, in all material respects, in relation to the basic
financial statements as a whole.

� 4-� &r�Aic,..

CROPPER ACCOUNTANCY CORPORATION
Walnut Creek, California
November 5, 2014
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Sanitary District No. 2 of Marin County
Financial Statements
For the year ended June 30, 2014
Management's Discussion and Analysis

This section of Sanitary District No. 2 of Marin County's basic financial statements presents
management's discussion and analysis of the District's financial performance during the fiscal year
ended June 30, 2014. Since this management's discussion and analysis is designed to focus on current
activities, resulting change and current known facts, please read it in conjunction with the District's basic
financial statements (pages 12 - 14) and the footnotes (pages 15 - 22).
Financial Highlights

For the fiscal year ended June 30, 2014, the District's net position decreased by $1,699,172 from
$21,137,621 in 2013 to $19,438,449 in 2014, as can be seen on page 4. Operating revenues decreased by
$59,802 and non-operating revenues including connection fees decreased by $169,691, as can also be
seen on page 4. Expenses (with depreciation excluded) and capitalized expenses increased by
$2,208,602, as can be seen on Page 6. Depreciation expense decreased by $19,138, as can also be seen
on page 6.
Using This Report

In December 1998, the Governmental Accounting Standards Board (GASB) released statement No. 33,
Accounting and Financial Reporting for Nonexchange Transactions, which revised the reporting of
property tax revenue. In June 1999, GASB released statement No. 34, Basic Financial Statements -- and
Management's Discussion and Analysis -- for State and Local Governments. Changes in Statement No.
34 require a comprehensive one-line look at the entity as a whole and capitalization of assets and
depreciation for agencies not reporting on the accrual basis of accounting. Since the District has
historically reported all activities in enterprise funds in a manner similar to business activities and
followed the accrual basis of accounting, the District merely has been required to reclassify certain
balances to utilize the new Statement No. 34 terminology. There were no major reconciling items
necessary or elimination of balances due to the implementation of Statement No. 34.
The annual financial statements include the Independent Auditor's Report, this management's discussion
and analysis, the basic financial statements, notes to basic financial statements, and supplementary
schedules.

This space intentionally left blank.
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Sanitary District No. 2 of Marin County
Financial Statements
For the year ended June 30, 2014
Management's Discussion and Analysis

Financial Analysis of the District as a Whole
Net Position
As of June 30, 2014 and 2013
2014

2013

$ 5,317,943

$ 5,109,363

Non-current assets

16,467,434

Total assets

Increase

Percent

(Decrease)

Change

Assets:
Current assets

Current liabilities

208,580

4.1%

16,292,353

175,081

1.1%

21,785,377

21,401,716

383,661

1.8%

2,346,928

264,095

2,082,833

788.7%

16,202,821

16,254,152

(51,331)

-0.3%

3,235,628

4,883,469

(1,647,841)

-33.7%

$ 19,438,449

$ 21,137,621

$ (1,699,172)

-8.0%

$

Net position:
Investment in capital assets

0

Restricted
Unrestricted
Total net position

This schedule is prepared from the District's Statement of Net Position (page 12), which is presented on
the full accrual basis of accounting whereby assets are capitalized and depreciated.
As can be seen above, the District's net position decreased by $1,699,172 from $21,137,621in 2013 to
$19,438,449 in 2014.
Operating Results
For the years ended June 30, 2014 and 2013

Operating revenues

$

2014
3,008,887

$

2013
3,068,689

Increase

Percent

!Decreasei
(59,802)
$

Chan&c
-l.9%

298,917
(358,719)

6.4%
22.5%

Operating expenses
Operating loss

4,962,494
(1,953,607)

4,663,577
( 1,594,888)

Non-operating revenues*
Non-operating expenses
Net income before transfers

2,535,569
(2,281,134)
(1,699,172)

2,705,260
p69,530)
940,842

(169,691)
(2,111,604)
(2,640,014)

-6.3%
1246%
-280.6%

Transfer to Sausalito St #27 Assessment District
Net income (loss)

(1,699,172)

940,842

(2,640,014)

0.0%
-280.6%

Net position:
Beginning of year
End of year

21,137,621
$ 19,438,449

* Including connection fees
4

20,196,779
$ 21,137,621

940,842
$ (1,699,1722

4.7%
-8.0%

Sanitary District No. 2 of Marin County
Financial Statements
For the year ended June 30, 2014
Management's Discussion and Analysis

Financial Analysis of the District as a Whole, continued
While the Statement of Net Position shows the change in financial position, the operating results are
reflected in the Statement of Revenues, Expenses and Changes in Net Position (page 13). This
statement provides answers to the nature and source of the change in financial position.
The following is a graphic illustration of revenues by source:
Revenues By Source
Both Operating & Non-Operating

FY 2013-2014
Sewer
Service
Charges,

Investment
Earnings,

Sewer
Service

9,786

FY 2012-2013

Investment
Earnings,

21,847

Other,

2,983,567

400,400

Other,

81,909

Property
- __ Taxes,

2,307,038

Increase
FY 2012-2013

FY 2013-2014
$

$

2,469,194

44.5%

Property Taxes

2,983,567

53.8%

9,786

0.2%

Sewer Service Charges
Investment Earnings

81,909

1.5%

Other

5,544,456

100.0%

Totals

$

$

(Decrease)
162,156

2,307,038

40.0%

3,044,664

52.7%

(61,097)

21,847

0.4%

(12,061)

400,400

6.9%

(318,491)

5,773,949

100.0%

$

$

(229,493)

Property Taxes increased by $162,156 due to increasing property values. Sewer user service charges
decreased by $61,097 due to a temporary loss of customers from private development projects.
Investment Earnings decreased by $12,061 due to one time interest on the property tax loan of $171,508
to the State of California which was repaid with interest of $11,402 last fiscal year. Other revenues
decreased by $318,491, primarily from a $319,656 reduction in sewer connection fees.
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Sanitary District No. 2 of Marin County
Financial Statements
For the year ended June 30, 2014
Management's Discussion and Analysis

Financial Analysis of the District as a Whole, continued

Operating Expenses increased by $298,917, as detailed below.
Operating Expenses
For the years ended June 30, 2014 and 2013
2013

2014
Operating expenses:
Administration and general
Sewage collection - maintenance
Sewage collection - pump station maintenance
Sewage treatment and disposal
Depreciation expense
Total

$

421,044
1,473,614
279,199
1,531,857
1,256,780

$ 4,962,494

$

567,524
936,768
314,500
1,568,867
1,275,918

$ 4,663,577

Increase
(Decrease)

Percent
Change

$ (146,480)
536,846
(35,301)
(37,010)
(19,138)

-25.8%
57.3%
-11.2%
-2.4%
-1.5%

298,917

$

6.4%

The following is a graphic illustration of expenses ( excluding depreciation) and capitalized expenses.
Expenses By Category
Including Operating Expenses & Capitalized Expenses
Excluding Depreciation Expense

FY 2013-2014

L ega I
Settlement

Capitalized
Expenses
17%

,.,.
Treatment ;
& Disposal
21%

Capitalized
Expenses
29%

I

Treatment
& Disposal
32%

Legal
Settlement
& Expense
3%

Admin. &
General
6%

Collection
System
Maint.
29%

Admin.&
General
11%

Increase
$

FY 2013-2014
421,044

5.9%

Administration & General

1,752,813

24.4% Collection System Maintenance

1,531,857

21.3%

$

FY 2012-2013
567,524

11.4%

�Decrease
$ (146,480)

1,251,267

25.1%

501,546

Treatment & Disposal

1,568,867

31.5%

(37,010)

1,426,507

28.6%

169,530

3.4%

2,111,604

$ 4,983,695

100.0%

$2,208,602

1,205,449

16.8%

Capitalized Expenses

2,281,134

31.7%

Legal Settlement & Expense

$ 7,192,297

100.0%
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(221,058)

Sanitary District No. 2 of Marin County
Financial Statements
For the year ended June 30, 2014
Management's Discussion and Analysis

Financial Analysis of the District as a Whole, continued
Administration & General expenses decreased by $146,480 primarily due to a postponement of
relocation expenses of the office move. Collection System Maintenance increased by $501,546 due
primarily to increased contractual collection system maintenance and repairs. Treatment & Disposal
decreased by $37,010. Capitalized expenses on projects decreased by $221,058 due to in progress work
on new major construction projects. Depreciation decreased by $19,138 due to retirement of expended
fixed assets. A legal settlement and associated litigation expense related to a 2005 emergency sewer
project added $2,111,604 to expenses.
Analysis of Net Assets
As of June 30, 2014 and 2013
2014

2013

Increase

Percent

(Decrease)

Change

Net assets:
Invested in capital assets

$

16,202,821

$

16,254,152

$

(51,331)

Restricted

-0.3%
0.0%

Unrestricted
Designated for Capital F.quiprnent
Designated for Capital Projects
Sausalito St. Assessment District
$

Total

299,985

284,968

15,017

5.3%

2,897,442

4,560,300

( 1,662,858)

-36.5%

38,201

38,201

19,438,449

$

21,137,621

0.0%
$

(1,699, 172)

-8.0"/o

The change in net position is a decrease of $1,699, 172, primarily the result of a legal settlement and
associated litigation.
The following is a graphic illustration of net position:

Invested in
capital assets,

Designated for
Capital
Equipment,

16,202,821, 83%

299,985, 2%

Designated for
Capital Projects,

2,897,442, 15%
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Sanitary District No. 2 of Marin County
Financial Statements
For the year ended June 30, 2014
Management's Discussion and Analysis

Economic Factors and Potential Future Results
The District completed a Sewer System Master Plan in September 2003, at a 2-year cost of $109,000. In
2003, the Plan identified 50% of the sanitary sewer system as being over 34 years old. The Master Plan
provides guidance for fiscal planning on system upgrades and refurbishments. Over the next 40 years
(FY 2003-2004 through FY 2042-2043), capital investment was estimated at $49,000,000. Since the
Plan was completed, some construction projects far exceeded the Plan's estimates. To some extent this
was due to the inclusion of a lateral replacement program being incorporated into most of the sewer
main rehabilitation projects, which was not contemplated in the original estimates.
Using the Plan as a guide, the District continues an aggressive program of repair and replacement of the
sanitary infrastructure. To finance this effort, as well as on-going operations and maintenance, the sewer
user service charge was increased from $188 per sewer user unit to $498 per sewer user unit over a 5year period. This amounted to a $62 per year increase in the sewer user service charge per sewer user
unit.
At their meeting of May 17, 2005, the Board adopted Ordinance No. 40 increasing the sewer user
service charge as follows:
Fiscal Year

Charge per

Collection Charge

July 1 - June 30

Sewer User Unit

Per Parcel Billing

FY 1992-1993
through
FY 2004-2005

$

188.00

$

2.00

FY 2005-2006

$

250.00

$

2.00

FY 2006-2007

$

312.00

$

2.00

FY 2007-2008

$

374.00

$

2.00

FY 2008-2009

$

436.00

$

2.00

FY 2009-2010

$

498.00

$

2.00

FY 2010-2011

$

498.00

$

2.00

FY 2011-2012

$

498.00

$

2.00

FY 2012-2013

$

498.00

$

2.00

FY 2013-2014

$

498.00

$

2.00

FY 2014-2015

$

498.00

$

2.00

FY 2015-2016

$

498.00

$

2.00

The stepped increase was to fund the costs of operation and maintenance and repair and replacement of
infrastructure as set forth in the Sewer Master Plan on a "cash basis" with temporary borrowing from the
Town of Corte Madera.
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Sanitary District No. 2 of Marin County
Financial Statements
For the year ended June 30, 2014
Management's Discussion and Analysis

Economic Factors and Potential Future Results, continued

Since the 2003 plan was completed, the State and Regional Water Boards have implemented a system of
requirements for wastewater collection agencies known as a Sewer System Management Plan (SSMP)
that sets out additional parameters for master plans that were not addressed in the 2003 plan.
Because of this the District completed an update of the Sewer System Master Plan in August 2010 at a
cost of $227 ,000. In order to meet the new regulatory requirements, the District has updated the Master
Plan to include the following items:
1. A review of design criteria for the District, including a review of General Plans for proposed
land uses within the District, wastewater flow projections, and flow monitoring activities.
2. A hydraulic evaluation of the trunk sewers, including development of a GIS-based hydraulic
model.
3. Initiation of an asset management program.
4. Review of existing conditions within the system, including review of maintenance reports
and inspection of pump stations.
5. Development of a Capital Projects Plan to address hydraulic or condition issues.
Asset Management refers to the establishment of levels of services for the District. These levels of
service, similar to roles or the function of the sewer system, are:
1. Maintain sewer service to customers.
2. Maintain regulatory compliance.
3. Minimize inflow and infiltration (I/I).

Projects recommended in the Capital Projects Plan were developed to support the levels of service. The
costs associated with maintaining the levels of service are highly dependent on the age of the system, III
issues, and the topography of the District. Wastewater flow from individual dwelling units is a
relatively minor component when determining projects and their associated costs. It is important to note
that the rehabilitation/replacement of sewer mains and laterals is as much (if not more so) a result of
changes in design requirements as it is a result of deteriorated pipes. In other words, that portion of the
gravity system that is over 30 years old would need to be replaced or upgraded even it was in "as new"
condition.
Over the next 39 years (FY 2010-2011 through FY 2049-2050), capital investment is estimated at
$95,000,000 or an average of $2,400,000 per year. Staff continues to evaluate a second 5-year stepped
increase in the sewer user service charge to finance the effort, as well as on-going operations and
maintenance. There has been no increase in the sewer user service change since FY2009-2010 nor is an
increase anticipated in FY 2015-2016. However, the sewer master plan will be updated again during FY
2015-2016, which may provide an analysis that would justify future rate adjustments.
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Sanitary District No. 2 of Marin County
Financial Statements
For the year ended June 30, 2014
Management's Discussion and Analysis

Contacting the District's Financial Management
This financial report is designed to provide our citizens, taxpayers, customers, investors and creditors
with a general overview of the District's finances and to show the District's accountability for the
money it receives. If you have questions about this report, contact Sanitary District No. 2 of Marin
County in care of the Town of Corte Madera, Office of the Director of Administrative Services at the
Corte Madera Town Hall, 300 Tamalpais Drive, P.O. Box 159, Corte Madera, CA 94976-0159,
telephone number (415) 927-5055.
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Sanitary District No. 2 of Marin County
Statement of Net Position
June 30, 2014
(with comparative balances for June 30, 2013)

2013

2014
ASSETS
Current assets:
$

Cash equivalents and investments - pooled
Accounts receivable

5,302,677
15,266

$

5,067,567
41,796

5,317,943

5,109,363

Property, plant and equipment

31,800,121

30,836,985

Less accumulated depreciation

(15,597,300)
16,202,821

(14,582,833)

Total current assets

Net property, plant and equipment

16,254,152

Other long term assets:
226,412

Investments in certificates of deposits
Due from Sausalito Street #27 Assessment District
Total other long term assets
Total assets

38,201

38,201

264,613

38,201

$

21,785,377

$

21,401,716

$

269,607

$

264,095

LIABILITIES AND NET POSITION
Current liabilities:
Accounts payable and accrued liabilities

2,077,321

Legal settlement payable
Total liabilities

2,346,928

264,095

16,202,821

16,254,152

3,235,628

4,883,469

19,438,449

21,137,621

Net Position:
Invested in capital assets
Unrestricted
Total net position
$

Total liabilities and net position

21,785,377

The accompanying notes are an integral part of these financial statements
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$

21,401,716

Sanitary District No. 2 of Marin County
Statement of Revenues, Expenses and Changes in Net Position
For the year ended June 30, 2014
(with comparative balances for June 30, 2013)

2014

2013

OPERA TING REVENUES:
Charges for services:
$

Sewer service charges
Other
Total operating revenues

2,983,567

$

3,044,664

25,320

24,025

3,008,887

3,068,689

421,044

567,524

1,473,614
279,199
1,531,857
1,256,780

936,768
314,500
1,568,867
1,275,918

4,962,494

4,663,577

(1,953,607)

(1,594,888)

2,469,194

2,307,038

OPERA TING EXPENSES:
Administration and general
Sewage collection-maintenance
Sewage collection-pump station maintenance
Sewage treatment and disposal
Depreciation expense
Total operating expenses
OPERA TING LOSS
NON-OPERATING REVENUES (EXPENSES):
Property taxes

14,529
9,786
(2,281, 134)

Homeowners' property tax relief
Investment earnings
Legal settlement and litigation

14,659
21,847
(169,530)
2,174,014

212,375

Total non-operating revenues (expenses)
Income (loss) before contributions
and transfers

579 126

(1,741,232)
42,060

Connection fees

361,716
940,842

(1,699,172)

Change in net position
NET POSITION:

21,137,621

Beginning of year
$

End of year

19,438,449

The accompanying notes are an integral part of these financial statements
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20,196,779
$

21,137,621

Sanitary District No. 2 of Marin County
Statement of Cash Flows
For the year ended June 30, 2014
(with comparative balances for June 30, 2013)

2013

2014
CASH FLOWS FROM OPERA TING ACTIVITIES:
Receipts from customers
Payments to vendors for services and supplies

$

3,035,417
(3,597,391)

$

(303,619)

(306,624)
(868,598)

Payments to Town of Corte Madera employees

Net cash used by operating activities
CASH FLOWS FROM NON-CAPITAL FINANCING ACTIVITIES:
Loan receivable received from State
Property truces and apportioned amounts
Net cash provided by non-capital financing activities
CASH FLOW FROM CAPITAL AND RELATED FINANCING ACTIVITIES:
Connection fees
Acquisition and construction of capital assets
Net cash used by capital and related financing activities

(673,416)

2,483,723

171,508
2,321,697

2,483,723

2,493,205

42,060
( 1,205 ,449)

361,716
(1,426,507)
( I ,064, 791)

(1,163,389)

CASH FLOWS FROM INVESTING ACTIVITIES:
Acquisition of investments in certificates of deposits

(226,412)
9,786

21,847

(216,626)

21, 47

235,110

776,845

5,067,568

4,290,723

Investment income received

Net cash provided by (used by) investing activities
Net increase in cash
CASH AND INVESTMENTS:
Beginning of year
$

End of year

3,091,374
(3,461,171)

5,302,678

$

5,067,568

CASH FLOWS FROM OPERATING ACTIVITIES:
Reconciliation of operating income (loss) to
net cash provided (used) by operating activities:
Operating loss

$ (1,953,607)

Adjustments to reconcile operating income (loss)
to net cash provided by operating activities
Depreciation

$ ( I ,594,888)

1,275,918

1,256,780

Changes in current assets and liabilities:
Accounts receivable
Accounts payable and accrued liabilities
Non-operating legal settlement expense
Change in legal settlement payable

s

Net cash used by operating activities

22,685

5,512

(207,601)
(169,530)

(2.281, 13_4)
2,077,321

The accompanying notes are an integral part of these financial statements.
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26,530

!868,598)

$

�673,416)

Sanitary District No. 2 of Marin County
Financial Statements
For the year ended June 30, 2014
Notes to Basic Financial Statements

1.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
The financial statements of Sanitary District No. 2 of Marin County (District) have been prepared in
conformity with accounting principles generally accepted in the United States of America (GAAP)
as applied to governmental enterprises classified as proprietary fund types. The Governmental
Accounting Standards Board (GASB) is the accepted standard-setting body for establishing
governmental accounting and financial reporting principles. The reports are based on all applicable
GASB pronouncements as well as applicable Financial Accounting Standards Board (F ASB)
Statements and Interpretations, Accounting Principles Board Opinions, and Accounting Research
Bulletins of the AICPA Committee on Accounting Procedure issued on or before November 30,
1989, unless those pronouncements conflict with or contradict GASB pronouncements. The more
significant of the District's accounting policies are described below.

A.

Description of the Reporting Entity
Sanitary District No. 2 of Marin County was incorporated on January 21, 1901, and was reincorporated as a subsidiary district to the Town of Corte Madera (Town) on January 15, 1969. The
District provides sewage collection services for the Town, limited areas of the surrounding
communities of Larkspur and Tiburon, and certain unincorporated land within Marin County. The
District has approximately 45 miles of gravity sewers, 19 pump stations, and 4 miles of force mains.
The District is an integral part of the Town and has been included in the Town's basic financial
statements since June 30, 1983, following a requirement established by the former National Council
on Governmental Accounting. The District is also a member of the Central Marin Sanitation Agency
(Agency) which is a joint powers agency administered by its own board, separate from the District
Board of Directors. Financial information of the Agency is not included in the accompanying
financial statements except for the operating expenses included as sewage collection pump station
maintenance, the "FOG" (Fats, Oils & Grease) source control program, and sewage treatment and
disposal expenses which are reimbursed by the District to the Agency.
The District contracts under the Joint Powers Agreement with the Agency for Agency personnel to
provide all engineering, management, and operational services for the treatment and disposal of
wastewater. By separate contractual agreements, Agency personnel provide for sewage collection
pump station maintenance and the FOG source control program (inspection and enforcement) as part
of the District's sewer system management plan as mandated by the State. Town personnel provide
all engineering, management, and operational services to the wastewater collection system, exclusive
of management and operational services for sewage collection pump station maintenance and the
FOG program. A large portion of the funding of the Agency's sewage facilities was funded by
federal and state sources, with the remainder of the funding by the Agency's users. The District
provides one of the six members of the governing board of the Agency. The Joint Powers
Agreement provides that members (including the District) are not obligated for the debts, liabilities,
or obligations of the Agency. Pursuant to GASB Statement No. 61 regarding the nature of the
reporting entity, the Agency operating arrangement has been categorized as a "jointly governed
organization." The District includes in its property, plant and equipment, assets utilized by the
Agency which are designated as assets of the District, including assets paid for by the District and
assets funded by federal and state grants.
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1.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, Continued

B.

Fund Accounting Classification and Basis of Accounting
On the Statement of Net Position and the Statement of Revenues, Expenses and Changes in Net
Position, business-like activities are presented using the economic resources measurement focus.
The accounting objectives of this measurement focus are the determination of net income, financial
position, and cash flows. All assets and liabilities (whether current or noncurrent) associated with
their activities are reported. Fund equity is classified as net position.
Enterprise funds account for operations that are financed and operated in a manner similar to private
business enterprises where the intent is that the costs ( expenses, including depreciation) of providing
goods or services to the general public on a continuing basis be financed or recovered primarily
through user charges. The acquisition and capital improvement of the physical plant facilities
required to provide these goods and services are financed from existing cash resources, the issuance
of bonds, and cash flow from operations.
From its incorporation on January 21, 1901, through June 30, 1978, the District financed its
operations entirely from property taxes. On June 6, 1978, the electorate in California enacted
Proposition 13, which became effective July 1, 1978. The immediate short-term effect of this
constitutional amendment was a substantial reduction in local property taxes. As a direct result, the
Board of Directors enacted Ordinance No. 17 establishing a system of sewer user service charges.
The Board's intent was to finance the District to the greatest extent possible from property taxes.
Nevertheless, an increasing amount by necessity has been shifted to user charges. In the year ended
June 30, 2014 and 2013, user charges approximated 55% and 56%, respectively, of operating and
non-operating revenues, not including interest income.

C.

Cash Equivalents and Investments
For the purposes of the Statement of Net Position and Statement of Cash Flows, "cash equivalents
and investments" includes all demand, savings accounts, and certificates of deposits or short-term
investments with an original maturity of three months or less.
The District through the Town of Corte Madera, pools cash and investments from all funds for the
purpose of increasing income through investment activities. Highly liquid money market
investments with maturities of one year or less at time of purchase are stated at amortized cost. All
other investments are stated at fair value in accordance with GASB Statement No. 31, Accounting
and Financial Reporting/or Certain Investments andfor External Investment Pools. Market value is
used as fair value for those securities for which market quotations are readily available.
The District indirectly, through the Town of Corte Madera, participates in an investment pool
managed by the State of California titled Local Agency Investment Fund (LAIF) which has invested
a portion of the pool funds in Structured Notes and Asset-Backed Securities. LAIF's investments are
subject to credit risk with the full faith and credit of the State of California collateralizing these
investments. In addition, these Structured Notes and Asset-Backed Securities are subject to market
risk as to changes in interest rates.
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1.

D.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, Continued

Fixed Assets
Purchased fixed assets are valued at cost where historical records are available and at an estimated
historical cost where no historical records exist. Donated fixed assets are valued at their estimated
fair value on the date received.
The costs of normal maintenance and repairs that do not add to the value of the asset or materially
extend asset lives are not capitalized. Improvements are capitalized. Depreciation is provided on a
straight-line basis over estimated useful lives ranging from 5 to 40 years.

E.

Operating vs. non-operating revenues
Revenues related to providing sewer service to customers and users are classified as operating
revenue in the Statement of Revenues and Expenses and Changes in Net Position. All other
revenues, including property taxes, are classified as non-operating revenue.

F.

Net position
Net position is classified into three components: invested in capital assets, net of related debt;
restricted for bond and reserve funds; and unrestricted. It is the policy of the District to spend
funds in order from restricted to unrestricted.

G.

Comparative Data
Comparative data for the prior year has been presented in the accompanying financial statements in
order to provide an understanding of changes in the government's financial position and operations.

2.

BUDGETS AND BUDGETARY ACCOUNTING
The District follows these procedures in establishing its budgetary data reflected m the
supplementary schedules to these financial statements:
a.

Prior to the year ended June 30, a proposed budget is submitted to the District Board of
Directors for the year commencing the following July 1. The budget includes proposed
expenses and the means of financing them.
The budget is enacted through passage of a resolution.

b.

Formal budgetary integration is employed as a management control device during the year.
Budgets are adopted on a basis consistent with a current financial resources approach as
budgeted for other Town operations.
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3.

CASH AND INVESTMENTS

A.

Cash Deposits
The District pools cash from all sources. The District invests excess cash in the Town of Corte
Madera, an unrated investment pool, which at June 30, 2014, approximated a fair value of
$5,529,089.
The California Government Code requires California banks and savings and loan associations to
secure government cash deposits by pledging securities as collateral. This Code states that collateral
pledged in this manner shall have the effect of perfecting a security interest in such collateral
superior to those of a general creditor. Thus, collateral is considered to be held in the government's
name.
According to California law, the market value of pledged securities with banking institutions must
equal at least 110% of the government's cash deposits. California law also allows institutions to
secure government deposits by pledging first trust deed mortgage notes having a value of 150% of
the government's total cash deposits. The government can waive collateral requirements for cash
deposits, which are fully insured up to $250,000 by the Federal Deposit Insurance Corporation.
The Town Treasurer maintains the cash and investment pool, on behalf of the District, as their
custodian, which includes cash balances and authorized investments for all District funds, which is
invested to enhance interest earnings. The pooled interest earned is allocated monthly to the District
based on average daily cash and investment balance.

B.

Authorized Investments
Under provisions of the District/Town's Investment Policy and in accordance with California
Government Code Section 53601 & 53635 (a-n), the District/Town may invest or deposit in the
following types of investments:
•
•
•
•
•
•
•
•
•
•
•
•
•

Local Agency Bonds
US Treasury Obligations
US Agencies
Time Deposits
Negotiable Certificates of Deposit
Bankers' Acceptances
Commercial Paper
Local Agency Investment Funds (LAIF) of California State Treasurer's Office (State Pool)
State of California Obligations
CA Local Agency Obligations
Repurchase Agreements (Repos)
Reverse Repurchase Agreements
Medium-Term Notes (Corporate Debt Investment Grade)
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3.

CASH AND INVESTMENTS, Continued

B.

Authorized Investments (continued)
• Mutual Funds
• Money Market Funds
• Collateralized Bank Deposits
• Mortgage Pass-Through Securities
Criteria for selecting investments and the order of priority are:
• Safety - The safety and risk associated with an investment refers to the potential loss of
principal, interest, or a combination of these amounts. The District/Town only invests in those
investments that they consider very safe.
• Liquidity - This refers to the ability to "cash in" at any moment in time with a minimal
possibility of losing some portion of principal or interest. Liquidity is an important investment
quality especially when the need for unexpected funds occurs occasionally.
• Yield - This refers to the rate of return and is the least important of the criteria. Safe, liquid
investments do not enjoy the yields of investments not having those characteristics.

C.

Safekeeping
Securities purchased from broker-dealers are held in third party safekeeping by the trust department
of the broker-dealer or other designated third party trust in the District/Town's name and control,
whenever possible.

D.

Investments in External Investment Pools
The District's investments with the Town at June 30, 2014, included a portion of the pool funds
invested in structured notes and asset backed securities and similar transactions through the Local
Agency Investment Fund (LAIF). These investments may include the following:
Structured Notes are debt securities (other than asset-backed securities) whose cash-flow
characteristics (coupon rate, redemption amount, or stated maturity) depends on one or more indices
and/or that have embedded forwards or options.
Asset-backed Securities, the bulk of which are mortgage-backed securities, entitle their purchaser to
receive a share of the cash flows from a pool of assets such as principal and interest repayments from
a pool of mortgages (such as CMOs) or credit card receivables.
As of June 30, 2014, LAIF had invested 3.72% of its pooled assets in structured notes and assetbacked securities and similar transactions. The investments in LAIF are unrated.
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4.

PROPERTY TAXES
Property taxes attach as an enforceable lien as of March 1. Taxes are levied on July 1 and payable in
two installments on December 10 and April 10. All general property taxes are then allocated by the
County of Marin's Finance Department utilizing the Teeter System of allocation in which levied
amounts are directly allocated to the various taxing entities per the legislation implementing
Proposition 13 and the County retains any interest and penalties on delinquent taxes. The method of
allocation used by the County is subject to review by the State of California.

5.

FIXED ASSETS
The following is a summary of changes in balances for property, plant and equipment during the
fiscal year:

Land
Structures and pump stations:
Contributed
Other
Equipment
Underground lines:
Contributed
Other
Central Marin Plant:
Contributed
Other
Total

Balance
June 30, 2014
580,265
$

Balance
June 30, 2013
580,265
$

Additions
$

105,686
12,750,877
259,002

267,206
9,849

(177,515)

374,706
14,342,595

928,394

(64,798)

374,706
15,206,191

$ (242,313)

792,497
1,631,357
$ 31,8002121

792,497
1,631,357
$ 3028362985

$122052449

Deletions
$

105,686
12,840,568
268,851

Depreciation charges on fixed assets are as follows:
Structures and pump stations:
Contributed
Other
Equipment
Underground lines:
Contributed
Other
Central Marin Plant:
Contributed
Other
Total
Net book value

$

$

85,865
4,730,165
249,544

5,284
623,324
5,973

(177,515)

18,735
542,868

304,444
7,485,826

19,812
40,784
1,256,780
$ {512331}

564,646
1,162,343
14,582,833
$ 1622541152

$

$

(64,798)

�242,313l
$

91,149
5,175,974
255,517
323,179
7,963,896

584,458
1,203,127
15,597,300
$ 1622022821

These assets are being depreciated on a straight-line basis over their estimated useful lives ranging
from 5 to 40 years.
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6.

JOINT POWERS AGREEMENT BOND PAYMENTS
On October 12, 2007, the Central Marin Sanitation Agency (Agency) issued $68,730,000 in Revenue
Bonds to finance improvements to the wastewater treatment and disposal system primarily consisting
of improvements to the Agency's Treatment Plant to increase capacity for wet weather flows.
The Agency has entered into the Payment Agreement for Treatment Service, dated as of October 1,
2007 (the "Payment Agreement"), with each of its Members. Under the Payment Agreement, each
Participating Member agrees to pay its Payments (i.e., debt service on the Series 2010 Bonds, plus
amounts required to satisfy the Rate Covenant and any other covenants under the Indenture) to the
Agency when due. Each Participating Member agrees that the obligation to pay its Payments shall
constitute an unconditional obligation of such Participating Member payable from and secured by the
System Revenues of such Participating Member.
The Payments under the Payment Agreement are due for the Participating Members on August 1 and
February 1 of each Fiscal Year.
On or before June 1 of each year, the Agency will calculate, based on estimated Dwelling Units as
provided in the JP A Agreement, the Payments due from each Participating Member for the next
Fiscal Year. The total amount of such Payments due from the Participating Members in each Fiscal
Year will be equal to the debt service due on the Bonds plus amounts required to satisfy the Rate
Covenant and any other covenants under the Indenture. Payments by the District, which include
annual sewage treatment and disposal costs and debt service, have been estimated at $1,600,000 and
$1,650,000 for the fiscal years ending 2015 and 2016, respectively. The amount paid under this
agreement for June 30, 2014 was $1,531,857.

7.

INSURANCE
The District has elected to be self-insured through the Town's Internal Service Funds, which
accumulate resources to pay current and future claims.
The District has been charged for its pro-rata share of expenses and claims by the Town. Reserves
for future claims are included in the fund balance of the Town's internal service funds. Claims
incurred and outstanding at June 30, 2014 and 2013 are reflected as liabilities in the Town's internal
service funds and are not reflected in the accompanying financial statements.
The Town, including the District, purchases several insurance policies to protect against catastrophic
loss. (1) Workers' Compensation insurance with a limit of $25,000,000 per occurrence and the selfinsured retention is $1,000,000 per occurrence. (2) General Liability and Automobile Liability with
$10,000,000 limit per occurrence subject to a $250,000 self-insured retention per occurrence, except
Employment Liability Claims are subject to a $500,000 self-insured retention per occurrence. (3) A
Master Property Insurance Policy covers the Town's real and personal property on a replacement
cost basis with a $10,000 deductible. As respects vehicles and motorized contractor's equipment,
only selected high value items are specifically insured with various deductibles.
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8.

SUBSEQUENT EVENTS
Subsequent to the fiscal year end of June 30, 2014, the District negotiated a settlement to an
outstanding legal claim for sewer repair/construction dating from January 1, 2005. The settlement
was agreed to in early July of 2014, and was paid on July 11, 2014. Sewer construction projects are
being postponed until such time as the settlement amount is recovered. The settlement amount of
$2,077,321 has been presented as "legal settlement payable" on the Statement of Net Position
(page 12) and has been included under "legal settlement and litigation" on the Statement of
Revenues, Expenses, and Changes in Fund Net Position (page 13). Management has evaluated
subsequent events through November 5, 2014, the date on which the financial statements were
available to be issued and there is nothing other than this legal settlement to report.
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Sanitary District No. 2 of Marin County
Combining Statement of Fund Net Position
For the year ended June 30, 2014
(with comparative balances for the year ended June 30, 2013)

Fund 201

Fund 270

Fund 260

ASSETS AND OTHER DEBITS
Current assets:
Cash and equivalents
Accounts receivable
Loans, notes and contracts receivable
Total current assets

$

$

3,219,283

Property, plant and equipment

2,098,660

$

2,098,660

31,800,121

Less accumulated depreciation
Net property, plant and equipment

(15,597,300)
16,202,821

Other long term assets:
Investments in certificates of deposits
Due from Sausalito Street #27 Assessment District
Total other long term assets
Total assets and other debits

3,204,017
15,266

136,804
38,201
175,005

89,608
89,608

$

19,597,109

$

2,188,268

$

$

158,660

$

110,947
2,077,321

$

LIABILITIES, NET POSITION,
AND OTHER CREDITS
Liabilities:
Accounts payable and accrued liabilities
Legal settlement payable

158,660

Total liabilities
Net position and other credits:
Investment in fixed assets
Unrestricted:
Designated for capital equipment
Designated for capital projects
Other
Net position - unrestricted

16,202,821
299,985
2,897,442
38,201

19,438,449

Total net position and other credits
Total liabilities, net position and other credits

2,188,268

$
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19,597,109

$

2,188,268

$

Adjustments and
Reclassifications
to Enterprise
Fund Basis

Total
Enterprise Fund

2014

$

$

5,302,677
15,266

2013

$

5,067,567
41,796

5,317,943

5,109,363

31,800,121

30,836 985

{ 15,597,300)
16,202!821

{14,582,833)
16,254,152

226,412
38,201

38,201

264,613

38,201

$

$

21,785,377

$

21,401,716

$

$

269,607
2,077,321

$

264,095

(299,985)
(2,897 ,442)
(38,201)
3,235,628

s

$

2,346,928

264,095

16,202,821

16,254, 152

3,235,628

4,883,469

19,438,449

21,137,621

21,785,377

$

21,401,716
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Fund 260

Fund 201
OPERA TING REVENUES:
Charges for services:
Sewer service charges
Other

$ 2,983,567
25,320

$

Fund 270

$

3,008,887

Total operating revenue
OPERATING EXPENSES:
Administration and general
Sewage collection-maintenance
Sewage collection-pump station maintenance
Sewage treatment and disposal
Depreciation expense

421,044
685,242
279,199
1,531,857
1,256,780

788,372

Total operating expenses

4,174,122

788,372

OPERATING INCOME (LOSS)

(1,165,235)

(788,372)

NON-OPERA TING REVENUES (EXPENSES):
Property taxes
Homeowners' property tax relief
Investment earnings
Capital outlay
Legal settlement and litigation

2,469,194
14,529
9,786
(9,849)

Total non-operating revenues (expenses)
Income (loss) before contributions
and transfers

(1,153,540)
(2,281, 134)

(42,060)

2,483,660

(3,434,674)

(42,060)

1,318,425

( 4,223,046)

(42,060)

Connection fees
Nonmandatory transfers in
Nonmandatory transfers out

9,849
(3,027,446)

4,223,046

Change in net position

(1,699,172)

42,060

NET POSITION:
Beginning of year

21)37,621
$ 19,438,449

End of year
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$

$

Adjustments and
Reclassifications
To Enterprise
Fund Basis

$

Total
Enterprise Fund
2013
2014

$ 2,983,567
25,320

$ 3,044,664
24,025

3,008,887

3,068,689

421,044
1,473,614
279,199
1,531,857
1,256,780

567,524
936,768
314,500
1,568,867
1,275,918

4,962,494

4,663,577

(1,953,607)

(1,594,888)

2,469,194
14,529
9,786

2,307,038
14,659
21,847

1,205,449
(2,281, 134)
1,205,449
1,205,449

212,375
(1,741,232)
42,060

(169,530)
2,174,014
579,126
361,716

(4,232,895)
3,027,446
(1,699,172)

$

940,842

21,137,621

20,196,779

$ 19,438,449

$ 21,137,621
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For the year ended June 30, 2014

Fund 201

OPERA TING REVENUES:
Charges for services
Sewer service charges
Other
Total operating revenues
OPERATING EXPENSES:
Administration and general
Sewage collection-maintenance
Sewage collection-pump station maintenance
Sewage treatment and disposal
Depreciation expense
Total operating expenses
OPERATING INCOME (LOSS)

Actual

$ 3,027,000
20,000
3,047,000

$ 2,983,567
25,320
3,008,887

452,400
706,200
385,000
1,558,000
1,300,000
4,401,600

421,044
685,242
279,199
1,531,857
1,256,780
4,174,122

31,356
20,958
105,801
26,143
43,220
227,478

(1,354,600)

(1, 165,235)

189,365

NON-OPERATING REVENUES (EXPENSES):
2,468,000
Property taxes
Homeowners' property tax relief
15,000
15,000
Investment earnings
(10,000)
Capital outlay
Legal settlement and litigation
2,488,000
Total non-operating revenues (expenses)
Income (loss) before contributions
and transfers

1,133,400

Connection fees
Nonmandatory transfers in
N onmandatory transfers out

Change in net position

Variance
Positive
(Negative}

Amended
Budget

$ 1,133,400

NET POSITION:
Beginning of year

1,194
(471)
(5,214)
151

2,483,660

(4,340)

1,318,425

185,025

9,849
(3,027,446)

9,849
(3,027,446)

(1,699,172)

$ (2,832,572)

$ 19,438,449
28

(43,433)
5,320
(38,113)

2,469,194
14,529
9,786
(9,849)

21,137,621

End of year

$

Fund 260

Amended
Budget

$

Actual

$

Fund 270
Variance
Positive
(Negative)

Amended
Budget

$

$

Actual

$

Variance
Positive
(Negative)

$

1,124,000

788,372

335,628

1,124,000

788,372

335,628

(1,124,000)

(788,372)

335,628

(1,203,000)
{2 300,000)

(1,153,540)
(2,281,134)

49,460
18,866

(42,000)

(42,060)

(60)

{3,503,000)

(3,434,674)

68,326

(42,000)

(42,060)

(60)

(4,627 ,000)

( 4,223,046)

403,954

(42,000)

(42,060)

(60)

42,000

42,060

60

4,223,046
(1,203,000)

4,223,046
1,203,000

$ (5,830,000)

$5,830,000

$

$

$

$
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