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October 20, 201 0 

The Board of Directors of the 
Orange County Sanitation District, 
Orange County, California 

Submitted herewith is the Comprehensive Annual Financial Report of the Orange County Sanitation 
District, Orange County, California for the fiscal year ended June 30, 2010. This report includes the 
financial position and activity of individual revenue areas, as described within the Governmental Structure 
below. as of June 30. 2010 and was prepared by the Financial Management Division of the Sanitation 
District's Administrative Services Department. 

Responsibility for both the accuracy of the data, and the completeness and fairness of the presentation, 
includ ing all disclosures, rests with the Sanitation District. To the best of our knowledge and belief, the 
enclosed data is accurate in all material respects and is reported in a manner designed to present fairly 
the financial position and results of operations of the Sanitation District. All disclosures necessary to 
enable the reader to gain an understanding of the agency's financial activities have been included. 

Included within the accompanying financial statements are all of the organizations, activities, and functions. 
controlled by the San1tation District's Board of Directors in accordance with the Governmental Accounting 
Standards Board Statement Number 14. "The Financial Reporting Entity'_ For the purpose of this 
evaluation, control was determined by the Board's responsibility for: (1) adoption of the budget and user 
charges, (2) taxing authonty, and (3) establishment of policies The reporting entity and its services are 
described in further detail in Note 1 of the financial statements. 

An audit of the books. financial records and transactions of the Sanitation Dis trict is conducted annually by 
independent certified public accountants. The Sanitation District selected the accounting firm of Mayer 
Hoffman McCann P_ c_ to perform the audit for the year ended June 30, 201 0. The auditors' report on the 
Sanitation District's basic financial statements and supplementary information is located on page 1 within 
the financial section of this report. This report renders an unqualified opin ion on the Sanitation District's 
basic financial statements for the year ended June 30, 2010. 

Management's discussion and analysis (MD&A) immediately follows the independent auditor's report and 
provides a narrative introduction, overview, and analysis of the basic financial statements_ T he MD&A 
complements this letter of transmittal and should be read 1n conjunction With it. 

GOVERNMENTAL STRUCTURE 

The Orange County Sanitation District encompasses the Northern section of Orange County. The 
Sanitation District provides wastewater treatment for an area of the County covering 480 square miles and 
serving a population of approximately 2.6 million, or 81 percent of the County's population. The Sanitation 
District was originally incorporated in 1954 as nine separate public corporations, or distncts In April of 
1998, at the Sanitation District's request, the Board of Supervisors of the County of Orange passed 
Resolution No. 98-140 ordering the consolidation of these nine County Sanitation Districts into a new, 
single sanitation district, to be known as the Orange County Sanitation District. effective July 1, 1998. This 
action was recommended to the Board by the Local Agency Formation Commission in order to simplify 
governance structures, reduce the size of the Board, ease administrative processes, streamline decision
making and consolidate accounting and auditing processes. The boundaries of the nine previous districts 
had remained intact for the purpose of collecting sewer user fees at the previously established rate 
schedules, and were refenred to as nine individual revenue areas through June 30. 2000. Effective July 1, 

'0044 [ !:<; Avent:~ • Foun~<m Vi!lley, CA 9;l70B 701 A • !714:• 56? ?41 1 • www oca:J CJr"l 



2003, all Revenue Areas, except Revenue Area 14, consolidated user fee rates and all enterprise fund 
accounting and budgeting activities and are now known as the Consolidated Revenue Area. 

The Sanitation District is managed by an administrative organization composed of directors appointed by 
the agencies or cities which are serviced by the Sanitation District Each of the two remaining Revenue 
Areas, the Consolidated Revenue Area and Revenue Area 14, has its own budget and is responsible for 
the construction and maintenance of its own collection system. All Revenue Areas, except Revenue Area 
14 and the portion of the Consolidated Revenue Area previously known as Revenue Area 13, receive their 
own share of the one-percent ad valorem property tax levy. In addition, all Revenue Areas except 
Revenue Area 14, collect user fees from property owners. Revenue Area 14 receives all of its revenues 
from service charges to the Irvine Ranch Water District. 

The purpose of the Sanitation District's wastewater management program is to protect the public's health, 
preserve the beneficial uses of the coastal waters, and maintain air quality. The objectives of operating 
the treatment plants are to process and dispose of the treated wastewater and the separated solids in 
accordance with Federal, state, and local laws including the Environmental Protection Agency. 

The Sanitation District sewerage system includes approximately 579 miles of sewers that convey 
wastewater generated within the Sanitation District's boundaries to the Sanitation District's two wastewater 
treatment plants, Reclamation Plant No. 1 located in the City of Fountain Valley, and Treatment Plant No. 
2 located in the City of Huntington Beach. 

Plants No. 1 and No. 2 have primary treatment capacities, including standby, of 204 million gallons per 
day (mgd) and 168 mgd, respectively. In fiscal year 2009-10, approximately 77 percent of the advanced 
primary effluent also received secondary treatment. Both plants are master-planned for a future primary 
and secondary treatment capacity of 235 mgd for a combined total of 470 mgd by the year 2070. 

Outflows of treated wastewater from the two plants are combined and discharged to the ocean off the 
Huntington Beach coast through an outfall pipe that is 120 inches in diameter and approximately five miles 
long. The last mile of the outfall pipe is a diffuser that dilutes the wastewater with seawater in a ratio of 
148 parts seawater to one part treated wastewater at an average depth of 185 feet. 

ECONOMIC CONDITIONS AND OUTLOOK 

In June 201 0, the Anderson Center for Economic Research at Chapman University forecasts that a weak 
but sustained recovery through 2011 and real gross domestic project (GOP) growth will serve as a positive 
factor for California and Orange County economies. A low trade-weighted value of the dollar and gradual 
improvements in the world economy are projected to increase growth in real exports over the remainder of 
the year, and the gains will gradually accelerate into 2011. The most recent data points to a pickup in 
California merchandising exports since the first quarter of 2009. The strength in real exports and real 
GOP will be partially offset by continued weakness in California and Orange County's construction 
spending. Chapman University reports that residential construction spending hit bottom in 2009 and that 
their forecast calls for an increase of 18.6 percent and 17.5 percent in the number of single and multiple 
housing permits in California and Orange County, respectively. However, high vacancy rates, declining 
lease rates, and prices of commercial real estate, are continuing to push nonresidential construction 
spending lower. As a result, total construction spending which is generated by projected total residential 
and nonresidential permit valuation into future quarters is declining through the third quarter of 2011. 
Although total construction spending is still decreasing, the projected decline in early 2011 compares 
favorably to a much steeper decline of almost 30 percent over the 2009-1 0 period. 

According to the California Employment Development Department, Orange County experienced a decline 
in payroll jobs of 110,200 jobs in 2009, and a decline of 173,600, or 11.4 percent in total payroll jobs since 
the beginning of the national recession in December of 2007. Only the Inland Empire, at 12.9 percent, 
incurred a larger percentage reduction throughout California. Chapman University forecasts that year-
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over-year payroll growth will increase from virtually no growth In the third quarter of ~01 0 to 1.8 percent by 
the fourth quarter of 2011. While such growth pales in comparison to historical standards, it points to the 
creation of 21,000 and 182,000 in net new payroll jobs in Orange County and California, respectively, in 
2011. 

According to Chapman University, most of the new jobs over the 2010·11 period will be created in the 
services sector. The most rapid growth is forecasted in the education and health services sector, 
increasing at 2.6 percent in Orange County and 2.5 percent in California in 2011. Outside of the services 
sector, the retail and wholesale sectors are forecasted to show recovery in 2011. High unemployment 
rates, consumer deleveraging and declining nominal income led to a sharp decline in consumer spending. 
However, with the recession ending, consumers are becoming more secure about their jobs and are 
spending again. Chapman University's California consumer sentiment index increased to 81.1 in the first 
quarter of 2010 from a level of 58.2 in the first quarter of 2009. This marked the fourth consecutive 
quarterly improvement in this index. As a result of improved consumer confidence and spending, 
Chapman University forecasts that the retail sector should start hiring in mid-2010, and that jobs in this 
sector will increase by 2.4 percent in Orange County and 1.9 percent in California in 2011. In the goods
producing sector, Chapman forecasts employment growth in the construction sector will remain weak. 
The weakness in the nonresidential construction activity is more than offset by improvements in the 
residential sector and pickup in infrastructure spending. 

Due to the pickup in job growth, Chapman University is forecasting personal income to increase by 3.7 
percent in 2011 that should increase taxable sales spending as taxable sales in Orange County are 
forecasted to increase from an estimated level of$50.6 billion in 2010 to 53.7 billion in 2011, an increase 
of 6.1 percent. This compares to a projected increase of 5.5 percent spending in California. However, the 
projected increase in the state's general fund revenue will not be sufficient to cover the state's projected 
spending, as employment in state and local government is projected to remain at current levels with no 
significant hiring over the 2010-11 period. 

With the rapid decline in home prices and low mortgage rates, housing affordability has increased sharply 
in 2009. According to Chapman University, a homebuyer earning the median family income and buying a 
median-priced single.family home needed to spend 30.5 percent of income to pay for the interest. 
principal, and property taxes, substantially lower than the 51.3 percent needed when home prices peaked 
in 2007. Chapman University projects that the future direction of housing affordability points to lower 
levels as builders are slowly ramping up construction activity due to the total number of permits for single 
and multiple housing units forecasted to increase from a low of 2,200 units in 2009, to 2,700 in 2010, and 
3,200 units in 2011, placing downward pressure on prices. Also, the supply of unsold housing units 
declined significantly over the last two years. and further significant declines are not expected over the 
next two years. With Chapman University's projection of income and job growth and modest increases in 
the supply of new and resale housing units, median single-family home prices are forecasted to increase 
annually within a range of 4.0 to 8.0 percent in Orange County over the 2010-11 period. 

MAJOR INITIATIVES 

Moving Towards Full Secondary Treatment Standards 
The Sanitation District's Board of Directors decided in July 2002 to voluntarily give up its modified ocean 
discharge permit, issued under section 301(h) of the Federal Clean Water Act, which allowed the 
Sanitation District to discharge a higher level of Suspended Solids and Biochemical Oxygen Demand than 
otherwise required by the Act if adequate environmental and public health protection was demonstrated. 

To obtain a renewal of its ocean discharge permit without the modification (often referred to as a "waiver''), 
the Sanitation District is undertaking a massive capital improvement program ("CIP") of building new, and 
rehabilitating existing, facilities in order for the Sanitation District to operate its facilities in a manner that 
will allow it to achieve secondary treatment standards as defined by the Act. 
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Construction of the capital improvements necessary to achieving secondary treatment standards will take 
until December 31 , 2012. Permits are issued for a five (5) year duration, and the U.S. Environmental 
Protection Agency (EPA) has no authority to waive the discharge limits requirements or grant a longer 
permit (except per Sec. 301{h)). In November 2004. a consent decree was signed by EPA and filed with 
the U.S. District Court that approved the construction schedule and decrees that no penalties will be 
imposed for discharges that exceed the secondary treatment limits during the period of construction. 

Seven milestones towards achieving secondary treatment standards were identified within the consent 
decree along with due dates. The District is in compliance with the decree and has successfully 
completed four of these milestones within the time permitted, as follows: 

• On March 15, 2006- Completion of the new $44.4 million "Trickling Filter Facility" at Plant No. 1. 

• On November 15, 2006 - Completion of the design and advertising for construction of the "New 
Activated Sludge System" at Plant No. 1. 

• On January 15, 2007 - Completion of the design and advertising for construction of "Trickling Filters at 
Plant No. 2". 

• On March 28, 2008- Completion of construction for "Rehabilitation of Activated Sludge Plant at Plant 
No.2: 

Following are the time line for the remaining three milestones: 

• February 15, 2011 - Complete construction of Plant No. 2 secondary treatment expansion. 

• November 15, 2012- Complete construction of Plant No. 1 secondary treatment expansion. 

• December 31, 2012 - Achieve full compliance with the Code of Federal Regulations secondary 
treatment requirements 

Strategic Planning 
In November 2007, the Board of Directors adopted a new comprehensive strategic plan to drive OCSD's 
efforts and engage the organization to envision service and operations for the next five years. In 
continuing to look at the five-year horizon, the Strategic Plan was updated in November 2008 and in 
December 2009. Each of these strategic plan updates have followed a similar process that had been 
established when the original November 2007 had been adopted with the General Manager's Office 
initiated the planning effort with the Executive Management Team, and then soliciting input and ideas from 
managers and supervisors. In October 2010, the staff-generated ideas were presented to the Board of 
Directors during a workshop, where Board Members discussed and deliberated changes and additions to 
the plan. 

Driven by our mission, vision and core values, this Strategic Plan, updated for .201 0, continues our 
aggressive efforts to meet the sanitation, health, and safety needs of the more than 2.6 million people we 
serve while protecting the environment where we live. 

In the past year, nearly 69 percent of the goals were completed. For 2010. this Strategic Plan maintains 
the high standards set in the past plan. 

These goals were discussed at the October 20 Board of Directors workshop and include the following: 

• Work in conjunction with the County of Orange and the Federal Government to relocate the Santa 
Ana River Interceptor outside of the Santa Ana Riverbed. 
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• Oevelop a more cost effective disinfection program that does not sacrifice public health and is 
accepted by various stakeholders. 

• Develop compliance with new lower co-generation engine emission limits as established by the 
South Coast Air Quality Management District. 

• Develop a strategy to meet climate change regulations on the mitigation of greenhouse gases. 

• Develop a sustainable solution to manage the remaining one-third of the District's current 
biosolids capacity. 

This Strategic Plan continues to chart a focused road map of success for the future of the Orange County 
Sanitation District. It addresses critical operations and construction issues, financial and budgeting 
challenges, and gives clear and concise direction to staff, ratepayers, regulatory agencies, the public, and 
our Board of Directors. 

SERVICE EFFORTS AND ACCOMPLISHMENTS 

In February 2010, the Sanitation District received the Collection System of the Year Award (medium size 
250-500 miles) from the Santa Ana River Basin Chapter of the California Water Environment Association 
for 2009. 

In February 2010, the Sanitation District received the Engineering Achievement Award for the design and 
construction of the Steve Anderson Lift Station from the Santa Ana River Basin Chapter of the California 
Water Environment Association for 2009. 

In February 2010, the Sanitation District received the National Association of Clean Water Agencies 
Excellence in Management Recognition Program for 2010. 

In April 2009, the Sanitation District and CDM received the American Council of Engineering Companies 
2009 Grand Award for excellence in engineering design for 2009. 

In April 2009, the Sanitation District and partner Orange County Water District received the American 
Society of Civil Engineers Opal Award for Outstanding Engineering Achievement for the Groundwater 
Replenishment System for 2009. 

In July 2010, the Sanitation District received the National Association of Clean Water Agencies Gold Peak 
Performance Award for reclamation Plant No. 1 and Treatment Plant No. 2 achieving 1 00 percent 
compliance with the National Pollutant Discharge Elimination System (NPES) permits for 2009. 

In 2010, the Sanitation District received the Santa Ana Watershed Project Authority Innovative Vision 
Award in recognition of our commitment to protection of the marine environment for 2010. 

In 2010, the Sanitation District's Engineering Capital Improvement along with Parsons and CH2M Hill 
received the National Safety Council Occupational Excellence Achievement Award for 2010. 

ACCOUNTING AND BUDGETARY CONTROLS 

The Sanitation District's accounting records are maintained on the accrual basis. In developing and 
evaluating the Sanitation District's accounting system, consideration is given to the adequacy of internal 
accounting controls. Internal accounting controls are designed to provide reasonable, but not absolute. 
assurance regarding: (1) the safeguarding of assets against loss from unauthorized use or disposition; 
and (2) the reliability of financial records for preparing financial statements and maintaining accountability 
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for assets. T he concept of reasonable assurance recognizes that: (1) the cost of a control should not 
exceed the benefits likely to be derived; and (2) the evaluation of costs and benefits requires estimates 
and judgments by management. We believe that the Sanitation District's Internal accounting controls 
adequately safeguard assets and provide reasonable assurance of proper recording of financial 
transactions. 

Each year the Sanitation District's Board of Directors adopts an annual operating plan. A joint works 
budget is first prepared that identifies the specific capital projects and operating activities to be undertaken 
by the Sanitation District during the year. The budgetary level of control, the level at which expenses 
cannot exceed budget, is exercised at the individual district, or fund level. The Sanitation District has 
adopted a Uniform Purchasing Policy that identifies the agreed upon purchasing standards. 

ACCUMULATED FUNDS AND RESERVES POLICY 

The Board of Directors of the Orange County Sanitation District has established the following 
Accumulated Funds and Reserves Policy: 

Cash Flow Reserve: will be established to fund operations, maintenance and certificates of participation 
expenses for the first half of the fiscal year, prior to the receipt of the first installment of the property tax 
allocation and the sewer service user fees which are collected as a separate line item on the property tax 
bill. The level of this reserve will be established as the sum of an amount equal to six months operations 
and maintenance expenses and the total of the annual debt (COP) service payments due in August each 
year. 

Operating Contingency Reserve: will be established to provide for non-recurring expenditures that were 
not anticipated when the annual budget and sewer service fees were considered and adopted. The level 
of th is reserve will be established at an amount equal to ten percent of the annual operating budget. 

Capital Improvement Reserve: will be maintained to fund annual Increments of the capital improvement 
program. The long-term target is for one half of the capital improvement program to be funded from 
borrowing and for one half to be funded from current revenues and reserves. With this program in mind, 
the target level of this reserve has been established at one half of the average annual capital improvement 
program through the year 2020. Levels higher and lower than the target can be expected while the long
term financing and capital improvement programs are being finalized. 

Catastrophic Loss or Self-Insurance Reserves: will be maintained for property damage including fire, 
flood and earthquake; for general liability; and for workers' compensation. These reserves are intended to 
work with purchased insurance policies, FEMA disaster reimbursements and State disaster 
reimbursements. Based on the current infrastructure replacement value of $6.9 billion, the reserve level 
has been set to fund the District's non-reimbursed costs, estimated to be $57 million. 

Capital Replacement/Renewal Reserve Policy: will be maintained to provide thirty percent of the 
funding to replace or refurbish the current collection and treatment and disposal facilities at the end of 
their useful economic lives. The current replacement value of these facilities is estimated to be $3.46 
billion for the collection facilities and $3.44 billion for the treatment and disposal facilities. The initia l 
reserve level was established at $50 mill ion , which will be augmented by interest earn ings and a small 
portion of the annual sewer user fees in order to meet projected needs through the year 2030. 

Provisions of the various Certificate of Participation (COP) issues require debt service reserves to be 
under the control of the Trustee for that issue. These reserve funds are not available for the general 
needs of the District and must be maintained at specified levels. The projected level of required COP 
se.vice reserves at June 30, 2010 is $128.7 million. 
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Accumulated funds exceeding the levels specified by District policy will be maintained in a rate 
stabilization fund. These funds will be applied to future years' needs in order to maintain rates or to 
moderate annual f luctuations. There is no established target for this reserve. 

As of June 30, 2010, the Sanitation District was in compliance with the Accumulated Funds and Reserves 
Policy with designated net assets totaled $473 million, and have been earmarked for the following specific 
purposes in accordance with the Sanitation District's reserve policy: 

Designated For Cash Flow Contingency 
Designated For Self-Insurance 
Designated For Capital Improvements 
Designated For Debt Service Requirements 
Overlapping Reserve Adjustment 

Total Designated Net Assets 

$185 million 
57 million 

142 million 
129 million 
(40) million 

$ 473 mi llion 

CERTIFICATE OF ACHIEVEMENT FOR EXCELLENCE 
IN FINANCIAL REPORTING 

The Government Finance Officers' Association of the United States and Canada (GFOA) awarded a 
Certificate of Achievement for Excellence in Fmancial Reporting to the Orange County Sanitation District 
for the Sanitation 01stnct's comprehensive annual financial report for the year ended June 30, 2009. This 
was the sixteenth consecutive year that the Sanitation District has received this award. In order to be 
awarded a Certificate of Achievement, a governmental unit must publish an easily readable and efficiently 
organized comprehensive annual financial report. whose contents conform to program standards Such 
reports must satisfy both generally accepted accounting principles and applicable legal requirements. 

A Certificate of Achievement is valid for a period of one year only. We believe that our current 
comprehensive annual financial report continues to meet the Certificate of Achievement Program 
requirements and we are submitting it to GFOA to determine its eligibility for another certificate. 
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Board of Directors 
Orange County Sanitation District 
Fountain Valley, California 

INDEPENDENT AUDITORS' REPORT 

We have audited the accompanying basic financial statements of Orange County Sanitation 
District ("District"), as of and for the year ended June 30, 2010, as listed in the table of contents. 
These financial statements are the responsibility of the management of the District Our 
responsibility is to express an opinion on these basic financial statements based on our audit 
The prior year partial comparative information has been derived from the basic financial 
statements of the District for the year ended June 30, 2009 and, in our report dated October 22, 
2009, we expressed an unqualified opinion on those basic financial statements 

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. Those standards 
require that we plan and perform the audit to obtain reasonable assurance about whether the 
financial statements are free of material misstatement An audit includes examining, on a test 
basis, evidence supporting the amounts and disclosures in the financial statements. An audit 
also includes assessing the accounting principles used and significant estimates made by 
management, as well as evaluating the overall financial statement presentation. We believe that 
our audit provides a reasonable basis for our opinion. 

In our opinion, the basic financ.ial statements referred to above present fairly, in all material 
respects, the financial position of the District, as of June 30, 2010, and the changes in financial 
position and cash flows of the District for the year then ended in conformity with accounting 
principles generally accepted in the United States of America. 

The information identified in the accompanying table of contents as management's d;scussion 
and analysis is not a required part of the basic financial statements, but is supplementary 
information required by accounting principles generally accepted in the United States of 
America_ We have applied certain limited procedures, which consisted principally of inquiries of 
management regarding the methods of measurement and presentation of the required 
supplementary information. However, we did not audit the information and express no opinion 
on it 

Our audit was conducted for the purpose of forming an opinion on the financial statements that 
collectively comprise the District's basic financial statements. The introductory section, 
supplementary information, statistical tables and other data and trends are presented for 
purposes of additional analysis and are not a required part of the basic financial statements. 
The supplementary information has been subjected to the auditing procedures applied in the 
audit of the basic financial statements, and in our opinion, is fairly stated in all material respects 
in relation to the basic financial statements taken as a whole. The introductory section, 
statistical tables and other data and trends have not been subjected to the auditing procedures 
applied in the audit of the basic financial statements and, accordingly, we express no opinion on 
them. 
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I 
Board of Directors 
Orange County Sanitation District 

In accordance with Government Auditing Standards, we have also issued a report dated 
October 20, 2010 on our consideration of the Orange County Sanitation District's internal control 
over financial reporting and our tests of its compliance with certain provisions of laws, 
regulations, contracts, grant agreements, and other matters. The purpose of that report is to 
describe the scope of our testing of internal control over financia l reporting and compliance and 
the results of that testing, and not to provide an opinion on the internal control over financial 
reporting or on compliance. That report is an integral part of an audit performed in accordance 
with Government Auditing Standards and should be considered in assessing the results of our 
audit. 

Irvine, California 
October 20, 2010 
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