














EXEClTTIVE SlTMMARY

In accordance with the City Auditor's 1997-98 Audit Workplan, we audited the

City of San Jose's sewer billing services. This is the first report in a series of audits of

the Sewer Service and Use Charge Fund and the sewer services that the Environmental

Services Department (ESD) provides. We conducted this audit in accordance with

generally accepted government auditing standards and limited our work to those areas

specified in the Scope and Methodology section of this report.

FINDING I

THE ENVIRONMENTAL SERVICES DEPARTMENT NEEDS TO
IMPROVE ITS DOCUMENTATION AND SUPERVISORY

APPROVAL OF $1.5 MILLION PER YEAR IN REDUCTIONS TO
SEWER SERVICE AND USE CHARGES

The City of San Jose Municipal Code (Code) requires the Environmental Services

Department (ESD) to compute Sewer Service and Use Charge (SSUC) Fees based upon

the volume and strength of sewage discharged into the sanitary sewer system. In most

cases, ESD uses metered water consumption to estimate sewage flow. We identified that

the ESD has approved reductions to the estimated volume of flow for about 50 monitored

industrial locations and about 500 unmonitored commercial locations. Consequently, the

ESD reduced SSUC Fees by about $1.5 million per year. However, we also identified

that the ESD made these $1.5 million in annual SSUC Fee reductions without:

• Written criteria for doing so;

• Written justifications for disparate reductions among similar companies;

• Written notification of the affected companies regarding the flow reductions

used to calculate their SSUC Fees;

• Documented supervisory review and approval;
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• Regular reviews of flow reduction factors; or

• Showing flow adjustments on customer invoices.

As a result, the ESD may be granting unwarranted SSUC Fee reductions or

treating customers inequitably.

We also identified that, for purposes of calculating the capital cost recovery

portion of SSUC Fees for monitored industries, the City of San Jose has a long-standing

practice of granting an additional 50 percent reduction to the estimated volume of sewage

that some seasonal industries discharge into the sanitary sewer system. We estimate that

because of this additional 50 percent reduction, the ESD reduces the capital cost recovery

portion of the SSUC Fees by an additional $24,000 per year. As a result, the ESD may

be granting SSUC Capital Cost Recovery Fee reductions that are not warranted.

In our opinion, the ESD should improve its documentation and supervisory

approval ofreductions to SSUC Fees. In addition, the ESD should require installation of

water diversion meters and/or sewage flow meters at additional commercial locations in

order to increase the accuracy of its sewer flow estimates. Furthermore, the ESD should

establish policies and procedures to verify over 600,000 hundred cubic feet (HCF) or

$840,000 of self-reported water and/or sewage flow billing information during 1997-98.

Finally, the ESD should reconsider its longstanding practice of granting 50 percent flow

reductions to canneries as part of its pending sewer rate structure review.

RECOMMENDATIONS

We recommend that the Environmental Services Department:

Recommendation #1

Include a reassessment of its percentage-based flow adjustment factors in its

pending sewer rate structure review. (priority 3)

Recommendation #2

Document its methodology for estimating sewer flow and its criteria for granting

water loss adjustments. In addition, the ESD should annually review existing water loss
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adjustment factors for both monitored industries and unmonitored companies and require

supervisory review and approval of all changes to those factors. (Priority 2)

We also recommend that the Environmental Services Department and Treasury:

Recommendation #3

Print explanatory notes on SSUC invoices showing the methodology for

estimating sewer flow and the water loss adjustment factor when applicable. (Priority 3)

We further recommend that the Environmental Services Department:

Recommendation #4

Implement policies and procedures requiring owners of commercial, industrial,

and miscellaneous premises to install sewer meters and!or additional water meters

wherever possible. (Priority 3)

Recommendation #5

Implement policies and procedures to periodically verify self-reported flow

information. (Priority 2)

Recommendation #6

Review its policy ofreducing SSUC Capital Cost Recovery Fees by half for users

with peak use during dry weather months. (priority 3)
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FINDING II

THE ENVmONMENTAL SERVICES DEPARTMENT EXCEEDED
ITS MUNICIPAL CODE AUTHORITY WHEN IT REDUCED

TWO SEWER SERVICE AND USE CHARGE INVOICES
BY A TOTAL OF $323,000

The City of San Jose Municipal Code (Code) specifies that the Director of

Finance has the authority to correct a disputed Sewer Service and Use Charge (SSUC)

Fee. Similarly, the Code authorizes the City Council to adjust SSUC Fees to any

particular premises if the charges are unfair or inequitable. However, during our audit we

identified two instances where the Environmental Services Department's (ESD)

. Administrative Services Division adjusted one SSUC Fee by $306,000 and another SSUC

Fee by $17,000. The Director ofFinance and the City Council were not involved or

advised of these SSUC Fee adjustments. Further, we could not fmd any evidence ofESD

supervisory review or approval of these SSUC Fee adjustments. In our opinion, the ESD

needs to ensure that its staff is aware of the SSUC Fee adjustment Code requirements and

develop written procedures to ensure compliance with Code requirements. By so doing,

the ESD will help assure compliance with the Code and reduce the risk that its staff could

inappropriately adjust customers' bills.

RECOMMENDATIONS

We recommend that the Environmental Services Department:

Recommendation #7

Ensure that its staff is aware of the SSUC Fee adjustment code requirements.

(Priority 2)

Recommendation #8

Establish criteria, procedures, and a supervisory review and approval process for

correcting disputed SSUC bills and approving billing adjustments in accordance with the

Municipal Code. (priority 2)
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FINDING III

THE ENVIRONMENTAL SERVICES DEPARTMENT NEEDS TO
IMPROVE ITS BILLING PROCEDURES FOR
MONITORED INDUSTRIAL SEWER USERS

In accordance with its sewer rate schedule, the Environmental Services

Department (ESD) should bill monitored industrial sewer users monthly on the basis of

samples collected during the billing period Sewer Service and Use Charge (SSUC) Fees

for monitored industrial sewer users should be based on estimated or metered flow for the

month adjusted for levels ofbiochemical oxygen demand (BOD), suspended solids (SS)

and ammonia (NH3). Our audit of the ESD's billing procedures for monitored industrial

sewer users revealed that the ESD

• Used disparate time periods to calculate flows and levels ofBOD, SS, and

NH3;

• Used disparate sampling schedules;

• Did not test all monitored companies;

• Arbitrarily excluded individual sampling results;

• Did not provide affected companies with written notification of flow reduction

or sampling schedules;

• Erroneously omitted zero sampling results; and

• Made flow information transcription errors.

While the net effect of the above errors and inconsistencies was less than $10,000,

larger and more costly future mistakes could occur and go undetected and uncorrected.

Accordingly, the ESD should document the reasons for any deviations from its standard

billing practices, implement procedures to identify and correct inadvertent billing errors

and omissions, and establish written procedures for handling sampling results. By

implementing these procedures the ESD will have added assurance that it is billing its

monitored industrial sewer users fairly and appropriately.
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RECOMMENDATIONS

We recommend that the Environmental Services Department:

Recommendation #9

Establish criteria, procedures, and a supervisory review and approval process for

(l) determining the frequency of testing at monitored industrial sites, (2) requesting

additionai samples, (3) using sample results from prior months for billing purposes, and

(4) excluding sample results for billing purposes. (Priority 2)

Recommendation #10

Annually review and notify monitored companies of next year's billing

parameters including sampling frequency and analysis, flow estimation, and procedures

to follow to resolve billing disagreements. (Priority 2)

Recommendation #11

Update its review and approval procedures to include proofreading data that is

used to compute SSUC Fees including sample results and flow information. (Priority 3)

FINDING IV

THE TREASURY DIVISION OF THE FINANCE DEPARTMENT
NEEDS TO DEVELOP PROCEDURES TO ENSURE THAT

PENALTIES ARE ASSESSED ON ALLDELINQUENT SEWER
BILLS AND PAST DUE SEWER BILLS ARE COLLECTED

The Administrative Services Division.(Administrative Services) of the

Environmental Services Department (ESD) prepares monthly sewer and storm drain bills

(Sewer Bills) for about 50 monitored industrial sewer users. The Treasury Division of

the Finance Department (Treasury) is responsible for assessing City of San Jose

Municipal Code (Code) prescribed 10 percent penalties on bills that are delinquent 40

days after the invoice date. However, because of Treasury's reliance on a manual bill

tracking system, we identified at least 30 penalties totaling nearly $22,000 that Treasury
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did not assess. According to Treasury officials, Treasury collects past due bills by filing

suit in Small Claims Court for amounts less than $5,000 or refers amounts over $5,000 to

the City Attorney's Office for legal action. In addition, the Code prescribes who is

authorized to approve the writing-off of bills less than and greater than $5,000. However,

we identified nearly $63,000 in bills that were at least six months past due. We also

identified that the City's Finance Administrative Manual (FAM) is out-of-date with

regard to both the dollar limit for Small Claims Court and the dollar limits for approving

writing-off uncollectable invoices. In our opinion, Treasury needs to develop written

procedures regarding the assessment of penalties on bills and the collection of past due

bills to ensure compliance with the Code and the FAM.

RECOMMENDATIONS

We recommend that Treasury:

Recommendation #12

Develop procedures to ensure that delinquent sewer penalties are imposed and

collected. (priority 2)

Recommendation #13

Finance should update the FAM Section 4.1 to reflect current dollar limits on

Small Claims Court actions, and current Municipal Code limits for approving writing-off

uncollectable invoices. (Priority 3)

Recommendation #14

File suit in Small Claims Court for past due Sewer Bills up to $5,000, refer to the

City Attorney any past due Sewer Bills over $5,000, and write-offuncollectable Sewer

Bills in accordance with the City's Administrative Manual. (Priority 2)

Recommendation #15

Develop formal procedures to ensure that customers are notified of delinquent

penalties on Sewer Bills and to ensure that past due Sewer Bills and delinquent penalties

are collected. (Priority 2)
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FINDING V

THE COUNTY HAS NOT RENIITTED $26,000 IN SEWER AND
STORM DRAIN FEES FOR 1996-97 AND 1997-98

The City of San Jose (City) collects most of its sewer and storm drain fees

through the County of Santa Clara's (County) tax assessment rolls. Our review revealed

that the County has not remitted $26,000 in sewer and storm drain fees for 1996-97 and

1997-98. In our opinion, the Finance Department should (1) actively pursue collection of

these sewer fees and (2) annually reconcile billings to remittances and pursue any

differences.

RECOMMENDATIONS

We recommend that the Finance Department:

Recommendation #16

Initiate collection of any sewer and storm drain fees due from the County.

(Priority 2)

Recommendation #17

Annually reconcile its sewer and storm drain billings to Santa Clara County

remittances and pursue any differences. (Priority 2)
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CITY OF SAN JOSE

RECEIVED
SEP 28

- M E M 0 RAN D U lVf.lTV AUDITOR

TO: Gerald A. Silva
City Auditor

FROM: Carl W. Mosher, Director
Environmental Services Department

John Guthrie, Director
Finance Department

SUBJECT: SEE BELOW DATE: October 5, 1998

DATE:...APPROVED:~_= ........ .,.--

SUBJECT: RESPONSE TO ANA UDIT OF CITY OF SAN JOSE'S SEWER
BILLING SERVICES

The Administration has reviewed the City Auditor's report entitled "An Audit ofthe City ofSan
Jose's Sewer Billing Services, " and concurs with all of the substantive recommendations in it.

Background
The Sewer Service and Use Charge (SSUC) rate setting methodology was established to meet the
requirements of the Federal Clean Water Act as amended in 1976. The current methodology
requires that wastewater collection, treatment and disposal costs be allocated to the parameters of
Flow, Biochemical Oxygen Demand (BOD), Suspended Solids (SS) and Ammonia. From this
allocation, a uniform cost for each unit of service (gallons and pounds) is developed. These unit
costs are then applied to each discharger's wastewater characteristics, defined in terms of volume
(gallons of flow) and strength (pounds of BOD, SS and/or Ammonia) to determine the SSUC
fees to be paid.

Sewer Service & Use Charges are collected bi-annually through the County property tax rolls for
approximately 194,400 residential locations and 8,719 commercial water accounts. An
additional 681 commercial water accounts are invoiced bi-annually by the City, and 50
monitored industrial locations are invoiced monthly by the City. This represents an estimated
annual revenue of $68.8 million ($50.6 million from residential, $14.2 million from commercial
and $4 million from monitored industries).

The Auditor identified a potential source of $1.5 million in revenue (Executive Summary,
Finding I) related to the water loss methodologies applied to the commercial and industrial users.
These water loss methodologies have been applied to the commercial and industrial accounts
since the rates were established in 1977.
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The commercial rate structure methodology is based on sewage strength by standardized
classification and average water usage from the previous January, February, and March extended
for the following year. In addition, a percentage-based flow adjustment factor is applied for
additional waterflow diversion (water that is fully used on site and not discharged to the sanitary
system}. These adjustments vary by commercial classification and include landscape water use,
water reuse, internal recirculation and cooling tower usage.

The monitored industrial users are billed monthly based on the strength of the discharge samples
collected, and water consumption with an adjustment for water loss associated to landscape,
internal water recirculation and cooling towers.

The Environmental Services Department (ESD) is currently preparing an RFQ for a study of
sewer service rates to address the water loss factor methodology and other sewer related rate
Issues.

Our response to specific recommendations is as follows:

Recommendation #1
The Enviromnental Services Department include a reassessment of its percentage-based flow
adjustment factors in its pending sewer rate structure review. (Priority 3)

The Administration concurs with this recommendation. The ESD has incorporated this element
into the RFQ for the Study of Sewer Service Related Rates.

Recommendation #2
That the Environmental Services Department document its methodology for estimating sewer
flow and its criteria for granting water loss adjustments. In addition, the ESD should annually
review existing water loss adjustment factors for both monitored industries and unmonitored
companies and require supervisory review and approval of all changes to those factors.
(Priority 2)

The Administration concurs with this recommendation. The ESD has completed draft
procedures for methodologies for estimating sewage flow, criteria for granting water loss
adjustments, annual review of water loss factors, and the supervisory review and approval
processes.

Recommendation #3
That ESD and Treasury print explanatory notes on SSUC invoices showing the methodology for
estimating sewer flow and the water loss adjustment factor when applicable.
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The Administration concurs with this recommendation. The ESD and Treasury are currently
developing procedures to print the methodology and water loss information on the invoices.

Recommendation #4
That the ESD implement policies and procedures requiring owners of commercial, industrial and
miscellaneous premises to install sewer meters and/or additional water meters wherever possible.
(Priority 3)

The Administration concurs with the recommendation. The ESD has drafted policies and
procedures to address, wherever possible, the installation of sewer and/or additional water meters
at commercial, industrial and miscellaneous premises.

Recommendation #5
That ESD implement policies and procedures to periodically verify self-reported flow
information. (Priority 2)

The Administration concurs with the recommendation. The ESD has established a policy and
drafted procedures to periodically verify self-reported flow information.

Recommendation #6
That ESD review its policy of reducing SSUC Capital Cost Recovery Fees by half for users with
peak use during dry weather months. (Priority 3)

The Administration concurs with the recommendation. The ESD will review its policy and will
incorporate this review into the scope of the RFQ for the study of Sewer Service Related Rates.

Recommendation #7
That the ESD ensure that its staffis aware of the SSUC Fee adjustment code requirements.
(Priority 2)

The Administration concurs with the recommendation. The ESD has made all staff associated
with the SSUC functions, including fee adjustments, aware of the Municipal Code requirements.

Recommendation #8
That ESD establish criteria, procedures, and a supervisory review and approval process for
correcting disputed SSUC bills and approving billing adjustments in accordance with the
Municipal Code. (Priority 2)
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The Administration concurs with the recommendation. The ESD has established criteria and
drafted procedures for correcting disputed SSUC bills, approving billing adjustments and
obtaining supervisory review and approval.

Recommendation #9
That ESD establish criteria, procedures, and a supervisory review and approval process for (1)
determining the frequency of testing at monitored industrial sites, (2) requesting additional
samples, (3) using sample results from prior months for billing purposes, and (4) excluding
sample results for billing purposes. (Priority 2)

The Administration concurs with this recommendation. ESD has established criteria and drafted
procedures, which include a supervisory review and approval process, for all four items in this
recommendation. .

Recommendation #10
That ESD annually review and notify monitored companies of next year's billing parameters
including sampling frequency and analysis, flow estimation, and procedures to follow to resolve
billing disagreements. (Priority 2)

The Administration concurs with this recommendation. ESD has established criteria and is
currently drafting procedures to ensure that a review and notification of next year's billing
parameters and related procedures for resolution ofbilling disagreements will be accomplished
annually with the monitored industries.

Recommendation #11
That ESD update its review and approval procedures to include proofreading data that is used to
compute SSUC Fees including sample results and flow information. (Priority 3)

The Administration concurs with the recommendation. ESD has updated its review and approval
procedures to include proofreading of data used to compute SSUC fees.

Recommendation #12
That Treasury develop procedures to ensure that delinquent sewer penalties are imposed and
collected. (Priority 2)

The Administration concurs with this recommendation. The Treasury Division is in the process
of updating its written procedures and staff training to ensure that delinquent sewer penalties are
consistently imposed and collected.
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Recommendation #13
That Finance should update the FAM Section 4.1 to reflect current dollar limits on Small Claims
Court actions and current Municipal Code limits for approving writing-offuncollectable
invoices. (Priority 3)

The Administration concurs with this recommendation. The Finance Department is in the
process of updating FAM Section 4.1.

Recommendation #14
That Treasury file suit in Small Claims Court for past due Sewer bills up to $5,000, refer to the
City Attorney any past due Sewer Bills over $5,000, and write-offuncollectable Sewer Bills in
accordance with the City's Administrative Manual. (Priority 2)

The Administration concurs with this recommendation. The Treasury Division is in the process
of updating its written procedures and staff training to ensure that appropriate collection actions
or write-offs are consistently completed for delinquent sewer bills.

Recommendation #15
That Treasury develop formal procedures to ensure that customers are notified of delinquent
penalties on Sewer Bills and to ensure that past due Sewer Bills and delinquent penalties are
collected. (Priority 2)

The Administration concurs with this recommendation. TheTreasury Division is in the process
of updating its written procedures and staff training to ensure that delinquent sewer penalties are
consistently imposed and collected.

Recommendation #16
That the Finance Department initiate collection of any sewer and storm drain fees due from the
County. (Priority 2)

The Administration concurs with this recommendation. The Treasury Division will initiate
collection of any sewer and storm drain fees due from the County of Santa Clara. However, from
research with County staff regarding the subsequent adjustments made by the County to the
billing tape submitted for placement on the tax roll by Treasury's Sewer Billing Unit, it appears
many of the adjustments were made to reflect property ownership changes to other government
entities that are not billed on the County's tax roll. Treasury staff is continuing to work with the
County to identify and document these tax roll adjustments. Treasury will bill the appropriate
property owners as the adjustments are documented.
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