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METRO

WASTEWATER J P A

Regular Meeting of the Metro Commission
and Metro Wastewater JPA

AGENDA
Thursday, October 7, 2021 - 12:00 p.m.

“The Metro JPA’s mission is to create an equitable partnership with the San Diego City Council and Mayor
on regional wastewater issues. Through stakeholder collaboration, open dialogue, and data analysis, the
partnership seeks to ensure fair rates for participating agencies, concern for the environment, and
regionally balanced decisions.”

MEMBERS OF THE METRO COMMISSION/METRO JPA WILL BE PARTICIPATING REMOTELY
FOR THIS MEETING AND THERE WILL BE NO LOCATION FOR IN-PERSON ATTENDANCE
PURSUANT TO GOVERNMENT CODE SECTION 54953(e)(1)(A), WHICH PROVIDES WAIVERS TO
CERTAIN BROWN ACT TELECONFERENCING RULES DURING A PROCLAIMED STATE OF
EMERGENCY WHEN STATE OR LOCAL OFFICIALS HAVE IMPOSED OR RECOMMENDED
SOCIAL DISTANCING. IN COMPLIANCE WITH THE BROWN ACT, METRO COMMISSION/METRO
JPA IS PROVIDING ALTERNATIVES TO IN-PERSON ATTENDANCE FOR OBSERVING AND
PARTICIPATING IN THE MEETING. FURTHER DETAILS ARE BELOW.

Note: Any member of the public may provide comments to the Metro Commission/Metro JPA on any
agenda item or on a matter not appearing on the agenda, but within the jurisdiction of the
Commission/JPA. Public comments must be submitted in either of the following manners:

1. Providing Oral Comments During Meeting. To provide comments during the meeting, join the
Zoom meeting by computer, mobile phone, or dial-in number. On Zoom video conference by
computer or mobile phone, use the “Raise Hand” feature. This will notify the Secretary that you
wish to speak during a specific item on the agenda or during non-agenda Public Comment. If
joining the meeting using the Zoom dial-in humber, you can raise your hand by pressing *9.
Comments will be limited to three (3) minutes

2. Written Comments. Written public comments must be submitted prior to the start of the meeting
to Ipeoples@chulavistaca.gov. Please indicate whether your comment is on a specific agenda
item or a non-agenda item. Comments are limited to four hundred (400) words. It is requested
that comments and other information be provided at least two (2) hours before the start of the
meeting. All comments received by such time will be provided to the Commission/JPA
members in writing. In the discretion of the Chair, the first five (5) comments received on each
agenda item, or on non-agenda matters, may be read into the record at the meeting. Comments
received after the two (2) hour limit will be collected, sent to the Commission/JPA members in
writing, and be part of the public record.

When providing comments to the Commission/JPA, it is requested that you provide your name and city
of residence for the record. Commenter's are requested to address their comments to the
Commission/JPA as a whole through the Chair. If you have anything that you wish to be distributed to
the Commission/JPA, please provide it to the Secretary via Ipeoples@chulavistaca.gov, who will
distribute the information to the members.
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The public may participate using the following remote options:

Join Zoom Meeting
https://us02web.zoom.us/j/83114387630

Meeting ID: 831 1438 7630
One tap mobile
+16699009128,,83114387630# US (San Jose)
+12532158782,,83114387630# US (Tacoma)

Dial by your location
+1 669 900 9128 US (San Jose)
+1 253 215 8782 US (Tacoma)
+1 346 248 7799 US (Houston)
+1 312 626 6799 US (Chicago)
+1 646 558 8656 US (New York)
+1 301 715 8592 US (Washington DC)

Documentation
Included

1. ROLL CALL
2. PLEDGE OF ALLEGIANCE TO THE FLAG

3. PUBLIC COMMENT
Opportunity for members of the public to provide comments to the Commission/JPA on any
items not on the agenda but within the jurisdiction of the Commission/JPA. Members of the
public may use either method noted above to provide a comment.

X 4. ACTION: CONSIDERATION AND POSSIBLE ACTION TO APPROVE THE MINUTES OF
THE REGULAR MEETING OF August 5, 2021

X 5 ACTION: CONSIDERATION AND POSSIBLE ACTION TO APPROVE THE CALIFORNIA WATER
TECHNOLOGIES LLC CONTRACT FOR FERROUS CHLORIDE FOR USE AT WATER
TREATMENT PLANTS OVER NEXT 5 YEARS (Craig Boyd) (Attachment)

X 6. ACTION: CONSIDERATION AND POSSIBLE ACTION APPROVE THE HAWTHORNE
MACHINERY COMPANY CONTRACT FOR PARTS, TECHNICAL AND REPAIR SERVICES FOR
CATERPILLAR CO-GENERATION ENGINES, BACKUP GENERATORS, AND ASSOCIATED
SWITCHGEAR LOCATED AT VARIOUS PUBLIC UTILITIES FACILITIES (Craig Boyd)
(Attachment)

X 7. UPDATE: INDUSTRIAL WASTEWATER CONTROL COMMITTEE (Beth Gentry) (Attachments)
a Follow Up Performance Audit PUD IWCP Part |
b. Follow Up Performance Audit PUD IWCP Part Il
c. Industrial User Fee — SD Outreach
d. Memo to Chair Jones — Industrial Wastewater Discharge Permit Inventory Status
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Documentation

Included
8. UPDATE: METRO WASTEWATER (General) (Standing Item) (Tom Rosales)
a. Replacement of Pt. Loma Treatment Plant Access Road
b. April 10, 2020 Sanitary Overflow Update
X 9. UPDATE: METRO CAPITAL IMPROVEMENT PROGRAM AND FUNDING SOURCES (Standing
Item) (Tung Phung) (Attachment)
10. UPDATES: PURE WATER PROGRAM (Standing Item) (John Stufflebean)
X A. PURE WATER PHASES 1 & Il DESIGN & CONSTRUCTION (John Stufflebean)
(Attachment)
B. SECONDARY EQUIVALENCY LEGISLATON (John Stufflebean)
X 11. UPDATE: METRO TAC UPDATE/REPORT (Standing Item) (Roberto Yano) (Attachment)
12. REPORT: IROC (Standing Item) (Jerry Jones)
13. REPORT: FINANCE COMMITTEE (Standing Item) (John Mullin)
14. REPORT: GENERAL COUNSEL (Standing Item)
15 PROPOSED AGENDA ITEMS FOR THE NEXT METRO COMMISSION/METRO
" WASTEWATER JPA MEETING November 4, 2021
16. METRO COMMISSIONERS’ AND JPA BOARD MEMBERS’ COMMENTS
17. ADJOURNMENT OF METRO COMMISSION AND METRO WASTEWATER JPA
The Metro Commission and/or Metro Wastewater JPA may take action on any item listed in
this Agenda whether or not it is listed “For Action.”
Materials provided to the Metro Commission and/or Metro Wastewater JPA related to any
open-session item on this agenda are available for public review at our website:
https://www.metrojpa.org
In compliance with the
AMERICANS WITH DISABILITIES ACT
The Metro Commission/Metro Wastewater JPA requests individuals who require alternative
agenda format or special accommodations to participate in the Metro Commission/ Metro
Wastewater JPA meetings, contact Lori Peoples at Ipeoples@chulavistaca.gov. Requests
for disability-related modifications or accommodations require different lead times and should
be provided at least 72-hours in advance of a meeting.
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Metro JPA 2021 Meeting Schedule

January 7, 2021 February 4, 2021 March 4, 2021
April 1, 2021 May 6, 2021 June 3, 2021

July 1, 2021 August 5, 2021 September 2, 2021
October 7, 2021 November 4, 2021 December 2, 2021
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ATTACHMENT 4

ACTION MINUTES FOR
THE MEETING OF
AUGUST 5, 2021



METRO &
WASTEWATER J P A

Regular Meeting of the Metro Commission
and Metro Wastewater JPA

Zoom Meeting Held On Line

August 5, 2021

Minutes

Chairman Jones called the meeting to order at 12:10 p.m. A quorum of the Metro Wastewater
JPA and Metro Commission was declared, and the following representatives were present:

1. ROLL CALL

Agencies

City of Chula Vista

City of Coronado

City of Del Mar

City of El Cajon

City of Imperial Beach
City of La Mesa

Lemon Grove San District
City of National City

Representatives Alternate
Jill Galvez

Marvin Heinze

Dan Quirk (absent) Joe Bride

Gary Kendrick

Ed Spriggs

Bill Baber (absent)
Jerry Jones

Jose Rodriguez

City of Poway John Mullin Eric Heidemann
County of San Diego Joel Anderson

Otay Water District Mark Robak

Padre Dam MWD Jim Peasley

Metro TAC Chair Roberto Yano Eric Minicilli

Others present: Metro JPA Assistant General Counsel Nicholaus Norvell - BBK Law;
Metro JPA Secretary Lori Anne Peoples; Beth Gentry — City of Chula Vista; Ed Walton —
City of Coronado; Joe Bride - City of Del Mar; Yazmin Arellano, Dennis Davies - City of
El Cajon; Eric Minicilli — City of Imperial Beach; Hamed Hashemian — City of La Mesa;
Mike James (absent) — Lemon Grove Sanitation District; Roberto Yano — City of National
City; Bob Kennedy — Otay Water District; Allen Carlisle — Padre Dam Municipal Water
District; Eric Heidemann and Jessica Parks — Poway; John Stufflebean, Tom Rosales,
Edgar Patino, Adam Jones, Charlotte Strong-Williams, Markiko
Natawatase, Huy Nguyen, Victor Occiano, Doug Owen - City of San Diego (and
Consultants) and Christine Leone — Chief Deputy City Attorney, City of San Diego; Dan
Brogadir — County of San Diego; Scott Tulloch & Carmen Kasner — NV5; Dexter Wilson
— Dexter Wilson Engineering; Karyn Keese — The Keze Group, LLC.

2, PLEDGE OF ALLEGIANCE TO THE FLAG
Vice Chair Jim Peasley, Padre Dam Municipal Water District led the pledge
3. PUBLIC COMMENT
None
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4, ACTION: CONSIDERATION AND POSSIBLE ACTION TO APPROVE THE MINUTES
OF THE REGULAR MEETINGS OF MAY 6, 2021 and JUNE 3, 2021

ACTION: Motion by Commissioner Galvez, second by Commissioner Anderson and carried
unanimously.

5. PRESENTATION: EQUALIZATON COST WITHOUT PURE WATER

John Stufflebean, City of San Diego Public Utilities introduced Doug Owen, consultant
for the City of San Diego who provided an overview of the PowerPoint presentation
attached to the agenda.

Prior to the presentation, Dexter Wilson, Wilson Engineering and consultant to the JPA
thanked the City of San Diego for putting this presentation together as it will justify why
the Pure Water Program is good for all. He also noted for clarification, that the charts
provided were based on 2050 Peak Flows and that the chart already has flows diverted
showing 610 mgd actual flow which is higher but some is diverted already. The first
study shows what it actually might be. There are many ways to deal with peak flows and
this should be viewed as a preliminary report.

Commissioner Galvez stated the felt this to be a good place to start. In feeder cities
could do zoning, planning, land use to capture good rainwater.

Commissioner Spriggs stated he supported the comments of Commissioner Galvez and
thought a stormwater presentation would be good to have.

6. ACTION: CONSIDERATION AND POSSIBLE ACTION TO APPROVE THE
REIMBURSEMENT TO IMPERIAL BEACH FOR THE PURCHASE OF COMPOUTER
EQUIPMENT FOR THE BOARD SECRETARY

Karyn Keese provided the background of the request for reimbursement to the City of
Imperial Beach which will not have an impact on the budget. She then provided an
overview of what prompted this acquisition. The purchase has been determined by
MetroTAC and the Metro JPA Finance Committee to have a benefit once implemented.
There will be Cloud storage added so that the JPA has all records in one place. The
estimated cost is approximately $3,000. She thanked MetroTAC Vice Chair Eric Minicilli
of Imperial Beach for taking the lead on this and purchasing the equipment through a
discount with Dell. The will also purchase the software to include Microsoft 365 which
will have annual renewal payments, Adobe to PDF documents which will have monthly
payments and are still pricing the Cloud software. Security software will also be included
in the purchase and the support function is basically moving from Chula Vista to Imperial
Beach. She also noted that Lori's hourly rate is less than 1/3 of the lowest consultant
rate and this purchase will enable her to stop using her personal equipment.

ACTION: Motion by Commissioner Mullin, seconded by Chair Jones to approve the purchase.
Motion carried unanimously.

7. UPDATE: INDUSTRIAL WASTEWATER CONTROL COMMITTEE
Beth Gentry, City of Chula Vista provided an update noting that:

The committee met on 7/14/2021.
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10.

1. Industrial Waste Discharge Permit Fees
6/23 SD Budget Committee was presented with the proposed IWD Permit Fees
July — SD CC Consideration of Public Hearing
Mid-Sept. — Public Hearing for the IWD Permit Fees (and WW / W rates for Muni
Customers)
Staff Recommendation:
o Rate recover delayed and set to start July 1, 2022
e Rate increases will by in 25% increments with full recovery over 4 years

2. Standardized Metro Industrial Waste Discharge Services (e.g. permit reviews,
applications, and monitoring)
Greg Moser from Procopio provided a draft agreement and discussion on aspects of
the agreement. It is in draft so I'm not going to share it now but contact me if you are
interested in being part of the development. Committee members are reviewing it
and will discuss at the next meeting. A second round of comments is likely before
we present anything to the group.

Key items include language to ensure enforcement of permits, [future billing
mechanics], what form the contract will take [part of the larger agreement, per
Section 2.9 or separate agreements with individual PA’s, a separate agreement for
discharges only, etc.]

3. Coordination with San Diego on Industrial Discharge Permitting
Reminder that San Diego (Joy Newman) requested each PA provide procedures on
how entities are referred to SD for permitting, due by Sept. 1. This is required for
either their procedural audit to or the Pure Water pretreatment program.

4. Local Limits update to be coordinated soon with Stantec/Brown and Caldwell

Next Committee Meeting TBD, likely week of Aug. 9"
REPORT: APRIL 10, 2020 SANITARY OVERFLOW INCIDENT UPDATE

Tom Rosales, City of San Diego was not present so the item was continued to the next
meeting.

REPORT: PT. LOMA TREATMENT PLANT ACCESS ROAD UPDATE

Tom Rosales, City of San Diego was not present so the item was continued to the next
meeting.

REPORT: PURE WATER PHASE Il UPDATE

John Stufflebean, City of San Diego stated under Phase |, they have awarded 7 of the
11 contracts at $1 billion which is a record for the City of San Diego. The materials
availability is the main issue; The City is working with the Operators at Miramar and
hope to have things resolved for when Pure Water starts coming in; they are
reconvening the working groups in the neighborhoods where the pipelines are going to
determine how to have minimal impacts; they also are continuing with two presentations
a week on Pure Water and have three scheduled for September. Phase Il they are
working on the decision of whether to use Lake Murray or Vincente and have assigned a
panel expert to work on the issues; they are in the process of preparing for the building
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of the demo plant at Pt. Loma and are working with east County to make sure their brine
does not flow into ours. With regard to OPRA it has passed the House and has been
introduced in the Senate and is moving forward.

11. REPORT: CITY OF SAN DIEGO SECONDARY EQUIVALENCY LEGISLATION
Update provided above in Item 10.

12. REPORT: PURE WATER PROGRAM UPDATE
Update provided above in Item 10.

13. REPORT: METRO TAC UPDATE/REPORT
MetroTAC Chair Yano introduced MetroTAC Vice Chair Minicilli who provided a brief
report noting that TAC had heard the same items as on this agenda and voted
unanimously to approve the computer reimbursement to the City of Imperial Beach.

14. REPORT: IROC UPDATE
Chair Jones stated that IROC had heard the Wastewater Finance Committee on the
Rates and Cost of Services study and noticing. They had the same discussion on
Wastewater and in July did a study of the San Pasqual groundwater.

15. REPORT: FINANCE COMMITTEE
Finance Committee Chair Mullin stated he had no report.

16. REPORT: GENERAL COUNSEL
Assistant General Counsel Norvell stated that the last signature page of the Amended &
Restated Agreement had been received and that he was working to prep and distribute
the agreement which will be dated as of the last signature (July 22, 2021) which will take
the JPA to August 2022. The clock runs for one year to prepare the parking lot items.

17. PROPOSED AGENDA ITEMS FOR THE NEXT METRO COMMISSION/METRO
WASTEWATER JPA MEETING SEPTEMBER 2, 2021
There were none.

18. METRO COMMISSIONERS’ AND JPA BOARD MEMBERS’ COMMENTS
There were none.

19. ADJOURNMENT
There being no further business, Chair Jones declared the meeting adjourned at 1:14
p.m.
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ATTACHMENT 5

CALIFORNIA WATER
TECHNOLOGIES, LLC

CONTRACT FOR
FERROUS CHLORIDE
FOR TREATMENT
PLANTS (5 YEARS)



METRO JPA/TAC

Staff Report
Date: 9/22/21
Project Title: Execution of California Water Technologies, LLC Contract

Requested Action:

JPA/TAC authorization to spend an estimated $14,840,995 of Metro funds to purchase Ferrous Chloride
(FeCl2) chemical used at wastewater treatment plants over the next five years. The impact to the Metro
JPA is estimated to be 33%, approximately $4,897,528.

Recommendations:
Approve the Metro expenditure request and forward to the Metro Commission.

Metro TAC: To be submitted for consideration
IROC: N/A
Prior Actions: The prior five-year contract from ITB No. 10077844-17-V was for an

(Committee/Commission, | amount not to exceed $10,062,853. As the expenditures approached
Date, Result) the $3,000,000 expenditure threshold, a Council Action was prepared
requesting the authorization to approve the remaining three (3) one
(1)-year options to purchase Ferrous Chloride with California Water
Technologies. On January 31, 2018, City Council approved a
resolution (R-311509) authorizing $8,025,880 for the remaining

option years.

Fiscal Impact:

Is this projected budgeted? X Yes No

Cost breakdown between | It is estimated that funding will be distributed as follows:
Metro & Muni: Metro $14,840,995; Muni SO

Fiscal impact to the Metro

JPA: 33% of Metro costs = $4,897,528

Capital Improvement Program:

New Project? Yes No_ NA_X
Existing Project? Yes No_  Upgrade/addition Change _ N/AX
Previous TAC/JPA Action:
Yes

Additional/Future Action: Pending Environmental Committee Meeting for September 16, 2021

City Council Action: Pending for October 2021

Background: Provide background information on the need for the project
Ferrous Chloride (FeCl2) is a chemical used for hydrogen sulfide (H2S) control in wastewater treatment

plants. H2S is a corrosive chemical which causes odor and is hazardous to human health. Control of H2S
concentrations in the wastewater treatment process is an environmental, safety and regulatory
requirement. Additionally, control of H2S concentration is important for preserving the wastewater
system infrastructure.

Discussion: Provide information on decisions made to advance the project
This is a regulatory item for the purpose of treating wastewater at the plants.

Bid Results: If bidding was done provide bidding format and results
An Invitation to Bid (ITB), 10089748-21-V, for purchase of Ferrous Chloride (FeCl2) was issued by

Purchasing & Contracting Department on May 19, 2021 and closed on June 8, 2021 in which Purchasing




& Contracting Department received three (3) responsive bids. Upon receiving sample testing results on
June 23, 2021, required as part of the evaluation process, California Water Technologies, LLC was
determined the lowest responsive and responsible bidder to the ITB.
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METRO JPA/TAC

Staff Report
Date: 8/31/21
Project Title: Execution of Hawthorne Machinery Co Contract

Requested Action:
JPA/TAC authorization to spend an estimated $12,012,500 of Metro funds to provide parts, technical

and repairs services for Caterpillar Co-Generation (Co-Gen) engines, backup generators, and associated
switchgear located at various Public Utilities facilities. The impact to the Metro JPA is estimated to be
33%, approximately $3,964,125.

Recommendations:
Approve the Metro expenditure request and forward to the Metro Commission.

Metro TAC: To be submitted for consideration
IROC: N/A
Prior Actions: On November 3, 2015, City Council approved a resolution (R-310036)

(Committee/Commission, | executing a five (5) year agreement with Hawthorne to provide

Date, Result) technical services and parts for Caterpillar engine generators and

electrical switchgear in an amount not to exceed $8,417,647.

Fiscal Impact:

Is this projected budgeted? X Yes No

Cost breakdown between | It is estimated that funding will be distributed as follows:
Metro & Muni: Metro $12,012,500; Muni $2,793,750; Water $193,750
Fiscal impact to the Metro

JPA: 33% of Metro costs = $3,964,125

Capital Improvement Program:

New Project? Yes No_ NA_X__
Existing Project? Yes No__ Upgrade/addition Change __ N/AX
Previous TAC/JPA Action:

This item was reviewed by the Metro Joint Power Authority (JPA) Technical Advisory Committee on or
about June 17, 2015 and by the Metro JPA Commission on orabout September 3, 2015.

Additional/Future Action: Pending Environmental Committee Meeting for October 7, 2021

City Council Action: Pending for October 12, 2021

Background: Provide background information on the need for the project
Hawthorne provides as needed repair services, parts and technical expertise to help City staff ensure

that the engines and generators are operational.

WWTD oversees the maintenance and repairs of five (5) continuous running engine/generators and
nineteen (19) emergency backup generators that require expert repairs and technical services to ensure
the equipment provides power to critical treatment and pumping system infrastructure.

Discussion: Provide information on decisions made to advance the project
The City of San Diego (City), Public Utilities Department (PUD), Wastewater Treatment and Disposal

(WWTD) division manages the operations and maintenance of the Regional Wastewater treatment
system for the City and the member agency of the Metro Wastewater Joint Powers Authority. The
system currently operates five (5) continuous running engine/generators and nineteen (19) emergency
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backup generators that require repairs and technical services to ensure the equipment provides power
to critical treatment and pumping system infrastructure. This includes engines that convert methane
from the wastewater treatment and Miramar landfill to process and generate renewable energy that
offsets some of the department’s energy costs.

WWTD will request that council authorize the execution of an agreement with Hawthorne Machinery
Co. (Hawthorne) to provide parts, technical and repair services for Caterpillar engines, backup
generators, and associated switchgear located at various Public Utilities facilities.

Hawthorne provides as needed repair services, parts and technical expertise to help City staff ensure
that the engines and generators are operational, which resulted in an $9,335 average daily energy use
costs savings and $934,959 of annual credits from the SDG&E’s Renewable Energy Self-Generation Bill
Credit Transfer (RES-BCT) in Fiscal Year 2020. The Department asks that the City Council authorize a new
five (5) year agreement.

Hawthorne is the only authorized parts supplier and technical services provider for Caterpillar
engine/generators, emergency generators, and switchgear. Hawthorne's Caterpillar factory-trained staff
have the expertise and certification needed to professionally service and repair the Caterpillar
equipment. In addition, this ensures maximum performance and minimum environmental impact. On
October 1, 2020, the Purchasing and Contracting department approved the department’s request for a
five (5) year Sole Source Agreement (No. 4186) for an amount not to exceed $15 million with Hawthorne
Machinery Co.

This agreement will provide parts and services for the five (5) continuous running engine/generators,
nineteen (19) emergency backup generators, associated electrical switchgear, as well as purchasing
and servicing any new equipment. The nineteen (19) emergency backup generators have varying
purposes which include providing power during a grid power outage to ensure uninterrupted
operational activities, creating electricity that is used to power facilities, operating large pumps to
transport wastewater for treatment, or providing adequate backup power to support large facility
operations.

The two primary continuous running engine/generators at Pump Station 2 have a critical task of each
operating a large pump at the main wastewater pump station on Harbor Drive. These engines operate
on pipeline natural gas which provides significant electrical savings each day as well as protect the
pump station duringa grid power outage from wastewater surging back through the station and
releasing to the environment.

Over 2.2 million regional users of wastewater treatment have a vested interest in the systems’ safe and
reliable treatment of wastewater in full compliance with all County, State and Federal regulations.
Additionally, the engine generators provide electrical savings in operating WWTD facilities and provide
revenue to offset operational costs. Insufficient parts and services to maintain this equipment
operational could result in loss of revenue, increased electrical costs, and the possibility of a release of
sewage to the environment during a power outage resultingin fines and penalties.

Bid Results: If bidding was done provide bidding format and results
N/A, Sole Source agreement (No. 4186) was issued.
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Office of the
City Auditor

City of San Diego

OCA

Independent - Objective » Accurate

FOLLOW-UP
PERFORMANCE AUDIT OF
THE PUBLIC UTILITIES
DEPARTMENT'S
INDUSTRIAL WASTEWATER
CONTROL PROGRAM

The Public Utilities Department’s
Cost Recovery Practices Remain Out
of Compliance with City Regulations
and Policies and Possibly State Law

July 2020



’ Office of the City Auditor

Report Highlights

Follow-Up Performance Audit of the Industrial Wastewater Control Program

The Public Utilities Department’s Cost Recovery Practices for IWCP Remain Out of Compliance with City

Policies and Possibly State Law

Why OCA Did This Study

The Public Utilities Department’s (PUD) Industrial
Wastewater Control Program (IWCP) permits, monitors,
and inspects a variety of industries across the City and 12
other Participating Agencies to detect and minimize the
discharge of toxic substances into the sewerage system.

In 2013, we issued a performance audit of IWCP. At that
time, we found that outdated fees, billing lapses, and
inadequate controls limited program cost recovery from
IWCP permittees. Most program costs were passed on to
other wastewater customers who were not IWCP
permittees. In addition, we issued a confidential
memorandum raising the possibility that these cost
recovery practices were not in compliance with
Proposition 218 (Prop 218)." The objective of the current
audit was to review the status of the recommendations
we made in 2013.

What OCA Found

We found that the issues we identified in 2013 remain
largely unaddressed.

Finding 1: While an IWCP fee update is in progress, it has
not been completed, and many program fees remain
unadjusted since 1984. As a result, from FY 2010 to FY
2019, program costs totaled about $38.8 million, of which
only $5.5 million (14 percent) was recovered from fees
charged to IWCP permittees. The remaining $33.3 million
(86 percent) was passed on to other customers via
wastewater rates. By not regularly reviewing IWCP fees
and presenting them to the City Council for approval,
PUD’s IWCP cost recovery practices remain out of
compliance with City regulations and policies. In addition,
the continuance of these practices again raises the
possibility of non-compliance with Prop 218."

Finding 2: PUD continues to use overly-complex billing
processes for IWCP, which is inefficient and has caused
billing lapses. Even though PUD implemented our 2013
recommendation to recover unbilled costs from FY 2008
to FY 2012, we found that, since FY 2017, PUD has again
failed to bill many IWCP permittees outside the City.

OCA-21-001

OCA

Source: U.S. Environmental Protection Agency

What OCA Recommends

We make a total of 9 recommendations to correct the
issues we identified, which are similar to the public and
confidential recommendations we made in 2013.
Specifically, we recommend that PUD:

e Document procedures to track IWCP costs and
revenues;

e Complete the current IWCP fee study, consult
with the City Attorney’s Office to develop a fee
proposal that is in compliance with City
regulations, policies, and state law, and present
the proposal to the City Council for approval;

e Document policies and procedures for
periodically reviewing and updating IWCP fees
moving forward;

e Consolidate and simplify the billing process for
IWCP fees; and

e Seek recovery of INCP fees that went unbilled
since FY 2017.

PUD agreed with all 9 recommendations and has taken
several steps towards implementation.

For more information, contact Kyle Elser, Interim City
Auditor at (619) 533-3165 or cityauditor@sandiego.gov

" We do not reach any legal conclusions in our report regarding
Proposition 218, and nothing in our report should be interpreted as
any type of legal conclusion.

July 2020
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https://www.sandiego.gov/sites/default/files/21-001_iwcp_follow-up.pdf
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https://www.sandiego.gov/sites/default/files/14-002_IWCP.pdf
https://www.sandiego.gov/sites/default/files/21-001_iwcp_follow-up.pdf#page=28
https://www.sandiego.gov/sites/default/files/21-001_iwcp_follow-up.pdf#page=41
https://www.sandiego.gov/sites/default/files/21-001_iwcp_follow-up.pdf#page=48

THE City oF SaN DIEGO

July 15, 2020

Honorable Mayor, City Council, and Audit Committee Members
City of San Diego, California

Transmitted herewith is a follow-up performance audit report on the Public Utilities
Department’s Industrial Wastewater Control Program. This report was conducted in accordance
with the City Auditor’s Fiscal Year 2020 Audit Work Plan, and the report is presented in
accordance with City Charter Section 39.2. The Results in Brief are presented on page 1. Audit
Objectives, Scope, and Methodology are presented in Appendix B. Management's responses to
our audit recommendations are presented after page 49 of this report.

We would like to thank staff from the Public Utilities Department and the City Attorney’s Office.
All of their valuable time and efforts spent on providing us information is greatly appreciated.
The audit staff members responsible for this audit report are Shadi Matar, Luis Brisefio,
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Charles Modica, Deputy Director, Public Utilities Department
Joy Newman, Program Manager, Industrial Wastewater Control Program
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Jessica Lawrence, Director of Policy and Council Affairs, Office of the Mayor
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Kenneth So, Deputy City Attorney
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Follow-up Performance Audit of the Industrial Wastewater Control Program

Results in Brief

The Public Utilities Department's (PUD) Industrial Wastewater
Control Program (IWCP) represents a key element of the City
of San Diego’s (City) environmental management efforts. IWCP
permits, monitors, and inspects a variety of industries across
the City and 12 other Participating Agencies (PAs) to detect
and minimize the discharge of toxic substances into the
metropolitan sewerage system. The sewage is treated by the
City's wastewater treatment plants before being discharged
into the Pacific Ocean.

Summary of Previous  In August 2013, we issued a public performance audit of IWCP
Audit Findings  that assessed the extent to which the program’s permit and
inspection fees and billing processes met legal requirements,
achieved appropriate cost recovery, and ensured timely
collection. We found that outdated fees, billing lapses, and
inadequate controls limited program cost recovery.

Specifically, although City regulations and policies require fees
to be regularly reviewed and updated, we found that many
IWCP fees had not been updated since as far back as 1984.
Moreover, PUD was not tracking program costs.” As a result,
IWCP did not achieve adequate cost recovery. We estimated
that between FY 2010 and FY 2012, billable costs exceeded
revenues by about $8.3 million—meaning that only 15 percent
of billable costs were recovered through program fees
charged to regulated businesses. The other 85 percent of
costs were offset by charges to other ratepayers, including
residential and commercial customers. In addition, we found
that IWCP had not issued bills to many permittees for a five-
year period, from FY 2008 to FY 2012, totaling $850,000.

In addition to our public audit report, we raised additional
legal concerns in a confidential memorandum to the Mayor,

' As reported in our August 2013 audit, PUD was not able to precisely determine recoverable
program costs because it did not maintain sufficient data to do so and because a formal workload
study to identify program costs had not been conducted.
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PUD, and the City Attorney's Office in May 2013.2 Specifically,
the fact that the vast majority of program costs were being
passed on to non-IWCP users via wastewater rates created the
possibility that PUD's cost recovery practices were out of
compliance with Proposition 218 (Prop 218).3 Adopted by
California voters in 1996, Prop 218 generally requires that
“property related fees and charges”—including charges for
water and sewer service—not exceed the cost of providing the
service.

We made a total of 8 recommendations in our public audit
and an additional 5 recommendations in our confidential
memorandum to ensure that program costs are tracked; fees
are regularly reviewed and updated; billing is timely; and cost
recovery practices comply with City regulations and policies as
well as state law. Since 2013, we have kept the Mayor, the City
Council, and the Audit Committee informed of PUD’s progress
in implementing these recommendations via periodic
recommendation follow-up reports. During this time, PUD only
provided evidence to demonstrate that 3 of the 13
recommendations were fully implemented.*

2 This memorandum was issued confidentially because cost recovery at the time was unclear
(because program costs were not being tracked); additional City analysis was needed to determine
whether there was a risk of Prop 218 non-compliance; and because the memorandum contains
sensitive and privileged information. While that memorandum remains confidential because it
contains sensitive and privileged information, given the time that has passed and the new
information that has become available, we have determined that it is in the public interest to raise
the pertinent issues here so that management and oversight bodies can act to quickly and
appropriately resolve them as needed. Any reference to the 2013 confidential memorandum is not
intended in any way to waive the confidentiality of the report itself or to otherwise make the
confidential report or any portion of it subject to disclosure.

3 We do not reach any legal conclusions in this report regarding Proposition 218, and nothing in this
report should be interpreted as any type of legal conclusion.

4 OCA reports on the status of outstanding public audit recommendations on a six-month interval
and reports on the status of outstanding confidential recommendations periodically, the most
recent of which we completed in June 2019. During the follow-up process, OCA reviews information
provided by management to determine whether a recommendation has been implemented.
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The Issues We Identified  Given the serious issues that were identified in 2013, and the
in 2013 Remain Largely  apparent lack of progress in implementing our
Unaddressed, and PUD’'s recommendations, we conducted this follow-up audit to
Cost Recovery Practices  evaluate the current state of PUD'’s cost recovery efforts for
Remain Out of  IWCP. Specifically, our audit objectives were to review the
Compliance With City  implementation status of our 2013 recommendations and
Regulations and Policies  publicly report on the issues we had identified in 2013 through
and Possibly State Law  both our public audit and our confidential audit
memorandum.

We found that, while some progress has been made, the
issues we identified in 2013 remain largely unaddressed. PUD
began tracking IWCP costs in 2014 in an effort to facilitate an
update to program fees. PUD has also commissioned several
consultant fee studies, although two of these studies were
cancelled after we identified methodological issues during our
recommendation follow-up process, and none have yet been
finalized and presented to the City Council for approval. A new
fee study is nearing completion, and PUD plans to present the
results to the City Council by January 2021. As a result, many
fees still remain unadjusted since 1984, and program cost
recovery remains very low. From FY 2010 through FY 2019,
IWCP costs have totaled approximately $38.8 million. Of these
costs, only $5.5 million (14 percent) was recovered from IWCP
permittees while the remaining $33.3 million (86 percent) was
passed on to other wastewater customers, such as residential
and commercial customers, via wastewater rates.

These cost recovery practices remain out of compliance with
City regulations and policies. More seriously, the possibility
remains that, by passing on most program costs to other
wastewater customers, the City may not be complying with
Prop 218.> We also identified an additional concern with Prop
218 compliance that is created by complexities in PUD’s
wastewater accounting and its agreement with regional PAs.
Specifically, due to these complexities, the $33.3 million
needed to subsidize INCP between FY 2010 and FY 2019 came

> As previously noted, we do not reach any legal conclusions in this report regarding Proposition
218, and nothing in this report should be interpreted as any type of legal conclusion.
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exclusively from City of San Diego wastewater customers, even
though IWCP serves the larger metro area, including 12 PAs.

Additionally, even though PUD implemented our 2013
recommendation to recover the approximately $850,000 in
costs that went unbilled from FY 2008 to FY 2012,° we found
that, since FY 2017, PUD again failed to bill many IWCP
permittees outside the City. As in 2013, we found this was
largely due to overly-complex and labor-intensive billing
processes and a breakdown in billing oversight.

We make a total of 9 recommendations to address the issues
identified above, which are similar to the public and
confidential recommendations we made in 2013. Specifically,
we recommend that PUD document its procedures to track
IWCP costs and revenues; complete the current fee study and
work with the City Attorney’s Office to develop a fee proposal
in compliance with City regulations, policies, and state law, and
present these fees to the City Council for approval; document
policies and procedures for periodically reviewing and
updating fees moving forward; and consolidate and simplify
its IWCP billing process. Management agreed to implement all
9 recommendations.

6 Prior to the completion of our 2013 audit, PUD sent invoices for unbilled charges accrued during FY
2008 and FY 2009. Then, in our office’s Audit Recommendation Follow-up Report for the period
ending June 30, 2014, we verified that PUD invoiced for previously unbilled permits and monitoring
services for FY 2010 through FY 2012, totaling about $628,000.
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Background

The Public Utilities Department's (PUD) Industrial Wastewater
Control Program (IWCP) represents a key element of the City
of San Diego’s (City) environmental management efforts.
Implemented in 1982, IWCP is a pretreatment and pollution
prevention program intended to minimize toxic discharges to
the metropolitan sewerage system. To that end, IWCP
operates an industrial wastewater discharge permit,
monitoring, and enforcement system for the City and 12 other
jurisdictions, referred to as Participating Agencies (PAs), within
the County of San Diego. The sewage is treated by the City's
wastewater treatment plants before being discharged into the
Pacific Ocean. IWCP’s budgeted staffing and expenses for
recent years are summarized in Exhibit 1.

Exhibit 1
Industrial Wastewater Control Program Budgeted Staffing and Expenses, 2017 - 2020

2017 2018 2019 2020
Positions 29 26 32 32
Expenses $3,814,965 $3,356,631 $3,971,596 $3,971,596

Notes: Figures in the table reflect total budgeted staffing and expenses for all sections of the
program (permits, enforcement, supportive services, and sampling). According to PUD, this does not
include costs from the Environmental Chemistry Services section (ECS), which analyzes user samples
for IWCP, because this is not a core ECS function. According to PUD, IWCP samples make up only
about 6 percent of ECS's total expenses.

Figures for 2017 through 2019 reflect information from PUD’s Annual Wastewater Pretreatment
Program Reports, which is reported on a calendar year basis. Figures for 2020 reflect budget
information from the City’s enterprise resource planning system, which is recorded on a fiscal year
basis.

Source: Auditor generated based on information from PUD and the City's enterprise resource
planning system, SAP.

OCA-21-001 Page 5



Follow-up Performance Audit of the Industrial Wastewater Control Program

IWCP Operational Focus  IWCP was created in July 1982 after being formally approved
by the U.S. Environmental Protection Agency (EPA). IWCP
applies and enforces federal pretreatment regulations set
forth by the EPA pursuant to the Code of Federal Regulations’
and the Clean Water Act. In addition, under state and federal
regulations—and as described in the Point Loma Wastewater
Treatment Plant's NPDES® Permit—the City must implement
the federal Industrial Pretreatment Program to control the
discharges of all Significant Industrial Users (SIUs).° The NPDES
Permit additionally requires the City to implement a non-
industrial Source Control Program to regulate the discharge of
toxic pollutants and pesticides into the system from non-
industrial sources.

In general, IWCP’s primary focus is to minimize toxic
discharges to the sewerage system. The program consists of:

1. Anindustrial wastewater discharge permit system to
establish industrial discharge limits and
requirements;

2. Periodic facility inspections and unannounced
sampling;

3. Enforcement procedures to deter violations and
bring noncompliant dischargers back into
compliance with discharge standards and
requirements; and

7 Title 40, Part 403, 1981.

8 Created in 1972 by the Clean Water Act, the National Pollutant Discharge Elimination System
(NPDES) permit program is authorized to state governments by EPA to perform many permitting,
administrative, and enforcement aspects of the program. NPDES addresses water pollution by
regulating point sources that discharge pollutants to waters of the United States.

° According to PUD, SIUs are all industrial users that are subject to categorical pretreatment
standards set forth in Title 40 of the Code of Federal Regulations, Chapter |, Subchapter N, Parts 405
-471. The term “SIU" includes industrial users that: discharge an average of 25,000 gallons per day
of process wastewater (excluding sanitary and “dilute wastewater,” as defined at 40 CFR 403.6 e(1)(i)
under “FD"); contributes a process waste stream that makes up 5 percent or more of average dry
weather hydraulic or organic capacity of the publicly-owned treatment works; or is determined to
have reasonable potential for adversely affecting the publicly-owned treatment works' operation or
for violating any pretreatment standard or requirement.
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4. Industrial user guidance and permit conditions
designed to encourage pollution prevention and
waste minimization.

IWCP Industrial  IWCP regulates various types of industries, ' primarily by
Wastewater Discharge issuing a variety of permits to businesses based on industry
Permits  type and amount of wastewater discharge. According to the

program'’s annual report, IWCP had an inventory of almost 900
active permits as of December 31, 2019. Exhibit 2 below
provides a breakdown of the number of SIU and non-SIU
permits as of December 31, 2019 and an explanation of the
associated permit types.

0 These include aerospace manufacturing; metal forming, casting and finishing; pharmaceutical
manufacturing; hospitals and medical centers; film processors; laundries and dry cleaners; and a
variety of laboratories.

" Exhibit 2 in the 2013 audit summarizes IWCP's various permit types.
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Exhibit 2

The Industrial Wastewater Control Program'’s SIU and Non-SIU Permit Inventory as of
December 31, 2019

SIu 25 86
Non-
SIU 369 668
Legend Permit Classification Permit Description
Issued to certain industries whose composition and
Class 1 . .
amounts of discharge are subject to federal standards
Issued to targeted industrial sectors that have some toxic
Class 2 . .
discharge, but are not subject to federal standards
Issued to targeted industrial sectors to regulate
Class 3

conventional pollutants

These authorizations include requirements followed by a
certification of compliance for management and discharge
of silver-rich solutions or dry-cleaning solvents

Best Management
Practices (BMP)

Note: Trucked waste permits are excluded from the chart because these are not the main focus of
IWCP's regulation of industrial businesses through permitting, monitoring, and enforcement
activities.

Source: Auditor generated based on information from PUD's Point Loma Wastewater Treatment
Plant's 2019 Pretreatment Report.

In the past, IWCP’s primary focus was regulating SIUs, which
are subject to stringent federal standards because of the
potential risks these types of industries pose to the sewerage
system and the environment. Accordingly, SIUs require

OCA-21-001 Page 8



Follow-up Performance Audit of the Industrial Wastewater Control Program

additional monitoring and routine sample testing. However,
according to PUD management, IWCP has recently shifted
resources to also focus on regulating non-SIU businesses
through its Enhanced Source Control Program. This change is
intended to assist in the City's implementation of the Pure
Water program, since IWCP's activities are critical to protect
source water quality for that program.'?

IWCP Jurisdictions  IWCP's pretreatment program encompasses the metropolitan
wastewater area; this includes not only the City, but also the
unincorporated areas and the incorporated municipalities
within San Diego County that utilize the City's wastewater
treatment system. To regulate industries outside City limits,
IWCP operates under the auspices of interjurisdictional
pretreatment agreements (lJAs) between the City and each of
the PAs in the County and in the incorporated municipalities.
[JAs are important because they:

e Require PAs to promulgate ordinances that comport
with federal standards and parallel City ordinances
regarding pretreatment standards for waste
discharge;

e Authorize the City, through IWCP, to permit, inspect,
and monitor facilities in each of the PAs; and

e Establish permit and monitoring fees with the PAs to
recover applicable IWCP costs associated with these
activities.

IWCP regulates industrial businesses located within the
jurisdictions shown in Exhibit 3.

12 The City's phased, multi-year Pure Water program started in 2015 and is expected to provide one-
third of San Diego's water supply when fully implemented by the end of 2035. Pure Water uses
recycled water to produce a water supply and reduce wastewater discharge into the ocean.
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Exhibit 3

The Industrial Wastewater Control Program'’s Service Area Extends Beyond the City of San
Diego

¥

SAN DIEGO

LEGEND
City of
5an Diego

Participating
Agencies

Note: Labels are approximate.

According to PUD, the service areas listed under “Participating County Agencies” were previously
separate sewer districts. In July 2011, those entities were incorporated into the newly formed San
Diego County Sanitation District. Therefore, these service areas are considered part of a single
Participating Agency, the San Diego County Sanitation District.

Source: Auditor generated based on SanGlIS data and information from PUD.

Most businesses regulated by IWCP are located within the City,
but about one-third of them are spread across the PAs, as
shown in Exhibit 4.
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Exhibit 4

Number of Permittees per IWCP Service Area

Area Class1 Class2,2C,2Z Class3,3C,3z Bmp _ °@! Total
Permits Percentage

City of Chula Vista 1 15 2 31 49 6.5%

City of Coronado 0 1 0 8 1.1%

City of Del Mar 0 0 1 0.4%

City of El Cajon 3 14 0 36 53 7.0%

City of Imperial Beach 0 0 0 4 4 0.5%

City of La Mesa 0 5 0 21 26 3.4%

City of National City 0 9 1 18 28 3.7%

City of Poway 4 4 3 11 22 2.9%
Santee / Padre Dam

Municipal Water District 4 6 0 12 22 2.9%

City of Lemon Grove 0 2 0 5 7 0.9%

Total Within Municipal PAs 12 56 7 147 222 29.4%

Alpine Service Area 0 0 0 2 2 0.3%

Lakeside Service Area 0 4 1 3 8 1.1%

Spring Valley Service Area 1 2 1 4 8 1.1%

Winter Gardens Service Area 0 1 0 0 1 0.1%

East Otay Mesa Service Area 1 1 1 0 3 0.4%

Total Within County PA 2 8 3 9 22 3.0%

Grand Total 36 291 58 369 754 100.0%

Note: Trucked waste permits are not included in this table.

Source: Auditor generated based on 2019 Point Loma Pretreatment Report.

IWCP Fees, Cost Recovery, San Diego Municipal Code Section 64.0508 states that
and Enforcement  Industrial Wastewater Discharge Permit Fees should be

established periodically by resolution of the City Council.
Accordingly, IWCP charges annual permit fees to regulated
industries within the City. The IJAs establish the permit and
monitoring fees within the PAs. Permit fees range from $25 to
$3,180 per year and are based on the permit classification,
amount of wastewater discharged, and various business
characteristics, as well as where the business is located (City
vs. PAs). Additionally, Council Resolution No. 260133, adopted
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March 1, 1984, states that the fees should recover PUD'’s costs
for inspecting, monitoring, and sampling permitted facilities.

IWCP also has a variety of enforcement mechanisms available.
When a permittee violates discharge limits, an enforcement
action is initiated through a Notice of Violation and additional
sampling. IWCP bills violating industries directly to recover
violation, sampling, and administrative fees. IWCP is also
authorized to seek administrative civil penalties.

Billing arrangements for permit and monitoring fees vary by
jurisdiction, as shown below in Exhibit 5.
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Exhibit 5

Billing Arrangements for Permit and Monitoring Fees Vary by Jurisdiction

City of San Diego County Participating Municipal Participating
Agencies Agencies
Fee Structure Flat Rate - Line Item (Individual Hourly - IWCP/IWL staff
Established by 1984  Charge for Each Activity) should track labor hours
Council Resolution - Established in 1999 for each project, and PUD
establishing IWCP Agreements with staff add overhead rates
permit fees County Agencies to generate invoice
amounts
Permit Fee $25 to $2,000 per $135to $3,180 per year, Varies based on labor
Range year, based on class  based on class, hours charged
and flow complexity, and
whether self-monitoring
is required
Are the Yes Yes No
businesses
billed
directly?
Is the N/A No Yes'
participating
agency billed
directly?
Are SlIUs No, because this cost  Yes Yes, but PUD does not
billed for is included in annual track individual user costs
additional lab permit fee
monitoring
fees?
Are non-SIUs  No, because this cost Yes Yes, but varies based on
billed for is included in annual labor hours charged
additional lab permit fee
monitoring
fees?

' The City of Coronado bills industries directly and is therefore an exception.

Source: Auditor generated summary based on Interjurisdictional Pretreatment Agreements and
IWCP information, as of May 20, 2020.
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IWCP utilizes the Pretreatment Information Management
System (PIMS) to administer information related to the
inventory of permitted facilities. Specifically, IWCP uses PIMS
to track Industrial User permit information; inspection,
monitoring, and violation data; and to charge most IWCP fees.
For businesses within the City and/or County PAs, fees
charged in PIMS are automatically transferred to the Citywide
financial system, SAP. For businesses within the Municipal PAs,
violation fees are automatically transferred to SAP while fees
for permitting and monitoring are manually entered in SAP.
These differences are shown in Exhibit 11.

Summary of Previous  In August 2013, our office completed a performance audit of
Audit Findings  IWCP to assess the extent to which permit and inspection fees
and billing processes met legal requirements, achieved
appropriate cost recovery, and ensured timely collection. The
audit found that outdated fees, billing lapses, and inadequate
controls limited program cost recovery.

Specifically, IWCP fees were outdated—having not been
updated since as far back as 1984. Moreover, program costs
were not tracked.'® As a result, IWCP did not achieve adequate
cost recovery. We estimated that between FY 2010 and FY
2012, billable costs exceeded revenues by about $8.3 million—
meaning that only 15 percent of billable costs were recovered
through program fees charged to regulated businesses. The
other 85 percent of costs were offset by charges to other
ratepayers, including residential and commercial customers.

IWCP's cost recovery level is ultimately a decision that should
be made by the Mayor and the City Council, in accordance
with San Diego Municipal Code Section 64.0508, Council Policy
100-05, and Administrative Regulation 95.25. However,
because PUD never reviewed fees or prepared proposals to
the City Council for updating them, these policymakers were
likely not aware that IWCP was not recovering its costs
through permit fees.

'3 As reported in our August 2013 audit, PUD was not able to precisely determine recoverable
program costs because it did not maintain sufficient data to do so and because a formal workload
study to identify program costs had not been conducted.
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The first audit finding included five recommendations,
summarized below:

1. Track all billable costs so that fees (cost recovery
rates) can be determined.

2. Review fees annually and conduct detailed fee
studies not less than every three years; present fee
proposals to the City Council.

3. Conduct a fee study to determine fee levels for full
cost recovery; ensure fee calculation methodology
meets applicable legal requirements.

4. Revise agreements with outside agencies to include
fees that achieve cost recovery and mechanisms to
adjust fees in response to changes in the cost of
service.

5. Develop a proposal to update program fees within
the City that achieve cost recovery and include
mechanisms to adjust fees in response to changes in
the cost of service.

In addition, the audit found that, in the five-year period
between FY 2008 and FY 2012, PUD failed to invoice over
$850,000 to numerous regulated entities for IWCP services.
This was primarily caused by unnecessarily complex billing
processes, system programming errors, and a lack of
established accountability for billing and review of financial
information. Moreover, according to PUD, the failure to bill
was caused by turnover in staff and initial confusion resulting
from the implementation of the SAP financial system in FY
2010.

The second audit finding included three recommendations,
summarized below:

6. Seek recovery of all unbilled costs related to IWCP
activities.

7. Establish a centralized billing process and
standardize billing policies and procedures across all
IWCP activities.

8. Review all PIMS settings to ensure invoices are
generated accurately and in a timely manner.

OCA-21-001
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PUD originally agreed to implement all 8 recommendations by
January 31, 2014.

Our Confidential  Prior to publishing our August 2013 audit, our office
Memorandum Raised the distributed a confidential audit memorandum to City
Possibility that IWCP's  management, the City Attorney’s Office, and the Mayor in May
Cost Recovery Practices  2013. While that memorandum remains confidential because
Were Not in Compliance it contains attorney-client privileged information, given the
with Prop 218 time that has passed and the new information that has

become available, we have determined that it is in the public
interest to raise the pertinent issues here so that management
and oversight bodies can act to quickly and appropriately
resolve them as needed. The confidential memorandum
raised the same issues that were reported publicly in the
August 2013 audit but went further by identifying the
possibility that, by passing most costs on to other classes of
users, IWCP was not in compliance with Proposition 218 (Prop
218)." Adopted by California voters in 1996, Prop 218 focuses
on taxes, fees, or charges that are directly associated with
property ownership; known as “property related fees and
charges,” these include charges for water and sewer service.
Prop 218's rules generally require that rates not exceed the
cost of providing the service and that rate proceeds be used
only to provide the service. However, as reported in 2013,
approximately 85 percent of IWCP costs were being passed on
to other classes of users via sewer service charges—raising the
possibility that IWCP’s cost structure was not in compliance
with Prop 218 requirements.

The 5 recommendations made in the confidential
memorandum are similar to the 5 recommendations made in
Finding 1 of the public audit, except they include ensuring that
cost recovery practices also be reviewed for compliance with
Prop 218. Following the issuance of our confidential audit
memorandum in 2013, PUD worked to determine potential
corrective measures related to these issues.

4 As previously noted, we do not reach any legal conclusions in this report regarding Proposition
218, and nothing in this report should be interpreted as any type of legal conclusion.
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Our office issued the memorandum confidentially at the time
because actual cost recovery was unclear (since program costs
were not being tracked), because additional analysis would be
required to determine a whether any corrective action was
necessary, and because the memorandum contains attorney-
client privileged information. We recommended that the City
further study this issue and take corrective action if necessary.
Since issuing the confidential memorandum and the public
audit report, our office has kept the Mayor, the City Council,
and the Audit Committee apprised of PUD’s progress
implementing the recommendations by periodically issuing
recommendation follow-up reports.

PUD Has Made Some  Since our 2013 audit, PUD has continuously been engaged in
Efforts to Address  efforts to address substantive issues identified by the audit.
Previous Audit However, at the time we initiated this follow-up audit, the City
Recommendations, but  had fully implemented only 3 of a total of 13
Past Missteps Have = recommendations made by our office in 2013."

Slowed Progress
In FY 2014, PUD created a cost center specific to IWCP to

better track program revenues and expenditures. However,
the cost center still includes some line items that are
unrelated to IWCP permitting, monitoring, and enforcement
activities. Therefore, determining precise revenues and
expenditures for these activities—which is necessary to
understand what program fee levels would achieve cost

15> As of December 2019, the City had implemented 1 of the 8 recommendations made in the public
audit report and 2 of the 5 recommendations made in the confidential audit memorandum.

The only recommendation that was implemented from the public report was Recommendation 6,
which had to do with seeking recovery—to the greatest extent possible allowed by law—of all
unbilled IWCP costs related to application review, permitting, inspection, and monitoring. Our 2013
audit found that PUD had not billed numerous regulated entities for IWCP services in the five-year
period between FY 2008 and FY 2012 and that unbilled amounts totaled more than $850,000. PUD
sent invoices for unbilled charges accrued during FY 2008 and FY 2009 prior to the completion of our
2013 audit. Then, in our office’s Audit Recommendation Follow-up Report for the period ending June
30, 2014, we reported that PUD had submitted evidence of having invoiced for previously unbilled
permits and monitoring services for FY 2010 through FY 2012, totaling about $628,000.

The two recommendations from the confidential audit memorandum that have been implemented
pertain to delaying the Wastewater Cost of Service Study until additional analysis of INCP’s cost
recovery practices is completed. Our office has verified that these recommendations have been
implemented.
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recovery—is still not as straightforward as we recommended
in the audit report. Nevertheless, PUD has recently made
progress toward developing and documenting a methodology
to track program costs and revenues, which will be used in the
future to update fees. This is discussed further in Finding 1.

Although PUD  In April 2016, a consultant for PUD, Black & Veatch (B&V),
Commissioned Several Fee  completed a draft IWCP fee study, which found that IWCP fees
Studies Since the Audit, They  would—in certain scenarios—need to be increased
Were Never Finalized or Sent  significantly to achieve full cost recovery.’® These results were
to the City Council for ~ consistent with our 2013 audit findings that cost recovery was
Approval in Accordance with  only about 15 percent. Even though the fee study cost
City Policies and to Ensure  approximately $150,000, it was never finalized. Current PUD
Compliance with Proposition — management speculates this was because the consultants’ fee
218  structure was too complicated, but this cannot be verified due
to the significant change in PUD management staff since 2016.
The results of this fee study were never presented to the City
Council and were not provided to OCA during our biannual
recommendation follow-up process.

Around the time PUD decided not to move forward with the
results of that fee study, PUD provided the same consultant
(B&V) with IWCP cost and revenue data and asked if the
amount of costs being passed on to other customers was
material. Based on the data PUD provided, B&V concluded
that IWCP costs were being fully recovered and that raising
permit fees would not have a material effect on wastewater
revenues or wastewater rates for non-IWCP permittees. PUD
provided a letter from B&V to OCA to this effect and asked
that we close the remaining IWCP recommendations because
the costs were not material. However, upon a closer review,
OCA identified that the data PUD provided to B&V significantly
overestimated revenues. Specifically, it included revenues for
items such as “trucked waste,” which is revenue for treatment
of waste trucked into PUD dumping locations (such as waste

'6 Not all fees in this fee study were directly comparable with current fees because the study
recommended creating many different classes of permittees with different rates. However, some of
the proposed fees in the study were directly comparable to current fees and showed a significant
increase in certain scenarios.

OCA-21-001 Page 18



Follow-up Performance Audit of the Industrial Wastewater Control Program

from portable toilets), and unrelated to IWCP inspections and
monitoring.

InJuly 2018, PUD retained another consultant (Raftelis) to
study IWCP fees again—this time at a cost of $30,000."” Again,
using data and assumptions from PUD, Raftelis concluded that
only about $500,000 of IWCP's costs were not being recovered
from IWCP permittees. Further, Raftelis concluded these
unrecovered costs were not significant in the sense that
increasing fees to achieve cost recovery would not have a
material effect on rates, and the reduction to wastewater
charges (presumably for other, non-industrial customers)
would be less than one cent.'® Our office again questioned the
assumptions used to reach this conclusion, and PUD
subsequently acknowledged that unrecovered costs totaled
approximately $3.3 million per year while asserting that this
amount was immaterial given the size of wastewater
revenues.

PUD is awaiting the results of a new fee study, at a cost of
$21,090,'® which is intended to determine what full cost
recovery fees would be and how much of those costs can be
justifiably passed along to non-IWCP ratepayers. As discussed
in more detail below, PUD plans to recommend updated fees
to the City Council by January 2021 to correct some of the
remaining cost recovery issues with the program.

Exhibit 6 summarizes key events related to our audit since
2013.

7 This is a line item amount set aside for this work in a larger contract with the consultant. Actual
invoice payments total $18,910 as of July 8, 2020.

'8 The consultant did not specify a time or unit interval when making this estimation; therefore, it is
unclear whether this one cent applies monthly, annually, per unit of water used, etc.

9 The allocated amount for the current fee study is $21,090; about $18,400 of that has been
invoiced as of July 8, 2020.

OCA-21-001 Page 19



Follow-up Performance Audit of the Industrial Wastewater Control Program

Exhibit 6
Timeline of IWCP Events Since 2013

The Office of the City Auditor PUD informs OCA that the Black & Veatch concludes
(OCA) issues a confidential PUD retains Brown and CoSS will not be complete until that raising IWCP permit
audit report on the Industrial Caldwell, which subcontracts June 2016 and that the revised fees would not have a
Wastewater Control Program with Black & Veatch to lead a target date for updatin% IWCP significant effect on IWCP
(IWCP), identifying possible Cost of Service Study (CoSS). fees was January 1, 2017 at the revenues or customer
violations of Proposition 218. earliest. wastewater rates.

May 2013 October 2013 m
December 2014 April 2016

PUD informs OCA that the Black & Veatch study identifies

OCA issues the public audit CoSS will not be complete until A 4

report of IWCP, identifying a December 2015 and that the :,Zi‘eg;ge '{Qf,’?jfii;‘ :jf;f;e

range of cost recovery and revised target date for from pgmiu:ees. PUD never’
billing issues. updating IWCP fees was July 1, finalizes the draft study.

2016 at the earliest.

PUD informs OCA that IWCP costs

Based on data PUD reports that the CoSS .
provided by PUD, Is still g:pected in March sg’sﬁﬁﬂ Yg”ﬁ.? 8 werr'e aboui
Sk e So1sSoane e 538 milonutie evnucs ves
el 2 Sl e Sl L
S st helng IWCP fees is July 2018. = LI DEb :
recovered. passed on to other ratepayers.

December 2017 February 2019

September 2018 Pending
OCA finds flaws behind the data PUD Raftelis ides PUD with an analysis of IWCP
provided to Black & Veatch, and that cost costs that concluded that all costs are being A égrsnsp Le;gs to=
recovery is significantly less than Black & appropriately recovered. OCA reviews this R naaree
Veatch had estimated. OCA estimates that analysis and determines the methodology is not prop P
actual revenues associated with IWCP were consistent with how fees and cost recove Qe e
d should be calculated under Council Policy 100-05 Council.
0"'%’ s&ou;ssgoo.lﬂ?o %e]r yfar SSVOP?%SQ (‘User Fee Policy’) and does not appear to be
0 ne >2.0 million black and Veatc consistent with OCA's recommendations to
estimated. determine the full cost of IWCP.

Source: Auditor generated based on communications between OCA, PUD, and the City Attorney's
Office.

New Audit Underway In addition to this follow-up report, our office plans to
complete another audit of IWCP; the tentative objectives of
that audit will focus on operational issues of the program,
such as permitting, monitoring, and enforcement.

IWCP Organizational InJune 2018, IWCP engaged a consultant team to review and
Changes Since 2013 Audit  assess staffing levels, organization, and workflow. The
resulting consultant report made a total of 22
recommendations across 6 program areas. According to the
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schedule in the report, changes to the program would be
implemented between May 2019 and October 2020.2° Among
these changes is an organizational restructuring to facilitate
the Enhanced Source Control Program’s (ESCP) workflow.?
Previously, inspections for both SIUs and businesses that fell
within ESCP were handled by the same work group, while
enforcement activities, including the issuance of Notice of
Violations (NOVs), were handled by a separate work group. As
shown in Exhibit 7, SIU inspection activities have been
assigned to one group of inspectors while non-SIU businesses
have been assigned to two groups: Source Control-North and
Source Control-South. Enforcement activities are being
incorporated into the workload of inspectors in both the SIU
and Source Control work groups.??

In addition, according to PUD, the Support Services group was
set up to develop, update, and maintain Standard Operating
Procedures (SOPs) for IWCP. Support Services is also tasked
with assisting in groundwater permitting and supporting the
clerical needs of the program. PUD management informed us
that program staff has been working on developing SOPs
during the COVID-19 pandemic while working remotely.

Moreover, five new full-time equivalent positions were created
in the FY 2020 budget. One of these was an unclassified
Program Manager position to oversee the program because,
according to PUD management, the increased importance of
IWCP as Pure Water is implemented warrants leadership at a
higher level. The position was filled in October 2019. The
addition of these positions further increases IWCP’s program
costs.

20 1t is unknown whether this timeline will change based on operational impacts from the COVID-19
pandemic.

21 ESCP was created in 1998 in response to regulatory requirements associated with the waiver from
secondary treatment granted to the City's Point Loma Wastewater Treatment Plant. As the City
begins implementing the first phase of the Pure Water Program, ESCP will be important to regulate
the discharge of toxic pollutants and pesticides into the system from non-industrial sources.

22 We observed inspectors in both work groups in March 2020. Based on our observations, it
appears IWCP has a large backlog of inspections for both SIU and ESCP permittees. We may explore
this issue further in our forthcoming audit of IWCP’s permitting and enforcement processes.
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In February 2019, PUD requested a Special Salary Adjustment
(SSA) of 20 percent for the Industrial Wastewater Pretreatment
Inspector series (Inspector |, Il, and Ill) to address retention
issues in the Program, the differential in salary created by
prior SSAs for Chemists and Lab Techs, and to increase the
incentive for staff to remain with the City and IWCP. According
to PUD, the SSA was approved, and new salaries were effective
July 2019.

These changes are significant to the program’s restructuring,
but it is important to note that additional staffing will also
increase the program'’s costs. Therefore, if program fees
remain the same, there is a risk that cost recovery could
become even lower.

IWCP implemented its new organizational structure in April
2020; the most current version is shown in Exhibit 7.

OCA-21-001
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Exhibit 7

Industrial Wastewater Control Program Organizational Structure as of June 2020

1 Program Manager
(Undlassified)

1 Program Manager
(Classified)

1 Supervising

Inspector 1 Associate 1 Supervising 1 Supervising 1 Supervising

Chemist Inspector Inspector Inspector

1 Inspector Il 1 Inspector Il

1 Inspector Il - 1 Inspector Il
6 Lab Technicians 2 Inspector I 2 Inspector

2 Inspector I 1 Admin Aide Il S isppeging(l 1 Field 1 Field

Representative Representative

1 Word 2 Clerical
Processing Assistant ||
Operator

2 Management
Interns

Source: Auditor generated based on information provided by PUD.
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Audit Results

Finding 1: The Public Utilities Department
Has Not Adjusted Many IWCP Permit Fees
Since 1984, and its Cost Recovery
Practices Remain Out of Compliance with
City Policies and Possibly State Law

Finding Summary  While the Public Utilities Department (PUD) has made some
progress, the issues we identified in our 2013 audit of the
Industrial Wastewater Control Program (IWCP) remain largely
unaddressed. Many fees have still not been adjusted since
1984, and program cost recovery remains very low. For
example, while program costs totaled approximately $38.8
million between FY 2010 and FY 2019, only about $5.5 million
(14 percent) was recovered through program fees charged to
regulated businesses. The remaining $33.3 million (86 percent)
of program costs were passed on to other wastewater
customers, including residential and commercial customers,
via wastewater rates.

These cost recovery practices remain out of compliance with
City regulations and policies. More seriously, the possibility
remains that, by passing most program costs on to other
wastewater customers, the City may not be complying with
Proposition 218 (Prop 218).23 We also identified an additional
concern with Prop 218 compliance that is created by
complexities in PUD’s wastewater accounting and its
agreement with Participating Agencies (PAs). Specifically, due
to these complexities, the $33.3 million needed to subsidize
IWCP between FY 2010 and FY 2019 came exclusively from City
of San Diego wastewater customers, even though IWCP serves
the larger metro area, including 12 PAs.

23 As previously noted, we do not reach any legal conclusions in this report regarding Proposition
218, and nothing in this report should be interpreted as any type of legal conclusion.
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From FY 2010 to FY 2019,
86 Percent of IWCP
Costs—Totaling More
Than $30 Million—Were

PUD has options to ensure IWCP's cost recovery practices

Follow-up Performance Audit of the Industrial Wastewater Control Program

comply with City policies and state law and has recently made
progress to this end. However, several of these efforts are still
underway; therefore, our office will continue to monitor these
developments as they apply to the recommendations we
make in this report.

Passed on to Other

Wastewater Customers

Exhibit 8

As a result, the vast majority of IWCP costs continue to be

Our 2013 audit identified that many IWCP fees had not been
updated since 1984 and others since 1999. That issue remains
unaddressed since our 2013 audit, which now means that
many program fees have not been adjusted for 36 years.

passed on to other wastewater customers. As Exhibit 8 and
Exhibit 9 show, unrecovered IWCP costs averaged about $3.3
million—or 86 percent—per year, totaling $33.3 million in the

ten-year period between FY 2010 and FY 2019. Those costs
were offset by revenues from non-IWCP sources, including

wastewater rates charged to residential and commercial
customers.

IWCP Revenues, Expenses, and Cost Recovery, Fiscal Years 2010-2019

FY 2010 FY 2011 FY 2012 FY 2013 FY 2014 FY 2015
Violation Fees $21,250 $23,483 $20,153 $16,877 $14,824 $16,306
Discharge Fees* $89,216 $101,411 $95,136 $293,578 $536,840 |  $168,797
Lab Monitoring Fees $14,587 $12,685 $15,326 $149,097 $471,710 $86,454
Trucked W

F;ZZAed aste $177,957 | $192466 |  $170336 |  $171,231 |  $169,906 |  $230,036
Misc. Revenues $3,003

Total Revenuest $303,010 $330,045 $303,954 $630,783 | $1,193,280 |  $501,593
Total Billable $3,137,074 | $3,190,876 | $3.465,149 | $4,250,040 | $5,153,584 | $4,946,787
Expenses

Unrecovered Costs | ($2,834,964) | ($2,860,831) | ($3,161,195) | ($3,619,257) | ($3,960,304) | ($4,445,194)
Percent Cost 10% 10% 9% 15% 23% 10%
Recovery
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FY 2016 FY 2017 FY 2018 FY 2019 Total

Violation Fees $14,925 $12,820 $31,340 $27,975 $199,953
Discharge Fees $95,005 $323,133 $108,550 $108,730 $1,920,396
Lab Monitoring Fees $8,564 $169,256 $82,155 $3,618 $1,013,452
Trucked Waste Fees $281,422 $312,813 $295,559 $327,630 $2,329,356
Misc. Revenues $3,003
Total Revenues $399,916 $818,022 $517,604 $467,953 $5,466,160
Total Billable $4,187,460 | $3,500,548 |  $3,601,533 | $3,253,635 | $38,777,587
Expenses

Unrecovered Costs ($3,787,544) | ($2,772,525) ($3,083,928) | ($2,785,683) | ($33,311,426)
Percent Cost 10% 23% 14% 14% 14%
Recovery

Notes: Exhibit 5 in our 2013 audit report includes a similar table for FY 2010 through FY 2012. The
corresponding figures in this table originate from that exhibit, but we have adjusted them as follows:

* In the 2013 table, "Discharge Fees" were classified as "Permitting Fees."

AIn the 2013 table, "Trucked Waste Fee" amounts were included as part of the "Permitting Fees" and
"Monitoring Fees" categories. We adjusted the figures and separated out Trucked Waste revenues
here for FY 2010 through FY 2012 to be consistent with other years in the table.

t In the 2013 table, "Total Revenues" included an estimated amount in each of the years (FY 2010
through FY2012) for certain permitting and monitoring revenues that had not actually been
recovered at the time. After our 2013 audit, and in our office’s Audit Recommendation Follow-up
Report for the period ending June 30, 2014, we reported that PUD invoiced for previously unbilled
permits and monitoring services for FY 2010 through FY 2012. The invoices totaled about $628,000.
Therefore, we removed the estimated revenue amounts for FY 2010 through FY 2012 from this table
so as to not double count the actual revenues PUD recovered subsequent to our 2013 audit.

Source: Auditor generated based on information from PUD (FY 2010 through FY 2012) and PUD (FY
2013 through FY 2019).
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IWCP’s Cost Recovery By not studying fees and presenting them to the City Council
Practices Remain Out of  on a regular basis, PUD is not complying wth multiple City
Compliance with City  regulations and policies. Specifically, San Diego Municipal
Policies and Possibly State  Code Section 64.0508 states that Industrial Wastewater
Law Discharge Permit Fees should be established periodically by a

resolution of the City Council. In addition, the City has several
policies and procedures in place requiring periodic review and
updating of fees to ensure adequate cost recovery. For
example, according to Administrative Regulation 95.25, the
City's policy is to annually review fees to ensure that all
reasonable costs incurred in providing these services are
being recovered. In addition, Council Policy 100-05 also states
that fees should achieve full cost recovery, except in certain
cases where the intent is to provide a specific benefit to
recipients (such as recreation center or library fees). The policy
also requires in-depth fee studies every three years, with
interim adjustments to fees taking place on an annual basis.
Finally, the policy requires City Council approval for changes to
fees in Enterprise Fund departments (including PUD). Because
updated IWCP fees still have not been proposed to the City
Council for approval, PUD is still out of compliance with these
policies.

More importantly, evidence gathered since 2013 indicates an
increased likelihood that the City's cost recovery practices for
IWCP remain potentially out of compliance with the
requirements of Prop 218, which essentially states that utility
ratepayers can only be charged in accordance with the benefit
they receive.? Since FY 2010, IWCP has cost over $38 million.
IWCP permittees benefit from the program by being allowed
to operate businesses that may potentially discharge harmful
substances into the metropolitan wastewater system.
However, they have only paid about $5.5 million via IWCP fees
(about 14 percent of IWCP costs) during this time. The other 86
percent of IWCP costs, or about $33.3 million, has been passed
along to other City wastewater customers that are not IWCP
permittees, such as residential customers, via higher
wastewater rates.

24 As previously noted, we do not reach any legal conclusions in this report regarding Proposition
218, and nothing in this report should be interpreted as any type of legal conclusion.
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Exhibit 9

Between Fiscal Years 2010 and 2019, Only About 14 Percent of IWCP’s Costs Were Offset by
Revenues from IWCP Permittees

About 86% of Costs Were
Offset by Revenues From
Non-Permitees

Only about 14% of costs were offset by
revenues from permittees:

Violation Fees: 0.5% . Lab Monitoring Fees: 2.6%

. Discharge Fees: 5% Trucked Waste Fees: 6% W

Source: Auditor generated based on information from PUD.

While Prop 218 does not necessarily require full cost recovery,
PUD does need to thoroughly analyze the benefits of IWCP
and allocate costs equitably between IWCP permittees and
other wastewater customers. There are clearly benefits to the
average customer—such as avoiding secondary treatment at
the Point Loma wastewater treatment facility, which PUD
estimates would cost ratepayers almost $2 billion.?> However,
PUD needs to analyze and quantify these benefits and then
seek City Council approval for updated fees, which PUD has
not historically done. According to PUD, this analysis is
currently in process. Thus, the longer PUD takes to perform

25 Secondary treatment is the second stage in most wastewater treatment systems in which bacteria
consume the organic matter in wastewater. The Clean Water Act requires that municipal wastewater
treatment plants meet a minimum of secondary treatment. However, the City has for decades
operated under a waiver from secondary treatment under Sections 301(h) and 301(j)(5) of the Clean
Water Act, and PUD has noted that IWCP helps ensure the City's ongoing eligibility to receive this
waiver. Absent this waiver, which must be renewed every five years, the City would need to upgrade
the Point Loma wastewater treatment facility to provide secondary treatment. According to PUD, the
estimated cost to ratepayers for upgrading the plant to secondary treatment is almost $2 billion.
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this analysis, the longer the City is potentially out of
compliance with Prop 218 and potentially subject to legal
liability.

While PUD has recently acknowledged that cost recovery
issues are substantial—averaging $3.3 million per year passed
on to other customers between FY 2010 and FY 2019—PUD
has still maintained that this is not a material amount given
total wastewater revenues. For example, revenue from sewer
service charges—which is used to offset IWCP's unrecovered
costs—was approximately $267.1 million in FY 2018.
Therefore, unrecovered costs of $3.3 million would represent
just over 1 percent of that revenue. PUD also estimated that
recovering an additional $3.3 million in IWCP fees in FY 2018
would have lowered the typical single-family residential
customer’s total sewer bill by just 1.3 percent. Using this
information, we estimate that recovering an additional $3.3
million in IWCP fees would roughly translate to approximately
$5 per year in savings for the average single-family residential
customer.

While the amount of unrecovered costs may be very small
compared to overall wastewater revenues, the City is not
meeting certain obligations by allowing revenues from other
customers to offset unrecovered IWCP costs. For example, the
City has an obligation under Prop. 218 to ensure its ratepayers
are not paying more than their fair share of wastewater
expenses and to accurately allocate expenses within the
appropriate funds. In addition, legal compliance with Prop 218
is the minimum requirement the City must meet when setting
fees appropriately. Prop 218 issues aside, not adjusting fees
for up to 36 years and applying revenues from residential
customers to offset costs created by certain industrial users
may create inequity, represents poor stewardship of customer
revenues, and can damage public perception of the
organization. While there are many aspects and potential
effects to consider, a decision on an appropriate cost recovery
level—including how much should be passed on to other
customers—should ultimately be made by the Mayor and the
City Council.

OCA-21-001
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Even Though the City = We uncovered an additional cost recovery issue since our
Provides Wastewater 2013 audit that is caused by complexities in PUD’s wastewater
Services—Including  accounting structure and the City's agreement with the
IWCP—in the Metro Area, Participating Agencies (PAs). PUD uses two funds to account
City Ratepayers Alone Are  for wastewater activities: the Municipal Wastewater Fund
Subsidizing IWCP  (Muni Fund) and the Metropolitan Wastewater Fund (Metro
Fund).2¢ Only City customers contribute to the Muni Fund,
while the Metro Fund includes revenues from both City
customers and customers in the PAs. In addition, the current
Regional Wastewater Disposal Agreement between the City
and the PAs prohibits any IWCP costs from being passed on to
PAs.?” Accordingly, IWCP’s revenues and expenses are
budgeted exclusively within the Muni Fund, even though IWCP
regulates businesses throughout the metro wastewater area—
both within and outside of the City.?® This means costs
incurred by the program that are not recovered through fees
charged to regulated businesses—which average to about 86
percent of program costs since FY 2010—are offset by
revenues generated only from City customers. Thus, because
IWCP does not recover all of its costs, and because IWCP is
budgeted in the Muni Fund, the average single-family
residential customer in the City pays about $5 per year to
subsidize IWCP while similar residential customers in the PAs
pay nothing to subsidize INCP—even though approximately

26 The Muni and Metro Funds have different revenue and expense sources and support different
capital improvement projects. The Muni Fund receives revenues from sewer service charges;
wastewater fees; and grants to cover expenses for maintaining, collecting, and transporting
wastewater. The Metro Fund receives revenues from sewer service charges; wastewater fees; grants;
and the sale of electricity generation. Importantly, revenue from Participating Agencies is used
exclusively in the Metro Fund.

27 In December 2018, the City Council and the Mayor approved an Amended and Restated Regional
Wastewater Disposal Agreement; this agreement states that the City and the Participating Agencies
intend to negotiate within a year of the effective date to address, among other things, the issue of
IWCP costs and whether and to what extent those will be shared among the parties. We learned
from the City Attorney’s Office that the Amended and Restated Disposal Agreement is not in effect
because two Participating Agencies have not signed it. Nevertheless, according to the City Attorney’s
Office, the parties are moving closer to getting the Amended and Restated Agreement fully
authorized. In the meantime, the previous Disposal Agreement—which became effective in 1998—is
still in effect.

28 The metro wastewater area includes the City of San Diego plus 12 Participating Agencies. Refer to
Exhibit 3 for a map of IWCP's service area.
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one-third of businesses regulated by IWCP are located outside
the City. Exhibit 10 illustrates that only revenue from City
customers is used to offset unrecovered costs, even though
IWCP serves the larger metro area.

Exhibit 10

City Customers Alone Subsidize IWCP’s Costs, Even Though IWCP Serves the Larger Metro
Area

LEGEMD
City of
5an Diego

Participating
Agencies*

*Not all Participating Agencies appear in this graphic. Refer to Exhibit 3 for a complete
representation of Participating Agencies.

Source: Auditor generated based on information provided by PUD.
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PUD Has Options to
Ensure Compliance with

City Cost Recovery

Policies and Proposition

218

The simplest way to ensure compliance with the City’s cost
recovery policies and the requirements of Proposition 218 is
to thoroughly study IWCP costs, develop fees that achieve full
cost recovery, and present them to the City Council for
approval and implementation. Assuming PUD were to achieve
full cost recovery, this approach would also eliminate the need
to move IWCP’s budget from the Muni Fund to the Metro
Fund, since IWCP permittees would be directly offsetting all
program costs.

However, a different and more comprehensive approach—
one that allows for less than full cost recovery—would be for
PUD to thoroughly study the costs as well as the benefits of the
program. PUD could then develop fees that achieve a desired
level of cost recovery from IWCP permittees while being able
to justify passing on the unrecovered costs to other
wastewater customers (based on the quantifiable benefits
those other customers receive from the program). In this
scenario, the costs passed on to other customers must not be
more than the benefits they receive from the program;
therefore, the quantifiable benefits of the program would
dictate the program'’s minimum cost recovery level.

However, this second option is more complicated because it
requires PUD to complete additional analysis before setting
program fees. For example, in addition to studying costs, PUD
would need to thoroughly analyze and quantify the benefits
that IWCP provides to non-IWCP customers—which may be
difficult to accomplish, especially if those benefits are not
easily quantifiable. Moreover, this option may potentially
increase the risk of non-compliance if a court were to find the
City's analysis overestimated the relative benefit of the
program to non-IWCP customers. Finally, the second option is
more complicated because PUD would also need to move
IWCP’s budget from the Muni Fund to the Metro Fund to
ensure that any unrecovered costs are shared between the
City and the Participating Agencies.

For comparative purposes, we reviewed the cost structures of
other agencies’' INCP-like programs to compare cost recovery
rates and other elements relating to IWCP improvements. We
compared IWCP to the Orange County (CA) Sanitation District,
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the City of Portland’s Industrial Pretreatment Program, the City
of San Jose’s Industrial Discharge Program, and King County’s
(WA) Industrial Waste Program.2® We found that cost recovery
varies for the other agencies—from 10 percent to 100 percent.
In San Diego, cost recovery averaged 14 percent between FY
2010 and FY 2019. In addition, other agencies update their
permit fees regularly and have methods to track billable costs
clearly, accurately, and explicitly related to industrial
wastewater.

PUD Has Recently Made Inresponse to Recommendation 1 from our 2013 audit report,
Progress in Implementing  PUD recently drafted a process narrative for calculating all
Some of the  billable IWCP costs and program revenues so that PUD staff
Recommendations from  can determine IWCP fee levels and appropriate cost recovery
Our 2013 Audit and to  rates. The draft process narrative is supplemented by
Ensure Compliance with  screenshots and a spreadsheet to assist staff in calculating
City Cost Recovery  IWCP costs and revenues. While the process narrative and
Policies and Proposition  supplemental materials are still in draft form as of June 2020,
218 they appear to substantively address Recommendation 1 from
our 2013 audit report. Our office will make a final
determination on the status of this recommendation after
PUD finalizes the process narrative and approves it for use.*°

In addition, and according to PUD, the department is pursuing
the second approach described above to ensure compliance
with the City's cost recovery policies and the requirements of
Prop 218. PUD has engaged a consultant to complete a cost of
service study and assist the department in developing
updated IWCP fees for approval by the City Council. According
to PUD, their consultant is also working to quantify the
benefits of IWCP so that PUD may better understand whether
a portion of the program'’s costs can be justifiably passed on to
other customers. In addition, the department intends to move
IWCP's budget from the Muni Fund to the Metro Fund at some
point in the future. Finally, PUD has developed a draft fee

29 All comparable programs were chosen based on similarities to the City of San Diego’s IWCP.
However, the City of San Diego is the only program that participates in the 301(h) waiver program. In
addition, Portland and King County are not located in California, and thus are not subject to the
provisions of Prop 218.

30 After we reviewed the draft process narrative, PUD management informed us that the final
version will likely be in the form of a department instruction.

OCA-21-001 Page 33



Follow-up Performance Audit of the Industrial Wastewater Control Program

Recommendations

Recommendation 1

Recommendation 2

model; this draft model allows staff to determine fee levels
that would be necessary to fully recover IWCP’s program costs.
The draft fee model; the analysis by PUD'’s consultant; the
determination on a proposed cost recovery level; and the
proposal of updated program fees to the City Council for
approval are all pending as of June 2020. We note that these
items and actions collectively touch on several of the
recommendations we made in our 2013 audit report—
specifically Recommendations 2, 3, 4, and 5. Therefore, our
office’s final determination on the status of these
recommendations is pending completion of these items.

Given that the same issues we identified in 2013 are largely
still taking place and that PUD has not implemented the
recommendations we made at that time, we make the same
recommendations in this follow-up report. The following
recommendations were made in our 2013 public audit and
have been modified to include the potential Prop. 218 issues
we raised in our 2013 confidential memo. We note that
Recommendations 4 and 6 depend on negotiating with the
Participating Agencies; we encourage the City to negotiate
terms that allow these recommendations to be implemented
as stated.

Specifically, in order to ensure that cost recovery practices for
IWCP are brought into compliance with City policies and state
law as quickly as possible, we recommend:

The Public Utilities Department should establish policies and
procedures to track all billable IWCP related costs so that fee
levels and appropriate cost recovery rates can be determined
effectively. (Priority 1)

The Public Utilities Department should establish policies and
procedures to periodically review fee levels and present fee
proposals to the City Council. These reviews and fee studies
should include calculation of the rate of cost recovery
achieved by current fees. Reviews should be conducted on an
annual basis, and detailed fee studies should be conducted
not less than every three years, in accordance with Council
Policy 100-05 and Administrative Regulation 95.25, and
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proposed fees and cost recovery levels should comply with
Proposition 218. (Priority 1)

Recommendation 3  The Public Utilities Department should perform a fee study to
determine fee levels that achieve full cost recovery for all IWCP
activities, including all labor and materials required for
application review and permitting, inspections, monitoring,
and sample analysis, as well as overhead and non-personnel
expenses. The Public Utilities Department should ensure that
methodologies used to calculate fees are adequately
documented and consult with the Office of the City Attorney to
meet all applicable legal requirements, including those
established by Proposition 218. (Priority 1)

Recommendation 4  Upon completion of the fee study, the Public Utilities
Department should work with the Office of the City Attorney
and the Participating Agencies to review and revise, as
appropriate, Interjurisdictional Agreements to include fees for
service that achieve appropriate cost recovery under the
guidelines of Council Policy 100-05 and Administrative
Regulation 95.25, as well as Proposition 218. The revised
agreements should include mechanisms to adjust fees in
response to changes in the cost of service. (Priority 1)

Recommendation5 Upon completion of the fee study, the Public Utilities
Department, in consultation with the City Attorney’s Office,
should develop a proposal for consideration by the City
Council to update fees for Industrial Users within the City of
San Diego. This proposal should include fees that achieve
appropriate cost recovery under the guidelines of Council
Policy 100-05 and Administrative Regulation 95.25, as well as
Proposition 218. The revised fee schedules should include
mechanisms to adjust fees in response to changes in the cost
of service. (Priority 1)
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Recommendation 6

In addition to the recommendations we made in 2013, we
make the following new recommendation to ensure that any
IWCP programs costs that are not recovered through program
fees from regulated businesses are divided equitably between
City customers and customers within the Participating
Agencies. As previously noted, and per the Amended and
Restated Disposal Agreement, this requires the City to
negotiate with the Participating Agencies.

The Public Utilities Department should move the Industrial
Wastewater Control Program'’s budget from the Municipal
Wastewater Fund to the Metropolitan Wastewater Fund.
(Priority 1

OCA-21-001

Page 36



Follow-up Performance Audit of the Industrial Wastewater Control Program

Finding Summary

IWCP Still Uses Multiple
Billing Processes, which is
Inefficient and Increases
the Risk of Billing Errors

Finding 2: Billing Lapses Have Reoccurred
Due to Overly Complex and Inefficient
Processes and a Breakdown in Oversight

Even though the Public Utilities Department (PUD)
implemented our 2013 recommendation to recover costs that
went unbilled between FY 2008 and FY 2012,3' we found that,
since FY 2017, PUD again failed to bill many IWCP permittees
outside the City. As in 2013, we found this was largely due to
overly-complex and labor-intensive billing processes and a
breakdown in billing oversight.

PUD management stated that adopting a standardized billing
process for all program fees, regardless of jurisdiction, is
ultimately their goal. However, according to PUD
management, this is something that would need to be
negotiated as part of updated agreements with Participating
Agencies (PAs). In addition, PUD must still propose updated
program fees to the City Council for approval. Therefore,
implementing a single billing procedure will likely take place
further in the future.

As show in Exhibit 11 below, our 2013 audit found that PUD
used three different billing processes for different industrial
businesses, depending on the jurisdiction in which they were
located.

31 Prior to the completion of our 2013 audit, PUD sent invoices for unbilled charges accrued during
FY 2008 and FY 2009. We later verified that PUD invoiced for previously unbilled permits and
monitoring services for FY 2010 through FY 2012.
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Exhibit 11
Summary of IWCP’s Multiple Billing Processes

Billing Process for Industrial Users Within the City

(EES

When violations
are detected,

IWCP staff

For violations,

PIMS interfaces periodically
with SAP and recanciles
generates invoices violation

automatically accounts

IWCP staff enter
them into PIMS

Source: Auditor generated summary of PUD information.
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This approach created unnecessary complexity, making it
difficult for IWCP staff to ensure the timely and accurate billing
and reconciliation of accounts. In fact, we found that IWCP
failed to bill approximately $850,000 to some regulated
entities located outside the City during the five-year period
between FY 2008 and FY 2012. This indicated both a lack of
understanding of billing practices on the part of staff as well as
a significant breakdown in billing oversight. We recommended
that PUD develop a single, standardized billing process for all
IWCP fees. That recommendation, however, has not been
implemented since the 2013 audit.

Instead, we learned that IWCP still follows multiple billing
processes depending on the jurisdiction in which an industrial
business is located. We also learned that billing lapses have
reoccurred, and IWCP has not billed all industrial businesses
outside of the City since FY 2017.3? According to PUD, this is a
result of not having enough staff to accomplish the billing for
all municipal PAs. In addition, as in 2013, we conclude that the
use of multiple billing processes is a major contributing factor
to these lapses, as the current billing processes are overly
complex, confusing, and inefficient. When asked whether
IWCP would adopt a standardized billing process for all fees
regardless of jurisdiction, PUD management stated that this is
ultimately the goal and is something that would need to be
negotiated as part of updated agreements with PAs. However,
according to PUD management, billing procedures are only
one aspect of those agreements—updated fees, for example,
would also need to be addressed—so implementing a single
billing procedure will likely take place further in the future.

For comparison, in the City of Los Angeles, the Bureau of
Sanitation’s Industrial Waste Division administers the
Pretreatment Program, which regulates the discharge of
industrial wastewater into the city’s publicly-owned treatment
works system. The Pretreatment Program'’s service area
includes 19 contributing jurisdictions and 8 contract cities.
According to Financial Management staff from the City of Los
Angeles'’s Industrial Waste Division, the largest participating

32 The total amount that has gone unbilled is yet to be determined.
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agencies have signed onto a Universal Terms Agreement
(UTA). Under the UTA, the city treats the wastewater and the
participating agencies must follow certain procedures relating
to enforcement and regulation. The UTA also provides that the
City of Los Angeles will charge participating agencies the same
rates it charges users in the City of Los Angeles. Thus, the City
of Los Angeles uses a singular billing process for all
participating jurisdictions and may avoid the billing
inefficiencies created by using multiple and complex billing
processes.

Because the billing process issues identified in our 2013 audit
have not been corrected, and because billing lapses have
reoccurred, we again make the following recommendations to
standardize IWCP's billing process, ensure accurate and timely
billing, and improve efficiency:

Recommendation 7  The Public Utilities Department should work with the Office of
the City Attorney to seek recovery, to the greatest extent
possible allowed by law, of all unbilled costs related to
Industrial Wastewater Control Program application review,
permitting, inspection, and monitoring. (Priority 1)

Recommendation 8  The Public Utilities Department should establish a centralized
billing process and standardized billing policies and
procedures for all IWCP fees and charges. These policies and
procedures should be documented in a process narrative and
should:

a. Establish responsibilities and timelines for generating
and sending invoices for all IWCP fees and charges;

b. Establish responsibilities and timelines for performing
a periodic reconciliation of all IWCP revenue accounts;

c. Establish guidelines and procedures for recording
labor time, if necessary to determine invoice amounts;

d. Establish guidelines and procedures for calculating
invoice amounts; and

e. Ensure that appropriate Separation of Duties controls
are enforced. (Priority 1)
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Recommendation 9

The Public Utilities Department should perform a
comprehensive review of all PIMS settings and invoice
calculating features to ensure that invoices are automatically
generated by PIMS and sent in a timely manner. (Priority 1)
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Conclusion

IWCP is an important City program. It is a key component of
the City’s environmental management efforts; plays a critical
role in the City's compliance with wastewater regulations;
helps to protect wastewater infrastructure and limit
replacement costs; is important for protecting source water
quality for the Pure Water Program; and is critical for the City's
ongoing eligibility for the waiver from secondary wastewater
treatment, which helps preclude the need to make about $2
billion worth of upgrades to the Point Loma Wastewater
Treatment Plant.

We believe that conducting this follow-up audit was in the
public interest, given the importance of the program, the
length of time that passed since our 2013 audit, and the
numerous delays in implementing both the public and
confidential audit recommendations. Even though the City has
made some progress toward implementing these, we found
that many of the same substantive issues remain largely
unaddressed:

e Program fees have still not been updated for
decades;

e Program cost recovery is still very low—only about
14 percent between FY 2010 and FY 2019;

e Unrecovered program costs are still offset by
charges to other ratepayers, including residential
and commercial customers, which creates the
possibility that PUD's cost recovery practices do not
comply with Proposition 218;33 and

e Billing lapses reoccurred as a result of overly-
complex and labor-intensive billing processes and a
breakdown in billing oversight.

In addition to the issues we raised in 2013, this report
identifies an additional concern with Proposition 218

33 As previously noted, we do not reach any legal conclusions in this report regarding Proposition
218, and nothing in this report should be interpreted as any type of legal conclusion.
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compliance: City wastewater customers alone are subsidizing

program costs, even though the program serves customers in
the larger metro area, including customers in the Participating
Agencies.3*

Making changes to the program per our recommendations is
important to ensure that program fees are regularly reviewed
and updated; cost recovery is monitored; billing is timely; and
cost recovery practices are equitable and comply with City
policies and state law.

We will continue to monitor the City's progress in addressing
the issues identified by our audits.

34 As previously noted, we do not reach any legal conclusions in this report regarding Proposition
218, and nothing in this report should be interpreted as any type of legal conclusion.
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Recommendations

Recommendation 1

Recommendation 2

Recommendation 3

Recommendation 4

The Public Utilities Department should establish policies and
procedures to track all billable IWCP related costs so that fee
levels and appropriate cost recovery rates can be determined
effectively. (Priority 1)

The Public Utilities Department should establish policies and
procedures to periodically review fee levels and present fee
proposals to the City Council. These reviews and fee studies
should include calculation of the rate of cost recovery
achieved by current fees. Reviews should be conducted on an
annual basis, and detailed fee studies should be conducted
not less than every three years, in accordance with Council
Policy 100-05 and Administrative Regulation 95.25, and
proposed fees and cost recovery levels should comply with
Proposition 218. (Priority 1)

The Public Utilities Department should perform a fee study to
determine fee levels that achieve full cost recovery for all IWCP
activities, including all labor and materials required for
application review and permitting, inspections, monitoring,
and sample analysis, as well as overhead and non-personnel
expenses. The Public Utilities Department should ensure that
methodologies used to calculate fees are adequately
documented and consult with the Office of the City Attorney to
meet all applicable legal requirements, including those
established by Proposition 218. (Priority 1)

Upon completion of the fee study, the Public Utilities
Department should work with the Office of the City Attorney
and the Participating Agencies to review and revise, as
appropriate, Interjurisdictional Agreements to include fees for
service that achieve appropriate cost recovery under the
guidelines of Council Policy 100-05 and Administrative
Regulation 95.25, as well as Proposition 218. The revised
agreements should include mechanisms to adjust fees in
response to changes in the cost of service. (Priority 1)
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Recommendation 5 Upon completion of the fee study, the Public Utilities
Department, in consultation with the City Attorney's Office,
should develop a proposal for consideration by the City
Council to update fees for Industrial Users within the City of
San Diego. This proposal should include fees that achieve
appropriate cost recovery under the guidelines of Council
Policy 100-05 and Administrative Regulation 95.25, as well as
Proposition 218. The revised fee schedules should include
mechanisms to adjust fees in response to changes in the cost
of service. (Priority 1)

Recommendation 6  The Public Utilities Department should move the Industrial
Wastewater Control Program’s budget from the Municipal
Wastewater Fund to the Metropolitan Wastewater Fund.
(Priority 1)

Recommendation 7  The Public Utilities Department should work with the Office of
the City Attorney to seek recovery, to the greatest extent
possible allowed by law, of all unbilled costs related to
Industrial Wastewater Control Program application review,
permitting, inspection, and monitoring. (Priority 1)

Recommendation 8  The Public Utilities Department should establish a centralized
billing process and standardized billing policies and
procedures for all IWCP fees and charges. These policies and
procedures should be documented in a process narrative and
should:

a. Establish responsibilities and timelines for generating
and sending invoices for all IWCP fees and charges;

b. Establish responsibilities and timelines for performing
a periodic reconciliation of all IWCP revenue accounts;

c. Establish guidelines and procedures for recording
labor time, if necessary to determine invoice amounts;

d. Establish guidelines and procedures for calculating
invoice amounts; and

e. Ensure that appropriate Separation of Duties controls
are enforced. (Priority 1)
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Recommendation 9

The Public Utilities Department should perform a
comprehensive review of all PIMS settings and invoice
calculating features to ensure that invoices are automatically
generated by PIMS and sent in a timely manner. (Priority 1)
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Appendix A: Definition of Audit
Recommendation Priorities

The Office of the City Auditor maintains a priority classification scheme for audit
recommendations based on the importance of each recommendation to the City, as described
in the table below. While the City Auditor is responsible for providing a priority classification for
recommendations, it is the City Administration’s responsibility to establish a target date to
implement each recommendation, taking into consideration its priority. The City Auditor
requests that target dates be included in the Administration’s official response to the audit
findings and recommendations.

Priority Class3® Description

Fraud or serious violations are being committed.
Significant fiscal and/or equivalent non-fiscal losses are occurring.
Costly and/or detrimental operational inefficiencies are taking place.

A significant internal control weakness has been identified.

The potential for incurring significant fiscal and/or equivalent non-
fiscal losses exists.

2 The potential for costly and/or detrimental operational inefficiencies
exists.

The potential for strengthening or improving internal controls exists.

3 Operation or administrative process will be improved.

35The City Auditor is responsible for assigning audit recommendation priority class numbers. A
recommendation that clearly fits the description for more than one priority class shall be assigned
the higher priority.
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Appendix B: Audit Objectives, Scope,
and Methodology

Objectives and Scope

Data Reliability and Internal

Methodology

Controls

In accordance with the City Auditor’s Fiscal 2020 Audit Work
Plan, we conducted a follow-up audit of the Public Utilities
Department’s (PUD’s) Industrial Wastewater Control Program
(IWCP).

Given the serious issues identified in 2013 through both our
public audit report and our confidential audit memorandum,
and the apparent lack of progress in implementing our
recommendations, we conducted this follow-up audit to
evaluate the current state of PUD's cost recovery efforts for
IWCP. Specifically, our audit objectives were to review the
implementation status of our 2013 recommendations and
publicly report on the issues we had identified in 2013 through
both our public audit and our confidential audit
memorandum.

To do this, and in addition to the routine efforts we have made
since 2013 as part of our office’s normal recommendation
follow-up process, we requested and reviewed pertinent
program documents from PUD. These included policies and
procedures related to IWCP’s operations; recent permitting
data; program expenses and revenues; service contract
documents related to cost of service studies; current
organizational charts; several annual wastewater
pretreatment reports; and a program assessment report
completed in 2019.

We updated several key components from our 2013 audit
report based on information provided by PUD, including the
cost recovery table presented in Exhibit 8. For figures in the
cost recovery table that PUD provided to us, we reviewed
PUD’s methodology for calculating them, but we did not
perform detailed data reliability testing. Our testing of internal
controls was limited to reviewing PUD’s documentation for
tracking costs and revenues.
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Compliance Statement

We also reviewed correspondence between our office, PUD,
and the City Attorney’s Office to better articulate the sequence
of notable events that took place since our 2013 public audit
report and confidential audit memorandum.

In addition, we conducted several interviews with department
management and program staff to discuss past developments
and efforts to address our 2013 recommendations; the
current state of the program, including field observations to
better understand the permitting and inspection process; and
management’s recent progress in implementing our past
recommendations, including the current cost of service study
and other pending items that will impact the program and its
cost recovery practices in the future.

We conducted this performance audit in accordance with
generally accepted government auditing standards. Those
standards require that we plan and perform the audit to
obtain sufficient, appropriate evidence to provide a
reasonable basis for our findings and conclusions based on
our audit objectives. We believe that the evidence obtained
provides a reasonable basis for our findings and conclusions
based on our audit objectives.

OCA-21-001

Page 49



Follow-Up Performance Audit of the Industrial Wastewater Control Program

THE CITY OF SAN DIEGO

MEMORANDUM

DATE: July 9, 2020
TO: Kyle Elser, Interim City Auditor, Office of the City Auditor
FROM: Shauna Lorance, Director, Public Utilities Department

SUBJECT: Management Response to Follow-Up Performance Audit of Public Utilities
Department’s Industrial Wastewater Control Program

The purpose of this memorandum is to provide Management’s response to the City Auditor’s
report entitled Follow-Up Performance Audit of Public Utilities Department’s Industrial Wastewater
Control Program: PUD’s Cost Recovery Practices Remain Out of Compliance with City Regulations,
Policies, and Potentially State Law.

Public Utilities Department (Department) management agrees with recommendations
included in the audit and has made considerable progress toward completing several of this
audit’s recommendations over the past year. Under the leadership of Mayor Faulconer, a new
management structure and team are now in place and we are committed to continuous
improvement throughout our operations. Those improvements include the initial steps
necessary to respond to this audit’s recommendations, including a cost of service analysis
for the Industrial Wastewater Control Program (IWCP) and development of a clear and
documented process for tracking IWCP expenses and revenues to fully capture all of that
program’s financial impacts.

The Department has worked diligently with a rate consultant to prepare an IWCP cost
recovery model that can be used to prepare updated fee proposals on both a near-term and
long-term basis, and the model has sufficient usability and flexibility to adapt to future
changes to the program’s operations and budget. As noted in the audit and in our responses
below, the Department’s rate consultant is continuing to work to determine the appropriate
portion of IWCP expenses that should be recovered directly through IWCP fees and those that
should be recovered from system-wide users who indirectly benefit from the program. This
work, along with the IWCP cost recovery model, will be used as the basis for a proposal the
City Council can consider to adjust existing IWCP fees.

While over two decades have passed since IWCP fees were last updated, we have documented

through our responses how we will periodically update fees to ensure that they remain
appropriate and comply with all applicable regulations.
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Page 2 of 7
Kyle Elser, Interim City Auditor, Office of the City Auditor
July 9, 2020

We appreciate the oppdrtunity to provide comments on this audit and thank the City
Auditor’s team for their cooperation and professionalism throughout the audit process. Our
responses to the audit recommendations are below.

RECOMMENDATION #1: The Public Utilities Department should establish policies and
procedures to track all billable IWCP related costs so that fee levels and approprlate cost
recovery rates can be determined effectively.

Management’s Response: Agree. The IWCP is budgeted in multiple fund centers (an IWCP
Fund Center and an Environmental Chemistry Services Fund Center) which requires the use
of multiple data sources to accomplish this recommendation. The Department has prepared a
draft Department Instruction that clearly documents processes and procedures for extracting
IWCP expense and revenue data using SAP Business Objects and the Pretreatment
Information Management System (PIMS). The draft Department Instruction clearly lays out
the processes needed to extract budget information from SAP, and the steps needed to apply
PIMS data, in order to capture specific IWCP expenses and revenues.

The information derived from this process provides total IWCP expenses and revenues that
can be used in combination with the IWCP Cost Recovery Model (see Recommendations 2 and
3), to determine fee levels to achieve appropriate cost recovery.

Target Implementation Date: Tracking IWCP related costs, using SAP and PIMS, has been
implemented. The Department Instruction will be finalized and put into effect by December
30, 2020, including training of all applicable team members. As new employees involved in
this program are hired, additional training on the Department Instruction will be provided
during the onboarding process.

RECOMMENDATION #2: The Public Utilities Department should establish policies and
procedures to periodically review fee levels and present fee proposals to the City Council.
These reviews and fee studies should include calculation of the rate of cost recovery achieved
by current fees. Reviews should be conducted on an annual basis, and detailed fee studies
should be conducted not less than every three years, in accordance with Council Policy 100-
05 and Administrative Regulation 95.25, and proposed fees and cost recovery levels should
comply with Proposition 218.

Management’s Response: Agree. The response to Recommendation 1 provides the process
necessary to identify total IWCP expenses and revenues that can be used in combination with
the IWCP Cost Recovery Model (see Recommendation 3, to determine appropriate fee levels
to achieve appropriate cost recovery, which will be executed annually). Additionally, the City
contracted with Raftelis Financial Consultants, Inc. (Rafetelis Consulting) to prepare a fee
model that can allocate IWCP expenses to various IWCP functions and tasks, and that can be
used to update IWCP permitting and violation fees. This model is substantially complete, and
Rafetlis Consulting is further preparing a user manual for the model that will allow the
Department to update total expenses and the allocation of those expenses in order to propose
updated fee levels on a periodic basis. The fee proposal consideration by the City Council is
discussed in Recommendation 3.

As noted in the audit, the IWCP does provide benefits to non-industrial customers, and
therefore it may be appropriate to not recover all IWCP costs from IWCP fees. Raftelis
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Consulting is currently evaluating and quantifying these system-wide benefits to determine
the appropriate level of direct cost-recovery through fees under Proposition 218. "

Target Implementation Date: Most elements of this recommendation have been
implemented. The Department Instruction will be finalized and operationalized by December
30, 2020, including training of all appropriate team members. An initial fee proposal will be
developed in Fiscal Year 2021, and any implemented fee proposal will be reviewed to
generate an updated fee proposal by Fiscal Year 2024.

RECOMMENDATION #3: The Public Utilities Department should perform a fee study to
determine fee levels that achieve full cost recovery for all IWCP activities, including all labor
and materials required for application review and permitting, inspections, monitoring, and
sample analysis, as well as overhead and non-personnel expenses. The Public Utilities
Department should ensure that methodologies used to calculate fees are adequately
documented and consult with the Office of the City Attorney to meet all applicable legal
requirements, including those established by Proposition 218.

Management’s Response: Agree. As noted in the response to Recommendation 2, the
Department has engaged Raftelis Consulting to create a fee model and user manual that will
be used to develop fees for appropriate cost recovery of IWCP activities by allocating all
expenses (including labor, materials, overhead, and non-personnel expenses) to specific
IWCP functions and tasks. The model is substantially complete.

Raftelis Consulting is currently evaluating the appropriate level of direct cost recovery for
the program. Upon completion of its evaluation, the Department will work with the City
Attorney’s office to ensure that any ensuing fee proposals will meet all legal requirements.

Target Implementation Date: Raftelis Consulting and the Department will complete work on
the fee study, to prepare a proposal for revised fees for consideration by the City Council by
January 30, 2021, and the Department will work with the City Attorney to ensure all legal
requirements are met.

RECOMMENDATION #4: Upon completion of the fee study, the Public Utilities Department
should work with the Office of the City Attorney and the Participating Agencies to review and
revise, as appropriate, Interjurisdictional Agreements to include fees for service that achieve
appropriate cost recovery under the guidelines of Council Policy 100-05 and Administrative
Regulation 95.25, as well as Proposition 218. The revised agreements should include
mechanisms to adjust fees in response to changes in the cost of service.

Management’s Response: Agree. As noted in the audit, a portion of IWCP expenses and
revenues are derived from permittees that are outside of City limits and that are in the
jurisdiction of Participating Agencies (PAs) of the Metropolitan Wastewater Joint Powers
Authority (Metro JPA). The Department intends to seek permit fees for IWCP functions and
tasks that are uniform regardless of the location of the permittee.

The PAs of the Metro JPA are currently in the process of approving an amended and restated
agreement that describes wastewater expenses they are responsible for paying. That
amended and restated agreement explicitly notes that upon its effective date, the City and
the PAs intend to negotiate in good faith on additional matters, including the proportion of
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IWCP costs that PAs are ultimately responsible for (the existing agreement precludes using
IWCP costs to determine overall PA payments for use of the City’s wastewater treatment
infrastructure). Negotiations on this are anticipated to begin immediately after the amended
and restated agreement is approved by all PAs, which is currently anticipated by November
2020. Any revisions to Metro JPA agreements will be subject to negotiations, and while the
Department will seek an appropriate and timely outcome regarding IWCP costs, the
Department cannot guarantee a specific outcome or timeframe.

Target Implementation Date: The Department anticipates entering negotiations on further
amendments to the Metro JPA Agreement by November 2020.

RECOMMENDATION #5: Upon completion of the fee study, we recommend the Public
Utilities Department, in consultation with the City Attorney’s Office, should develop a
proposal for consideration by the City Council to update fees for Industrial Users within the
City of San Diego. This proposal should include fees that achieve appropriate cost recovery
under the guidelines of Council Policy 100-05 and Administrative Regulation 95.25, as well
as Proposition 218. The revised fee schedules should include mechanisms to adjust fees in
response to changes in the cost of service.

Management’s Response: Agree. As noted in our response to Recommendation 3, the
Department has engaged Raftelis Consulting to create a fee model that can be used to
determine fees for full cost recovery of IWCP activities by allocating expenses to specific
IWCP functions and tasks. This model is substantially complete.

Raftelis Consulting is currently evaluating the appropriate level of direct cost recovery for
the program. Upon completion of its evaluation the Department will work with the City
Attorney’s office to ensure that any ensuing fee proposals will meet all legal requirements.
While the Department may propose updated fees, the decision to actually implement those
fees rests with the City Council.

Target Implementation Date: Raftelis Consulting and the Department will complete work on
the fee study, and prepare a proposal for revised fees for consideration by the City Council by
January 30, 2021, and the Department will work with the City Attorney to ensure all legal
requirements are met.

RECOMMENDATION #6: The Public Utilities Department should move the Industrial
Wastewater Control Program’s budget from the Municipal Wastewater Fund to the
Metropolitan Wastewater Fund.

Management’s Response: Agree. As the IWCP is a treatment program, it is appropriate for it
to be budgeted in the Metropolitan Wastewater Fund. Metropolitan Wastewater Fund
expenses are shared by the City and the PAs. The City’s current agreement with the PAs
precludes the City from charging PAs for general IWCP expenses; however, as noted in the
response to Recommendation 4, the Department intends to enter negotiations with the PAs
of the Metro JPA to determine an appropriate share of IWCP expenses that to be borne by the
PAs. Upon completion of these negotiations, it will be appropriate to move the IWCP budget
from the Municipal Sewer Fund to the Metropolitan Wastewater fund.
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Moving the IWCP budget requires reallocating IWCP expenses and revenues through the
City’s restructure process. Requests for restructures generally must be submitted by
operating departments to the Department of Finance by October in order for them to be
implemented in the following fiscal year’s budget.

Target Implementation Date: The Department intends to include the IWCP’s budget in the
Metropolitan Sewer Fund after completing negotiations with the PAs. If this is completed by
the fall of 2021, in accordance with DoF’s schedule, this should then be reflected in the FY
2023 budget. If negotiations with the PAs do not conclude by the fall of 2021, the budgetary
transition may not be possible until the following fiscal year (Fiscal Year 2024).

RECOMMENDATION #7: The Public Utilities Department should work with the Office of the
City Attorney to seek recovery, to the greatest extent possible allowed by law, of all unbilled
costs related to Industrial Wastewater Control Program application review, permitting,
inspection, and monitoring.

Management’s Response: Agree. While bills for IWCP permitting and sampling performed
for Metro JPA PA customers have not been sent since FY 2017, the Department is able to
determine the unbilled parties and amounts.

While PAs are not billed for general IWCP costs, as discussed in Recommendations 4 and 6,
PAs do pay for their share of the Metro Wastewater system’s treatment expenses. On an
annual basis, PAs make initial payments for their anticipated use, and then after a
reconciliation of their anticipated and actual use, they are issued refunds or additional bills
to true-up those initial payments. The Department intends to send bills for unbilled IWCP
fees to the appropriate PAs at the same time that it sends its true-up refunds/invoices.

Target Implementation Date: The Department is working to notify PAs of amounts due; it
anticipates sending invoices for unbilled amounts by December 30, 2020.

RECOMMENDATION #8: The Public Utilities Department should establish a centralized
billing process and standardized billing policies and procedures for all IWCP fees and
charges. These policies and procedures should be documented in a process narrative and
should:
a. Establish responsibilities and timelines for generating and sending invoices for all
IWCP fees and charge;

b. Establish responsibilities and timelines for performing a periodic reconciliation of all
IWCP revenue accounts;

c. Establish guidelines and procedures for recording labor time, if necessary to
determine invoice amounts;

d. Establish guidelines and procedures for calculating invoice amounts; and

Ensure that appropriate Separation of Duties controls are enforced.
Management’s Response: Agree. While there is an existing process for billing City of San
Diego businesses, billing businesses that fall outside of the City’s boundaries and in the

boundaries of the various PAs is complicated. In some cases, those businesses are billed
directly, and in others the PA in whose jurisdiction those businesses are located is billed. The
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Department’s past practices have not been clearly documented, and the Department is
currently evaluating its past processes while developing instructions and guidelines for
calculating the appropriate yearly costs to PAs and permittees that are located outside the
City. This includes:

o Developing instructions and documenting a standard operating procedure for current
sampling and permitting fees charged to PA’s using PIMS data (expected to be
complete in December 2020);

o The Environmental Monitoring and Technical Services (EMTS) and Finance Divisions
working to ensure the methodology for PA fees are appropriate for billing (expected
to be complete in January 2021); and

e EMTS completing the reorganization of the IWCP and assigning the responsibility of
annually billing PAs to the Support Services Group (expected to be complete in
October 2020, with bills annually to PAs or outside permittees annually in October).

Note that implementation of this process will require negotiations with PAs, as is indicated
in the responses to Recommendations 4 and 6.

Target Implementation Date: The Department’s Environmental Monitoring and Technical
Services Division is working in conjunction with its Finance Division to complete these
operating procedures by January 30, 2021.

RECOMMENDATION #9: The Public Utilities Department should perform a comprehensive
review of all PIMS settings and invoice calculating features to ensure that invoices are
automatically generated by PIMS and sent in a timely manner.

Management’s Response: Agree. The Department currently invoices City of San Diego and
County businesses automatically with approved fees pursuant to the 1984 Council Resolution
or County agreement. As described in our response to Recommendation 8, PA bills require
annual calculations. The process described in our response to Recommendation 8 will
contain approved timelines. Additionally, the Department is developing a PIMS replacement
program through the RFP process; the bidding period is expected to open in September 2020.
This new PIMS will have documented billing invoice processes that sync with SAP system.

Target Implementation Date: The Department anticipates the new PIMS system to be
implemented by June 2021. This timeline may need to be modified depending on the
implementation timelines of respondents to the RFP to ensure successful implementation.

Again, we appreciate the opportunity to provide comments on this audit, and thank the City
Auditor’s team for their cooperation and professionalism throughout the audit process. PUD
is com ed to ensuring substantial progress is made on addressing these findings.

o

Shauna Lorance
Director

cc: Kris Michell, Chief Operating Officer
Aimee Faucett, Chief of Staff, Office of the Mayor
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Jeff Sturak, Assistant Chief Operating Officer

Rolando Charvel, Chief Financial Officer

Johnnie Perkins, Deputy Chief Operating Officer

Jessica Lawrence, Director of Policy and Council Affairs, Office of the Mayor
Matthew Helm, Chief Compliance Officer

Juan Guerreiro, Interim Executive Assistant Director, Public Utilities Department
Lisa Celaya, Assistant Director, Public Utilities Department

John Stufflebean, Assistant Director, Public Utilities Department

Peter Vroom, Deputy Director, Public Utilities Department

Charles Modica, Deputy Director, Public Utilities Department

Andy Hanau, Interim Assistant City Auditor, Office of the City Auditor
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’ Office of the City Auditor Report Highlights

Performance Audit of the Public Utilities Department’s Industrial
Wastewater Control Program - Part Il

IWCP’s Current Methods of Identifying Industrial Users Have Likely Left Many Businesses
Unpermitted, and, While IWCP Generally Keeps Up with Inspections and Permits for Certain
Businesses, IWCP Should Reassess Its Capacity for Handling Future Workloads

Why OCA Did This Study

The Industrial Wastewater Control Program (IWCP) is a key
component of the City's environmental management
efforts and plays a critical role in complying with
wastewater regulations. We conducted this audit to
determine (1) whether IWCP maintains a complete and
accurate inventory of industrial users within the
Metropolitan Wastewater Area; and (2) whether and to
what extent IWCP has inspected and issued a permit to
regulated industrial users.

What OCA Found

SIS

IWCP staff inspecting a water reclamation tank. Source: OCA.

What OCA Recommends

We make 7 recommendations to help IWCP better

Finding 1: Because IWCP is responsible for regulating understand its service demands, improve oversight of
certain industrial bUSlnesseS, bE|ng aware of all those critical program outputsl and plan its future Capacitiesl
businesses is foundational to the program's success. Key recommendations include:

While the program uses several methods to achieve this,
we found some of them to be outdated and inefficient. In
addition, IWCP management reported not having enough
staff to keep up with identifying all potential industrial
users. As a result, we found IWCP is unaware of hundreds
of businesses that may potentially need to be regulated.
This may diminish IWCP's effectiveness and creates an
unfair advantage for unregulated businesses.

e Updating the program’s policies, procedures, and
methods for identifying potential industrial users
within the Metropolitan Wastewater Area;

e Working with the Economic Development
Department to update the City’s OpenCounter
portal by adding IWCP permits to the list of
potential permits that a business may need to
acquire from the City when starting or expanding

Finding 2: Our review also included timeliness aspects of operations;

IWCP's inspection and permitting activities, which are core e Developing procedures for monitoring the
functions of the program. We found IWCP is generally effectiveness of methods for identifying new
meeting established requirements for conducting businesses, conducting inspections, and issuing
inspections and issuing permits to industrial users that permits;

fall under federal regulations. We commend IWCP for this e Establishing target service levels for inspections
but also recommend monitoring and reporting to help and permit issuances for both federally- and
ensure full compliance. In addition, we found IWCP locally-regulated industrial permittees; and
inspects and permits other industrial users—those in the e Completing a staffing analysis to determine
Enhanced Source Control Program (ESCP)—much less resources necessary to meet target service levels.

frequently, mainly because they fall under local
regulations and have historically not been prioritized by
the program. PUD management stated that this is
changing due to the importance of ESCP for the Pure
Water Program; however, INCP has not established target ~ For more information, contact Andy Hanau, City
inspection frequencies or determined what staffing Auditor at (619) 533-3165 or cityauditor@sandiego.gov.
resources will be needed to meet increased workloads.

OCA-21-010 OCA March 2021
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These changes can help the program improve
effectiveness in protecting the City's environmental
quality and wastewater infrastructure.
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THE City oF SaN DIEGO

March 11, 2021

Honorable Mayor, City Council, and Audit Committee Members
City of San Diego, California

Transmitted herewith is Part Il of a performance audit report on the Public Utilities
Department’s Industrial Wastewater Control Program. This report was conducted in accordance
with the City Auditor’s Fiscal Year 2021 Audit Work Plan, and the report is presented in
accordance with City Charter Section 39.2. The Results in Brief are presented on page 1. Audit
Objectives, Scope, and Methodology are presented in Appendix B. Management's responses to
our audit recommendations are presented after page 47 of this report.

We would like to thank staff from the Public Utilities Department. All of their valuable time and
efforts spent on providing us information is greatly appreciated. The audit staff members
responsible for this audit report are Shadi Matar, Luis Brisefio, Danielle Knighten, and Kyle
Elser.

Respectfully submitted,

Andy Hanau
City Auditor

cc: Jay Goldstone, Chief Operating Officer
Alia Khouri, Deputy Chief Operating Officer
Matthew Helm, Chief Compliance Officer
Shauna Lorance, Director, Public Utilities Department
Lisa Celaya, Assistant Director, Public Utilities Department
John Stufflebean, Assistant Director, Public Utilities Department
Peter Vroom, Deputy Director, Public Utilities Department
Joy Newman, Program Manager, Industrial Wastewater Control Program
Honorable City Attorney, Mara Elliott
Kenneth So, Deputy City Attorney
Andrea Tevlin, Independent Budget Analyst

OFFICE OF THE CITY AUDITOR
600 B STREET, SUITE 1350 e SAN DIEGO, CA 92101
PHONE (619) 533-3165 e FAX (619) 533-3036

TO REPORT FRAUD, WASTE, OR ABUSE, CALL OUR FRAUD HOTLINE (866) 809-3500
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Results in Brief

Finding 1: IWCP Needs to
Enhance and Modernize
its Methods for
Identifying Industrial
Users in the Metropolitan
Wastewater Area to
Ensure it Regulates All
Applicable Businesses
and to Protect
Environmental Quality
and Wastewater
Infrastructure

Finding 2: IWCP Generally
Completes Inspections
and Issues Permits On-

time for Significant
Industrial Users, but
Efficiency Improvements

The Industrial Wastewater Control Program (IWCP) regulates
certain types of industrial businesses within the Metropolitan
Wastewater Area to minimize toxic discharges to the sewerage
system and comply with federal, state, and local wastewater and
environmental regulations. IWCP is essential for securing a
secondary treatment waiver from the federal government, which
helps the City avoid approximately $2 billion in upgrade costs to
the Point Loma Wastewater Treatment Plant. IWCP also plays an
increasingly significant role as the Pure Water Program is
implemented, which will convert recycled water into drinking
water.

In order to effectively regulate all industrial users that are under
the program’s purview, IWCP must first identify all businesses
that potentially require permits from the program. However, we
found that IWCP’'s methods for identifying industrial businesses
are outdated and inefficient. For example, IWCP does not utilize
business locations data published by San Diego County to locate
businesses that should be reviewed by the program.

As a result, IWCP is not identifying all the industrial users in the
Metropolitan Wastewater Area. This has left IWCP unaware of
potentially hundreds of users that may need permits from the
program. Leaving many businesses unpermitted increases the
risk of toxic discharges and creates an unfair playing field where
some businesses incur permitting and compliance costs while
other, similar businesses do not. We recommend that the
program enhance and modernize its methods for identifying
industrial users in the Metropolitan Wastewater Area to ensure
all applicable businesses are regulated and to protect
environmental quality and wastewater infrastructure.

Once industrial businesses are identified, IWCP's regulatory
responsibilities under federal and local requirements include
inspecting industrial users’ facilities and issuing industrial
wastewater permits. Currently, IWCP's permit inventory includes
86 federally-regulated Significant Industrial Users (SIUs), as well

OCA-21-010
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and Potentially Additional as 668 non-SIUs that are regulated locally via the Enhanced
Staff May be Necessary to  Source Control Program (ESCP).
Handle Likely Increases to

its Future Workload We found that IWCP is generally keeping up with inspections and

permits for SIU facilities, which are regulated under federal
requirements. However, IWCP did not achieve 100 percent
compliance with these requirements. In addition, INCP inspects
and issues permits to non-SIUs that fall under local
requirements—those in ESCP—much less frequently than those
regulated under federal requirements. In fact, about 6 years
elapsed between inspections of these facilities, on average.
While local requirements do not specify how frequently facilities
of industrial users in ESCP must be inspected, according to PUD
management, IWCP has recently been making efforts to inspect
and renew permits for these facilities. According to PUD
management, these efforts will ensure program compliance
ahead of changes that will result from the implementation of the
Pure Water Program. In addition, according to IWCP
management, the program intends to evaluate industrial users
in ESCP much more frequently in the future but has not yet
established target inspection frequencies.

IWCP management attributes relatively infrequent inspections
and permit renewals for industrial users in ESCP to historically
prioritizing compliance with federal requirements (by focusing
on SIUs and other industrial users subject to federal categorical
pretreatment standards). In addition, IWCP does not directly
report on inspection frequency or whether it issues permits on-
time in its annual pretreatment reports. Moreover, IWCP
management pointed out some staffing issues, including
turnover and vacancies last year and the need to better train
staff to minimize permit processing times.

We agree that the above issues need to be addressed.
Additionally, we found that the program'’s underlying staffing
capacity may not be enough to complete all program tasks. This
is especially concerning given that the inventory of industrial
users—and the program’s associated regulatory work—will likely
grow by potentially hundreds of businesses in the future if IWCP
implements the audit recommendations made in Finding 1. We
recommend that IWCP begin tracking and monitoring inspection
frequencies and on-time permit issuance, conduct a staffing
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analysis to determine the resources needed to achieve desired
inspection frequencies, and request the required resources
during the annual budget process.

We make seven recommendations to help the program better
understand its service demands, improve oversight of critical
program outputs, and plan its future capacities. Our full
recommendations can be found on page 38. PUD agreed to
implement all seven of these recommendations.
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Background

The Industrial Wastewater Control Program (IWCP) represents a
key element of the Public Utilities Department's (PUD)
environmental management efforts. IWCP is a pretreatment and
pollution prevention program that was implemented by the City
of San Diego (City) in 1982 and is intended to minimize toxic
discharges to the metropolitan sewerage system. The program
focuses on four main functions:

1. Operating an industrial wastewater discharge permit
system to establish industrial discharge limits and
requirements;

2. Conducting periodic facility inspections and
unannounced sampling;

3. Conducting enforcement procedures to deter violations
and bring noncompliant dischargers back into
compliance with discharge standards and requirements;
and

4. Issuing industrial user guidance and permit conditions
designed to encourage pollution prevention and waste
minimization.

IWCP operates an industrial wastewater discharge permit,
monitoring, inspection, and enforcement system for the City and
12 other jurisdictions, referred to as Participating Agencies (PAs),
within the County of San Diego." Currently, around 68 percent of
industrial users? are located within the City of San Diego while
the remaining 32 percent are located within the PAs. According
to PUD management, IWCP has historically met its program

' This arrangement is governed by contractual service agreements and Interjurisdictional
Pretreatment Agreements signed by the City of San Diego and each of the 12 Participating Agencies.
These agreements establish IWCP's authority to implement and enforce pretreatment regulations in
contributing agencies and require that they adopt equivalent ordinances, penalties, and procedures
for regulation of industrial users in their service areas.

2 Throughout this report, we use the term “industrial users” to refer specifically to industrial
businesses that are subject to regulation by the program, while the general term “industrial
businesses” refers generically to all industrial entities in the Metropolitan Wastewater Area,
regardless of whether they are subject to regulation by the program.
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objectives, which has resulted in minimal wastewater treatment
plant upsets and few permit compliance issues.

IWCP Operates Undera  IWCP applies and enforces federal pretreatment regulations set
Complex Legal forth by the U.S. Environmental Protection Agency (EPA)
Framework, Including  pursuant to the Code of Federal Regulations, the Clean Water
Regulations at the  Act, and local program requirements mandated in the City of San
Federal, State, and Local  Diego’s Municipal Code. Under state and federal regulations, the
Levels  City mustimplement the federal Industrial Pretreatment
Program to control the discharges of all Significant Industrial
Users (SIUs). In addition, the California Regional Water Quality
Control Board for the San Diego Region and the EPA jointly issue
a permit to the City under the National Pollutant Discharge
Elimination System (NPDES). The NPDES permit requires the City
to implement a non-industrial Source Control Program to
regulate the discharge of toxic pollutants and pesticides into the
system from non-industrial sources. The EPA requires that
pretreatment programs like IWCP be evaluated annually for
compliance with federal pretreatment program requirements.
Additionally, the City's Independent Rates Oversight Committee
(IROC) advises the Mayor and City Council on policy issues
relating to the oversight of PUD operations, which includes
IWCP. Moreover, the City Council’'s Environment Committee’s
oversight responsibilities include (but are not limited to)
programmatic policy matters related to wastewater and IROC.
Finally, IWCP also operates under interjurisdictional
pretreatment agreements between the City and each of the 12
Participating Agencies, which establish IWCP’s authority to
implement and enforce pretreatment regulations within the
Metropolitan Wastewater Area.?

Regulations for Significant  The program administers various types of permits both inside
Industrial Users are Set  the City of San Diego and 12 other Participating Agencies across
by the Federal the Metropolitan Wastewater Area. The majority of permits that
Government While Those  require routine inspection and permitting are for Significant
for Non-Significant  Industrial Users (SIUs) and non-Significant Industrial Users (non-
SIUs).

3 The Metropolitan Wastewater Area refers to the geographic area encompassed by the City of San
Diego and the 12 Participating Agencies within the County of San Diego, as shown in Exhibit 3 of the
Follow-up Performance Audit of IWCP.
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Industrial Users are Set gy are all industrial users that are subject to categorical

by the Program g atreatment standards set forth in Title 40 of the Code of
Federal Regulations, Chapter I, Subchapter N, Parts 405 - 471.
The term “SIU” includes industrial users that: discharge an
average of 25,000 gallons per day of process wastewater
(excluding sanitary and “dilute wastewater,” as defined at 40 CFR
403.6 e(1)(i) under “FD"); contributes a process waste stream that
makes up 5 percent or more of average dry weather hydraulic or
organic capacity of the publicly-owned treatment works; or is
determined to have reasonable potential for adversely affecting
the publicly-owned treatment works' operation or for violating
any pretreatment standard or requirement.

Non-SIUs are not subject to federal pretreatment standards but
still need to be regulated by the program. Non-SIU standards
and regulations are set by the program, and many of their
requirements, such as inspections, are currently conducted on
an as needed basis. Non-SIUs are regulated as part of the
Enhanced Source Control Program (ECSP), a component of IWCP.

IWCP’s Industrial User  IWCP regulates various types of industries, primarily by issuing a
Inventory Includes Almost  variety of permits to businesses based on industry type and
750 Active Permits  amount of wastewater discharge.

The program'’s Pretreatment Annual Report for the Point Loma
Wastewater Treatment Plant stated that, as of as of December
31,2019, IWCP had an inventory of almost 750 active permits.
This inventory is comprised of industrial users of different
classes. These classes each have different regulatory
requirements that either fall under the Code of Federal
Regulations, the parameters of the NPDES permit, or local
statutes set in the City of San Diego’s Municipal Code. Appendix
C provides a summary of the inspection and permit
requirements for each industrial user class.

IWCP utilizes the Pretreatment Information Management System
(PIMS) to track information related to the inventory of permitted
facilities. Specifically, IWCP uses PIMS to track industrial user
permit information; inspection, monitoring, and violation data;
and to charge most program fees.
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IWCP’s Staffing and  IWCP's staff primarily consists of two Program Managers,
Budget Supervising Inspectors, Inspectors, and support staff. The

second Program Manager position was recently added to assist
in the implementation of the Pure Water Program requirements.
The Inspectors and their Supervisors are tasked with
inspections, permitting, investigation, and enforcement duties
related to the industrial user inventory. The support services
group, which is comprised of Inspectors, an Administrative Aide,
and other administrative staff have also been tasked with
assisting in Pure Water Program requirements and have also
worked on updating the industrial user inventory. IWCP’s
budgeted staffing and expenses for recent years are
summarized in Exhibit 1.

Exhibit 1
Industrial Wastewater Control Program Budgeted Staffing and Expenses, 2017 - 2020

2017 2018 2019 2020
Positions 29 26 32 32
Expenses $3,814,965 $3,356,631 $3,971,596 $3,971,596

Notes: Figures in the table reflect total budgeted staffing and expenses for all sections of the
program (permits, enforcement, supportive services, and sampling). According to PUD, this does not
include costs from the Environmental Chemistry Services section (ECS), which analyzes user samples
for IWCP, because this is not a core ECS function. According to PUD, IWCP samples make up only
about 6 percent of ECS's total expenses.

Figures for 2017 through 2019 reflect information from PUD’s Annual Wastewater Pretreatment
Program Reports, which is reported on a calendar year basis. Figures for 2020 reflect budget
information from the City’s enterprise resource planning system, which is recorded on a fiscal year
basis.

Source: Auditor generated based on information from PUD and the City's enterprise resource
planning system, SAP.

IWCP Underwent Changes InJune 2018, IWCP hired a consultant team to review and assess
as a Result of a Program  staffing levels, organization, and workflow. The resulting report
Assessment  made a total of 22 recommendations across 6 program areas.
Among these recommended changes is an organizational
restructuring to facilitate the Enhanced Source Control
Program'’s (ESCP) workflow. Previously, inspections and

4 ESCP was created in 2003 in response to regulatory requirements associated with the waiver from
secondary treatment granted to the City's Point Loma Wastewater Treatment Plant. As the City
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permitting for both SIUs and businesses that fell within ESCP
were handled by the same work group. A Field Representative
position was also added to each arm of ESCP. Field
Representatives assist Inspectors by identifying potential
industrial users in the field, contacting business representatives,
and providing them with program information, and supporting
in special projects. As shown in Exhibit 2, SIU inspection
activities have been assigned to one group of inspectors while
non-SIU businesses have been assigned to two groups—Source
Control-North and Source Control-South.

In addition, in February 2019, PUD requested a Special Salary
Adjustment (SSA) of 20 percent for the Industrial Wastewater
Pretreatment Inspector series (Inspector |, Il, and Ill). The SSA
was intended to address retention issues in the program, the
differential in salary created by prior SSAs for Chemists and Lab
Technicians, and to increase the incentive for staff to remain
with the City and IWCP. According to PUD, the SSA was
approved, and new salaries were effective July 2019.

begins implementing the first phase of the Pure Water Program, ESCP will be important to regulate
the discharge of toxic pollutants and pesticides into the system from non-industrial sources.
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Exhibit 2
IWCP Created Two Groups for the Enhanced Source Control Program and Added Positions to
Assist in Pure Water Implementation

1 Program Manager
(Undlassified)

1 Program Manager
(Classified)

1 Supervising

Inspector 1 Supervising 1 Supervising 1 Supervising 1 Associate

Inspector Inspector Inspector Chemist

1 Inspector Il 1 Inspector Il
2 Inspector Il 2 Inspector Il 6 Lab Technicians

1 Field 1 Field
Representative Representative

1 Inspector Il 1 Inspector I

2 Inspector Il 1 Admin Aide I 3 Inspector Il

1 Word 2 Clerical
Processing Assistant Il
Operator

Source: Auditor generated based on information provided by PUD.

Our Previous Audits of  In August 2013, our office completed a performance audit of
IWCP Focused on Cost  IWCP, which found that outdated program fees, billing lapses,
Recovery Issues  and inadequate controls limited program cost recovery. We

estimated that only 15 percent of billable costs were recovered
by IWCP permittees; the other 85 percent were offset by charges
to other ratepayers, including residential and commercial
customers. In addition, we issued a confidential memorandum
raising the possibility that IWCP’s cost recovery practices were
not in compliance with Proposition 218 (Prop 218). Our office
made a total of 13 recommendations in 2013 to correct these
issues, but the City had fully implemented only 3 of the
recommendations by January 2020.

Our office therefore completed a follow-up audit July 2020,
which found that the issues we identified in 2013 remained
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largely unaddressed. For example, cost recovery remained very
low at 14 percent. In addition, our follow-up audit reported that
City customers alone are subsidizing the program’s unrecovered
costs, even though the program also serves customers in the 12
Participating Agencies. We made nine recommendations to
address these issues, and PUD agreed to implement all of them.
As of February 2021, PUD reported progress on implementing
many of these recommendations.

These reports are available on the Office of the City Auditor’s
website at the following locations:

e Performance Audit of the Industrial Wastewater
Control Program (2013):
https://www.sandiego.gov/sites/default/files/14-

002_IWCP.pdf

e Follow-up Performance Audit of the Industrial
Wastewater Control Program (2020):
https://www.sandiego.gov/sites/default/files/21-
001_iwcp_follow-up.pdf
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Audit Results

Finding 1: IWCP Needs to Enhance and
Modernize its Methods for Identifying
Industrial Users in the Metropolitan
Wastewater Area to Ensure it Regulates All
Applicable Businesses and to Protect
Environmental Quality and Wastewater
Infrastructure

Finding Summary In order to effectively regulate all industrial users that are under
the program’s purview, the Industrial Wastewater Control
Program (IWCP) must first identify all businesses that potentially
require permits. However, we found that IWCP is not identifying
all potential industrial users in the Metropolitan Wastewater
Area. This has left IWCP unaware of potentially hundreds of
users that may need IWCP permits. Leaving many businesses
unpermitted increases the risk of toxic discharges and creates
an unfair playing field where some businesses incur permitting
and compliance costs while other, similar businesses do not. The
program needs to enhance and modernize its methods for
identifying industrial users in the Metropolitan Wastewater Area
to ensure all applicable businesses are regulated and to protect
environmental quality and wastewater infrastructure.

IWCP is Required to  IWCP is subject to guidelines set by the U.S. Environmental
Identify All Possible  Protection Agency (EPA) and the National Pollutant Discharge
Industrial Users  Elimination System (NPDES) permit depending on the industrial

user classification. According to the Code of Federal Regulations
and EPA best practices, IWCP has a responsibility to identify and
locate all possible industrial users within its wastewater system
that might be subject to the program. In addition, the City
provides an updated list of all Significant Industrial Users (SIUs)
in its annual pretreatment report, in accordance with
requirements of the NPDES permit.
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IWCP Uses Several  According to IWCP, the program uses the following methods to
Methods to Identify  identify industrial users that may need a permit from the
Industrial Users  program:

1. Reviewing industrial user application requests.

2. Screening referrals from the following sources:

a. The County of San Diego’s Department of
Environmental Health and Quality - Hazardous
Materials Division;

b. The City of San Diego's Development Services
Department;

c. Public Works Departments of Participating Agencies;
and

d. Permit Assistance Centers throughout the
Metropolitan Wastewater Area.

3. Tracking business openings, closings, and relocations
during Inspectors’ normal course of work when in the
field in their assigned geographical areas.

4. Screening the business license list on a periodic basis and
sending screening surveys to potential industrial users.

5. Annually reviewing area telephone directories by
business category. The new listings are compared with
the previous directory and current industrial user
inventory to check for new, relocated, and closed
businesses.

6. Routinely asking industry contacts about their
competitors in the area.

7. Requesting an Annual Water Consumption Report from
all water purveyors servicing areas tributary to the
metropolitan sewerage system. The report lists all non-
domestic facilities consuming greater than 25,000 gallons
of water per day; the report is screened to identify
industrial users that may be classified as SIUs due to
flow.
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According to guidelines provided to inspectors, the inventory of
industrial users should also be updated to include businesses
that may not need a permit but that should be recorded in the
Pretreatment Information Management System (PIMS)
nonetheless, so that IWCP has a record that the business was
reviewed.

IWCP management told us these methods are part of their
normal workflows. However, our results suggest these methods
are not fully effective or may not be fully employed by the
program. Historically, the program has not tracked which
methods have been more effective in identifying new industrial
users and has instead relied on anecdotal information from
Inspectors. Tracking results for each method could help the
program understand which are more effective; thus the program
should strategize its approach and prioritize the more successful
methods in the future.> Moreover, to improve oversight and
ensure the program continues using these methods in the
future, the program could compile and report this information
externally and on a regular basis. There are at least two possible
venues for this, including reporting this information to the City
Council's Environment Committee® or the Independent Rates
Oversight Committee.”

> This refers to tracking how many potential industrial users were identified as possibly needing a
permit, how many were assessed by the program, and ultimately how many were determined to
need a permit.

6 The Environment Committee's areas of responsibility include programmatic policy matters related
to water, wastewater, and storm water, and parks. These encompass the Clean Water Program;
water management and policy; Pure Water Program, including Capital Improvement Projects (CIP);
energy (solar, property assessed clean energy programs, green); multiple species conservation
program; solid waste disposal; recycling; air quality standards; hazardous waste; regional parks;
open space; public utilities; golf; utility undergrounding; franchise agreements; storm water
management and policy, Climate Mitigation and Adaption Plan (CMAP), wastewater management
and policy; Independent Rates Oversight Committee; indirect potable reuse/direct potable reuse;
recycled water; graywater; San Diego County Water Authority; wildlife management; environmental
services; and environmental policy.

7In addition to serving as an official advisory body to the Mayor and City Council on water and
wastewater services, IROC also oversees and advises on planning and operations including, but not
limited to resource management, cost effectiveness, planned expenditures, service delivery
methods, public awareness and outreach efforts, and the City's efforts to provide high quality and
affordable services.
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We Used County Data to  IWCP's current methods of identifying industrial users are not
Identify Many Additional fully effective in capturing all the businesses that should be
Businesses That IWCP  regulated by the program. We compared select categories from
May Need to Assess  the County of San Diego’s business sites data® to the permit
records in IWCP's Pretreatment Information Management
System (PIMS) and could not locate about 58 percent of
businesses from the County data in PIMS—meaning that IWCP
had identified only about 42 percent of businesses within select
categories that could potentially need a permit.

These results suggest that IWCP is not aware of many of the
businesses that it should potentially be permitting. We selected
business categories in the County data by first matching the
names of businesses from the County dataset to the names of
businesses in PIMS. We then selected business categories with
the highest matching percentages to explore further, since these
would be the most likely to contain other businesses that we
would expect could or should be regulated by the program. For
example, we included the Bio-tech Industry category because,
according to IWCP's Inspector Manual, biotechnology research
firms are a targeted business for the program. We anticipated
that targeted businesses would likely require at least an
assessment by the program to determine whether the business
should be permitted. However, INCP would need to be aware of
the business in the first place to conduct such an assessment.
The results in Exhibit 3 suggest this is not the case for potentially
hundreds of businesses.

8 This data is available on the SanGIS Regional Data Warehouse and includes the locations of
business sites within San Diego County.
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Exhibit 3
County Data Includes Hundreds of Potential Industrial Users that IWCP is Not Aware Of

Total # # Not % Not %

Businesses Located Located Located

Business Category Checked in PIMS  in PIMS  in PIMS
RENTAL LINENS 8 5 62% 38%
BIO-TECH INDUSTRY 148 75 51% 49%
BOAT MFG 13 11 85% 15%
CHEMICALS 8 3 38% 62%
BIO-MED R&D 51 24 47% 53%
HOSPITAL 90 67 74% 26%
METAL-HEAVY MFG 50 28 56% 44%
MFG HEAVY 36 25 69% 31%
AUTO WASHER / AUTO WASH-SELF SERV 92 37 40% 60%
ELECTRICITY GEN 39 22 56% 44%
ELECTRONIC ASSEMBLY 28 16 57% 43%
AEROSPACE (AIRFRAME) 45 32 71% 29%
CIRCUIT BOARD MANUFACTURING 5 3 60% 40%
WINERY 91 47 52% 48%
FOODS 54 44 81% 19%
758 439 58% 42%

Source: Auditor generated based on data from the County of San Diego and information from
IWCP's Pretreatment Information Management System.

Our Results are Limited  We acknowledge that these results are limited because the
by Data Issues and Our  business categories in the County dataset may be too broad, and
Outside Perspective  businesses self-report this information to the County. This

means there may be some businesses in each category that are
not actually the exact type of business described by the category
name.? In addition, we were not able to determine, based on our
limited review, whether businesses in these categories actually
require a permit; IWCP would need to make this determination
after assessing business operations. Finally, we cannot infer
whether or to what extent the businesses not yet identified by
IWCP (those not located in PIMS) include any SIUs. Again, IWCP

° For example the Foods category may include grocery stores, cafes, offices for food corporations, or
similar establishments that would typically not require a permit from IWCP and that should be
categorized differently. Since the County data includes separate categories for cafes and grocery
stores, those categories are more appropriate for those businesses than the Foods category.
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IWCP is Better Suited to
Identify Potential
Industrial Users Using the

County Data

IWCP’'s Review of Our

Results Shows Many of

th

e Businesses We

Identified Likely Need an

Assessment and

Potentially a Permit

IWCP Can Improve Efforts
for Identifying Potential
Industrial Users Outside

the City

would need to make that determination based on their
assessment of business processes.

Nevertheless, in seeking to assess whether IWCP maintains a
complete and current inventory of industrial users, we took this
approach because it is not part of the program’s current
methods for doing so. As experts, IWCP staff are better suited to
identify industrial users of interest more efficiently by targeting
specific business categories within the County data. For example,
businesses within the Bio-tech Industry category may be more
likely to require a permit from IWCP than businesses in the
Foods category. Therefore, IWCP need not review all records in
the dataset and could instead take a more targeted approach.

While our analysis has limitations, our results indicate that there
are potentially many industrial businesses within the County
data that IWCP is not aware of and that it may need to assess,
inspect, and/or issue a permit to. In fact, IWCP management
confirmed that some of the businesses we identified would
probably require permitting after an inspection. Specifically, we
judgmentally selected 50 businesses that we could not locate in
PIMS and asked IWCP management whether they are of interest
to the program, meaning that business operations would likely
need to be assessed and could potentially require a permit.
From this list of 50 businesses, IWCP management reported that
they would need to assess 26 (52 percent) to determine whether
the business needs a permit. While this was only a review of a
small, non-random sample, it indicates that, out of the 439 non-
permitted businesses we identified, potentially hundreds of
them require an assessment, which may result in permitting.

In addition, our results suggest IWCP has not identified industrial
users outside the City of San Diego as effectively as it has within
the City of San Diego, even though IWCP is also responsible for
regulating industrial users in those jurisdictions (the Participating
Agencies). Of the total number of businesses from the County
data we checked against PIMS, IWCP did not identify
approximately 55 percent of the businesses located within the
City of San Diego. However, that figure was higher, at 66 percent,
for businesses located outside the City. This suggests IWCP can
improve its efforts for identifying potential industrial users
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outside the City to ensure a complete and current inventory of
industrial users across the Metropolitan Wastewater Area.

Industrial User Inventory  According to IWCP, total industrial user inventory has been on
Has Declined Over Time,  the decline since 2002 due to business closures, relocations, and
Which May Indicate IWCP  technological advances in water reclamation. Although total
is Not Identifying All  inventory has decreased, SIU inventory has steadily grown since
Industrial Users  2007. This is due to changes in criteria for regulating certain
industrial users that now get included in the SIU count.'® Exhibit
4 shows the change in the total number of permits between
2000 and 2019. As explained further below, we found that the
decline may also be due to IWCP's use of outdated and
ineffective methods to identify all users that should be
permitted.

Exhibit 4

IWCP's Inventory Has Declined by Almost 1,000 Active Permits Since 2001
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Source: Auditor generated based on information from PUD's 2019 Pretreatment Annual Report for
the Point Loma Wastewater Treatment Plant.

The Methods IWCP Uses  This decline may also be due to shortcomings in identifying all
to Identify Potential  industrial users, which may stem from the use of outdated and
Industrial Users Are  inefficient methods. For example, some of the methods used by

0 These facilities are temporary groundwater remediation facilities and construction dewatering
permits. They are short term permits but do get counted in the overall SIU total.
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Outdated, Inefficient, and
Ineffective

Exhibit 5

the program, such as comparing yearly phone book releases, are
outdated and are not effective in capturing all industrial users in
the Metropolitan Wastewater Area. In addition, IWCP receives
manual referrals from the Development Services Department
whenever specific project types trigger Mechanical Reviewers to
ask customers to provide an approval letter from IWCP. While
this referral process represents a valuable internal control, there
are opportunities to automate similar referrals from businesses
seeking to establish or expand their operations. For example,
the City launched its OpenCounter portal in 2016 as a virtual tool
to help business applicants identify the permits they must obtain
from the City to operate their business. However, OpenCounter
does not currently include IWCP permits in the list of permits
applicants may need to obtain. Therefore, there may be an
opportunity to leverage OpenCounter as a more modern and
automated way of identifying additional industrial users by
adding IWCP permits to that platform. Exhibit 5 shows excerpts
from the City's OpenCounter portal.

OpenCounter Does Not Include IWCP as a Permit Option in Its Portal

The City of
SAN DIEGO)

Business Portal

See which permits you may need to
start or expand your business.

CHECK MY PERMITS

Business Type

STEP 1/4

Enter your project type to find matching land use codes fram the City's official

Example: Yoga studio

If you don't see a relevant option,

please browse the use code list,
Agriculture & Open Space
.
Location

Commercial Select your location by typing in the

address or clicking on the map.

Industrial

Address *
Institutional

Signs

Source: Auditor generated based
Portal https://business.sandiego.

STEP 2/4

Example: 10 Street Name E

sTEP 3y TS | STEP 4/4
FERMITS y‘. PERMIT FEES
Building Permit v 1
% : Building Permit $1,56877
Business Tax Certificate v
g = ( Business Tax Certificate $38.00 -
Coastal Development Permit v “
1 " Development Impact Fees v
Development Impact Fees N v
Electrical Permit v
Electrical Permit v —— ! !
‘A T
Facilitas Bonoft Accossriante pes 1‘ /. Fictitious Business Name Permit $42.00 ~
Fictitious Business Name Permit v Fire Permit - Alarm $423.95 ~
list | Fire Permit - Alarm v ) .
IJ' ) Housing Impact Fee v
Housing Impact Fee ~
Plumbing Permit $151.78 v
Mechanical Permit =
Site Development Permit $13,000.00 v
Plumbing Permit -
Riahtea Wy - Construction Plan Permit - Total Cost $25,223.80
ight-of-Way - Construction Plan Permit v
SAN DIEGO,
] - ; - = TR
Right-of-Way - Traffic Control Permit ™ -
o o
Right-of-Way Permit v
Sign Peemit & i M Permitted
Conditional

Prohibited

Site Development Permit

on various pages within the City of San Diego's OpenCounter
gov/.
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Other methods rely on current industrial users to report their
competitors or on Inspectors to identify new industrial users
while out in the field. However, as discussed in Finding 2, IWCP
has a backlog of pending permits that makes completing
inspections a priority over identifying new industrial users. If
inspectors do identify new businesses, they are likely adjacent or
nearby to a business with an existing permit or application. This
may create clusters of permitted industrial users in certain areas
while potential industrial users in other areas may not be
identified by the program'’s traditional methods. In addition,
according to IWCP management, updating the program'’s
industrial user inventory is normally done by Field
Representatives and primarily through in-person contacts based
on observations while in the field. However, Field
Representatives have recently been working on catching up on
the backlog of permit renewals for industrial users in ESCP
rather than assisting in larger efforts to identify new industrial
users.

According to IWCP  In addition, IWCP has cited staffing vacancies as a potential
Management, the reason why they have not been able to identify all businesses
Program Does Not Have that may need an IWCP permit. For example, IWCP is facing a
Enough Staff to Keep Up  backlog of inspections and permits, especially with the non-SIU
with Identifying All  facilities that affect the Pure Water project. As a result, field
Potential Industrial Users  representatives are focused on bringing the backlog up-to-date
instead of maintaining the inventory of industrial users.
Therefore, while IWCP may have methods available to keep the
inventory current, the methods may not always be employed
because of shifting operational demands and existing resource
constraints. This underscores the importance of using the most
efficient methods for identifying potential industrial users,
including the use of data-driven and automated solutions to
leverage existing resources.

Not Being Aware of All  Our results indicate that IWCP’s procedures are not fully
Industrial Users May  effective in identifying and locating all possible industrial users
Diminish IWCP’s  that might be subject to its regulatory program. As a result, there
Effectiveness and Creates s a risk that IWCP is not regulating all industrial users that are
an Unfair Advantage for  subject to the program and its regulatory requirements. This
Unregulated Businesses  diminishes the City’s level of assurance that IWCP is minimizing
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toxic discharges to the metropolitan sewerage system, which
could negatively affect wastewater infrastructure and the
environment. In addition, there is a risk that IWCP is not applying
regulatory requirements uniformly across all businesses, which
is unfair and creates an advantage for unpermitted businesses
that should be regulated as industrial users by the program.

IWCP Can Make Several According to PUD management, unpermitted industrial users
Changes to Improve  have not yet led to significant consequences, such as
Awareness of Businesses  environmental impacts or treatment plant damage.
That May Need to be  Nevertheless, it is important to improve IWCP's awareness to
Regulated prevent these incidents from happening in the future and to

increase fairness for businesses. We found several ways the City
can improve its methods for identifying potential industrial
users; therefore, we recommend:

Recommendation 1  To help maintain a complete and current inventory of industrial
users, the Industrial Wastewater Control Program should update
its existing policies, procedures, and methods for identifying
potential industrial users within the Metropolitan Wastewater
Area. Specifically, the updated policies, procedures, and
methods should:

a. Include directions for analyzing business sites data
from the County of San Diego to identify businesses
that may potentially be regulated by the program as
industrial users;

b. Include enhanced methods for identifying businesses
outside the City of San Diego, such as increased
collaboration with the permitting agencies of other
local jurisdictions within the Metropolitan Wastewater
Area;

c. Specify which staff members are responsible for
conducting this new analysis and specify which staff
members are responsible for employing each of the
existing methods; and

d. Specify how often responsible staff should conduct
this new analysis and specify how often responsible
staff should employ each of the existing methods.
(Priority 1)
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Recommendation 2  The Industrial Wastewater Control Program should train all staff
responsible for regularly updating the inventory of industrial
users, as noted in Recommendation 1, on procedures to identify
potential industrial users in the Metropolitan Wastewater Area.
(Priority 2)

Recommendation 3  The Industrial Wastewater Control Program (IWCP) should work
with the Economic Development Department to update the
City's OpenCounter portal by adding IWCP permits to the list of
potential permits that a business may need to acquire from the
City when starting or expanding operations. (Priority 3)

Recommendation 4  The Industrial Wastewater Control Program (IWCP) should
develop procedures to track the results of using the updated
methods described in Recommendation 1, including how many
potential industrial users were identified, how many were
assessed, and how many were determined to need a permit
from the program. IWCP should report this information to the
City Council's Environment Committee or to the Independent
Rates Oversight Committee annually, along with the information
produced by implementing Recommendation 6. (Priority 2)
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Finding 2: IWCP Generally Completes
Inspections and Issues Permits On-time for
Significant Industrial Users, but Efficiency
Improvements and Additional Staff May be
Necessary to Handle Likely Increases to its
Future Workload

Finding Summary  IWCP's regulatory responsibilities under federal and local
requirements include inspecting industrial users’ facilities and
issuing industrial wastewater permits for 86 Significant Industrial
Users (SIUs) and 668 non-SIUs. We found that IWCP is generally
keeping up with inspections and permits for SIU facilities, which
are regulated under federal requirements.

However, IWCP did not achieve 100 percent compliance with
these requirements. In addition, IWCP inspects and issues
permits to non-SIUs that fall under local requirements—those in
the Enhanced Source Control Program (ESCP)—much less
frequently than those regulated under federal requirements. In
fact, about six years elapsed between inspections of these
facilities, on average. While local requirements do not specify
how frequently facilities of industrial users in ESCP must be
inspected, according to PUD management, IWCP has recently
been making efforts to inspect and renew permits for these
facilities. According to PUD management, these efforts will
ensure program compliance ahead of changes that will result
from the implementation of the Pure Water Program. In
addition, according to IWCP management, the program intends
to evaluate industrial users in ESCP much more frequently in the
future.

PUD management attributes relatively infrequent inspections
and permit renewals for industrial users in ESCP to historically
prioritizing compliance with federal requirements (by focusing
on SIUs and other industrial users subject to federal categorical
pretreatment standards). In addition, IWCP does not directly
report on inspection frequency or whether it issues permits on-
time in its annual pretreatment reports. Moreover, IWCP
management pointed out some staffing issues, including
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turnover and vacancies last year and the need to better train
staff to minimize permit processing times.

We agree that the above issues need to be addressed.
Additionally, we found that the program'’s underlying staffing
capacity may not be enough to complete all program tasks. This
is especially concerning given that the inventory of industrial
users—and the program’s associated regulatory work—will grow
by potentially hundreds of businesses in the future if PUD
implements the audit recommendations made in Finding 1. We
recommend that PUD begin tracking and monitoring inspection
frequencies and on-time permit issuance, conduct a staffing
analysis to determine the resources needed to achieve desired
inspection frequencies, and request the required resources
during the annual budget process.

Federal Regulations  Under federal regulations, IWCP is required to develop
Require IWCP to Develop  procedures to independently identify occasional and continuing
Procedures for Identifying  noncompliance with pretreatment standards by SIUs. Such
Noncompliance; procedures include inspections to help ensure that IWCP does
Inspections are a Part of  not rely exclusively on self-reported data when evaluating
these Procedures industrial user compliance.

Inspections Include A facility inspection consists of an interview with business
Interviewing Business  representatives and a tour of the facility. Before the interview,
Representatives and  inspectors review key documents in the permit file to familiarize
Touring the Facility = themselves with the latest issues at the business, including a fact
sheet; the latest inspection report; any enforcement activity
since the last inspection or permit issuance; and updated water
consumption information. During the interview, the inspector
discusses the business’s permit application, water consumption,
waste generating processes, wastewater composition, and
volume of wastewater flow with the business representatives.
During the tour of the facility, the Inspector examines the
business operations that contribute wastes to the sewer system,
chemical storage areas, and pretreatment facilities, and
identifies an industrial waste sampling point. After the interview
and tour, the Inspectors coordinates with business
representatives to receive any pending items and start drafting
the inspection report and the permit, which are later reviewed
by supervisors.
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Inspections Help
Determine the Industrial
User’s Permit Category

Inspection Frequency
Requirements Vary Across
Permit Categories

IWCP is Generally Keeping
Up with Inspections for
Industrial Users Subject

to Federal Requirements
but Needs to Improve
Monitoring to Reach 100
Percent Compliance

The Inspector’s report of the facility inspection, together with the
completed permit application, form the basis for assigning the
industrial user a permit category and establishing discharge
limits and conditions.

Under federal regulations, IWCP is required to inspect and
sample Significant Industrial Users (SIUs) at least once per year.
For industrial users that are not permitted or controlled SIUs,
EPA guidance states that IWCP should develop procedures for
routine inspections. Therefore, and according to program
management, IWCP also inspects certain types of non-SIUs at
least once per year, while other industrial users are inspected as
needed or based on permit expiration dates. Appendix C
summarizes inspection requirements for different industrial
users based on permit class.

According to 8403.8(f)(2)(v) of the Code of Federal Regulations
(CFR), IWCP must inspect and sample the effluent from each
Significant Industrial User (SIU) at least once a year. For
industrial users that IWCP has classified as Non-Significant
Categorical Industrial Users, IWCP must evaluate, at least once
per year, whether the industrial user continues to meet the
criteria in CFR 8403.3(v)(2).

Within our scope period," IWCP inspected most industrial user
facilities that are subject to federal inspection requirements at
least once per year.'? Based on a random sample, we found
IWCP had inspected 97 percent of these industrial users at least
once per year.'3 The average amount of time between

" Our scope included industrial users that had applied for and/or had been issued a wastewater
discharge permit from IWCP between January 1, 2017 and September 28, 2020.

12 Industrial user facilities operating under the following IWCP permit classes are subject to federal
inspection requirements and must therefore be inspected at least once per year: 1; 2-SIU; 2C; 3-SIU;

3C; and 4C.

13 Of the 237 industrial users in our random sample, 65 are subject to federal requirements,
including an inspection at least once per year. Of these, 30 were industrial users that had been
issued a permit for a temporary construction project—14 of which did not have more than one
inspection recorded in PIMS. However, it is possible that these industrial users may not have
required more than one inspection, given the temporary nature of construction projects. Of the
remaining 35 permanent industrial user facilities in our sample that are subject to federal inspection

OCA-21-010

Page 24



Performance Audit of the Industrial Wastewater Control Program - Part Il

inspections for these industrial users was 12.7 months (386
days).™

While mostly positive, these results show IWCP did not inspect
all industrial users subject to federal requirements at least once
per year. Therefore, to achieve full compliance, it may be helpful
for the program to improve oversight in this area by formally
monitoring and reporting on its inspection frequencies. As
mentioned in Finding 1, there are at least two possible venues
for this, including reporting this information to the City Council’s
Environment Committee or to the Independent Rates Oversight
Committee.

IWCP Inspects Other  According to the U.S. Environmental Protection Agency’s (EPA’s)
Industrial Users Much  Industrial User Inspection and Sampling Manual for POTWs, INCP
Less Frequently  should also develop procedures for routine inspections of
industrial users that are not permitted or controlled SIUs. In
other words, even industrial users that are non-SlUs—and not
necessarily subject to federal requirements—should be
inspected routinely.

Non-SIU facilities are subject to local requirements—not federal
requirements; IWCP is therefore not required to inspect these
facilities at least once per year. However, based on a random
sample, we found IWCP had inspected 81 of these industrial
users at least twice, with about 5.9 years (2,167 days) elapsing
between inspections, on average.'> Exhibit 6 summarizes
inspection frequency requirements and actual performance for

requirements, 34 had been inspected at least once per year, while 1—designated as a Class 1
facility—had not.

14 Since the inspection requirement is once per year (but not necessarily on the same date each
year), the amount of time between inspections can be more than 12 months while still complying
with the requirement. To comply with the requirement, the amount of time between inspections
cannot be more than 24 months. For example, an industrial user inspected in January 2020 and
December 2021 would technically meet the requirement of having been inspected at least once in
2020 and at least once in 2021.

15 Of the 237 industrial users in our random sample, 172 are non-SIUs and therefore are not subject
to federal requirements, including an inspection at least once per year. Of these 172 industrial users,
104 were in a pending status as of November 2020, meaning that IWCP had not yet issued them a
permit and, in many cases, had not yet conducted an initial inspection of the facility. IWCP had
inspected only a smaller group of these industrial users at least once as of November 2020.
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SIUs and non-SIUs based on our random sample of industrial
user facilities.

Exhibit 6

IWCP Inspects SIUs Much More Frequently Than Non-SIUs Because of Different
Regulatory Requirements

Significant Industrial Non-SIUs (Enhanced Source
Users (SIUs) Control Program)

Regulatory Requirements Federal Local
Number of Permits* 86 668
Required Inspection Frequency At least once per year None
Number of industrial users
inspected at least once per 34 of 35 (97 percent) N/A
year (based on random
sample)
Actual Inspection Frequency 12.7 months, on average 5.9 years, on average
(based on random sample)

*As of December 31, 2019.

Source: Auditor generated based on federal and local regulatory documents; information from
PUD’s 2019 Pretreatment Annual Report for the Point Loma Wastewater Treatment Plant; and a
random sample of industrial user facilities in IWCP's Pretreatment Information Management System.

This is a marked difference from how frequently IWCP inspects
industrial users subject to federal requirements and stems from
a lack of requirements—federal or local—that specify how
frequently these facilities must be inspected. As a result,
according to IWCP management, the program has historically
prioritized inspections and permit renewals for those industrial
users that are subject to federal requirements.

IWCP has Recently  However, according to IWCP management, the program in 2020
Focused on Industrial began focusing additional resources on industrial users in the
Users Not Subject to  Enhanced Source Control Program (those subject to local
Federal Requirements as  requirements)—especially those in areas tributary to the North
Part of Larger Pure Water  City Water Reclamation Plant (NCWRP)—in order to ensure
Implementation Effort  program compliance ahead of the expansion of NCWRP as part
of the first phase of the Pure Water project. The completion of
the Pure Water project will help the Point Loma Wastewater
Treatment Plant achieve “secondary equivalency” by reducing
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the total wastewater it processes—while avoiding the need to
convert the Point Loma Wastewater Treatment Plant to
secondary treatment technology and its associated costs, which
are estimated at $2 billion."® Exhibit 7 highlights infrastructure
being built in the first phase of Pure Water, which is driving
IWCP's focus on industrial users in the Enhanced Source Control
Program.

Exhibit 7

IWCP is Focusing Additional Resources on Areas Tributary to the North City Water
Reclamation Plant

Miramar
Reservoir

W 7\ Miramar Water
,-!'f “t/ Treatment Plant
North City Pump

Phase I = O ' _ Station & Pipeline

North N\
1Y ..
Morena Pump

PWF = Pure Water Facility Station & pipelines
WRP = Waler Reclamation

Plant

Source: Pure Water Phase 1 Projects Fact Sheet and North City Water Reclamation Plant Fact Sheet.

IWCP Intends to Evaluate In addition, IWCP management stated that it would like to
Industrial Users in the  evaluate the Enhanced Source Control Program (ESCP) industrial
Enhanced Source Control  user facilities in some form once per year in the future. This may
Program More Frequently include requiring a self-certification from the industrial user
in the Future  during the permit renewal process and/or rotating inspections
based on geographical areas within the Metropolitan

16 As part of Phase 1 of the Pure Water project, the North City Water Reclamation Plant is being
expanded from a capacity of 30 million gallons per day to 52 million gallons per day; construction is
expected to begin in mid-2021. In addition, construction on the North City Pure Water Facility is
expected to begin in early 2021. In the future, upon the completion of the Pure Water project,
wastewater flows will be redirected from the Point Loma Wastewater Treatment Plant and recycled
at the North City Water Reclamation Plant before being sent to the new North City Pure Water
Facility.
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Wastewater Area. This approach would represent a shift in how
frequently the program evaluates industrial users in ESCP;
because evaluating them more frequently than in the past
represents additional work for the program, such efforts may
require additional resources.

Our fieldwork also examined some of IWCP’s permitting
activities. Specifically, we sought to verify whether IWCP limits
the duration of permits in accordance with federal law (for
industrial users that are subject to federal requirements);
whether IWCP regularly renews permits prior to their expiration;
and whether IWCP processes permits in a timely manner. The
following sections describe our results in these areas.

Permits Cannot be Issued  Under federal regulations, permits for SIUs may not be issued
for a Term Longer Than  for a term longer than five years. In addition, 864.0505 of the San
Five Years, and IWCP  Diego Municipal Code specifies that “Permits shall be issued for
Complies with This Limit  a specified time period, not to exceed five years.”

None of the industrial users in our sample—with active or
inactive permits, and regardless of whether the industrial user is
subject to federal or local requirements—were issued a permit
for a term longer than five years.' We found that IWCP generally
sets permits to expire in PIMS after four years, giving the
program an additional year to renew the permit before the five-
year limit is reached. Therefore, we conclude that IWCP complies
with permit duration limits as specified in federal and local laws.

Permits Should Not  According to the EPA’s Industrial User Permitting Guidance Manual,
Regularly be Continued  permits should not routinely be continued beyond their
Beyond Expiration  expiration dates. Such a practice should be a stopgap measure
used only in unusual situations—not in lieu of having enough
staff or reissuing permits in a timely manner. Furthermore, the
length of time a permit is continued beyond expiration should
be kept as brief as possible.

7. Of the 237 industrial users in our random sample, 87 facilities had active permits; 39 facilities had
inactive permits; and 111 facilities’ permits were pending (had not yet been issued) as of November
2020.
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IWCP Allowed Some  We found that, of the industrial user facilities in our random
Industrial Users to  sample requiring a permit from IWCP, 26 facilities (12 percent)
Operate with Expired  operated with an expired permit prior to the issuance of a
Permits as a Result of  current permit.’® The vast majority of these—23 of them—were
Prioritizing Industrial ~ Class 2 and Class 3 non-SIU facilities, where permits had been
Users Subject to Federal expired for about 5.6 years (2,050 days), on average.

Requirements
IWCP management acknowledged that the program allowed

some industrial users to operate with an expired permit, but
again explained that this was the result of having historically
prioritized inspections and permit renewals for those industrial
users that are subject to federal requirements. IWCP
management emphasized that this was a strategic decision
based on wanting first and foremost to ensure the program'’s
compliance with federal requirements while facing the reality of
resource constraints, including lacking enough staff to keep up
with inspections and permit renewals for industrial users in
ESCP.

In addition, according to IWCP management, the program kept
some expired permits active if the industrial user had previously
abided by their permit guidelines and had not changed their
business process—so the effect of keeping the expired permitin
place was essentially the same as issuing a new one. Finally,
certain permit classes that IWCP allowed to expire require semi-
annual reporting, so the program was able to maintain
communication with the affected industrial users even if their
permits were expired. For these reasons, IWCP management
believes there was essentially no functional impact to the
program or the industrial user that resulted from allowing some
permits to expire. Nevertheless, IWCP management
acknowledged that continuing some permits beyond expiration
was not a good practice and stated that they are working on
developing solutions to prevent this from reoccurring in the
future.

18 Of the 237 industrial users in our random sample, 14 facilities were designated as Class 4C and 4
facilities were designated as Class 4Z. Industrial users in these classes technically do not require a
permit from IWCP; instead, IWCP issues them a Conditional Permit Waiver and a Class 4Z Letter,
respectively. Therefore, only 219 industrial users in our random sample require permits, and 26 of
these (12 percent) operated with an expired permit prior to the issuance of a current permit.
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While some efficiency improvements may help IWCP achieve
more frequent assessments and permit renewals for industrial
users in ESCP, effectively keeping up with inspections and
permits for ESCP may ultimately be a question of program
capacity. In this regard, several changes to IWCP resulting from
the program assessment done in 2019 may also help. For
example, reorganizing the program'’s structure to also focus on
industrial users in ESCP, adding two Field Representative
positions, and increasing Inspector pay represent potential
improvements to ESCP’s staffing resources and may help IWCP
avoid inspection and permit renewal lapses in ESCP in the
future. However, as these changes take effect, and as the
program reaches a steadier state, we believe it is in IWCP's best
interest to reassess its service demands and then determine
whether its staffing levels are appropriate to carry out all
program responsibilities, including those under ESCP.

Regularly Continuing  We agree that continuing permits beyond their expiration is not
Permits Beyond Their  a good practice. While IWCP management identified some
Expiration Creates Non-  mitigating mechanisms to ensure that an expired permit has
Compliance Risks and  limited effects on the industrial user or on the program'’s efficacy
Reflects Poorly on the  orintended outcomes, allowing industrial users to operate with
Program  an expired permit increases the risk that the industrial user does
not comply with permit terms or federal or local laws that are
intended to limit negative impacts on the environment. In
addition, regularly allowing permits to expire sets a bad tone for
a regulatory agency such as IWCP. For example, industrial users
regulated by the program may recognize this practice and view it
as an opportunity to violate permit terms or circumvent
pretreatment requirements. Ultimately, the practice reflects
poorly on the program, the department, and the public image of
the City as a whole.
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IWCP’s Goal is to Process  In addition to conducting inspections in a timely manner, issuing
Permits for SIU Facilities  permits in a timely manner is also important. According to IWCP
Within Six Months  management, as of December 2020, the program has
implemented the goal of processing permit applications for all
SIU facilities within six months.™?

IWCP is Generally Meeting  Based on a random sample of industrial users, we found IWCP is
This Goal, but Permits for  generally processing permits for SIU facilities within its six-
Some Non-SIU Facilities  month goal. Permits issued by the program to SIU facilities were
Take at Least Abouta  processed in 141 days (4.7 months), on average.?®

Year to Process
However, permits issued by the program to non-SIU facilities

took longer at 194 days (6.5 months), on average.?' In addition, a
substantial portion of permits in our random sample were
pending as of November 2020.2? The vast majority of these were
for Class 2 and Class 3 non-SIU facilities, which fall under ESCP.?3
Pending permits had been waiting at least a year (367 days) for
completion, on average, as of November 2020.%4 Therefore,
permit processing times vary distinctly between SIUs and non-
SIUs, which indicates that IWCP has prioritized SIUs over non-
SIUs.

Permit Processing Delays  Permit processing delays for non-SIUs contribute to the existing
Contribute to Permit  backlog of pending inspections and permits. With an existing
Backlog and Increase Risk  backlog, addressing pending permits for non-SIUs more slowly
of Industrial User Non- means the program can only inspect a portion of those facilities.
Compliance This creates a risk of growing the backlog of inspections and

19 This timeframe was recommended by consultants as part of the program assessment done in
2019; according to the consultants, IWCP should begin the permit renewal process six months prior
to permit expiration.

20 One outlier value is excluded from this calculation; including it results in an average of 157 days
(5.2 months).

21 Eleven outlier values are excluded from this calculation; including them results in an average of
491 days (1.3 years).

22 A total of 111 permits in our random sample of 237 (47 percent) were pending as of November
2020.

2 Of the 111 pending permits in our random sample, 104 were for Class 2 and Class 3 non-SIU
facilities.

24 Sixteen outlier values are excluded from this calculation; including them results in an average of
493 days (1.4 years).
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permit renewals each year. As of October 2020, 280 of the 612
(46 percent) industrial user facilities that had submitted a permit
application to IWCP since 2017 were in a pending status.2> IWCP
management stated that the program was focused on the
backlog of industrial users that are tributary to the North City
Water Reclamation Plant because it affects the Pure Water
project and associated permit. In addition, according to IWCP
management, the program has reduced its permit backlog from
four years to one year, so the current wait time is actually an
improvement from past wait times. Finally, IWCP management
stated that it intends to keep the backlog down to 45 days or less
in the future. However, it is unclear at this time whether the
program has enough resources to accomplish this.

In addition, permit processing delays increase the risk that an
industrial user operates with an expired permit or without a
permit altogether. This, in turn, heightens the risk of non-
compliance with permit terms or federal or local laws, which are
intended to limit negative impacts on the environment and on
wastewater infrastructure.

Staffing Issues Contribute  According to IWCP management, staffing issues are also
to Permit Processing  contributing to some permit processing delays. According to
Delays IWCP management, there have been some organizational and
staffing changes to the program since 2019, which included
adding new positions and changing workflows based on
recommendations made by consultants in the 2019 program
assessment. As mentioned in the Background, IWCP also
received approval for a Special Salary Adjustment of 20 percent
for the Industrial Wastewater Pretreatment Inspector series
(Inspector |, II, and 1l1), which took effect in July 2019. However,
according to PUD management, despite this adjustment, other
classification and salary changes may be helpful to improve
Inspector retention within the program. Moreover, according to
IWCP management, the ongoing Covid-19 pandemic also
interrupted facility inspections for a period of about 4.5 months
last year. In addition, the program experienced some staffing
turnover and resulting vacancies in several Inspector positions
last year, which disrupted inspection and permit processing
workflows. According to IWCP management, they are working to

25 Not all pending permits are part of the backlog; the backlog is a subset of all pending permits.
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fill these vacancies and train new employees as quickly as
possible.

Finally, IWCP management has identified a need to better train
Inspectors to minimize back-and-forth between Inspectors and
supervisors during the permit review process. IWCP
management stated that they are trying to implement a 30-day
time frame for a permit draft after an inspection is conducted,
but that delays may occur as the draft permit goes back and
forth between Inspectors and supervisors (since revisions to the
draft permit are necessary if it is inaccurate). According to IWCP
management, the program is working on training inspectors to
draft permits more accurately the first time so that only a
maximum of two revisions are necessary. However, IWCP
management also stated that permit reviews are taking longer
because of the existing backlog of permits and a lack of staffing
resources necessary to keep up with all inspection and
permitting activities.

IWCP May Need  Therefore, while IWCP management said it is working to address

Additional Capacity to  these issues, there may be an underlying need to assess

Meet Future Demands  whether the program'’s staffing levels are appropriate to meet all
of the program’s operational demands. When asked about this
possibility, IWCP management stated that this kind of
assessment may be beneficial in the future, once all existing
positions are filled and after having the opportunity to make
process improvements that maximize existing staffing
resources.

We agree that it would be prudent to first make efficiency
improvements that maximize existing resources. For example,
filling vacant positions and providing additional training and
instruction to all staff Inspectors to help minimize permit
processing times are improvements that do not require
additional staff positions. However, based on our observations
and discussions with IWCP management, there may still be a
need to assess program workloads and staffing levels even after
making incremental efficiency improvements.

An important consideration underlying these issues is the
potential for identifying a significant number of new industrial
users—possibly hundreds—that may result from implementing
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the recommendations we make in Finding 1. This could make
the backlog of inspections and permits worse if the program
does not have the capacity to take on additional industrial users.
In addition, IWCP intends to evaluate all non-SIU facilities once
per year in the future, given the potential risks these users pose
to the environment and to ensure compliance with the City’'s
NPDES and Pure Water permits. This frequency of evaluation
would be significantly higher than IWCP has achieved in the past
for non-SIUs and will further strain IWCP’s staffing resources.

IWCP Should Establish  Implementing recommendations from Finding 1 will help IWCP
Target Service Levels and  develop a more complete and current inventory of industrial
Complete a Staffing  users. This will help IWCP better understand service demands on
Analysis  the program, which is necessary to establish target service

levels. IWCP can also use total available staff hours, knowledge
of how much time certain tasks may take to accomplish, and
estimates of non-productive staff time (such as vacation time,
training, sick leave, etc.). This will help IWCP better understand
its available staffing resources and whether they are enough to
meet target service levels. Therefore, after the program
implements recommendations from Finding 1:

Recommendation 5 The Industrial Wastewater Control Program should establish
target service levels for inspections and permit issuance for both
Significant Industrial User (SIU) and non-SIU facilities. These
targets should include (but not be limited to) how frequently the
program will formally inspect or otherwise evaluate industrial
user facilities for compliance with pretreatment regulations and
how quickly the program should process permit applications and
renew permits prior to their expiration. (Priority 2)

Recommendation 6  The Industrial Wastewater Control Program (IWCP) should
develop procedures to monitor performance in achieving the
target service levels described in Recommendation 5. IWCP
should report this information annually to the City Council’s
Environment Committee or to the Independent Rates Oversight
Committee, along with the information produced by
implementing Recommendation 4. (Priority 2)

Recommendation 7  The Industrial Wastewater Control Program (IWCP) should
complete a staffing analysis to determine the staffing level
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necessary to meet the target service levels established in
Recommendation 5. If this staffing level requires additional
positions, IWCP should make the necessary budget requests to
the City Council during the annual budget process. If the City
Council does not approve these requests, IWCP should adjust its
target service levels to ensure they can be met, based on current
staffing resources. (Priority 1)
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Conclusion

The Industrial Wastewater Control Program (IWCP) is a key
component of the City’s environmental management efforts and
plays a critical role in complying with wastewater regulations. It
is essential for securing a secondary treatment waiver from the
federal government, which helps the City avoid approximately $2
billion in upgrade costs to the Point Loma Wastewater
Treatment Plant. IWCP also plays an increasingly significant role
as the Pure Water Program is implemented.

Because IWCP is responsible for regulating certain industrial
businesses, being aware of all those businesses is foundational
to the program'’s success. While the program uses several
methods to achieve this, we found that IWCP is unaware of
potentially hundreds of businesses that may need to be
regulated. Therefore, IWCP should make improvements to
incorporate data-based procedures and leverage existing and
more efficient and modern solutions to help ensure the program
identifies all industrial users that are under its purview.
However, because these changes have the potential to increase
the program’s workload, it will be important to assess service
demands and staffing resources and ensure the program is able
to meet established service levels in the future.

Our review also included timeliness aspects of IWCP's inspection
and permitting activities, which are core functions of the
program. We found that IWCP is generally meeting established
requirements for conducting inspections and issuing permits to
industrial users that fall under federal regulations. We commend
IWCP for this but also recommend monitoring and reporting to
help ensure full compliance. In addition, we found that IWCP
inspects and permits other industrial users—those in the
Enhanced Source Control Program (ESCP)—much less
frequently, mainly because they fall under local regulations and
have historically not been prioritized by the program. However,
management stated that this is changing due to the importance
of ESCP for the Pure Water Program.

While management has started shifting resources to ESCP, the
existing backlog of ESCP permits combined with the likelihood of
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increasing service demand (by implementing recommendations
from Finding 1) means that existing resources may be
insufficient to keep up with the timely regulation of all industrial
users in the future. Therefore, we recommend IWCP establish
target service levels, complete a staffing analysis, and request
additional resources, if necessary.

Collectively, the changes we recommend are intended to help
the program better understand its service demands, improve
oversight of critical program outputs, and plan its future
capacities. These changes can help the program improve
effectiveness in protecting the City's environmental quality and
wastewater infrastructure.
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Recommendations

Recommendation 1 To help maintain a complete and current inventory of industrial
users, the Industrial Wastewater Control Program should update
its existing policies, procedures, and methods for identifying
potential industrial users within the Metropolitan Wastewater
Area. Specifically, the updated policies, procedures, and
methods should:

a. Include directions for analyzing business sites data
from the County of San Diego to identify businesses
that may potentially be regulated by the program as
industrial users;

b. Include enhanced methods for identifying businesses
outside the City of San Diego, such as increased
collaboration with the permitting agencies of other
local jurisdictions within the Metropolitan Wastewater
Area;

c. Specify which staff members are responsible for
conducting this new analysis and specify which staff
members are responsible for employing each of the
existing methods; and

d. Specify how often responsible staff should conduct
this new analysis and specify how often responsible
staff should employ each of the existing methods.
(Priority 1)

Recommendation 2  The Industrial Wastewater Control Program should train all staff
responsible for regularly updating the inventory of industrial
users, as noted in Recommendation 1, on procedures to identify
potential industrial users in the Metropolitan Wastewater Area.
(Priority 2)

Recommendation 3  The Industrial Wastewater Control Program (IWCP) should work
with the Economic Development Department to update the
City's OpenCounter portal by adding IWCP permits to the list of
potential permits that a business may need to acquire from the
City when starting or expanding operations. (Priority 3)
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Recommendation 4  The Industrial Wastewater Control Program (IWCP) should
develop procedures to track the results of using the updated
methods described in Recommendation 1, including how many
potential industrial users were identified, how many were
assessed, and how many were determined to need a permit
from the program. IWCP should report this information to the
City Council's Environment Committee or to the Independent
Rates Oversight Committee annually, along with the information
produced by implementing Recommendation 6. (Priority 2)

Recommendation 5 The Industrial Wastewater Control Program should establish
target service levels for inspections and permit issuance for both
Significant Industrial User (SIU) and non-SIU facilities. These
targets should include (but not be limited to) how frequently the
program will formally inspect or otherwise evaluate industrial
user facilities for compliance with pretreatment regulations and
how quickly the program should process permit applications and
renew permits prior to their expiration. (Priority 2)

Recommendation 6  The Industrial Wastewater Control Program (IWCP) should
develop procedures to monitor performance in achieving the
target service levels described in Recommendation 5. IWCP
should report this information annually to the City Council’s
Environment Committee or to the Independent Rates Oversight
Committee, along with the information produced by
implementing Recommendation 4. (Priority 2)

Recommendation 7  The Industrial Wastewater Control Program (IWCP) should
complete a staffing analysis to determine the staffing level
necessary to meet the target service levels established in
Recommendation 5. If this staffing level requires additional
positions, IWCP should make the necessary budget requests to
the City Council during the annual budget process. If the City
Council does not approve these requests, IWCP should adjust its
target service levels to ensure they can be met, based on current
staffing resources. (Priority 1)
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Appendix A: Definition of Audit
Recommendation Priorities

The Office of the City Auditor maintains a priority classification scheme for audit
recommendations based on the importance of each recommendation to the City, as described
in the table below. While the City Auditor is responsible for providing a priority classification for
recommendations, it is the City Administration’s responsibility to establish a target date to
implement each recommendation, taking into consideration its priority. The City Auditor
requests that target dates be included in the Administration’s official response to the audit
findings and recommendations.

Priority Class?® Description
Fraud or serious violations are being committed.
Significant fiscal and/or equivalent non-fiscal losses are occurring.
Costly and/or detrimental operational inefficiencies are taking place.
A significant internal control weakness has been identified.
The potential for incurring significant fiscal and/or equivalent non-
fiscal losses exists.

2 The potential for costly and/or detrimental operational inefficiencies
exists.

The potential for strengthening or improving internal controls exists.

3 Operation or administrative process will be improved.

26The City Auditor is responsible for assigning audit recommendation priority class numbers. A
recommendation that clearly fits the description for more than one priority class shall be assigned
the higher priority.
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Appendix B: Audit Objectives, Scope,
and Methodology

Audit Objectives  In accordance with the Office of the City Auditor’s Fiscal Year
2021 Audit Work Plan, we conducted a performance audit of the
Public Utilities Department’s Industrial Wastewater Control
Program (IWCP). Our audit objectives were to determine:

1. Whether IWCP maintains an accurate inventory of
industrial users within the Metropolitan Wastewater
Area; and

2. Whether and to what extent IWCP has inspected and
issued a permit to eligible industrial users in the
Metropolitan Wastewater Area.

Scope  Our scope included IWCP's current inventory of industrial users.
Because this is constantly changing as businesses open, close, or
otherwise change their operations, we focused on industrial user
facilities that had applied for and/or had been issued a
wastewater discharge permit from IWCP between January 1,
2017 and September 28, 2020. We updated certain permit
information from PIMS when we conducted our review of
inspection and permit processing times in November 2020.

Methodology = To determine whether IWCP maintains an accurate inventory of

o industrial users within the Metropolitan Wastewater Area, we:
Audit Objective 1

e Reviewed regulatory documents and best practices to
understand IWCP's responsibilities for identifying potential
industrial users within its jurisdiction.

e Reviewed program documentation about the methods
IWCP uses to identify potential industrial users within its
jurisdiction.

e Interviewed IWCP management and staff about how the

program maintains its inventory of industrial users.

e Interviewed staff from the Development Services
Department (DSD) to understand how the referral process
between DSD and IWCP works.
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e Reviewed local permitting websites and other sources of
public business data, including business tax license data
from municipalities across San Diego County and business
sites data published by the County of San Diego. We
decided to use the County’s business sites data because it
was the most extensive and uniform dataset we could find
for businesses located within the Metropolitan Wastewater
Area.

e We judgmentally selected 15 business categories from the
County data for review, based on whether the category
was among the most-frequently occurring in PIMS and
whether the category name seemed likely to include
businesses of interest to the program. For categories that
contained hundreds or thousands of businesses, we drew
a random sample of businesses based on a 95 percent
confidence level and a margin of error of 5 percent. We
conducted internet searches of the business names and
addresses in our sample to verify whether the business
was in operation; we also looked up the business name
and/or address in PIMS to determine whether IWCP had
issued a permit to the business and/or whether a permit
for the business was pending. We documented whether
the business was located in PIMS, summarized our results,
and asked IWCP management to review a subset of 50
businesses we did not locate in PIMS to confirm whether
they need to be assessed by the program and whether
they could potentially require a permit from IWCP.

Audit Objective2  To determine whether and to what extent IWCP has inspected
and issued a permit to eligible industrial users in the
Metropolitan Wastewater Area, we:

e Reviewed regulatory documents and best practices to
understand IWCP's responsibilities for conducting
inspections and issuing permits on a regular basis.

e (Consulted with Wastewater Enforcement Engineers from
the U.S. Environmental Protection Agency (EPA) to
understand the EPA's wastewater and pretreatment
criteria related to inspections and permitting.
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e Reviewed program documentation about how IWCP staff
conduct inspections and issue permits to industrial users
within its jurisdiction.

e Observed inspections taking place and discussed the
permitting process with inspectors.

e Reviewed permit files, including electronic permitting data
from PIMS and some physical permit files. We reviewed
permitting data in PIMS for each of the industrial user
permits in our random sample. During our review, we
verified and/or recorded key dates, including: when IWCP
received a permit application; when IWCP conducted
inspections; when a permit was drafted by an inspector;
when a permit draft was reviewed by a supervisor; when a
final permit was issued by a program manager; and when
a permit expired. We then calculated several key metrics,
including inspection and permit frequency; permit
duration; frequency and duration of expired permits;
permit processing times; and wait times for pending
permits.

® Interviewed IWCP management and staff to discuss our
results and better understand some of the reasons behind
permit processing delays and the practice of sometimes
continuing some permits beyond expiration.

Data Reliability Testing  We tested the reliability of permit data from PIMS to ensure it
was sufficiently complete and accurate for the purpose of
forming conclusions about IWCP’s inventory of industrial users
and IWCP’s inspection and permitting frequencies. We did this by
selecting a random sample of industrial user permits from the
dataset provided by IWCP based on a 95 percent confidence
level and a margin of error of 5 percent. We then verified the
accuracy of the information in the dataset by comparing values
from the dataset to the information recorded in PIMS; we did
this for each of the industrial user permits in our random sample
and across several key fields. We also verified the accuracy of
inspection and permit dates in PIMS by confirming that
inspections were reviewed by a supervisor; that an inspection
report was attached to the electronic permit file; and that a
Program Manager signed off on the final permit.
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Internal Controls  Our review of internal controls was limited to those controls
Statement relevant to the audit objectives described above. Specifically, we
reviewed policies and procedures documents; interviewed
department management; observed inspections taking place;
and reviewed permitting data to understand how the program
maintains its inventory of industrial users and how it ensures
inspections and permits are completed in a timely manner.

Compliance Statement  We conducted this performance audit in accordance with
generally accepted government auditing standards. Those
standards require that we plan and perform the audit to obtain
sufficient, appropriate evidence to provide a reasonable basis
for our findings and conclusions based on our audit objectives.
We believe that the evidence obtained provides a reasonable
basis for our findings and conclusions based on our audit
objectives.
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Appendix C
Summary of Inspection and Permit Requirements for Each Industrial User Class
Subject to
federal
Significant  categorical Minimum  Maximum
Permit Industrial pretreatment Permit Inspection Permit
Class Permit Description User? standards? Required?  Frequency Term
Process subject to federal categorical pretreatment Once per
1 J . & P Yes Yes Yes P 5 years
standards; requires source control, pretreatment, or both. year
SIU: Once
per year
. . . . . Yes, if
Discharge contains some toxic constituents but not subject flows > Non-SIU-
to federal categorical pretreatment standards; numeric " '
2 o . . 25,000 No Yes As 5years
limits or Best Management Practice requirements apply; Sllons needed”
includes groundwater remediation projects. &
per day (when
renewing
permit)
Process subject to federal categorical pretreatment
. . Process - Yes
standards but does not discharge to sewer; discharge . Once per
2C . ; . . No Discharge - Yes 5 years
contains some toxic constituents that are not subject to No year
federal categorical pretreatment standards.
5 years; re-
. o . . . Discharge certification
2F BMP Discharge Authorization - silver-rich solutions No No o Randomly
Authorization every 6
months
Process subject to federal categorical pretreatment
Process - Yes
standards but does not generate process wastewater; ;
27 . : . ) No Discharge - Yes None 5 years
discharge contains some toxic constituents that are not No
subject to federal categorical pretreatment standards.
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Subject to
federal
Significant  categorical Minimum  Maximum
Permit Industrial pretreatment Permit Inspection Permit
Class Permit Description User? standards? Required?  Frequency Term
SIU: Once
per year
Yes, if
Conventional pollutants; numeric limits or BMP flows > Non-SIU:
3 requirements apply; includes construction dewatering 25,000 No Yes “As 5 years
projects. gallons needed”
per day (when
renewing
permit)
Process subject to federal categorical pretreatment Process - Yes Once per
3C standards but does not discharge to sewer; discharge No Discharge - Yes 5years
contains conventional pollutants. No year
Process subject to federal categorical pretreatment Process - Yes
3Z standards but does not generate process wastewater; No Discharge - Yes None 5 years
discharge contains conventional pollutants. No
4 Sanitary flow only.ar.1d Class 2 and Class 3 facilities with No No No N/A N/A
flows below permitting thresholds.
Process subject to federal categorical pretreatment
standards but does not discharge to sewer; annual Process - Yes | Conditional
4C requirement for Conditional Permit Waiver is inspection by No Discharge - Permit Once per 1 year
IWCP and the owner to submit a Certification of Zero No Waiver year
Discharge of Federally Regulated Wastewater.
5 years; re-
. o . Discharge certification
4D BMP Discharge Authorization - dry cleaning solvents No No o Randomly
Authorization every 6
months
OCA-21-010 Page 46
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Subject to
federal
Significant  categorical Minimum  Maximum
Permit Industrial pretreatment Permit Inspection Permit
Class Permit Description User? standards? Required?  Frequency Term
5 years; re-
. N Discharge certification
4M BMP Discharge Authorization - dental amalgams No No N Randomly
Authorization every 6
months
Process subject to federal categorical pretreatment
standards but does not generate process wastewater; Process - Yes
: iy ) ; Class 47
47 annual requirement is inspection by IWCP and the owner to No Discharge - Letter None 1 year
submit a Certification of Zero Regulated Wastewater No
Generated.
Sanitary flow only; minimal potential to ever generate
5 [ >anteny Y P 8 No No No N/A N/A
industrial wastewater.

Note: The table does not include permit classes for trucked waste because these are not the main focus of IWCP's regulation of industrial users
through permitting, monitoring, and enforcement activities.

Source: Auditor generated based on 2019 Annual Pretreatment Report for the Point Loma Wastewater Treatment Plant and information
received from the Public Utilities Department.
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THE CITY OF SAN DIEGO

MEMORANDUM

DATE: March 9, 2021

TO: Andy Hanau, City Auditor, Office of the City Auditor

FROM: Shauna Lorance, Director, Public Utilities Department

SUBJECT: Management Response Performance Audit of the Public Utilities Department’s

Industrial Wastewater Control Program — Part II

The purpose of this memorandum is to provide Management’s response to the
recommendations to the City Auditor’s report entitled Performance Audit of Public Utilities
Department’s Industrial Wastewater Control Program-Part IL.

The San Diego Public Utilities Department (Department) would like to provide information
on changes that have started to be implemented in the Industrial Wastewater Control
Program (IWCP) based on an independent consultant review that coincides with similar
recommendations for the Performance Audit. Beginning in 2017, the Department hired
outside consultants to complete a comprehensive review to evaluate the IWCP and ensure the
Program would have the ability to meet the needs associated with the Pure Water Program.
The final consultant report provided multiple recommendations, including restructuring
IWCP to form two inspection groups, one for enhanced source control (ESC) and another for
significant industrial users (SIU). After restructuring and reviewing the ESC, it became clear
that a significant number of ESC inspections were behind schedule. Thus, IWCP has focused
to fix the backlog of ESC inspections, creating efficiencies for drafting and issuing permits in
a timely manner. Subsequently, IWCP has been able to reduce the backlog of 400 inspections
in the Pure Water area down to 225 inspections over the last year.

We appreciate the opportunity to provide comments on this audit and thank the City
Auditor’s team for their cooperation and professionalism throughout the audit process. Our
responses to the audit recommendations are below.

RECOMMENDATION #1: To help maintain a complete and current inventory of industrial
users, IWCP should update its existing policies, procedures, and methods for identifying
potential industrial users within the Metropolitan Wastewater Area. Specifically, the updated
policies, procedures, and methods should:

a. Include directions for analyzing business sites data from the County of San Diego
to identify businesses that may potentially be regulated by the program as
industrial users.
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b. Include enhanced methods for identifying businesses outside the City of San Diego,
such as increased collaboration with the permitting agencies of other local
jurisdictions within the Metropolitan Wastewater Area.

c. Specify which staff members are responsible for conducting this new analysis and
specify which staff members are responsible for employing each of the existing
methods.

d. Specify how often responsible staff should conduct this new analysis and specify
how often responsible staff should employ each of the existing methods. (Priority

1)

Management’s Response: Agree. IWCP includes information in our annual regulatory report
regarding our ability to locate new businesses or discover businesses that have never been
evaluated by IWCP. IWCP has consistently met this regulatory requirement. Additional
avenues to support our current methods are appreciated and will be incorporated into our
processes for businesses within San Diego city limits.

Additionally, IWCP agrees that improving the process for evaluating potential businesses in
the Participating Agencies is needed. IWCP will work in partnership with the Participating
Agencies to ensure there are written procedures for business referrals to IWCP for further
evaluation to determine if they require a permit.

Written policy development, including the identification of staff roles and responsibilities
will be developed for incorporation in the next annual reporting period that begins in
January 2022.

Target Implementation Date: IWCP plans to implement these changes and be able to
demonstrate use of these improvements by July 2022.

RECOMMENDATION #2: IWCP should train all staff responsible for regularly updating the
inventory of industrial users, as noted in Recommendation 1, on procedures to identify
potential industrial users in the Metropolitan Wastewater Area. (Priority 2)

Management’s Response: Agree. IWCP will train staff on revised and/or new policies and
procedures.

Target Implementation Date: IWCP expects to train all staff responsible once new
policies/procedures are developed by January 2022.

RECOMMENDATION #3: IWCP should work with the Economic Development Department to
update the City’s Open Counter portal by adding IWCP permits to the list of potential permits
that a business may need to acquire from the City when starting or expanding operations.
(Priority 3)

Management’s Response: Agree. IWCP was unaware of this opportunity and thanks the
Auditors for identifying this as an option. IWCP management has coordinated with the
Economic Development Department (EDD) and learned that EDD is in the process of issuing
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a solicitation for Open Counter. Once the City has selected a future software provider, EDD
has agreed to include IWCP permits as part of Open Counter in order to better evaluate
potential businesses.

Target Implementation Date: EDD is advertising the request for proposal in March 2021 and
expects to evaluate and award in June 2021. IWCP will work with EDD to include IWCP
permits when software is implemented

RECOMMENDATION #/ The Industrial Wastewater Control Program (IWCP) should develop
procedures to track the results of using the updated methods described in Recommendation
1, including how many potential industrial users were identified, how many were assessed,
and how many were determined to need a permit from the program. IWCP should report this
information to the City Council’s Environment Committee or to the Independent Rates
Oversight Committee annually, along with the information produced by implementing
Recommendation 6. (Priority 2)

Management’s Response: Agree. IWCP currently reports the manners in which the Program
evaluates potential permittees to meet regulatory requirements. IWCP will include the new
mechanisms and data in this recommendation to develop the report. Since the regulations do
not require IWCP to report this type of information in the annual reports, IWCP will
document the steps taken as supporting documentation for the report. IWCP will plan to
present the report at IROC.

Target Implementation Date: March 2023

RECOMMENDATION #5 IWCP should establish target service levels for inspections and
permit issuance for both SIU and non-SIU facilities. These targets should include (but not be
limited to) how frequently the program will formally inspect or otherwise evaluate industrial
user facilities for compliance with pretreatment regulations and how quickly the program
should process permit applications and renew permits prior to their expiration. (Priority 2).

Management’s Response: Agree. IWCP has regulatory requirements for inspections and
permit issuance for SIU facilities and is currently meeting these regulatory thresholds. IWCP
will continue to perform 100% of inspections annually for SIU facilities.

For non-SIU facilities, IWCP agrees to implement the new procedures described in
Recommendation 1. It is estimated that the new protocols will include an evaluation of
approximately 30,000 potential businesses. While utilizing the new procedures, ESC will
establish goals and resource levels needed for evaluating these potential new businesses.

Target Implementation Date: July 2022

OCA-21-010 Page 50


DKnighten
Line

DKnighten
Line


Performance Audit of the Industrial Wastewater Control Program - Part Il

Page 4 of 5
Andy Hanau, City Auditor, Office of the City Auditor
March 9, 2021

RECOMMENDATION #6 The Industrial Wastewater Control Program (IWCP) should develop
procedures to monitor performance in achieving the target service levels described in
Recommendation 5. IWCP should report this information annually to the City Council’s
Environment Committee or to the Independent Rates Oversight Committee, along with the
information produced by implementing Recommendation 4. (Priority 2)

Management’s Response: Agree. As stated in Recommendation #4 and #5, IWCP will
document the mechanisms the audit recommendations are requesting as back up to the
annual report to achieve the target service levels. IWCP will present the report at IROC to
provide an update on progress implementing the new processes

Target Implementation Date: July 2022

RECOMMENDATION #7 IWCP should complete a staffing analysis to determine a staffing
level necessary to meet the target service levels established in Recommendation 5. If this
staffing level requires additional positions, IWCP should make the necessary budget requests
to the City Council during the annual budget process. If the City Council does not approve
these requests, IWCP should adjust its target service levels to ensure they can be met, based
on current staffing resources. (Priority 1)

Management’s Response: Agree. In 2019-2020, the IWCP added 6 new positions to the
program based on the independent consultant recommendations. Staff turnover and the
pandemic have prevented the program from being fully staffed since the creation of these
new positions. Once on-going hiring processes are complete and new staff are trained during
Fiscal Year 2022, IWCP will complete a staffing analysis to determine whether additional
positions may be needed. If additional staff are required, a request for new positions will be
requested during the Fiscal Year 2024 budget development process.

Target Implementation Date: Staffing analysis will be completed by July 2022. If new staff
are needed, they will be requested in the Fiscal Year 2024 budget development process.

Again, we appreciate the opportunity to provide comments on this audit. PUD is committed
to ensuripfg substantial progress is made on addressing these findings.

L T = .

Shauna Lorance
Director, Public Utilities Department

cc: Honorable City Attorney, Mara Elliott
Paola Avila, Chief of Staff, Office of the Mayor
Jay Goldstone, Chief Operating Officer
Andrea Tevlin, Independent Budget Analyst
Alia Khouri, Deputy Chief Operating Officer
Matthew Helm, Chief Compliance Officer
Shauna Lorance, Director, Public Utilities Department
Lisa Celaya, Assistant Director, Public Utilities Department
John Stufflebean, Assistant Director, Public Utilities Department
Peter Vroom, Deputy Director, Public Utilities Department
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Ally Berenter, Senior Manager, External Affairs & Water Policy, Office of the Mayor
Joy Newman, Program Manager, Public Utilities Department
Kenneth So, Deputy City Attorney, City Attorney’s Office
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Beth Gentry

From: Newman, Joy <JNewman@sandiego.gov>

Sent: Wednesday, September 08, 2021 2:20 PM

To: Newman, Joy

Subject: FW: Industrial User fee review

Attachments: San Diego - IWCP Study_UserGuide_Final.pdf; Permittee Letter.pdf
Warning:
External

Afternoon Industrial Users, | wanted to provide an update that the proposed cost of service study for the
Industrial Wastewater Control fees will be heard at council on September 21, 2021 at 2pm. The agenda will
be found at the following link when it is posted, https://www.sandiego.gov/city-clerk/officialdocs/council-agendas-
minutes-results.

Email

| have re-attached the original letter and fee study for your review.
Please let me know if you have any questions.

Thank you,

Joy

Joy R. Newman, R.E.H.S.
Industrial Wastewater Control
Program Manager

City of San Diego

Public Utilities Department

C (619)539-5438

The City of

SAN
DIEGO)

~ A world-class city for all ~

From: Steger, John <JSteger@sandiego.gov>
Sent: Tuesday, July 13, 2021 11:21 AM

To: Steger, John <JSteger@sandiego.gov>
Subject: FW: Industrial User fee review

Good day Industrial Users,

While Joy Newman is away this week and on her behalf, | wanted to inform you that the proposed cost of
service study for the City of San Diego’s Industrial Wastewater Control Program is scheduled to be discussed at
the Council meeting on July 20, 2021.



For your reference, | have attached the original letter to you as well as the user guide.

If you have any immediate questions, don't hesitate to contact me.
Otherwise, Joy is back next week and can address your concerns.

Thank you,

John Steger

Pretreatment Program Manager

Public Utilities Department

Industrial Wastewater Control Program

The City of

SAN
DIEGOQ)

~ A world-class city for all ~

From: Newman, Joy <JNewman@sandiego.gov>
Sent: Wednesday, June 9, 2021 9:41 AM

To: Newman, Joy <JNewman@sandiego.gov>
Subject: FW: Industrial User fee review

Good Morning Industrial Users, | wanted to inform you that the proposed cost of service study for the City of San Diego’s
Industrial Wastewater Control Program is going to be on the agenda at the Budget Committee on June 23, 2021 at

9am. We plan to bring the discussion to a July Council meeting and again in September. Once the dates are confirmed, |
will send out another email.

For your reference, | have attached the original letter to you as well as the user guide.
If you have any questions, please do not hesitate to reach out to me.

Thank you,

Joy

Joy R. Newman, R.E.H.S.
Industrial Wastewater Control
Program Manager

City of San Diego

Public Utilities Department

C (619)539-5438

The City of

SAN
DIEGO)

~ A world-class city for all ~



From: Newman, Joy

Sent: Wednesday, February 17, 2021 12:31 PM
To: Newman, Joy <JNewman@sandiego.gov>
Subject: FW: Industrial User fee review

Afternoon Industrial Users, | wanted to let you know that the Proposed fee increases will not be heard at the
Environment Committee on February 25, 2021. | will send an update to you when the item will be heard.

Please let me know if you have any questions.
Thank you!
Joy

Joy R. Newman, R.E.H.S.
Industrial Wastewater Control
Program Manager

City of San Diego

Public Utilities Department

C (619)539-5438

The City of

SAN
DIEGQO)

~ A world-class city for all ~

From: Newman, Joy

Sent: Tuesday, February 9, 2021 1:07 PM

To: Newman, Joy <JNewman@sandiego.gov>
Subject: Industrial User fee review

Good Afternoon Industrial User Permittees, please find attached a letter and report related to an upcoming item at the
City of San Diego Environmental Committee on February 25. 2021.

Please let me know if you have any questions.
Thank you!

Joy

Joy R. Newman, R.E.H.S.

Industrial Wastewater Control

Program Manager

City of San Diego
Public Utilities Department



The City af

SAN o
DIEGO)

~ A world-class city for all ~



MeTrRo TAC

276 Fourth Avenue Chula Vista, CA 91950 619-548-2934

www.metrojpa.org Roberto Yano, Chair
DATE: August 20, 2021
TO: Metro Wastewater JPA, Chair Jerry Jones
FROM: Metro TAC, Chair of Industrial Waste Discharge Committee, Beth Gentry
SUBJECT: Industrial Waste Discharge Permit Inventory Assessment Status

At the August 5, 2021, Metro Wastewater JPA monthly meeting, Chair Jerry Jones requested an informational
memorandum on the Industrial Wastewater Discharge (IWD) Permit Inventory Assessment Status. The purpose
of this memorandum is to provide such status.

March 2021, the Office of the City Auditor of the City of San Diego, published a Performance Audit of the Public
Utilities Department’s Industrial Wastewater Control Program — Part II (Part IT Audit)', because the City of San
Diego is required to maintain an Approved Pretreatment Program. Prior audits in 2013" and 2020' focused on
cost recovery issues. The purpose of the Part II Audit was to determine:

(1) whether the Industrial Wastewater Control Program (IWCP) maintains a complete and accurate inventory of
industrial users within the Metropolitan Wastewater Area; and
(2) whether and to what extent IWCP has inspected and issued a permit to regulated industrial users.

Task 1 of the Part II Audit addresses the request of the JPA and is the focus of this memorandum. The Part II
Audit reviewed the current intake process for industrial dischargers which in summary includes the review of
application requests, screening referrals from outside agencies, tracking business openings and closing, review of
telephone directories, questioning competitors, and reviewing water consumption records. It was noted that these
intake methods may not be consistently applied. To assess the comprehensiveness and accuracy of the Industrial
Wastewater Discharge Permits identified through this process, the audit team utilized a data source different than
used by the City which was the County Database for comparison. More than 50% of the businesses from the
County database could not be located in the City’s IWD Permit database. It was acknowledged that the County
database may be too broad and that a simple business category search was not enough to determine permit
requirements. The Part II Audit concluded that while the analysis had limitations, the results indicate that there
are likely more industrial businesses within the county data that IWCP is not aware of and require assessments,
inspections, and/or permit issuance. The auditors made seven recommendations which are summarized in Table
1.

1. Performance Audit of the Public Utilities Department’s Industrial Wastewater Control Program — Part 11 (2021)
https://www.sandiego.gov/sites/default/files/21-010_iwcp part2.pdf

2. Performance Audit of the Industrial Wastewater Control Program (2013):
https://www.sandiego.gov/sites/default/files/14-002 IWCP.pdf

3. Follow-up Peformance Audit of the Industrial Wastewater Control Program (2020):
https://www.sandiego.gov/sites/default/files/21-001 iwcp follow-up.pdf

The Joint Powers Authority Proactively Addressing Regional Wastewater Issues

Chula Vista e Coronado e Del Mar e El Cajon e Imperial Beach ¢ La Mesa ¢ Lemon Grove Sanitation District
National City e Otay Water District ¢ Poway ¢ Padre Dam Municipal Water District
County of San Diego, representing East Otay, Lakeside/Alpine, Spring Valley & Winter Gardens Sanitation Districts
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THE CITY OF SAN DIEGO

MEMORANDUM

DATE: August 16, 2021
TO: Metro Technical Advisory Committee (Metro TAC)
FROM: Surraya Rashid, Deputy Director, Public Utilities Department

SUBJECT:  FY2021 Capital Improvements Projects (CIP) Report — 4th Quarter

The Public Utilities Department hereby submits the FY2021 CIP updates for the period of April 1, 2021
through June 30, 2021.

The report includes the following:

o Forecast versus actual expenditures report
e Projects expenditure updates
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FORECAST VERSUS ACTUAL EXPENDITURES UPDATES

FY 2021 Wastewater
Forecast vs. Actual Expenditures
(unaudited)
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WASTEWATER PROJECTS

FY 2021 - 4th Quarter (Financial Data run June 30, 2021)

NOTES:
- Wastewater projects are separated into Muni and Metro

Planning/Design/Award Phase

Construction Phase

COSS Final

Final Design

Start Date |[Design Approval - AFi“al Design |, roval- End | COSSBO/BU | BO/BU BO/BU
End pproval - End Variance Variance
LARGE SEWER PUMP STATIONS - METRO
S00312 PS2 Power Reliability & Surge Protection Construction $75,600,800 $61,372,759 $10,974,384 $3,253,657 81.18% 11/1/2010 2/8/2016 9/20/2016 165 8/30/2019| 9/23/2022 822
B19050 PS1 and 2 Cooling Tower Replacement Construction $825,400 $1,158,100 $33,481 -$366,182 140.31% 8/15/2018 TBD 12/1/2019 TBD| 11/11/2020
OTHER - METRO
B20001 STORM WATER DIVERSION AT THE PLWTP Design $5,233,240 $687,108 $431,858 S4,114,274 13.13% 7/26/2019 TBD 12/30/2021 TBD| 12/30/2022
B20002 STORM WATER DIVERSION AT THE SBWRP Design $3,908,100 $611,955 $272,592 $3,023,553 15.66% 8/1/2019 TBD 8/31/2021 TBD| 9/30/2022
B19197 STORM DRAIN DIVERSION AT THE MBC Design $3,481,800 $716,754, $142,263 $2,622,783 20.59% 6/24/2019 TBD 7/30/2021 TBD| 3/30/2023
S00319 EMT&S Boat Dock Esplanade Bid / Award $3,333,000 $701,924 $80,735 $2,550,341 21.06% 4,]2/2018 11/30/2012 3/30/2020 1963 6/30/2018| 3/28/2022 1003
SEWER TREATMENT PLANTS - METRO
B18031 Ultraviolet Disinfection System Replacement Construction $4,544,156 $4,080,075 $729,467 -$265,386 89.79% 10/2/2017 TBD 1/8/2019 TBD 7/2/2020
B16165 MBC Cooling Water System Chiller Upgrade Post Construction $4,405,727 $3,988,933 $13,545 $403,249 90.54% 8/1/2016 TBD 12/19/2018 TBD| 7/17/2020
B20137 PLWTP Scum Injection Concentrators Improvements Design $2,987,400 $89,910 $0.00 $2,897,490 3.01% 6/9/2020 TBD 9/30/2022 TBD| 5/21/2024
B20121 Metro Biosolids Ctr Gas Detection Syst Replacement Design $3,049,000 $199,927 $326,142 $2,522,932 6.56% 5/1/2020 TBD 4,/12/2022 TBD| 11/28/2023
B19066 SBWRP Variable Frequency Drive Repl Construction $955,500 $228,493 $502,792 $224,215 23.91% 9/4/2018 TBD 4]2/2020 TBD| 8/17/2021
B20122 SBWRP Reverse Osmosis System Design $10,700,000 $147,983 $0.00 $10,552,017 1.38% 5/18/2020 TBD 3/30/2023 TBD| 12/31/2024
B20148 NCWRP - Chiller Replacement Design $1,613,600 $55,762 $93,313 $1,464,525 3.46% 6/15/2020 TBD 9/30/2021 TBD| 10/31/2022
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Bid/Advertisement Construction
Date Contractor NTP

Specifications Final

NC Pure Water Facility

5 5 1912
- Clearing & Grubbing May-18 Jun-18 Jan-19
NCWRP Expansion & AWPF Influent Conveyance 72)
- Site/Mass Grading May-18 Jun-18 Jan-19
NCWRP Expansmn & AWPF Influent Conveyance Sep-18 Oct-18 Apr-19 2)
- EQBasins
NC Pure Water Pipeline
- Pipeline and Dechlorination Facility gt eal) Jul-19
NC Pure Water Facility
- NCPWE Oct-18 Nov-18 Jul-19
NC Pure Water Pump Station Oct-18 Nov-18 Jul-19
More.na Pump Station WW Force Main and Brine Conveyance Nov-18 Dec-18 Aug-19
- Middle Segment
NCWRP Expansion & AWPF Influent Conveyance
- WRP Expansion & PS and PL to NCPWF Nov-18 Dec-18 Sl
NC MBC Improvements Jan-19 Feb-19 Oct-19
Morena Pump.Statlon WW Force Main and Brine Conveyance Jan-19 Feb-19 0ct-19
- Northern Alignment & Tunnels
Morena Pump Station WW Force Main and Brine Conveyance Feb-19 Mar-19 Nov-19
- Southern Alignment
Morena Pump Station WW Force Main and Brine Conveyance Apr-19 May-19 Jan-20

- Pump Station



NC Pure Water Pipeline

. N 5
- Subaqueous Pipeline Dec-19 Jan-20 Jul-20

1) Nesting Season February 1 - September 15
2) Contract Under $30M

3) OCIP Activity 'City Selects Package is Predecessor to Advertisement



Data Date: 8/31/2021

15-Sep-21

Projected/Actual Contractor

Projected Substantial Updated Engineer's

Construction Package Projected/Actual Bid Date Notice-To-Proceed Completion Estimate Bid Award Change Orders Total Contract Paid to Date Construction Company
Early Sitework October 18, 2018 May 22, 2019 July 27, 2021 $16,403,300 $971,862 $17,375,162 $16,810,752 Shimmick
ggt;‘:e eI AR @ N R BT AU August 7, 2020 April 19, 2021 April 10, 2025 $455,704,000 $356,681,930 $356,681,930 $20,678,513 Shimmick
Morena Northern Alignment & Tunnels August 17, 2020 June 14, 2021 July 18, 2024 $98,936,360 $95,243,645 $95,243,645 OHL USA, Inc
Morena Pump Station October 21, 2020 June 14, 2021 February 7, 2025 $109,700,000 $110,386,350 $110,386,350 Flat Iron West
O A W AT ] i AT (R November 30, 2020 June 1, 2021 Apil 10, 2025 $138,010,000 $123,456,027 $123,456,027 WHLR [REEID G
Subaqueous Pipeline Company, Inc.
NCWRP Expansion & PWF Influent Conveyance December 16, 2020 August 4, 2021 February 3, 2025 $208,660,000 $255,138,000 $255,138,000 Kok '""ag;”““'e et
NC MBC Improvements February 9, 2020 October 6, 2021 February 3, 2025 $40,384,677 $40,086,690 $40,086,690 PCL Construction, Inc.
NCWRP EQ Basins May 11, 2021 December 30, 2021 November 30, 2023 $10,540,000 $11,886,000 $11,886,000 Kok '""ag;”““'e et
IWERiE) S Segsiiie WEiE e September 10, 2021 March 18, 2022 July 18, 2024 $92,679,652 $0 $0
Replacements
Morena Middle Alignment October 22, 2021 April 29, 2022 July 18, 2024 $56,719,052 $0 $0
Miramar Reservoir Pump Station Improvements Qctober 28, 2021 May 20, 2022 August 19, 2024 $9,024,348 $0 $0

1. N/A = Not available. Will be updated prior to bid advertisement.

2. Change order amount based on June 30, 2021 quarterly cash flow.

3. Bid Award values are enterered when Notice-of-Intent to Award has been issued.



ATTACHMENT 11

METRO TAC
UPDATE/REPORT



¢

METRO
WASTEWATER J P

>

Metro TAC & JPA Work Plan
Active & Pending Items
January 2021

Updated Items in Red Italics

Active ltems

Description

Member(s)

SB 332 Working
Group

SB 332 (Hertzberg/Weiner) relates to wastewater treatment for recycled water
and agencies with ocean outfalls. It requires the entity that owns the
wastewater treatment facility that discharges through an ocean outfall and
affiliated water suppliers (it defines water not wastewater suppliers) to reduce
the facilities annual flow as compared to the average annual dry weather
wastewater discharge baseline volume as prescribed by at least 50% on or
before January 1, 2030 and by at least 95% on or before January 1, 2040.
The working group was formed to track the process of this legislation.

Yazmin Arellano
Beth Gentry
Hamed
Hashemian

Muni
Transportation
Rate Study
Working Group

6/19: Working Group has presented an alternative plan which the City is
reviewing.

Roberto Yano
Yazmin Arellano
Dan Brogadir
Carmen Kasner
Mark Niemiec
Dexter Wilson

SD staff

Point Loma Permit | Metro Commission/JPA Ad Hoc established 9/17. GOAL: Create regional Jerry Jones

Ad Hoc water reuse plan so that both a new, local, diversified water supply is created | Jim Peasley
AND maximum offload at Point Loma is achieved to support legislation for Ed Spriggs
permanent acceptance of Point Loma as a smaller advanced primary plant. Bill Baber
Minimize ultimate Point Loma treatment costs and most effectively spend Jill Galvez
ratepayer dollars through successful coordination between water and Metro TAC staff
wastewater agencies. 1/21 This group continues to meet as needed. & JPA

consultants

Phase |l Pure
Water Facilities
Working Group

Created to work with SD staff & consultants on determining Phase |l facilities
and costs. 1/21: Alternatives have been narrowed to two.

Roberto Yano
Scott Tulloch
Dexter Wilson

1/22.

SD staff &
consultants
Phase | Financial | This working group was formed to continue to work on Section 2.9.1 and other | Roberto Yano
Implementation financial implementations issues in Exhibit F associated with the Amended Karyn Keese
Working Group Restated Agreement. 1/21: Group will start meeting once the ARA is fully Dexter Wilson
signed (January 2021) on a regular basis with a goal to complete all tasks by | SD staff &

consultants

Agreement
Working Group

Phase Il Disposal

This group was created to negotiate the 2" Amended Restated Agreement
ARAZ2) which will incorporate the completed financial and other items from the
first ARA. 1/21: Working Group is meeting with SD staff to set up framework
for ARA2 process.

Roberto Yano
Eric Minicilli
Karyn Keese
Scott Tulloch
Dexter Wilson

SD staff &
consultants
Industrial Formed to work with San Diego on new standards for industrial waste Beth Gentry
Wastewater discharge and cost allocation of same. 1/21: SD is trying to formalize a Interested JPA
Control Committee | prefreatment rate case and has hired a consultant. Monthly updates are members
presented at TAC. Dexter Wilson
SD Staff &

Consultants
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JPA Website
Update Working
Group

The JPA Website, especially the New Director Manual, has not been updated
for several years. 1/21: Working group has started revisions and is looking for
technical members to assist.

Roberto Yano
Karyn Keese
Lori Peoples

Exhibit E Audit

1/21: FY2019 Exhibit E audit is in fieldwork stage. JPA team reviewing SD
responses to sample questions.

Karen Jassoy
Karyn Keese
Dexter Wilson

IRWMP JPA Members should monitor funding opportunities at: Yazmin Arellano
http://www.sdirwmp.org 1/21: Beth Gentry continues to give monthly TAC Beth Gentry
updates. Details can be found in minutes of each meeting.

Changes in BBK, Metro TAC and the Board should monitor and report on proposed and BBK

wastewater/water | new legislation or changes in existing legislation that impact wastewater JPA members

legislation conveyance, treatment, and disposal, including recycled water issues as appropriate

May 13, 2021



http://www.sdirwmp.org/

Sewer Rate Comparison for Metro Participating Agencies
Single Family Monthly Rates Based on 7 HCF of Water Usage
Effective January 1, 2021 for FY 2021

$120.00 $111.96
$100.00

oo Flat Rates

Water Consumption Based Sewer Rates
$65.58
$60.00 $53.08
$49.82  $49.39 ¢$48.75 $48.00 ¢46.78
$40.00 ‘&l

$20.00



Metro TAC
Participating Agencies
Selection Panel Rotation

: : Date
Agency Representative Selection Panel Assigned

County of San Diego | Dan Brogadir As-Needed Condition Assessment Contract 3/24/2015

Chula Vista Roberto Yano Out on Leave 6/10/15

La Mesa Greg Humora North City to San Vicente Advanced Water Purification Conveyance 6/10/15
System

Poway Mike Obermiller Real Property Appraisal, Acquisition, and Relocation Assistance for the 11/30/15
Public Utilities Department

El Cajon Dennis Davies PURE WATER RFP for Engineering Design Services 12/22/15

Lemon Grove Mike James PURE WATER RFP Engineering services to design the North City Water 03/16/15
reclamation Plant and Influence conveyance project

National City Kuna Muthusamy Passes 04/04/2016

Coronado Ed Walton As-Needed Environmental Services - 2 Contracts 04/04/2016

Otay Water District Bob Kennedy As Needed Engineering Services Contract 1 & 2 04/11/2016

Del Mar Eric Minicilli Pure Water North City Public Art Project 08/05/2016

Padre Dam Al Lau Biosolids/Cogeneration Facility solicitation for Pure Water 08/24/2016

County of San Diego | Dan Brogadir Pure Water North City Public Art Project 08/10/2016

Chula Vista Roberto Yano Design Metropolitan Biosolids Center (MBC) Improvements Pure Water 9/10/2016
Program

La Mesa Greg Humora Design of Metropolitan Biosolids Center (MBC) Improvements 9/22/16

Poway Mike Obermiller Electrodialysis Reversal (EDR) System Maintenance 12/7/16

El Cajon Dennis Davies As-Needed Construction Management Services for Pure Water 3/13/17

Lemon Grove Mike James Morena Pipeline, Morena Pump Station, Pure Water Pipeline and Dechlorination Facility, 8/7/17
and the Subaqueous Pipeline

National City Vacant North City and Miramar Energy Project Landfill Gas and Generation- Pass 1/31/2018

Coronado Ed Walton North City and Miramar Energy Project Landfill Gas and Generation 1/31/2018

Otay Water District Bob Kennedy As Needed Engineering Services - Contracts 3 and 4 (H187008 & 2/16/2018
H187009)

Del Mar Joe Bride Request for Proposal Owner Controlled Insurance Program (OCIP) Pure 5/23/18
Water — 15t email sent on 5/23/18 & 2" email sent on 5/29/18

Padre Dam Al Lau Request for Proposal Owner Controlled Insurance Program (OCIP) Pure 5/31/18

Updated 5/13/2021 EXP




Water (Mark Niemiec will participate)

County of San Diego | Dan Brogadir Request for Owner Controlled Insurance Program Interview (Pure Water) 2/25/19
Chula Vista Frank Rivera
Beth Gentry Request for Owner Controlled Insurance Program Interview (Pure Water) 2/26/19
Imperial Beach Eric Minicilli RSP Metro Metering 4/22/2020
La Mesa Hamed Hashemian
Poway Eric Heidemann
Troy DePriest
El Cajon Dennis Davies
Yazmin Arellano
Lemon Grove Mike James
National City Roberto Yano
Coronado Ed Walton
Otay Water District Bob Kennedy
Del Mar Joe Bride
Padre Dam Mark Niemiec
Sen Seval
County of San Diego | Dan Brogadir
Chula Vista Frank Rivera
Imperial Beach Eric Minicilli
La Mesa Hamed Hashemian
Poway Eric Heidemann
Troy DePriest
El Cajon Dennis Davies
Yazmin Arellano
Lemon Grove Mike James
National City Roberto Yano
Coronado Ed Walton
Otay Water District Bob Kennedy
Del Mar Joe Bride
Padre Dam Mark Niemiec
Sen Seval
County of San Diego | Dan Brogadir
Chula Vista Frank Rivera
Imperial Beach Eric Minicilli
La Mesa Hamed Hashemian
Updated 5/13/2021 EXP
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