
SENATE COMMITTEE ON GOVERNANCE AND FINANCE 
Senator Mike McGuire, Chair 

2021 - 2022  Regular  

      

Bill No: SB 786 Hearing Date: 5/6/21 
Author: Becker Tax Levy: No 

Version: 3/10/21   Fiscal: No 

Consultant: Peterson 

  SANTA CLARA VALLEY WATER DISTRICT 

 
Makes various changes to the Santa Clara Valley Water District Act. 

 

Background  

Santa Clara Valley Water District.  The Santa Clara Valley Water District (Valley Water) is 
the primary water resources agency for Santa Clara County.  First formed as the Santa Clara 
Valley Water Conservation District in 1929, it now acts as the County's water wholesaler and the 

steward for its streams, creeks, underground aquifers, and district-built reservoirs.  The District 
owns and manages 10 local surface reservoirs and associated creeks and recharge facilities, 

manages the County’s groundwater basins and three water treatment plants, imports water from 
the Central Valley Project and the State Water Project, and delivers recycled water to parts of the 
County.  Valley Water is also responsible for flood protection within the County.  Its stewardship 

responsibilities include creek restoration and wildlife habitat projects, pollution prevention 
efforts, and a commitment to natural flood protection. 

Board member meetings.  Special district board member compensation is traditionally dictated 

by the enabling act of that type of special district.  Due to the differing enabling acts, the amount 
that each type of special district can compensate its board members varies significantly.  The 

most common compensation for special districts' board members are stipends.  Many districts 
pay stipends to their board members for attending a meeting or performing a day's work, 
following statutory schedules.  Most types of special districts can compensate board members 

$100 or more per meeting, while others are prohibited from providing any compensation.   
 

A local agency may compensate members of its legislative body for attending specified events 
(AB 1234, Salinas, 2005): 
 

 A meeting of the legislative body;  

 A meeting of an advisory body; 

 A conference or educational activity that complies with the Brown Act, including ethics 
training; and 

 Other events, but only if the governing body has adopted a written policy specifying 
those other occasions. 

 
Districts that are allowed to provide compensation are usually limited to doing so for a maximum 
number of meetings per calendar month.  Most special districts that perform some type of water 

service, whether it be flood control, drinking water, or irrigation, can compensate their board 
members up to $100 per day for a maximum of 10 days per calendar month.  In addition, many, 
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but not all, districts may also increase the daily rate for attending meetings by five percent per 
year by annually adopting an ordinance that provides for such an increase.   

 
Many special districts can also reimburse the members of their legislative bodies for their actual 
and necessary expenses to attend meetings.  Local officials must fill out expense reports and 

provide receipts to receive reimbursement.  At their next regular meeting after the meeting for 
which reimbursement was provided, officials must also give brief reports about the meetings 

they attended at the agency's expense.   
 
Valley Water’s board passed a policy that allows for a variety of meetings, events, conferences, 

and training to be eligible for compensation.  This includes regular board meetings, meetings 
with other public officials, conferences, community meetings, media appearances, and any other 

activity the board approves.  Until 2018, Valley Water board members received compensation 
for up to 10 days per month like other water districts.  AB 1889 (Caballero, 2018) made various 
changes to the district’s principal act, including increasing compensation for Valley Water board 

members to 15 days per month until December 31, 2023.  Although Valley Water’s principal act 
sets the base stipend at $100 per meeting, its board has frequently exercised its ability to increase 

that rate by 5 percent annually, such that the current stipend amount is $331.86 per meeting, for a 
total of almost $60,000 per year.  In 2020, Valley Water’s seven board members each attended 
an average of 18 meetings per month.  These seven members had a total of 152 meetings go 

uncompensated throughout the year because they only received compensation for 15 days per 
month.   

   
Public agency debt limits.  While the California Constitution and state statutes grant local 
agencies with varying degrees of discretion to control their own affairs, the Constitution limits 

local agencies’ ability to incur debt.  Article XVI, Section 18 prohibits local agencies from 
incurring any debt or liabilities exceeding in any year the income and revenue provided, without 

two-thirds voter approval.  This limitation dates back to the Constitution’s ratification in 1879 
and the framers intent was to prevent “municipal extravagance.”  This debt limit applies to cities, 
including charter cities, counties, school districts, and community college districts, but does not 

apply to other local agencies, such as joint powers authorities or special districts, which may be 
subject to their own limitations in state law.  In this case, debt applies not just to bonds and loans, 

but other liabilities including employment contracts, construction contracts, and purchase 
agreements, and letters of credit.  California courts have recognized several exceptions to the 
constitutional debt limit: 

 Current fiscal year.  Debt is not subject to the limit if the local agency can pay back the 

debt with funds it has or will receive during the current fiscal year. 

 Annual appropriations.  Debt is not subject to the limit if the local agency is repayed in 

an annual appropriation.  

 Leases.  Debt is not subject to the limit if it is structured as a lease payment and only has 

to make payments if it has use of the leased facility in that year. 

 Special funds.  Debt not subject to the limit if it is payable solely from a special fund 

without the need to spend the agency’s general fund or general revenues.   

 Contingent obligations.  Debt is not subject to the limit if the agency’s obligation is 

contingent upon it benefitting from the service or product during that fiscal year, such as 
a service contract. 

 Obligations imposed by law.  Debt is not subject to the limit if it is not a discretionary 
action, but required by law.   
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Short-term debt.  To manage short-term cash flow needs, public agencies use the proceeds of 
tax and revenue anticipation notes (TRANs) and revenue anticipation notes (RANs) to finance 

their current fiscal year expenses.  Although the notes may mature in the following fiscal year, 
they are payable solely from revenue from fiscal year in which they are issued.  TRANs and 
RANs are secured by a pledge of and lien on the revenues of the fiscal year of their issuance.  

Public agencies can issue TRANs in an amount up to 85% of the issuer’s estimated taxes to be 
collected, income, revenue, cash receipts, and other moneys available for making note payments.  

These provisions allow the notes to mature up to 15 months from the date of issuance (as long as 
they are payable solely from current fiscal year revenue).  Since TRANs and RANs satisfy the 
requirements of the current fiscal year exception to the constitutional debt limit, they do not 

require voter approval.  

In 2020-21, the Valley Water authorized the issuance of $360 million in TRANs with maximum 
interest payments not to exceed $55 million.  This $415 million is equivalent to 82% of its 

estimated revenues in a fiscal year, 3% below the 85% limit.  Additionally, Valley Water’s 
district act prohibits them from incurring other short-term debt over $8 million without voter 
approval.   

Bonds.  When public agencies issue bonds, they borrow money from investors, who provide 
cash in exchange for the agencies’ commitment to repay the principal amount of the bond plus 
interest.  Bonds are usually either revenue bonds, which repay investors out of revenue generated 

from the project the agency buys with bond proceeds, or general obligation bonds, which the 
public agency pays out of general revenues and the agency guarantees with its full faith and 
credit.  Since bonds produce interest costs, they are generally used for financing projects with 

useful lives that correspond to the bond’s term, such as an affordable housing project.  Public 
agencies generally do not use bonds to fund services, such as procuring legal services.  

Generally, issuing bonds requires 2/3 voter approval.  However, some types of revenue bonds do 
not require a 2/3 vote, or any vote at all.  For example, the Revenue Bond Law of 1941 only 
requires majority voter approval.  When a local agency uses revenue bonds, they are paid solely 

from and secured by a lien upon the gross revenues of the enterprise and such funds as are 
described in the resolution authorizing the issuance of the bonds.  Repayment of most bonds is 

calculated based on the public agencies gross revenues, and bond payments take precedent over 
district operational costs. 

Valley Water’s principal act gives the district the authority to levy ad valorem taxes or impose an 

assessment to pay for district expenses, including maintenance and operation of its infrastructure.  
The District must establish a separate fund for this revenue, and can repay expenses for the 
maintenance and operation of its infrastructure with funds derived from fees within the zone 

benefitting from such construction or in the form of a revenue bond.  The District’s voters 
approved the use of revenue bonds in 1984.  The principal act does not allow Valley Water to 

use general obligation bonds secured by ad valorem property tax revenues to pay off such 
construction costs.   

Certificates of participation.  Because Valley Water cannot issue general obligation bonds, it 
generally finances construction with certificates of participation (COPs), another form of debt 

financing.  COPs can take different forms.  In Valley Water’s case, an investor purchases a 
certificate of participation, which entitles the investor to receive installment payments.  The 

District uses the proceeds to help finance the acquisition and construction costs of certain water 
utility system improvements.  The District repays the investor from rate revenue over a set 
payment schedule.  Unlike most bonds, the District repays these COPs based on net revenues, 
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meaning district operational costs and senior obligations take precedent over their repayment.  
Since COPs are structured as lease payments, they do not typically require voter approval.   

Leroy Anderson Dam and Reservoir.  Anderson Dam is a 235 feet (72 m) high earthen dam 

located near Morgan Hill, California, that impounds Santa Clara County’s largest surface water 
reservoir – Anderson Reservoir.  The dam measures 1,430 feet (440 m) long by 900 feet (270 m) 
wide and sits along the Coyote Creek Fault on Coyote Road.  The dam and reservoir are owned 

and operated by Valley Water, and the reservoir stores local rainwater runoff and imported water 
from the Central Valley Project.  With a capacity of nearly 90,000 acre-feet – enough water to 

supply almost one million people for a year – the reservoir is a part of the region’s water supply 
system for drinking water and a water source for groundwater recharge projects.  The Anderson 
Dam Seismic Retrofit Project was initiated in 2012 and is estimated to cost $576 million.  The 

project will remove most of the existing earthen dam and replace it. The new dam will be 
constructed to modern seismic and dam safety standards, including increased capacities for the 

spillway and outlet to allow a rapid, controlled draw down in an emergency.  These features are 
intended to increase dam safety and incidental flood protection.  Since Valley Water anticipates 
issuing debt to finance the various projects associated with building Anderson Dam, it wants 

more flexibility to issue debt with the lowest financing costs. 

Valley Water wants to make various changes to its principal act to allow previously authorized 
increases in board compensation to continue and add flexibility to its debt financing. 

Proposed Law 

Senate Bill 786 makes various changes to Valley Water’s principal act.   

First, SB 786 removes the December 31, 2023, sunset that increased board member 

compensation from 10 to 15 meeting days per month.   

The measure also makes a series of changes to Valley Water’s debt issuance authority, including 
to: 

 Allow Valley Water to issue general obligation bonds to finance infrastructure projects; 

 Authorize Valley Water to make revenue bonds payable based on net revenues after the 

payment of the operation and maintenance costs of the water system; and 

 Remove the $8 million limit on short-term debt the district can authorize without holding 
an election.  Instead, the district would be limited to 85% of the estimated amount of the 

revenues, charges, taxes, and assessments of or allocable to the district that will be 
available in that fiscal year for payment of short-term notes and the interest thereon in 

existing law. 

SB 786 replaces an outdated cross-reference allowing Valley Water to pay an educational 
institution a portion of the cost of water it imports for use in the District with Stanford 

University: the only educational institution that does this in the District.   

Finally, SB 786 makes various technical changes.  

State Revenue Impact 
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No estimate. 

Comments 

1. Purpose of the bill.  According to the author, “Valley Water is one of the largest water 
agencies in California, but their outdated District Act – enacted in 1951 – prevents them from 

effectively serving the 2 million residents of Santa Clara County. 

“SB 786 updates the District Act in two major ways. First, it fixes antiquated financing 
provisions by allowing Valley Water to propose general obligation bonds to voters, allowing 

Valley Water to issue revenue bonds based on net revenue, and updates their short-term debt cap 
to be on par with their current size.  

“Second, it makes a more diverse, representative board possible by maintaining the current 
maximum number of compensable meeting days per month.  Board members logged hundreds of 

uncompensated meetings last year alone, even with the current 15-day per diem cap.  Allowing 
the maximum to revert to 10 days per diem would ensure that only the independently wealthy or 

retired are able to serve on the board, because they are the only people that can afford to work for 
free.  Acknowledging the high cost of living in Santa Clara County and extending the sunset of 
the current 15-day per diem creates the opportunity to show that increased compensation results 

in a board that looks more like the constituency they serve.” 

2.  Paying the piper.  Having a low statutory cap on the number of meetings for which a public 
agency can compensate its members using taxpayer funds builds in a safeguard against 

inappropriate payments for activities—it lessens the gains that a director might see from 
approving additional types of meetings because they are limited in number.  Unlike other water 
districts, which state law caps at 10 compensated meeting days, AB 1889 allowed Valley Water 

to compensate its board members 15 days until December 31, 2023.  This year, each day a 
member holds a meeting is worth $331.86.  In April 2020, board members had between 14 and 

28 meeting days.  Only one member received less than the maximum 15 days of compensation 
allowed that month, meaning the remaining board members were not compensated for meetings 
that met the District’s policy.  In some cases, members consolidated multiple meetings on one 

day.  In other cases, they held one meeting for the day.  These meetings included town halls, 
webinars, virtual tours, board meetings, meetings with district employees, meetings with other 

local officials, meetings with constituents, legislative lobby days, and multiple meetings to 
discuss the recruitment of a new district CEO.  Some meetings included the whole district board, 
while others were one-on-one meetings.  According to Valley Water, the high number of 

meetings Valley Water board members attend amount to a full-time job, yet board members 
currently are limited to making approximately $60,000 per year.  Unless the sunset is extended 

or removed, board members would begin receiving around $40,000 per year in 2024, a 
significant decrease.  Additionally, the District argues it has broader responsibilities than other 
water agencies, like flood protection, which is a further reason to justify the higher 

compensation.  SB 786 makes the increased compensation permanent.  Should Valley Water 
continue to compensate a greater number of meeting days than other water agencies?   

3.  Leaving in the 7th inning.  The Legislature typically enacts sunset clauses on bills to provide 

an opportunity to assess the positive and negative impacts of a policy once sufficient information 
is available.  AB 1889 took effect on January 1, 2019, and the increased compensation does not 

sunset until December 31, 2023.  Only one election has taken place in 2020, and both board 
members ran unopposed.  According to Valley Water, the sunset needs to be removed now 
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because: (1) this additional compensation is needed to recruit a more diverse set of board 
members; (2) potential board candidates will decide not to run if their compensation may 

decrease once the increased compensation sunsets; and (3) meaningful information will not be 
available until the terms for members elected in 2024 end in 2028.  Is now the right time to 
remove the sunset?  Without the additional years for comparison the Legislature previously 

approved, there is little information available to show that increased compensated meeting days 
helps diversify board elections.  With the sunset in place, Valley Water can still compensate its 

board members for 15 meeting days per month until December 1, 2023.  Leaving the sunset in 
place will allow the District to assess how the increase to 15 meeting days impacts 2022 board 
elections before the Legislature decides whether to make further changes to Valley Water’s 

board compensation.  The Committee may wish to consider amending the bill to keep the 
existing sunset in place until it can assess information from the District’s 2022 elections.   

3.  A balancing act.  According to Valley Water, it anticipates its rates will increase between 

8.5%-11% annually to maintain current service levels and complete infrastructure projects like 
Anderson Dam.  The more the District relies upon debt financing secured by water rates, the 
more these rates will increase.  By moving towards general obligation bonds secured by ad 

valorem property taxes, the District will trade some rate increases for increased ad valorem 
property taxes.  On the one hand, this would shift the burden from ratepayers to property owners.  

On the other hand, property owners could pass some of these tax increases onto renters.  Since 
these general obligation bonds would be backed by the full faith and credit of the District, Valley 
Water expects to reduce interest rate payments for large-scale projects.  For example, the District 

estimates that using general obligation bonds for a $500 million project could reduce interest 
rates by around 0.25%, which would save the District $1 million annually in interest payments.  

While the bond market will ultimately determine whether such savings materialize, voters would 
still have to weigh in to assess whether or not they prefer using general obligation bonds, instead 
of requiring the District to use its existing debt issuance authority.  Should Valley Water have the 

option to use general obligation bonds to finance water system projects? 

4.  Sure, but will it work?  According to Valley Water, the most common tool it uses to finance 
new projects are COPs.  COPs generally are financed based on net revenues, not gross revenues.  

The Revenue Bond Law of 1941 requires public agencies to finance revenue bonds based on 
gross revenues, not net revenues.  Under current law, revenue bonds based on gross revenues 
would be repaid before a COP based on net revenues.  Since the District has used primarily 

COPs based on net revenues, it has not considered revenue bonds because they would take 
priority over the COPs it has already issued.  Valley Water would like to use revenue bonds in 

cases where COPs are not appropriate, but only if they are based on net revenues like their 
COPs.  According to Valley Water, “Revenue bonds are expected to achieve a lower interest cost 
than COPs, thus reducing rate payer cost burden in the long run.  For example, for a large 

infrastructure project such as Anderson Dam with an estimated cost of $650 million, if we are 
able to finance the project with Revenue bonds at 4% interest cost vs. a COP at 4.25%, we would 

save approximately $1 million in annual debt service cost or $30 million over a 30-year term.”  
On the one hand, using net revenues may not be as attractive to investors as gross revenues 
because they would not have repayment priority over other district expenses, including repaying 

COPs.  On the other hand, agencies like Valley Water may not use revenue bonds because they 
have to use gross revenues despite the potentially lower financing costs.  Also, the bond market 

is used to buying net-revenue based COPs from Valley Water, so it’s unclear whether they would 
feel any different about purchasing revenue bonds based on net revenues.  Should Valley Water 
have this additional tool that other agencies that can issue revenue bonds don’t have?   
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5.  Raising the roof.  Valley Water’s district act allows the District to issue up to $8 million in 
short-term debt without voter approval, provided that such debt does not exceed 85% of the 

estimated district revenues available to pay for short-term debt and interest payments in that 
fiscal year (which is about $431 million).  Because of this limit, the District has not issued short-
term debt directly through its District Act.  Instead, it has issued TRANs, which also do not 

require voter approval, but are subject to the same 85% revenue cap that exists for Valley 
Water’s short-term debt.  SB 786 removes the District’s $8 million short-term debt cap, which 

would allow it to issue short-term debt instead of issuing TRANs.  According to Valley Water, 
“We expect to achieve interest cost savings with a direct short-term debt issuance as compared to 
the current structure of issuing the TRANs and entering into bank agreements through the Public 

Facilities Financing Corporation.  For example, Valley Water negotiated a $170 million line of 
credit with US Bank in Oct 2020.  The estimated annual interest cost if we had fully drawn on 

the line is approximately $2.4 million under the current structure.  If we had a stronger/more 
direct credit pledge, and allowed us to negotiate for a 0.20% reduction in fees, our annual cost 
would have been reduced to $2.0 million, a $400,000 annual debt service savings.”  The 

Committee may wish to consider whether to remove the District’s short-term debt limit if it 
means the district shifts away from TRANs and pay lower financing costs. 

6.  Related legislation.  Valley Water has been the repeated subject of recent legislation, 

including: 

 AB 271 (Robert Rivas, 2021) Valley Water to award contracts on a best value basis for 
any construction work to improve the safety of the Leroy Anderson Dam and Reservoir.  

The Assembly approved the bill, which  is pending referral in the Senate.  

 AB 3005 (Robert Rivas, 2020) expedited permitting and contracting requirements in 

order to facilitate the replacement of the Leroy Anderson Dam and Reservoir.  The bill 
was vetoed by the Governor. 

 AB 707 (Kalra, 2019) increased various contracting thresholds specific to Valley Water.  

Specifically, it allowed contracts that do not exceed $50,000 except when the work 
consists of channel protection, maintenance work, environmental preservation, habitat 

management, or emergency work to go through informal contracting processes if the 
district board approves the increase in a public meeting.  It also expanded the type of 

work the District can do with its force account to include environmental preservation or 
habitat preservation. 

Support and Opposition (5/3/21) 

Support:  Santa Clara Valley Water District (sponsor); AFSCME Local 101; Association of 
California Water Agencies; CA NAACP State Conference Office; California Municipal Utilities 

Association; California Special Districts Association; California Water Service Company; 
Employees Association, American Federation of State, County and Municipal Employees 101, 

Council 57; LA Raza Roundtable De California; Professional Managers Association Chapter, 
International Federation of Professional and Technical Engineers, Local 21, Afl-cio; San Jose 
Water Company; San Jose/Silicon Valley Branch of The NAACP; Silicon Valley Black 

Chamber of Commerce; Sustainable Silicon Valley 

Opposition:  None submitted 

-- END -- 


