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INTRODUCTION AND THE DEFICIT
This brief is the first in a series of educational communications to Vallecitos Water District Board
Members and advocates to provide information sufficient to acquire an understanding and comfort
level for initiating and supporting Board actions for positive change for the benefit of ratepayers.
Board Members, please see “Caution – Open Meeting Act Compliance” at the end of this brief. These
communications cannot be a means to reach a consensus of the Board majority or communicate a
position on an issue. That must be done at meetings posted and open to the public. These
communications are strictly to mitigate the current lack of transparency at the Vallecitos Water District,
educate, and inform.
Background
Vallecitos Water District (VWD) is a publicly‐owned, sole purpose, special district (political subdivision of
the State of California). Its sole purpose is providing water and sewer service to its customers. Being a
sole purpose special district, there is no General Fund.
There are only two sources of controllable revenue – controllable because the Board of Directors can
raise and lower rates and influence the respective fund balances. One source of revenue is from
developers (builders) who are charged Capital Facility Fees (Cap Fees) to pay for their impacts –
infrastructure and assets necessary to accommodate growth, as well as the debt service for financing
growth facilities. What’s left
over, Cap Fees less growth‐
related expenditures, is the
developers’ money – restricted
for future growth projects.
The other source of revenue is
from water and sewer customers’
payments for service. What’s left
after paying for operating costs
and asset replacements is
unrestricted operating and
replacement reserves – the
ratepayers’ money.
There are two distinct areas of the California Constitution related to these revenue sources. The
Mitigation Fee Act says developers can’t be charged more than their impacts. Proposition 218 (Article
XIII D 6b) says ratepayers can’t be charged more than the cost to provide the service. With no other
source of controllable revenue or funds, publicly‐owned utilities have to walk this fine line. Otherwise,
one fund would be subsidizing the other and not be in compliance with California law.
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Article XIII D Section 6(b) of the California Constitution provides that, “Revenues derived from the fee or
charge shall not be used for any purpose other than that for which the fee or charge was imposed.” As
of June 30, 2020, VWD’s developer fund is at a deficit balance of $15.5 million, a deficit funded by
revenues derived from water and sewer charges to fund urban development.
The Deficit
In 2012, the VWD Board of Directors adopted a “Sewer Density Impact Fee” requiring developers to pay
for the cost of additional sewer treatment capacity resulting from urban development beyond the
planned density. Developers then supported a slate of candidates that unseated the incumbents. The
first meeting after the new developer‐backed majority was seated was January 2, 2013 – and that’s
when accommodations to developers started.
When the economy is good
and houses are being built,
the developer fund has a
surplus (positive balance).
When the economy is not
so good and building slows,
the developer fund may
have a deficit (negative
balance).
In 2013, VWD started
recovering from a developer
fund deficit caused by a
recession. Also in 2013, the
new developer‐backed
Board majority starting
making accommodations to
developers at the expense
of ratepayers.
Accommodations made to developers at the expense of ratepayers include:
1. Allowing one particular developer to build 800 to 1,000 equivalent dwelling units, or EDUs (e.g., a
house) without paying the Sewer Density Impact Fee – an accommodation of up to $3.2 million.
2. Changing the due date of Cap Fees from project inception to occupancy – No other agency recently
surveyed allows developers to wait until occupancy to pay Cap Fees. The developer fund balance
decrease attributable to this fee deferral is currently about $10.8 million.
3. Suspending and refunding the Sewer Density Impact Fee – Effectively, developers have not paid for
any of the additional sewer treatment capacity that will be needed as a result of dense development.
The estimated cost of the additional sewer treatment capacity (more than $50 million) is not included in
the current Cap Fee and VWD has no plans to include the amount for at least five years. In other words,
ratepayers will be paying this developer obligation.
4. Delaying a much‐need Cap Fee increase for more than four years – The original projected effective
date of the increase was in 2015. The Board accommodated requests by the Building Industry
Association and developers for delays. The Cap Fee adjustment became effective January 2, 2020, with
no provision for Cap Fee revenue lost due to the delay.
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5. Reducing the anticipated Cap Fee – The VWD Finance Committee directed staff to “be competitive”
regarding the Cap Fee in comparison to other agencies. Before private negotiations with developers,
the new Cap Fees were calculated for the budget to be $19,640 per EDU for sewer and $10,165 for
water. The Cap Fees ultimately adopted were $12,986 for sewer and $7,896 for water. There were
known errors and overly aggressive assumptions in the Cap Fee calculations. For more detail see
https://friendshipvallecitoswater.files.wordpress.com/2020/03/scaglione‐rate‐protest‐letter.pdf
6. Using an inappropriate method to calculate Cap Fees – VWD should be including a “Buy‐In”
component in the Cap Fees. For more detail see pages 4 and 5 of
https://friendshipvallecitoswater.files.wordpress.com/2021/03/feb‐18‐2021‐email‐to‐vwd‐gm.pdf.
Note the graph above states “at least $14.6 million” because VWD should have a developer fund surplus
considering the recent development surge.
Impacts
From July 1, 2013, through June 30, 2019, ratepayers paid between $14.6 million and $52.3 million more
than necessary to provide service. The $14.6 million lower bound is from subsidizing the developer fund
deficit. The $52.3 million upper bound is the total amount VWD received from water and sewer bills for
that time period in excess of operating and capital replacement expenditures, per audited financial
statements, and represents both the funding of the deficit and a run‐up of excessive reserves. Between
4.3% and 15.5% of the amount paid by customers for water and sewer during that six‐year period was
used by Vallecitos to subsidize urban development and run‐up excess reserves to continue cash
financing developer obligations with ratepayers money, not to provide water or sewer service.
From July 1, 2013, through June 30, 2019, Vallecitos Water District customers paid …

The negative impacts of the failure of the Board to carry out their fiduciary responsibilities in favor of
loyalty to the special interest that supports them and overt focus on managing perception over issues
goes beyond a direct financial hit to customers. Vallecitos now has an unfavorable reputation within the
industry and a hindered ability to retain and recruit talent which will have a long‐term negative impact
on serving its customers.
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Recommendations
Any decision or action taken by the VWD Board that will impact developers will draw a lawsuit. That
should not be a deterrent from doing the right thing. Go to trial if necessary.
If the Board majority were ratepayer‐focused, the following steps in the order presented would be taken
to ensure developers pay their full burden and ratepayer‐equity is restored.
1. Adopt resolutions of intent to incur debt
2. Authorize and execute debt issuances
3. Adopt a policy that legal fees and related expenses incurred by Vallecitos to defend attempts to
have developers pay their full impacts and restore the deficit should be paid out of developer fees,
not water and sewer rates
4. Calculate a Buy‐In component to add to the Capital Facility Fee
5. Revise the Cap Fee Study and Cap Fees
6. Revert Cap Fee due date to project inception
7. Rescind the Sewer Density Impact Fee suspension
8. Commission a new Master Plan study.
9. Prepare and adopt a new reserve policy consistent with industry guidelines and best practices
Most of these recommendations are detailed here
https://friendshipvallecitoswater.files.wordpress.com/2021/03/feb‐18‐2021‐email‐to‐vwd‐gm.pdf.
With the current developer‐focused Board majority, no change will receive the requisite votes or
consensus if the change negatively impacts developers. New Board Members that wish to effect
positive change should first work on those items that impact developers the least. Action needs to be
taken now. Every day that passes without any of the above mentioned changes in effect, every
building that’s built, every deficient developer fee paid, every construction project funded with
ratepayer cash digs a deeper and deeper hole from which we will not be able to recover.
With this developer‐focused Board majority, new Board Members must initiate the following steps in
the order presented to move towards developers paying their full burden and ratepayer‐equity being
restored. Advocates like the FVC and all its members must support these actions through public
comment and letters to the VWD Board and administration.
1. Adopt resolutions of intent to incur debt
2. Prepare and adopt a new reserve policy consistent with industry guidelines and best practices
3. Authorize and execute debt issuances
4. Commission a new Master Plan study.
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5. Adopt a policy that legal fees and related expenses incurred by Vallecitos to defend attempts to
have developers pay their full impacts and restore the deficit should be paid out of developer fees,
not water and sewer rates
6. Calculate a Buy‐In component to add to the Capital Facility Fee
7. Revise the Cap Fee Study and Cap Fees
8. Revert Cap Fee due date to project inception
9. Rescind the Sewer Density Impact Fee suspension
All of these recommendations will be explained and detailed in future Educational Series releases.
Tentative Schedule
Educational Series Topic
Introduction and the Deficit
Reserves Part 1 (overview, operating reserves)
Reserves Part 2 (capital replacement, rate stabilization,
special reserves)
Debt (overview, resolutions of intent, strategies)
Master Plan and Cap Fee Study Overview
Cap Fee Study Methodologies (Buy‐In component)
District Legal Counsel (responsibilities and strategies)
VWD Current Cap Fee Deficiencies
Water and Sewer Rates (overview, revenue requirement)

Anticipated Release Date
April 8, 2021
April 15, 2021
April 30, 2021
May 15, 2021
May 31, 2021
June 15, 2021
June 30, 2021
July 15, 2021
July 31, 2021

Additional Information
Many details are omitted from this Educational Series release to be as brief as possible. Please consider
obtaining additional background from the following:
Letter to VWD General Manager, February 23, 2021
https://friendshipvallecitoswater.files.wordpress.com/2021/03/feb‐23‐2021‐email‐to‐vwd‐gm.pdf
Letter to VWD General Manager, February 18, 2021
https://friendshipvallecitoswater.files.wordpress.com/2021/03/feb‐18‐2021‐email‐to‐vwd‐gm.pdf
Vallecitos Water District Hidden Subsidies ‐ A case study in the need for transparency and accountability
October 8, 2020
https://friendshipvallecitoswater.files.wordpress.com/2020/10/vallecitos‐brief.pdf
San Marcos Water Rates and Politics, a presentation to the San Marcos Democratic Club, June 13, 2020
https://friendshipvallecitoswater.files.wordpress.com/2020/07/san‐marcos‐dems‐presentation‐print‐
version.pdf
Attorney General Consumer Complaint, May 22, 2020
https://friendshipvallecitoswater.files.wordpress.com/2020/07/ag‐consumer‐complaint‐support.pdf
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California Water Politics and Pricing, a presentation to the American Institute of Certified Public
Accountants Government Performance & Accountability Committee May 5, 2020
https://friendshipvallecitoswater.files.wordpress.com/2020/07/aicpa‐california‐water‐politcis‐and‐
pricing.pdf
San Diego County Taxpayers Association Golden Fleece Nomination, February 12, 2020
https://friendshipvallecitoswater.files.wordpress.com/2020/02/sdcta‐vwd‐golden‐fleece‐
nomination.pdf
Rate Protest Letter, February 3, 2020
https://friendshipvallecitoswater.files.wordpress.com/2020/03/scaglione‐rate‐protest‐letter.pdf
San Marcos Water Rates and Politics, a presentation to the Republican Women of California, February 3,
2020
https://friendshipvallecitoswater.files.wordpress.com/2020/07/rwc‐hand‐out.pdf
San Marcos Water and Politics – The Price We Paid, Palomar College Political Economy Days, October 23,
2019
Presentation slides – https://friendshipvallecitoswater.files.wordpress.com/2019/10/san‐marcos‐water‐
and‐politics‐print‐version.pdf
Recorded lecture – https://www.youtube.com/watch?v=0AXsalWSWjI
News article – https://thecoastnews.com/140102‐2/
Press release regarding developer subsidies
https://friendshipvallecitoswater.files.wordpress.com/2019/09/fvc‐article‐20191002.pdf
Letter to VWD General Manager regard Cap Fee deficiencies, May 28, 2019
https://friendshipvallecitoswater.files.wordpress.com/2019/08/vwd‐letter‐to‐glenn.pdf
Caution – Open Meeting Act Compliance
Article IX of the California Constitution requires the business of the public to be conducted in open
meetings. The Board can take action, arrive at consensus, and take positions only in open meetings.
While two Board Members do not constitute a majority, the potential for stating a position or
attempting to gain consensus could happen, either intentionally or inadvertently, with a series of replies
or communications. FVC’s Educational Series communications cannot be a means to reach a consensus
of the Board majority or communicate a position on an issue. That must be done at meetings posted
and open to the public. These communications are strictly to mitigate the current lack of transparency
at VWD, educate, and inform.
Excerpt for Article IX of the California Constitution:
11122.5.
(a) As used in this article, “meeting” includes any congregation of a majority of the members of a state
body at the same time and place to hear, discuss, or deliberate upon any item that is within the subject
matter jurisdiction of the state body to which it pertains.
(b) (1) A majority of the members of a state body shall not, outside of a meeting authorized by this
chapter, use a series of communications of any kind, directly or through intermediaries, to discuss,
deliberate, or take action on any item of business that is within the subject matter of the state body.
https://leginfo.legislature.ca.gov/faces/codes_displaySection.xhtml?lawCode=GOV&sectionNum=11122
.5.
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