Vallecitos Water District Customers
December 20, 2021
Vallecitos Water District
201 Vallecitos de Oro
San Marcos, CA 92069

Dear Mr. Pruim,
Thank you for the opportunity to provide questions in advance of the public meeting regarding
developer fees and developer funds.

Ratepayer Loan to Developers
During the April 15, 2019, Vallecitos Water District (VWD) Finance Committee meeting, staff relayed a
request from developers to VWD’s Finance Committee, “Can we continue to borrow from ratepayers?”
Staff explained, “Instead of paying our ratepayers back at 2% [interest], developers would be paying 5%”
if bonds were issued instead of using ratepayer money to finance developer obligations.
Questions:
1. When did the VWD first allow developers “to borrow from ratepayers”?
2. Was the loan formalized and, if so, what is the term of the loan? What collateral secures the loan, if
any?
3. What public Board meeting included an agenda item authorizing ratepayer money to be used to
finance developer obligations?
Loaning ratepayer money is the Public’s business. Article IX of the California Constitution requires the
business of the public to be conducted during public meetings.
Question:
4. If loans of ratepayer money to developers were not authorized at a public meeting, what was the
justification for the departure from the legal provisions of Article IX?
Article XIII D Section 6(b)(2) 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.”
Question:
5. What legal provision allowed an exception to Article XIII D Section 6(b)(2) for VWD to use ratepayer
money (revenue from water rates) to finance developer obligations rather than to pay for the cost to
provide water?
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The 2% interest identifies the ratepayer loan as an investment. California Government Code Section
53601 provides an exhaustive list of investments permissible for a California special district, and does
not include unsecured loans from ratepayer money for any reason.
Question:
6. What is the justification for this departure from legal provisions of the California Government Code?
Restoring ratepayer reserve balances with debt proceeds is only the first step towards “paying our
ratepayers back”.
7. When can ratepayers expect refunds (repayment) for the ratepayer money used to finance developer
obligations?

Developer Fund Deficit Disclosure
Accounting pronouncement GASB 34 requires districts to report commitments in Management’s
Discussion and Analysis (MD&A) accompanying the audited financial statements. Since the
implementation of GASB 34, the Vallecitos Water District (VWD) reported the developer fund surplus or
deficit in the MD&A. Since at least as far back as 2014, VWD reported a growing developer fund deficit
every year under the Commitments section of the MD&A. After public criticism of subsidies from
ratepayers funding the deficit, disclosure of the developer fund deficit was removed starting with the
audited 2020 financial statements.
Questions:
8. Does VWD still consider “paying our ratepayers back” a commitment? Note, simply restoring ratepayer
reserves for past developer subsidies is not paying back ratepayers.

9. If so, what is the justification for the departure from accounting standards (not disclosing the
commitment)?

Reserve Policy
At the time of the last water rate increase, early 2020, VWD’s 5‐year budgeted water capital
improvement program (CIP) totaled $16.1 million. Water capital replacement reserves, funded through
water rates, totaled $31.4 million. Water replacement CIP is now being debt‐financed (i.e., cash reserves
are not required). Article XIII D, Section 6(b)(1), provides that water rates “shall not exceed the funds
required to provide the property related service [water]”.
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VWD includes $6.9 million as a “transfer to capital reserve” in our water rate each year since the last
increase, constituting 14.5% of what water customers pay [presumably] for the cost to provide water.
VWD justifies ratepayers paying the $6.9 million each year, which is not required to pay CIP, by stating
rates are set within policy, referring to the Reserve Policy. Coincidently, the developer fund deficit is
funded by, or “borrows” from, ratepayer funded capital replacement reserves.
Question:
10. What legal provision allows VWD to circumvent Article XIII D Section 6(b)(1) of the California
Constitution and charge water customers more than the cost necessary to provide water (the additional
$6.9 million for capital requirements that are already funded)?
During the June 28, 2021, VWD Finance Committee meeting, staff justified the Reserve Policy. Finance
Manager Wes Owen stated, “[The reserve policy has] also been reviewed by Lora and her team and who
could ask for a better team to review your policy, right? So, um, [clears his throat] I almost got a smile
out of her.” Lora works for VWD’s financial advisor and does not provide pro bono services. Lora’s firm
regarded VWD’s Reserve Policy as invalid for the purpose of required bond disclosure, in particular, the
rate stabilization provisions.
On August 5, 2021, a Public Records Act (PRA) request to VWD was made for documents related to any
and all reviews of the Reserve Policy. The response included a statement that “records responsive to
your request exist … [and] … are attached.” Only ten pages of email correspondence regarding the
pending bond issuance were attached, one included a question from the financial advisor (not Lora) on
the 3‐year funding level. No documents related to any review of the reserve policy were provided.
In an email dated November 5, 2021, you reiterated, “The [reserve] policy has been reviewed and
updated over many years by staff and Financial Advisors.” The current reserve policy is basically the
same policy as the original written eighteen years ago.
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Questions:
11. If VWD appropriately responded to the PRA request, what was the motivation for you and Mr. Owen to
misrepresent that the reserve policy was reviewed by financial advisors when it was actually never reviewed by
financial advisors?
12. If VWD did engage financial advisors to review the reserve policy, what was the motivation for VWD to
withhold documentation in violation of the Freedom of Information Act?
During the June 28, 2021, VWD Finance Committee meeting, Mr. Owen stated that the reserve policy was
“developed by experts”. In the November 5, 2021, email, you reiterated that “the reserve policy was prepared by
experts.
The reserve policy was developed by one person, Tom Scaglione, not “experts” plural, as asserted by you and Mr.
Owen. The policy was written in 2004, one year after Mr. Scaglione transitioned from Senior Accountant to
Director of Finance. Accounting and Finance are two distinctly different disciplines. At that point Mr. Scaglione
had fifteen years of accounting experience, but, at the time of his first endeavor to write a finance‐related policy,
had no practical finance experience. Mr. Scaglione taught his first finance class ten years after he wrote the reserve
policy and noted a priority to change the policy in his transition memo when he provided his resignation letter in
January of 2018.
Question:
13. What was the motivation for you and Mr. Owen to misrepresent that the reserve policy was prepared by
experts when in fact it was not?
To establish capital replacement reserve targets, VWD’s reserve policy uses straight‐line depreciation and
accounting data that is between 35 and 70 years old, without regard to if assets are still in service, without regard
to condition assessments, without regard to engineering estimates, without regard to CIP funded by debt
proceeds, and without regard to the 5‐year budget for capital asset replacement.
At the beginning of the June 28, 2021, VWD Finance Committee meeting, staff noted that VWD follows “Industry
Best Practices” as per Government Finance Officers Association, and California Special Districts Association. In the
November 5, 2021, email, you reiterated that the reserve policy uses “industry best practices as outlined by the
Government Finance Officers Association (GFOA) and California Special Districts Association (CSDA).”
Neither of the “Industry Best Practices” guidance refers to using depreciation to establish reserve targets. GFOA’s
best practice for replacement reserve targets is a percentage of the 5‐year budget for capital asset replacements.
CSDA’s guidance basically refers to GFOA’s best practices. Common industry practice is one to five years of the
capital budget. Capital budget amounts are determined from engineers’ estimates, not from the accounting
department.
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Questions:
14. What was the motivation for you and your staff to misrepresent that the reserve policy was
established using “Industry Best Practices” when in fact it was not?
15. When was the last time VWD’s actual CIP exceeded the budgeted CIP?
During the June 28, 2021, VWD Finance Committee meeting, Mr. Owen claimed “we are the fifth lowest
of the ten agencies as far as reserve levels.” VWD presented the graph below and to the left and
reported total cash and investments for the other agencies, including not only operating and capital
reserves, but also cash and investments restricted for specific purposes and paid in by developers or
from bond proceeds, and not paid in by customers. For example the following amounts of restricted
developer fund money were included:
Western Municipal
Desert Water
Padre Dam

$20.3 million
80.8 million*
11.6 million

Cucamonga Valley
Vallecitos Water
Olivenhain Municipal

$12.8 million
(18.2) million**
4.4 million

*(“State Water Project” ‐ Source was not identified but likely from developers as the project relates to capacity)
Note: Not all agencies maintain restricted developer funds as they charge connection fees to recover the costs of existing system capacity.
VWD is the only independent special district in San Diego County that does not require developers to pay for existing system capacity.

** For purposes of the comparison, VWD reduced ratepayer reserves by $18.2 million paid by customers for developer fee subsidies.
The undersigned are more concerned with those reserves that are paid in by customers, or unrestricted
cash and investments. The chart below and to the right adds back the developer fee subsidy paid by
customers to VWD’s reserves and reports the maximum possible ratepayer reserves for the other
agencies – total unrestricted cash and investments from their respective 2020 audited financial
statements.
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Including Restricted Funds Not Paid by Ratepayers

Only Ratepayer reserves

Of the agencies VWD chose to survey only two have more ratepayer reserves: Western Municipal
District and Desert Water Agency, both in Riverside County.
The selection of agencies is conspicuous. Usually financial comparisons for a San Diego County water
agency are limited to other agencies in San Diego County. VWD selected two agencies from Riverside
County, one from Los Angeles County, and one from San Bernardino County. Riverside County has 21
water agencies. Los Angeles County has 25 water agencies. San Bernardino has 32 water agencies.
These counties include large service areas and many water agencies with more than $300 million in
depreciable assets, not just four. VWD’s depreciable assets are less than each of the four agencies
selected outside of San Diego.
The following chart is a complete and more meaningful comparison of San Diego County water agencies
with more than $300 million in depreciable assets and their maximum possible ratepayer reserve levels
(2020 audited unrestricted cash and investments) compared to VWD’s reserves.

Vallecitos Water District reserves – Source: June 2020 Reserve Activity Report
vwd.org/home/showpublisheddocument/11522/637299910869630000 page 25

Only the combined water and sewer departments of the cities of Carlsbad, Oceanside, and San Diego
have accumulated more ratepayer money (reserves) than VWD. No other independent special retail
water district in San Diego County has accumulated more ratepayer money than VWD.
Question:
16. What was the motivation for staff to present irrelevant and misleading information that lead to the
false statement that “we are the fifth lowest of the ten agencies as far as reserve levels”?
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Developer Fees
During the June 28, 2021, VWD Finance Committee meeting, VWD staff stated, “We are the third
highest of eighteen agencies for capacity fees” and presented the table below and to the left. (Connection
fees and capacity fees are synonymous.) VWD omitted some connection fees assessed in San Diego County and
reported erroneous fees for some agencies. The table below and to the right is a complete and accurate
survey of San Diego County connection fees per Equivalent Dwelling Unit.
Table Prepared by VWD Omitting Some Areas
and Misstating Others

Complete and Accurate Survey

Questions:
16. What was the motivation for staff to manipulate survey results to falsely state that VWD is “the
third highest of eighteen agencies for capacity fees” when they are actually the fourth highest for sewer
and below the average for water (13th highest)?
17. Has VWD, or will VWD, publicly retract the misrepresentations made to the public at the June 28,
2021, Finance Committee meeting?
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The Master Plan and Capital Facilities Fee Study
A Master Plan is the basis for a Capital Facility Fee study. VWD’s last Master Plan was commenced in
2014 with a projected completion date in 2015. Board acceptance of the Master Plan was delayed until
2019 (or 18), and the resulting Capital Facility Fee adjustment deferred to 2020. Two years before the
fee was adopted, you were made aware of an error in the fee calculation. Water sales during mandated
restrictions was used to estimate current system capacity when the mandated use was significantly
below capacity. The error overstated the number of connections estimated from 2016 to 2030, and
understated the capital facility fee.
Question:
18. Why was the error ignored, particularly when, at the time the Capital Facility Fee increase was
implemented, the developer fund deficit, funded by ratepayers, was $11.8 million?
In her Capital Facility Fee Study report, VWD’s fee consultant recommended that, since VWD is over 50%
built out, VWD should add a buy‐in component to the Capital Facility Fee. Revenue from a buy‐in
component recovers the cost of existing facilities and is unrestricted – available to fund water
replacement CIP and offset the need for water rate increases. Of course, it would increase the
developer fee. In the Capital Facility Fee report on VWD’s website, the recommendation of a buy‐in
component was removed and replaced with “next time” a Master Plan is prepared, VWD should
consider an alternative Capital Facility.
Question:
19. Why was the recommendation to require developers to buy‐in to existing system capacity removed
from the consultant’s report?
VWD’s debt management policy requires VWD to prepare a Master Plan at least once every five years.
According to your policy, you should have started a new Master Plan in 2019. Your budget shows no
funding for a Master Plan for at least the next ten years. A new Master Plan would draw attention and
renewed scrutiny to the underlying assumptions for the Capital Facility Fee Study.
Question:
20. What was the motivation for indefinitely deferring a new Master Plan and violating adopted VWD
policy and best industry practices?
At the June 28, 2021, responding to criticism for not adding a buy‐in component, Committee member
Mike Sannella stated that developers already pay an annexation fee, and would not consider adding a
buy in component. Only some development needs to be annexed.
Questions:
21. Why has VWD foregone an estimated $15+ million that could have reduced water rates?
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22. If burdening developers with an annexation fee and a buy in fee is a concern, why not credit the buy
in fee for those developments that are required to annex?
23. Why has no concern been expressed for ratepayers who could have had water rates reduced if VWD
was charging a buy in component as allowed by law, dictated by industry guidance, and advised by your
consultant?
24. Why the double standard? Why does VWD adhere to policy (reserve policy) to the detriment of
ratepayers, and violates policy (debt management policy) when it favors developers?
25. Specifically, which other San Diego County publicly owned utilities do not require new connections
(developers) to “buy in” to existing facilities/capacity?

The Deficit
The following policy decisions and VWD Board actions attributed to an acceleration of the developer
fund deficit and the corresponding need to increase water rates to fund the deficit:
1. January 16, 2013 – In closed session, up to $3.2 million in sewer density impact fees were
waived for a particular developer/campaign contributor. Another developer disclosed the
accommodation in open session, otherwise we would not be able to reveal the accommodation
and it never would have been known to the public.
2. February 4, 2014 – The required time for developers to pay capital facility fees was changed
from application (project inception) to occupancy (project completion). The Board deliberated
on the action on November 4, 2013, but deferred action until Mr. Sannella was appointed to the
Board providing a decisive yes vote of a split vote. The staff report noted, “Request for deferral
of payment is essentially asking ratepayers to subsidize development even further.” All other
agencies recently surveyed collect capital facility fees at the time of application.
3. February 4, 2015 ‐ The VWD Board suspended and refunded Sewer Density Impact Fees
assessed to cover the cost of sewer treatment capacity needed because of increased (or
densified) development, and stated that the “new Cap Fee”, which will become effective the
next year (2016) will include the cost of the sewer treatment capacity needed. The “new Cap
Fee” was deferred until 2020 and did not include costs of additional treatment capacity.
4. February 17, 2016 through January 2, 2020 ‐ VWD contracted with a consultant to prepare the
“2014 Master Plan” scheduled for completion in 2015 and adoption on February 17, 2016. A
Cap Fee Study is typically done simultaneously with the Master Plan with Cap Fees being
adopted by the Board when, or shortly after, the Master Plan is adopted. VWD delayed
adoption of the 2014 Master Plan until May 1, 2019, (and changed the name to the 2018
Master Plan), and, accommodating requests from the Building Industry Association and
developers, delayed the effective date of the “new” Cap Fees until January 2, 2020. The last
Cap Fee increase, other than inflationary adjustments, was in 2012. No provision was made to
the Cap Fees to compensate for the loss of revenue from the 4‐year delay, and the “new Cap
Fees” did not include the $55.1 million in sewer treatment capacity as promised by the Board in
2015.
5. April 15, 2019 – The Finance Committee consented to “continue to borrow from ratepayers” to
fund developer obligations in lieu of issuing bonds or raising developer fees.
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Before the March 3, 2021 VWD Board meeting, the VWD Board and staff referred to the loan from
ratepayers to developers as a “paper loan” with clearly defining the meaning of a “paper loan” and
without disclosing the lending party associated with the “paper loan”. At the March 3, 2021 Board
meeting, VWD disclosed for the first time that they were in fact “borrowing money from ratepayers to
cover the deficit” and insisted that “the money will be paid back with interest so that rate payers are
made whole.” The Board blamed the responsibility of the deficit on others and “those people are not
currently on the Board”.
Questions:
26. Which of the current Board members provided yes votes or supported the actions (or inactions)
enumerated 2 through 5 above? Identify the number with the individual Board member(s). Note, we
understand you cannot comment on number 1 since that was done in closed session.

27. Identify the specific individuals you blame for the deficit that are “currently not on the Board” and
the specific actions they took to cause the deficit?
28. When, how, and how much will you be paying back to ratepayers as promised in the March 3, 2021
Board meeting?
29. What is the dollar amount of capital facility fees associated with development projects in progress –
money that would have been deposited in developer funds reducing the need to issue bonds and
borrow from ratepayers if VWD did not allow developers to wait until occupancy to pay fees?
30. What other publicly owned utilities in San Diego County collect developer fees at occupancy?
At the March 3, 2021 Board meeting staff mentioned that other agencies have developer fund deficits
and that research is forthcoming by the District.
Question:
31. Have you found any agency, other than the Vallecitos Water District, with a developer fund deficit?
Name them and the corresponding amount of the deficit.
It has been a consistent practice of VWD for Board members to roll off committee assignments each
year.
Question:
32. During the time of the escalation in the developer fund deficit and financing developer obligations
with ratepayer money, 2014 to date, which Board members have served on the Finance Committee?
Provide the year and Board members serving each year since and including 2014.
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Water Rate Increase
VWD held a Public Hearing on February 27, 2020, to consider water rate increases. The front page of the
Notice of Public Hearing (Notice), which was sent to every VWD ratepayer, stated that “Rate increases
are … required to cover the increased cost of wholesale water imported from the Colorado River and
Northern California, electricity cost increases, inflationary cost increases, escalating costs to comply with
increasingly stringent environmental regulations, replace aging infrastructure, fund an asset
replacement program and meet debt service requirements”.
The revenue requirement is the amount needed from water bills to recover operating and capital
replacement costs and adjust reserve levels after considering available offsetting revenues. All but the
last three items stated in the Notice relate to operating expenses which actually decreased from the
prior revenue requirement. The replacement of aging infrastructure is within the asset replacement
program which is noted in the “Long Range Planning” section of the budget.
All of VWD’s debt is the burden of developers (financing growth‐related projects) and is not supposed to
be funded through water rates.
Operating expenses actually decreased from the previous revenue requirement calculation, the water
asset replacement program at the time rates were considered was overfunded by $12.8 million, and
there is no need for increased revenue in relation to debt.

Questions:
33. What was the motivation for VWD to misrepresent the reason for the last rate increase?
34. What was the actual reason for the increase?

Please note that not all of the undersigned will be attending the public meeting. Please respond by
email directly to Tracey Bondi‐Pear at TBondiPear@sbcglobal.net with a response to each of the
questions provided above. Your response will be forwarded to all the undersigned.
We sincerely appreciate your willingness to address our concerns.
Respectfully,
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