
 

 

 
 
 

 
 
 
July 1, 2009 
 
 
Kathleen Rollings-McDonald, Executive Officer 
San Bernardino Local Agency Formation Commission (LAFCO) 
215 North D Street, Suite 204 
San Bernardino, CA 92415 
 
INDEPENDENT FINANCIAL REVIEW OF LAFCO 3076 – RESPONSES TO COMMENTS FROM MUNI 
AND SBVWCD ON 2ND ADMINISTRATIVE DRAFT OF THE REPORT TO THE COMMISSION 
 
 
Dear Ms. Rollings-McDonald: 
 
The following presents RSG’s responses to comments received from San Bernardino Valley Municipal 
Water District (“MUNI”) and San Bernardino Valley Water Conservation District (“SBVWCD”) on the 2nd 
Administrative Draft of the Report to the Commission (“2nd Administrative Draft”) for Independent Financial 
Review (“IFR”) of LAFCO 3076. 
 
On June 3, 2009, RSG electronically submitted the 2nd Administrative Draft to LAFCO staff and e-mailed 
copies to MUNI and SBVWCD staff representatives.  On June 11, 2009, RSG electronically received 
comments prepared by MUNI and SBVWCD detailing their review of the 2nd Administrative Draft.  On 
June 16, 2009, LAFCO staff and RSG jointly reviewed MUNI’s and SBVWCD’s comments and agreed 
that, while all of the comments from both subject agencies were well-articulated and well-reasoned, they 
failed to fully consider the underlying purpose and assumptions of the IFR.  No substantive revisions were 
made to the Final Report to the Commission based on the comments received.  Revisions were limited to 
clarifications or edits requested by LAFCO staff and legal counsel.  RSG has prepared the following 
responses to comments for consideration by the Commission at its July 15, 2009 hearing on LAFCO 
3076.  All responses are attached and cross-referenced with the June 11, 2009 letters from MUNI and 
SBVWCD. 
 
If you have any questions or concerns, please do not hesitate to contact either one of us at any time at 
(714) 541-4585. 
 
Sincerely, 
ROSENOW SPEVACEK GROUP, INC. 

  
Jim Simon Ken Lee 
Principal Senior Associate 
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RESPONSES TO COMMENTS FROM SUBJECT AGENCIES ON 2ND ADMINISTRATIVE DRAFT OF 
REPORT TO THE COMMISSION ON INDEPENDENT FINANCIAL REVIEW OF LAFCO 3076 

The following are RSG’s responses to comments submitted to San Bernardino LAFCO on June 11, 2009 
by MUNI and SBVWCD regarding the 2nd Administrative Draft of the Report to the Commission for 
Independent Financial Review (“IFR”) of LAFCO 3076.  The transmittal letters from the subject agencies 
are attached and have been annotated to reference each comment with section numbers.  The following 
responses to comments are cross-referenced with the section numbers. 
 

I. RESPONSES TO COMMENTS SUBMITTED BY MUNI 

I-A: As described on Page 15 of the Report, the forecast methodology used to estimate future 
interest income to MUNI in FY 08-09 and the first five years following consolidation was a 
straight-line trend projection based on FY 95-96 to 07-08 data.  Page 19 of the Report 
provides that: “The five-year trend projections used a conservative approach to 
forecasting future interest income based on past linear trends.  It is quite likely that 
SBVWCD’s investments could generate greater than a 3% return, especially since MUNI 
is proposing to sell the two SBVWCD properties, Redlands Plaza and Mentone, and 
deposit the proceeds, estimated at $3,240,000 as of November 2006, into the investment 
pool.  Although the estimated appraisal of those properties can be expected to be 
significantly lower in today’s economy and real estate market, the increase in investments 
will generate additional interest income beginning in Year 1.”  As stated, the IFR 
anticipates that additional interest income beginning in Year 1 will be generated, but that a 
conservative approach to forecasting future interest income was used to address the large 
range of SBVWCD’s annual return on investments (1.1 and 6.1%). 

I-B-1: IFR Assumption 1.2.1 (Page 10) provides that MUNI will continue all SBVWCD contracts 
for professional services and employment for the length of time provided for in the 
contracts.  This assumption was based on a statement made by MUNI at an April 13, 
2009 joint meeting of RSG, LAFCO, MUNI, and SBVWCD that MUNI would continue all 
existing SBVWCD contractual obligations.  RSG concurs that the continuation of contracts 
does not preclude, in any way, MUNI from reducing the use of professional services under 
those contracts.  For purposes of this IFR, however, the cost for providing services funded 
out of a Segregated Basin Management Account should be projected based on historical 
trends.  Again, this does not preclude LAFCO from considering the potential operational 
efficiencies gained through consolidation, including the reduction of redundancies in 
services and costs, such as “Legislative Services.” 

I-B-2: The trending of costs for activities related to the Santa Ana River Water Rights 
Application(s) was based on reoccurring expenditures across nine fiscal years from FY 
99-00 to 07-08.  Although SBVWCD withdrew their application in 2007, the IFR assumed 
that MUNI would continue other efforts to secure additional water supplies for water 
spreading in the SBVWCD service territory, which are likely to incur some costs. 

I-B-3: RSG’s compilation of SBVWCD’s historical financial data did not reveal what specific 
costs were reported as “Administrative/Staff Expense.”  Although RSG agrees that some 
portion of the projected expenditures will likely be reduced upon consolidation, without a 
detailed year-to-year breakdown of the line item, RSG is unable to conservatively project 
what that level of reduction will be. 

I-C: The IFR assumed that one-time costs would be borne in Year 1.  MUNI will have the 
ability to budget for One-Time Consolidation Costs as appropriate and legally permitted. 
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II. RESPONSES TO COMMENTS SUBMITTED BY SBVWCD 

II-A-1: As described in the “Reoccurring Revenues” table on Page 14, mining income projections 
for Years 1 to 5 are based on a trends analysis of: (1) historical data from FY 95-96 to 07-
08; and (2) estimated mining income in FY 08-09, which is an average of income from FY 
95-96 to 07-08.  The figure of $1,103,102 for Year 1 is not a base year value.  It is a 
projection derived from a regression analysis of historical trends as shown on the graph 
below (Page 19 of the Report). 

 

 

 

 

 

 

 

 

 

 

 

 

 

The Report’s Findings and Conclusions were very deliberate in describing the limitations 
of the IFR: “Based on the scope of work, the IFR is premised on a trends analysis that did 
not factor in certain economic variables affecting mining royalties and interest income.  A 
much more in-depth economic study of the mining industry would have been required, 
including market analyses, supply and demand forecasts, and a full assessment of the 
trickle-down effect of the 2009 American Recovery and Reinvestment Act on local 
infrastructure projects and aggregate demand.”  Without an in-depth economic study of 
the mining industry, and a regional analysis of how the 2009 American Recovery and 
Reinvestment Act will impact local aggregate demand for road and highway construction 
projects, LAFCO would not be able to qualify SBVWCD’s suggested mining income 
projection of $162,000 for Year 1. 

It is important for the Commission to understand both the volatility of mining income and 
the efficiencies gained through consolidation.  Under the section “Baseline Budget 
Projections” on Page 18 of the Report, RSG emphasized that “It is important to be 
reminded that these projected budgets are based on historical trends and do not factor in 
economic variables affecting mining royalties and interest incomes, or the typical types of 
operational efficiencies that are realized from consolidation through economies of scope.”  
In other words, just as the IFR’s assumptions for mining income projections do not 
account for a broad range of economic variables, the IFR’s assumptions for cost 
projections do not account for anticipated cost savings that will likely result from increased 
economies of scale and scope through consolidation, especially those resulting from the 
elimination of operational redundancies, such as redundant contracts for professional 
services and employment (e.g., legal, legislative, audit/accounting, engineering, 
administration). 

MINING INCOME
FY 95-96 TO YEAR 5 AFTER CONSOLIDATION
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II-A-2: This comment assumes that, in the absence of the groundwater charge, reoccurring 
revenues, upon consolidation, will not be sufficient to cover reoccurring expenditures.  
See above response to II-A-1 for a discussion of both income volatility and the efficiencies 
gained through consolidation (e.g., economies of scope/scale).  LAFCO staff will also 
provide a response to this comment in its staff report for LAFCO 3076. 

II-B-1: The April 6, 2009 Preliminary Summary Report (Appendix B-1 of the Report) proposed 
Assumption 2.0 which assumed that “Existing SBVWCD facilities are in fair condition and 
do not require major repairs or deferred maintenance.”  At the April 13, 2009 joint meeting 
of RSG, LAFCO, MUNI, and SBVWCD, both District staffs concurred that existing facilities 
are in fair condition and agreed to strike the last part of the assumption “… or deferred 
maintenance.”  Both District staffs also made the distinction between existing and future 
facilities, and concurred that existing facilities are in fair condition and may continue to be 
maintained on a “pay-as-you-go” basis.  For future facilities, the Districts have been 
cooperatively involved in a “Joint Optimization Study” that is proposing major capital 
improvements in the SBVWCD service territory, including the construction and 
maintenance of new recharge facilities.  Based on the joint meeting, Assumption 2.0 was 
revised as follows: “Existing SBVWCD facilities are in fair condition and do not require 
major repairs.”  As such, intermittent, pay-as-you-go expenditures for facilities 
maintenance were treated as non-reoccurring expenditures, which the IFR did not project 
in the first five years following consolidation. 

It is also important to note the second to last paragraph on Page 22 of the Report: 

“While SBVWCD’s reserve fund would be expected to cover reoccurring expenditures in 
deficit years, this might not be true if some form of a major non-reoccurring expenditure is 
required for facilities replacements, upgrades, or repairs in those same years.  For 
purposes of the IFR, all existing SBVWCD facilities were assumed to be in fair condition.  
However, LAFCO should consider whether a portion of the reserve fund, or a separate 
fund, should be created for capital outlay.” 

II-B-2: The IFR’s Findings and Conclusions for Public Service Costs on Pages 21 and 22 of the 
Report address the assumption that MUNI will continue all SBVWCD services, programs, 
contracts, and employment levels upon consolidation.  While MUNI has stated that, in the 
short-term, it will not terminate any existing SBVWCD contracts for professional services, 
MUNI will have the discretion to not use services under those contracts and therefore not 
incur any public service costs under them.  The IFR, however, conservatively assumed 
that the costs for services under those contracts would continue at trended rates.  In the 
long-term, “It can be assumed that, over time, consolidation will result in management and 
operational efficiencies that will reduce redundancies and create significant cost savings 
to the public through reduced Salaries and Benefits and more cost-effective contracts for 
Professional Services that benefit the current water conservation activities of both 
SBVWCD and MUNI” (Page 22 of the Report). 

II-C-1: At the April 13, 2009 joint meeting of RSG, LAFCO, MUNI, and SBVWCD, MUNI staff 
requested that the last paragraph of Page 1 of the April 6, 2009 Preliminary Summary 
Report be revised to omit references to public access to groundwater resources by retail 
water agencies.  Their request was made under the premise that groundwater rights are 
not at issue here and that access to groundwater is to be cooperatively addressed by the 
Water Agencies Stakeholder Group.  SBVWCD staff concurred and did not offer a 
dissenting opinion at the meeting regarding this issue.  The Report was therefore revised 
to clarify that “Public access to groundwater is not addressed by the IFR.” 
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II-C-2: The last paragraph on Page 8 of the Report reads: 

“As observed in the table in APPENDIX C-1, SBVWCD’s budgeting and accounting 
systems frequently shifted between years from FY 95-96 to FY 07-08.  Different reporting 
categories (e.g., general field maintenance, land management plan, monitoring wells) and 
object codes (e.g., 1205, 4010, 6310) were used from year to year, which presents 
challenges to preparing a historical trends analysis that requires the grouping of like-for-
like revenue sources and expenditure types across fiscal years.  To help mitigate these 
challenges, RSG and LAFCO’s Executive Officer met with SBVWCD administrative staff 
on May 15, 2009 and reviewed 33 different questions about the definitions of various 
reporting categories and a number of data anomalies or inconsistencies.  SBVWCD was 
able to provide detailed responses to several questions, but some could not be addressed 
due to changes in reporting systems or practices.  RSG’s questions, SBVWCD staff’s 
responses, and the summary meeting notes are all included in APPENDIX C-2 of this 
Report.” 

Although inconsistencies in SBVWCD’s financial reporting practices from year-to-year 
raised some concerns about the accountability and transparency of the District’s finances 
to the public, the Report’s Findings and Conclusions on Financial Accountability focused 
on MUNI’s capacity and ability to integrate the proposed Segregated Basin Management 
Account with its existing financing structure and operations, especially with respect to the 
backfilling of the Account in deficit years.  In addition to these findings and conclusions, 
however, the Commission will need to carefully balance other factors impacting the public 
accountability of SBVWCD’s operations, both status quo and if consolidation is approved. 

Based on LAFCO staff’s independent research conducted during the Municipal Service 
Review process for SBVWCD (LAFCO 2919), LAFCO staff will also provide a response to 
this comment in its staff report to the Commission. 
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