
The Lompico Surcharge
or…

SLVWD Regular Board Meeting: 10/20/2016
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Lompico and SLVWD began merger 
discussions
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At some point, the County joined in…
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In 2014, a 
4-Point Agreement

was reached:

A. Capital Bond or Other 
Financial Instrument

B. Bond Oversight Committee
C. Pay-Off PERs Side Fund Loan
D. Lompico Surcharge
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Lompico Surcharge as approved by 
LCWD, SLVWD and LAFCo

D)	LOMPICO	WATER	RATES	AND	CHARGES	

SLVWD	shall	bill	the	Lompico	customers	of	SLVWD	the	same	rates	as	the	other	customers	within	SLVWD.	However,	prior	to	
filing	of	 the	CerJficate	of	CompleJon,	 in	order	 to	 cover	 the	difference	between	SLVWD’s	esJmated	 revenues	collected	 in	
Lompico	and	SLVWD’s	esJmated	operaJng	costs	in	Lompico,	Lompico	County	Water	District	shall	enact	a	reducJon	in	their	
water	 rates,	 effecJve	only	upon	 the	 reorganizaJon,	 so	 that	$140,000	 in	excess	of	 the	amount	generated	by	SLVWD	rates	
would	 be	 collected	 in	 the	 first	 year	 following	 the	 effecJve	 date	 of	 the	 reorganizaJon.	 LAFCO	 shall	 authorize	 SLVWD	 to	
conJnue	to	collect	these	Lompico	charges	aVer	the	reorganizaJon.	Prior	to	the	CerJficate	of	CompleJon	being	filed,	SLVWD	
will	deliver	a	leWer	to	the	LAFCO	ExecuJve	Officer	indicaJng	that	the	charges	adopted	by	the	Lompico	County	Water	District	
are	 structured	 in	 a	 manner	 that	 SLVWD	 is	 willing	 to	 implement.	 The	 Lompico	 charges	 shall	 not	 exceed	 the	 following	
amounts:		

The	Lompico	charges	shall	be	phased	out	no	later	than	five	years	aVer	the	effecJve	date	of	the	reorganizaJon.

Year Beginning Per Month/Per 
Comnnection

1 Upon the effective date of the reorganization $23.50
2 One year after affective date of the reorganization $19.50
3 Two years after affective date of the reorganization $8.50
4 Three years after affective date of the reorganization $5.50
5 Four years after affective date of the reorganization $5.50
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Tonight’s Question

• Should SLVWD reduce the Lompico 
Surcharge to account for full payment of 
the two debts recognized in the 2014 pro 
forma?

Lompico Surcharge per month per connection

2015/16 2016/17 2017/18 2018/19 2019/20

Per Agreement -> $23.50 $19.50 $8.50 $5.50 $5.50
W/O Debts -> $18.85 $15.95 $8.50 $5.50 $5.50
Difference -> ($4.65) ($3.55) 0 0 0
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From	LAFCO…	“Its	(Lompico	Surcharge)	origin	is	from	the	pro	forma	for	the	SLVWD’s	
operaJng	costs	of	the	Lompico	system.	Since	the	infrastructure	is	in	poor	shape	and	
does	not	have	electronic	controls	or	meters,	 the	Lompico	system	iniJally	will	cost	
the	SLVWD	more	to	run	on	a	per-connecJon	basis	than	the	rest	of	their	district.	The	
charge	 would	 avoid	 a	 situaJon	 where	 the	 SLVWD	 customers	 in	 its	 other	 service	
areas	are	subsidizing	the	Lompico	operaJng	costs.”
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Pro FormaBusiness
Financial statements

In business, pro forma financial statements are prepared in advance of a planned transaction, such 
as a merger, an acquisition, a new capital investment, or a change in capital structure such as 
incurrence of new debt or issuance of stock. The pro forma models the anticipated results of the 
transaction, with particular emphasis on the projected cash flows, net revenues and taxes. 
Consequently, pro forma statements summarize the projected future status of a company, based 
on the current financial statements. For example, when a transaction with a material effect on a 
company's financial condition is contemplated, the finance department will prepare, for 
management and board review, a business plan containing pro forma financial statements 
demonstrating the expected effect of the proposed transaction on the company's financial 
viability. Lenders and investors will require such statements to structure or confirm compliance 
with debt covenants such as debt service reserve coverage and debt to equity ratios. Similarly, 
when a new corporation is envisioned, its founders will prepare pro forma financial statements 
for the information of prospective investors. Pro forma figures should be clearly labeled as such 
and the reason for any deviation from reported past figures clearly explained.

Also, banks will request pro forma statements in lieu of tax returns for a start up business in 
order to verify cash flow before issuing a loan or line of credit.

https://en.wikipedia.org/wiki/Pro_forma
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Pre 2014…Negotiating 
the Future…

• During negotiations someone asked, “What 
happens to the surcharge if Lompico pays off its 
debts prior to merger?”

• Someone on SLVWD side offered, “The Lompico 
Surcharge would/could be reduced accordingly.”

• Director Rapoza stated at a Feb 14, 2014 Lompico 
Liaison Committee, “… Discussion will continue 
until final document is done.”

• Final Agreement…
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Abbreviated History of 
LCWD/SLVWD Merger

2014

April, LCWD Adopts 
Resolution No. 2014 - 1000

July, LAFCO Adopts 
Resolution No. 953A 

May, SLVWD Adopts Resolution 
No. 31 (13-14)

February, Bond 
Vote Fails

2015 2016
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Bond Vote Failure the End of the Merger?

• No… SLVWD Proposes a pay-as-you-go 
10-year Assessment District as an 
alternative ‘similar revenue instrument’ 
provided for in Condition A, Infrastructure 
Bond.

• All Other Conditions of Agreement Shall 
Remain Unchanged, otherwise a new 
LAFCO Application is needed.
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Abbreviated History of 
LCWD/SLVWD Merger

2014

February, SLVWD offers Pay-
as-You-Go Assessment 

District Option

July, LCWD Authorizes 
Going Forward with 
Assessment District

August, SLVWD Authorizes 
Going Forward with Assessment 

District, Resolution 8 (15-16)

January, LCWD Board 
Adopts Resolution 2016-3

May, Assessment 
District Vote 

Passes

June, LCWD and 
SLVWD Officially 

Merged

February, LCWD Raises 
‘Ready to Serve’ charge by 

$50/month
August, LCWD President asks SLVWD 

DM about reducing the surcharge 
because debts have been paid. 

December, SLVWD DM Reminds LCWD President that 
SLVWD Board agreed to move forward so long as 

Surcharge condition remains unchanged

2015 2016
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Last Minute Discussion in Late 2015
“… but what about the surcharge that we were told would be reduced if the debts we 
owe were paid off before the merger? What about if we have money in the bank at the 
end of the day?” 

- eMail from Lois Henry to Brian Lee, August 27, 2015

“…if we have $100,000 in the bank when the vote passes can we use that money to 
reduce the surcharge? I suppose that would need to be written up by a lawyer. I know 
Pat sent you information on the surcharge that showed the charge included two debts 
one which has been paid off and one that will be paid off by the time the vote is 
counted.” 

- eMail from Lois Henry to Brian Lee, December 21, 2015

“… I am confused about the loans and surcharge discussion, so a meeting to discuss is a very good idea. My understanding is that 
‘loans' and ‘surcharges' were separate items in the LAFCO application:  

Item A was the Infrastructure Bond or similar revenue instrument (Assessment District).  
Item B was the Bond Oversight Committee 
Item C was the Loan Payback 
Item D was the Lompico Water Rates and Charges (The ‘Lompico Charges’ or surcharge)  

My Board agreed to move forward with the Assessment District as a similar revenue instrument to the Infrastructure Bond, but 
specifically avoided changing any of the conditions on B, C and D to avoid the need for refiling the LAFCO application.  

However, that does not answer your question regarding what to do about 'money in the bank' upon merger. I’m not sure anyone 
expected there to be a bank account worth discussion. Now is a good time to figure that out.  

Financially it might be better to apply that money to capital costs vs. the labor surcharge. It is the difference between reducing a 20-
year loan @ 3%-ish vs. reducing a 5-year surcharge that gets reduced every year anyway. I also recognize that political issues may 
get in the way of what is financially best.”  

- eMail from Brian Lee to Lois Henry, December 21, 2015
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January 19, 2016 - 

LCWD Board Approves 
Rate Reduction to match 

Lompico Surcharge
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February, Bond 
Vote Fails

Abbreviated History of 
LCWD/SLVWD Merger

2014

April, LCWD Adopts 
Resolution No. 2014 - 1000

July, LAFCO Adopts 
Resolution No. 953 

May, SLVWD Adopts Resolution 
No. 31 (13-14)

February, SLVWD offers Pay-
as-You-Go Assessment 

District Option

July, LCWD Authorizes 
Going Forward with 
Assessment District

August, SLVWD Authorizes 
Going Forward with Assessment 

District, Resolution 8 (15-16)

January, LCWD Board 
Adopts Resolution 2016-3

May, Assessment 
District Vote Passes

June, LCWD and 
SLVWD Officially 

Merged

February, LCWD Raises 
‘Ready to Serve’ charge by 

$300/month
August, LCWD President asks SLVWD 

DM about reducing the surcharge 
because debts have been paid. 

December, SLVWD DM Reminds LCWD President that 
SLVWD Board agreed to move forward so long as 

Surcharge condition remains unchanged

2015 2016

Lompico Surcharge.key - October 20, 2016

February, Bond 
Vote Fails

Abbreviated History of 
LCWD/SLVWD Merger

2014

June, LCWD and 
SLVWD Officially 

Merged

Additional Year+ of Assets and Liabilities

2015 2016
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The clear language contained in the agreement 
has been reviewed publicly at least six times.

… in order to cover the difference between 
SLVWD’s estimated revenues collected in 

Lompico and SLVWD’s estimated operating costs 
in Lompico…

… The charge would avoid a situation where the 
SLVWD customers in its other service areas are 

subsidizing the Lompico operating costs…

From the Agreement:

LAFCO’s Explanation:
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Additional Year of Assets and Liabilities

• “Ready-to-Serve” Charge of 
$50 /month per connection 
increased bank account and 
allowed payment of 
outstanding debt.

• ???

• Yearly auditor services for 14-15 
& partial audit for 15-16

• Merger legal fees

• Merger engineering fees

• Worker’s Comp Premiums

• River crossing replacement

• Fire hydrant replacement

• ???

15-16 Assets 15-16 Liabilities
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Will of the Board?
The District Manager’s job is to carry out the will of the Board.

• In May of 2014 when the merger agreement was 
approved, the will of the SLVWD Board was to move the 
merger forward at no cost to then current District 
ratepayers. 

• In August of 2015 the will of the SLVWD Board was to 
move the merger forward at no cost to then current 
District ratepayers.

• In January 2016 the will of the Lompico Board was to 
collect the full Lompico Surcharge, as agreed to, ensuring 
no cost to then current SLVWD ratepayers..
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Options?
• Revert back to the clear language of the 

agreement. Override staff ’s decision to 
expand committee oversight beyond Bond 
expenditures.

• Take no action. Surcharge remains ‘as-is’. 
Agreement remains unchanged.

• Commit to renegotiate the terms of the 
agreement.

• Commit to review surcharge.
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Staff ’s Recommendation… Again
• Complete audit to determine what 

Lompico brought to the table, both assets 
and liabilities, as of June 1, 2016 (16 months 
after Lompico’s failed bond vote).

• Conduct a review of Lompico Service Area 
overhead (above normal costs) between 
June 1, 2016 and current.

• If warranted, modify conditions of the 
agreement and adjust surcharge at that 
time.

Audit is scheduled to be complete ~ February 2017
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