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Directly reimburses costs incurred 

Passthrough to Water Authority

Revenue (restricted): storage projects only

Revenue: replacement projects only
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Recommendation

Staff respectfully recommends the Board of Directors discuss and 
provide direction related to the results of the Raftelis Phase 1 Water 
Connection and Capacity Fee Study and authorize Staff to provide the 
required notice and publication so that the Board can consider this 
matter at a future public hearing.

• Scenario 1 or 2 ?

• Authorize public hearing?
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Schedule

May:    (F&A) Connection & Capacity Fee Study kickoff

June:  (F&A)  Preliminary Results

Aug:    (F&A)  Preliminary Results with Raftelis

Oct:    (BOD)  Connection and Capacity Fee Report with two scenarios 

TBD:   (BOD)  Public Hearing:  Adopt Fee Changes via Legislative Code Update

Update has an impact on the Water Rate & Fee Study (Phase 2)
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Current 
Rates
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Phase 2:   
Cost of Service

Phase 1:
Connection & Capacity Fee 
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Phase 1 – Water Connection and Capacity Fee Study
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Water Connection and Capacity Fee Study

Proposal:  Adjust to $230
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Water Connection and Capacity Fee Study

Passthrough costs adjust based on 
the SDCWA fee schedule
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Water Connection and Capacity Fee Study

Proposal:  Adjust to reimburse 
District at current cost structure
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Water Connection Fees

Proposal:  Adjust to reimburse 
District at current cost structure
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Water Connection and Capacity Fee Study

Proposal:  Eliminate these fees 
(unless required otherwise)
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Directly reimburses costs incurred 

Passthrough to Water Authority

Revenue (restricted): storage projects only

Revenue: replacement projects only
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Water Connection and Capacity Fee Study

Proposal:  Adjust to Scenario 1 or 
Scenario 2 



Capacity Fee Basics

»Capacity fees strive to achieve equity in 
distributing costs by ensuring new users pay for 
facility costs required to serve them without 
burdening existing users

»Increases equity since it endeavors to get “growth 
to pay for growth”

»Existing customers don’t have to subsidize growth 
through their user charges/rates



Legislative Framework

»Charges should not exceed necessary costs
»Prop 26 modified Article XIII C to include:

“The local government bears the burden of proving…. that the amount is not 
more than necessary to cover the reasonable costs of governmental activity, 
and that the manner in which those costs are allocated to a payor bear a fair or 
reasonable relationship to the payor’s burdens on, or benefits received from 
the governmental activity.”



Legislative Framework

• Section 66013 requires:
1. Establish a separate capital facilities fund and accrue interest

For each fiscal year describe:
1. Beginning and ending balances,
2. Capacity fee revenue collected that year,
3. Project(s) or portion of a project(s) the funds were used for,
4. Future fiscal year projects the funds will be used for,
5. Any inter fund transfers from the capital fund and if any loans 

– the loan details,
6. Can include this information in the annual financial report
7. The above does not apply to debt service payments



UTILITY SYSTEM VALUATION

Methods to value a utility system for capacity fees:
1. Original Cost (OC, or Book Value)
2. Original Cost Less Depreciation (OCLD)
3. Replacement Cost (RC) – Uses Engineering News Record - 

Construction Cost Index to inflate historical costs or use 
current construction cost estimates

4. Replacement Cost Less Depreciation (RCLD)

Methods used  to value a utility in anticipation of a transaction (sale):
5. Comparable Valuations
6. Discounted Cash Flow (very difficult to do for public 

agencies since they are non-profit)

Utility System Valuation



System Buy-In Method

Recognizes that existing users have developed and maintained a 
utility system that can accommodate growth

1. Subtract debt because it will be paid for through rates and 
don’t want to double charge customers

a. Want to value the equity in the system
2. Note we are using ultimate capacity of the plant/system in 

the denominator

Value of Existing System

Current 
Asset Value

Outstanding 
Debt

Ultimate
Capacity 
(MEU)

Buy-In Cost
($ / MEU) 
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Water Capacity Fee Study:  System Value 

Excerpt only.  Complete list is                        
not presented here.
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Water Capacity Fee Study:  System Value 
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Water Capacity Fee Study: Build-Out Meter Capacity
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Water Capacity Fee Study:  Summary Scenario #1 

This scenario incorporates a 2% 
appreciation in land assets.
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Water Capacity Fee Study:  Summary Scenario #2

This scenario incorporates a 0% 
appreciation in land assets.
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Water Connection and Capacity Fee Study

Each assumption was 
discussed at length with the 

Finance & Administration 
Committee before being 
accepted into the model.



Single Family Water Capacity Fee Survey
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Water Connection and Capacity Fee Study

To consider:
• Updating the Capacity Fees will reduce the District’s 

revenues, which may result in the current customers’ 
rates and fees increasing to make up the difference

• Conversely, doing nothing or delaying the process, 
will cause the Capacity Fees to increase by (up to) 3% 
on January 1, 2024 per the Legislative Code (7.16.035)
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Water Capital Replacement Funds Revenue Sources
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Capacity Fee 
27%

Storage Fees 
8%

Property 
Tax 
11%Interest 

6%

Rates & Fees
48%

Capacity Fee 
20%

Property Tax 
11%

Interest 
6%

Rates & Fees
63%

Implement 
proposed 
changes

Last 5 Years Next 5 Years ?
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Directly reimburses costs incurred 

Passthrough to Water Authority

Revenue (restricted): storage projects only

Revenue: replacement projects only
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Recommendation

Staff respectfully recommends the Board of Directors discuss and 
provide direction related to the results of the Raftelis Phase 1 Water 
Connection and Capacity Fee Study and authorize Staff to provide the 
required notice and publication so that the Board can consider this 
matter at a future public hearing.
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