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ORDINANCE 1046B 

 
AN ORDINANCE OF THE CITY OF LINCOLN 

AMENDING CHAPTER 13.04.360 OFTHE LINCOLN MUNICIPAL CODE 
ESTABLISHING WATER CONNECTION CHARGES 

 
Recitals 

 
WHEREAS, there is a need to review and modify the water connection fees charged 
within the City of Lincoln; and 
 
WHEREAS, City Council recognizes that source water capacity connection charges for 
service should be in accordance with the anticipated demand of each customer class; 
and 
 
WHEREAS, a comprehensive nexus rate study was completed in 2019 that identified 
the proper capacity charges for each customer class based on size of residential lots, 
proper charge per gallon of peak day capacity for the surplus source water capacity 
currently within the inventory of the City of Lincoln, and allowable expenses for water 
connection charges; and 
 
WHEREAS, the City continues to hold a reserve balance of Regulated Capacity to be 
charged based on the methodology of the nexus rate study; and 
 
WHEREAS, the nexus study recommends adjusting the cost of Regulated capacity 
annually by the change in the San Francisco Construction Cost Index (CCI) as reported 
by the Engineering News Record (ENR) for the 12-month period beginning April 1; and 
 
WHEREAS, the City no longer possesses a reserve balance of Unregulated Capacity; 
and 
 
WHEREAS, all future service connections for Unregulated Capacity shall be charged at 
the rate charged by Placer County Water Agency for Zone 6 – City of Lincoln; and 
 
WHEREAS, the charge for service connections for Regulated Capacity shall continue to 
be adjusted annually as recommended by the nexus study until such time that the City’s 
surplus Regulated Capacity has been fully utilized; and 

 
WHEREAS, adjustment of the source water capacity connection charges with 
conforming changes to the City’s Municipal Code are therefore necessary and 
appropriate. 

 
NOW, THEREFORE, BE IT RESOLVED, the City Council of the City of Lincoln does 
hereby ordain as follows:  
 
Section 1. The City Council hereby incorporates by reference the recitals set forth 
above. 
 
Section 2.  This Ordinance is not subject to the California Environmental Quality Act 
(“CEQA”), as codified at Public Resources Code §§ 21000, et seq., and as further 
governed by 14 California Code of Regulations §§ 15000, et seq., because it is not a 
project as contemplated by 14 C.C.R. § 15378.  In addition, even if this Ordinance were 
subject to CEQA, the City Council finds this Ordinance would be exempt from the 
requirements of CEQA pursuant to 14 C.C.R. § 15061(b)(3), because there is no 
possibility it will have a significant effect on the environment. 



 
 
Section 3.  If any section, sub-section, sentence, clause, phrase or portion of this 
Ordinance is for any reason held to be invalid or unconstitutional by the decision of any 
court of competent jurisdiction, such decision shall not affect the validity of the remaining 
portions of the Ordinance. City Council hereby declares that it would have adopted the 
Ordinance and each section, sub-section, sentence, clause, phrase or portion thereof, 
irrespective of the fact that any one or more sections, sub-sections, sentences, clauses, 
phrases or portions to be declared invalid or unconstitutional. 
 
Section 4.  Within fifteen days of passage of this Ordinance, the City Clerk shall cause 
the full text of the Ordinance, with the names of those City Councilmembers voting for 
and against the Ordinance, to be published in the Lincoln News Messenger. In lieu of 
publishing the full text of the Ordinance, the City Clerk, if so directed by the City Attorney 
and within fifteen days, shall cause a summary of the Ordinance, prepared by the City 
Attorney and with the names of the City Councilmembers voting for and against the 
Ordinance, to be published in the Lincoln News Messenger, and shall post in the office 
of the City Clerk a certified copy of the City Councilmembers voting for and against the 
Ordinance. The publication of a summary of the Ordinance in lieu of the full text of the 
Ordinance is authorized only where the requirements of Government Code § 
36933(c)(1) are met. 
 
Section 5. Section 13.04.360 is hereby amended to the Lincoln Municipal Code to read 
as follows: 
 

13.04.360 Established – Apportionment - Purpose.  
 

(a) There shall be a charge for a new service connection or for a change in size 
or location for the customer’s benefit which shall be paid before work is started. 
Water connection fees shall include the City’s water connection charge pursuant to 
Section 13.04.160. 
(b) Rate of charge for source water capacity for Regulated Capacity shall be as 
set forth in the Lincoln Nexus Study Report – Water Connection Charge Study, 
adopted by Ord. 1003B on January 28, 2020.of the peak day demand. The water 
connection charge set forth herein shall be subject to an annual adjustment up to 
the change in the San Francisco Construction Cost Index (CCI) as reported by the 
Engineering News Record (ENR) for the 12-month period beginning April 1 as 
determined by resolution of the City Council. The annual adjustments shall be 
effective each July 1. 
(c) Rate of charge for source water capacity for Unregulated Capacity of the 
peak day demand shall be in accordance with the cost to the City in accordance 
with service connections for Regulated Capacity by Placer County Water Agency 
for Zone 6 – City of Lincoln. Annual adjustments to the source water capacity 
charges by Placer County Water Agency shall be as determined by resolution of 
the City Council effective each July 1.  
(d) Connection fees for every service connection to the city water system are 
established for the purpose of providing funds for the payment of the costs for 
design and construction of the City’s water system, to purchase source water 
capacity from wholesale water providers, and for those purposes authorized by 
Resolution 78-77.  
(e) Source water capacity shall be based on the peak day demand for Non-
Residential Facilities by the methods for calculation of required connection 
specified in Section 13.04.160 and shall be based on gallons per day. 



 
(f) Source water capacity for Residential Facilities shall be on the basis of 
gallons per day as follows: 

 
Lot Size (sqft) Source Water Connection (gpd) 

MDU (1) 214 
≤2,900.99 214 

2,901≤4,400.99 442 
4,401≤5,500.99 576 
5,501≤7,000.99 679 

7,001≤10,000.99 862 
10,001≤17,000.99 1,201 
17,001≤35,000.99 2,407 

>35,001 5,155 

 
(1) Multi-Dwelling Unit (MDU) source water connection assessment is per unit 

and for indoor water use only. A separate metering for outdoor water use is 
required. 

 
Section 7. Publication and Effective Date. This Ordinance shall become effective thirty 
(30) days after its adoption and within fifteen (15) days of the passage of this Ordinance, 
a copy shall be published once in the newspaper for general circulation in the City. 

 
INTRODUCED this 14TH day of June, 2022. 

 
AYES:   COUNCILMEMBERS: 
 
NOES:   COUNCILMEMBERS: 
 
ABSENT:  COUNCILMEMBERS: 
 

__________________________ 
Holly Andreatta, Mayor 

 
ATTEST:  
 
 
________________________ 
Gwen Scanlon, City Clerk 
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EXECUTIVE SUMMARY
The City of Lincoln authorized water connections charges in 1978 with Resolution 78-77.  Elements
of the resolution later became part of its Municipal Code, notably at Section 13.04.360.  There are
two connection charges performing similar functions for the City: one is a charge related to the
City’s wells, storage, transmission, and distribution infrastructure; the second is a charge related to
the City’s costs of acquiring capacity from the Placer County Water Agency (PCWA).  The latter
charge, referred to as the WCC herein, is the topic of this nexus report, which is a comprehensive
examination of the City’s WCC, including the methodology used to determine the charge and the
manner in which the charge is assessed to those requesting connections to the City’s water system.

The City had not conducted a nexus study for the WCC prior to this report.  In preparing this report,
we reviewed: information related to the City’s purchases of capacity from PCWA from at least 1991
to present; the City’s 2017 Master Plan; recent customer demand data; relevant City resolutions and
ordinances; audited financial reports; and recent analyses conducted by the City related to capacity
requirements by residential lot sizes.  Additionally, we reviewed two reports issued in 2019, one by
the Office of the State Auditor and another by the Placer County Grand Jury. Both reports discuss,
among other things, various concerns about the City’s WCC.

Based on our review of the information made available for us, we have determined that the costs the
City incurred to acquire its current level of 18.9 million gallons per day (MGD) from PCWA was
approximately $98 million.  After adjusting for inflation, the cost is more accurately estimated at
$156 million.

The City’s total maximum-daily demand (MDD) is estimated at 15.53 MGD based on our review of
the Master Plan and monthly usage data from the City’s peak year of 2013.  Therefore, of the 18.90
MGD, the City has approximately 3.37 MGD of unused, reserve capacity remaining from its most
recent acquisitions.

Of the $156 million total costs of acquired capacity, approximately $33.5 million is related to the
unused capacity available for the use of future customers.  The costs are further divided into
categories of regulated and unregulated capacity.  Unregulated capacity costs more than regulated
capacity because PCWA provides more infrastructure to serve the unregulated zones in the City,
which are at higher elevations. We estimate the $33.5 million includes $32.1 million for 3.27 MGD
of regulated capacity and $1.4 million for 0.10 MGD of unregulated capacity based on the capacity
remaining from the City’s most recent purchases from PCWA.
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ES 1: Summary of WCC Findings

Item Description Regulated Capacity Unregulated Capacity

Cost of Unused Capacity ($M) $32.1 $1.4

Amount of Unused Capacity (MGD) 3.27 0.10

Raw Cost per GPD $9.81 $13.99

Financial Carrying Costs at Present Value $2.99 $2.06

Total Cost per GPD $12.79 $16.05

The raw cost per unit of capacity is $9.81 per gallon per day (GPD) for regulated capacity.  It is
$13.99 per GPD for unregulated capacity.  Because dollars today are worth more than dollars
collected in the future, the full cost above also includes a carrying cost for the time value of money
(TVM).  We estimated the TVM cost with some basic assumptions that included an estimated three
percent annual growth, no future adjustments to the WCC, and an average cost of capital of seven
percent.  The resulting adjustment adds $2.99 per GPD to the raw cost of regulated capacity, and
$2.06 per GPD to the unregulated capacity.  Also, based on the foregoing growth rates, the City can
conservatively expect its regulated capacity to last approximately seven years, while the unregulated
capacity will last about four years, by which time development within the unregulated zone should be
complete.  As of the Report Date, the City anticipates no need to acquire more unregulated capacity
from PCWA.

The City recently passed an Ordinance assessing a different WCC for residential accounts based on
lot size.  Each lot size in the City’s current schedule has an expected capacity in GPD associated with
it based on an evaluation of maximum-monthly demands. In preparing this report, we developed
revised maximum-month calculations based on monthly water demand and findings from the City’s
2017 Master Plan.  The 2017 Master Plan indicates that the representative maximum-daily demand
should be calculated as either: a) the average-day during the maximum-month, plus a ten percent
factor for system losses, times a peaking factor of 1.1; or b) the average-daily demand times a
peaking factor of 2.1. The 2017 Master Plan also states that the maximum-day demand will continue
to be refined as water planning efforts are updated.  Based on our evaluation of the data and
information described in this Report, we have used the former of the two methods to estimate
maximum-daily demands.  We reviewed monthly demand data from the City’s 2013, 2017, and 2018-
meter readings of residential customers by lot size. From those data, we determined the revised GPD
values summarized below in Table ES 2.  Multiplying the values in Table ES 1 by the revised GPD
values, we arrive at the proposed fee for each lot size.
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ES 2: Proposed WCC Schedule with Revised GPD Values by Lot Size

Lot Size (SF) GPD Values from City
Ordinance

Revised GPD Values
from this Report1

Regulated WCC
($12.70/GPD)

Unregulated WCC
($16.05/GPD)

<2900  250  214 $2,739 $3,436

2901 <4400  450  442 $5,653 $7,092

4401<5500  550  576 $7,366 $9,241

5501<7000  700  679 $8,684 $10,895

7001<10000  850  862 $11,032 $13,841

10,001<17,000  1,200  1,201 $15,363 $19,275

17,001<35,000  1,725  2,407 $30,802 $38,645

> 35,000  2,875  5,155 $65,960 $82,755

California’s Mitigation Fee Act, Code Section 66000, requires that local governments conduct a
nexus study to document certain aspects of fees like the WCC.  This report addresses the
requirements of the Act which we’ve summarized below.

The purpose of the WCC and use of fee revenues

The City’s 1978 resolution, Resolution 78-77, establishes the purpose of the water connection
charges, generally, as:

Section 1 – Purpose.  Each Commercial or Industrial business and each family living unit
must have a separate connection to the City Water System.  Connection fees for every
service connection to the City Water system are established for the purpose of providing
funds for the payment of the costs of construction, maintenance and operation of the City
water system and in order that such costs be shared by those receiving the benefits.

The same purposes are repeated in the municipal code.  However, the resolution also specifies how
the funds collected may be used.  This last section, Section 2 of the resolution, is not repeated

1 Calculated as maximum-month from the 2013 residential meter data x 1.10 for system losses x 1.10 peaking
factor from 2017 Master Plan
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elsewhere in the municipal code and appears to be the only documentation of the City’s intentions for
how the funds from the WCC are to be used.

“Section 2 – Use. Amounts collected pursuant to Section 32 shall be set aside in a separate
fund and used for the purposes enumerated in Section 1 at the following percentage
rates:10% of the connection for General Maintenance; 20% of the connection for Capital
Improvement; 70% of the connection fee to the City Water Fund.”

Taken together, Section 1 of the resolution states that the purpose of the fees is to provide funds for
the City water system.  Meanwhile, Section 2 explains more specifically how the funds collected
from the fees shall be used within the City water system.  The City does not currently have a fund
called the “City Water Fund.”  However, the City does have an enterprise fund called “Water” which
accounts for the activities related to the operations of the City’s water system.  The City’s water
system is, in our opinion, synonymous with the City’s Water enterprise fund.  The City also has a
Water Connections Funds, but its purpose is more aligned with the requirement in Resolution 78-77
to set aside the fees collected “in a separate fund.”  Indeed, the Water Connections Fund is used
precisely for this purpose.

As funds are received from the WCCs, they are deposited into the Water Connections Fund.  From
there, by Resolution 78-77, they could be used for most any purpose of the Water enterprise fund.
Using the funds to offset capital projects for the water system would reduce pressures on monthly
user charges.  Indeed, the WCC is designed to reimburse the City for its cost to acquire PCWA
capacity.  The City must acquire capacity in advance of future connections and, accordingly, has
already raised the funds and paid for the capacity it holds today.  New customers connecting to the
system pay the WCC as reimbursement.  Once the fees are paid, there is no need for the City to
acquire more capacity for the same customers.  The result is a positive and growing fund balance.
Using the funds collected, as prescribed in Resolution 78-77, results in a net decrease in the revenue
required from monthly user charges – i.e. the funds can and should be used to reduce rates.

Relationship between the WCC and types of development paying the fee

The WCC applies to anyone requesting a connection to the City’s Water System, regardless of the
type of development.  Only those who pay the WCC receive City water service.   Therefore, the fee is
broadly applicable to all types of development requesting water service from the City.

The costs the WCC are intended to recover are those the City incurred in acquiring water supply and
treatment capacity from PCWA, absent which the City would not be able to provide water service to
the same extent.  Therefore, the purpose of the fee – to recover the costs of PCWA capacity – is
directly applicable to all types of development.

2 Section3 of Resolution 78-77 is a schedule of connection fees applicable at that time.
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The use of fee revenue is specified by the City’s resolution No. 78-77, which restricts the use of
funds for the benefit of the water system.  All development types benefit from the water system, and
all those who pay the WCC receive water service from the City’s water system.

Reasonable relationship between the costs and the WCC

The City has incurred approximately $98 million to acquire capacity in the PCWA system.  After
adjusting for inflation, the figure is more accurately stated at $156 million.  Approximately 3.37 of
18.9 MGD currently remains available for the use of future customers (approximately 18%). Based
on the findings in this report, the maximum cost per GPD for regulated capacity is $12.79, and the
maximum cost per GPD of unregulated capacity is $16.05.  Both values include the present value of
financial carrying costs expected between now and the time the City finally recovers the WCC
revenue.  Including the carrying costs implies that no future adjustments to the WCC would be made
to account for inflation (such adjustment would not be necessary).
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BACKGROUND
This report is a comprehensive examination of the City’s WCC, including the methodology used to
determine the charge and the manner in which it is assessed to those requesting connections to the
City’s water system.  We reviewed data and information made available by the City and PCWA
concerning the City’s: costs of acquiring capacity in the PCWA system; its planned capital
improvements; the maximum available capacity the City owns in the PCWA system; the amount of
capacity currently used by the City’s customers on a maximum-day; financial records and reports;
and other relevant information concerning the WCC.  We also received and reviewed data from
PCWA concerning the cost and amount of capacity purchased by the City, going back as far as 1991.

The WCC recovers the costs the City has incurred or may incur in acquiring capacity in the PCWA
system.  No other costs have been considered.  Specifically, this report excludes any calculations or
findings related to the City’s other connection-related charges.  Costs related to the City’s
distribution system, including the cost of its wells, are part of a separate connection charge, the
CITY-WCC. Such costs and related fees are excluded from this report and its findings. Due to
rounding, numbers presented throughout this report may not add up precisely to the totals indicated,
and percentages may not precisely reflect the absolute figures for the same reason.

Report Date

The date of this report is June 28, 2019 (Report Date).  Our review and analysis included only that
information and data available prior to the Report Date and, even then, was further limited to a
reasonable historical period.  Any information or events relevant to the calculation of the WCC or its
assessment becoming available after the Report Date is, by definition, not included in our review or
analysis.

We relied on plans, documents, data, and information made available to us by the City. While we
evaluated all such evidence and applied reasonable judgment to everything we reviewed, we did not
conduct an exhaustive examination, nor did we attempt to verify any of the information we received
independently.

Intended Use and Users

This Report has been prepared pursuant to a professional services agreement between the City and
FCS GROUP, Inc, incorporated herein by reference.  It is written for the City’s exclusive use to
establish the nexus between the costs the City has incurred to acquire capacity in the PCWA system
and the fees it charges to recover those costs via the WCC. No other uses or users are intended or
implied.

II.A. THE CITY OF LINCOLN
The City of Lincoln (Lincoln, or the City), located in Placer County, California, is in the northeastern
part of the California Central Valley, which borders the foothills of the Sierra Nevada mountains.
According to the City’s web page, it currently has a population of approximately 48,000.
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Lincoln was first incorporated in 1890 and has a five-member elected City Council and a City
Manager. The title of Mayor and related responsibilities are rotated among the Council members who
serve staggered four-year terms. The City’s Water Division is part of the Public Works Department,
which also includes Solid Waste, Wastewater, Airport, Fleet, Parks, Facilities, Engineering, and
Streets.

II.A.1. Summary of the Lincoln Water System
Lincoln has two sources of water: surface water delivered through the Placer County Water Agency
(PCWA), and groundwater taken from the City’s wells. Treated surface water is delivered through
the PCWA water system at the Lincoln Metering Station. PCWA deliveries include both regulated
and unregulated capacity. Contractually, regulated deliveries are those where PCWA may control the
rate of flow and limit peak rates, as needed. Unregulated deliveries have no such controls, and
PCWA provides additional storage capacity to support these deliveries at additional cost to the City.
Regulated capacities are used to supply the City’s lower elevations, while the higher elevations areas
receive unregulated capacity. A 16-inch diameter pipe leads out of the Lincoln Metering Station to
supply water to the unregulated areas, while a 30-inch diameter pipe delivers water to the regulated
service areas.

PCWA deliveries are the primary water supply for Lincoln.  The City’s wells supplement its PCWA
deliveries by providing capacity for unusually high peaks, to increase water pressure in the western
portion of the City during periods of high demand, and for backup purposes.  In its 2008 General
Plan, the City established a policy to meet 10 percent of its total annual demand with its own
groundwater supplies (i.e., the City’s wells), and it has managed to do so on an annual basis for the
five years up to 2017.

By contract, the City pays a service rate for all deliveries it receives from PCWA, which includes a
fixed component based on the amount of capacity the City has acquired from PCWA.  The fixed
component of the service rate is charged whether the capacity is used or not.  It follows that the City
pays a service fee even for the portion of PCWA capacity that is unused.  In addition to the service
rate, the City also acquires capacity on the PCWA system through separate, contractual agreements.
Within these agreements, the City receives an allotment of regulated and/or unregulated capacity in
exchange for a Water Connection Charge (PCWA-WCC).  The PCWA-WCC is the rate the City pays
for each unit of capacity acquired.  For example, in 2004, the City acquired 2,956 EDU (equivalent
dwelling units) equal to 3,399,400 gallons per day of capacity for the price of $20.15 million.
Currently, the City owns a total of regulated and unregulated capacity of approximately 18.9 million
gallons per day (MGD) in the PCWA system, paying approximately $98 million in exchange.  When
adjusted for inflation, the City’s cost of its PCWA capacity is approximately $156.2 million.

Apart from its wells, the City also owns and maintains its own water distribution system.  The
Distribution system transports water supplies from PCWA and the City’s wells to various storage
tanks located throughout the City.  From the tanks, the City’s distribution network conveys water to
individual customers.

II.A.2. Average Daily Water Demand
The City currently serves approximately 18,800 water connections, comprised of 96% residential and
4% non-residential accounts.   According to the City’s 2017 Master Plan completed by the firm of
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Tully & Young, average daily demand (ADD) reached a high in 2013 at 218.6 gallons per capita per
day (GPCD).  The City began reducing water demand after 2013 to meet mandated reductions in
water usage in response to historic droughts in the state. Since its high in 2013, GPCD levels have
fallen to as low as 148.6 GPCD as of 2015, the last year of reported data in the Master Plan.

Table 1: Summary of Historic Water Usage in Lincoln (Source: 2017 Master Plan)

Year Population Gross Water Use
(acre-ft./yr)3

Gross Water Use
(MG/yr)4

Gallons /Capita
per Day

2010 42,819 9,203 2,999 191.9

2011 43,142 9,481 3,089 196.2

2012 43,915 10,091 3,288 205.1

2013 44,336 10,858 3,538 218.6

2014 45,259 8,948 2,916 176.5

2015 45,837 7,628 2,486 148.6

The Master Plan goes on to conclude that, because of mandatory reductions and related external
factors since 2013, the representative demand used for infrastructure planning purposes is
approximately 10,075 acre-feet per year (3,316 MG).  The representative demand also includes a
10% factor for system losses.  Note that the representative demand is higher than the demand levels
in more recent years.  The Master Plan recommends using such representative demands for the
purposes of infrastructure planning, meaning the City’s water system is designed with the
representative demands as the basis rather than lower, more recent levels.

3 One “acre-foot” is equal to approximately 325,850 gallons.
4 “MG” is millions of gallons
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Table 2: Summary of Master Plan "Representative Demands" by Customer Class, with 10% System Loss Factor

Customer Class Customer Count Representative
Demand (MG/Yr)

Average Daily
Demand per

Account
(Gal./Day/Acct.)

Average Daily
Demand per

Account w/ 10%
System Loss

(Gal/Day/Acct)

Total
Demands
(MG/Yr)

Multi-Family  1,873  183  268  295  201.4

Single Family  16,486  2,471  411  452  2,718.4

Commercial  247  80  886  974  87.8

Industrial  7  5  1,913  2,104  5.4

Public  23  19  2,290  2,519  21.1

Parks  186  226  3,331  3,664  248.8

TOTAL (MG)

TOTAL (Acre-Ft)

3,283

10,075

II.A.3. Maximum Daily Water Demand per Residential Account
The representative ADD summarized in Table 2 are only partly useful to describe the City’s demand
for the purposes of water supply planning.  When the City acquires capacity from PCWA, it does so
on the basis of peak demand rather than ADD.  The Master Plan discusses the system’s relevant peak
demand as its maximum-daily demand (MDD), described in a few different contexts:

· For 2017 and later, a factor of 2.1 times the ADD, or

· Before 2017, a value of 2.5 times the ADD, or

· For 2017 and later, a factor of 1.1 times the ADD occurring during the peak month

Based on the representative demands in Table 2, the MDD could be estimated using either the 2.1 or
2.5 multipliers multiplied by the ADD.  The two multipliers lead to different outcomes: the 2.1
multiplier applies to 2017 and afterward, whereas the 2.5 multiplier applies to periods prior to 2017.
The Master Plan discusses the use of these multipliers in more detail, including the reasons for
reducing the factor for 2017 to 2.1.

Alternatively, the MDD could be estimated using the 1.1 factor multiplied by the average day in the
peak month. The Master Plan does not provide data regarding the City’s maximum month but states
that the authors had reviewed such data, provided by the City, and had concluded that the system’s
MDD was “about 10 percent greater than the average day during the peak month.”

The City provided us with an analysis of residential demand for peak months (July and August) in
2013, 2017, and 2018.  Based on this data, we concluded the average peak-month for the three years
was 608 gallons per day/account.  2013 had the highest peak month at 698 gallons/day/account.
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Applying the 1.1 factor to these values, the MDD for a single-family customer could be stated as
between 669 (608 GPD x 1.1) and 768 (698 GPD x 1.1) gallons/day/account.   We did not have
access to the data necessary to convert all customer classes in a similar fashion.

Table 3: Representative Maximum Daily Demands by Class

Customer
Class

ADD MDD 2017 and
After

(ADD x 2.1)

MDD Prior to
2017

(ADD x 2.5)

MDD
(Max. Mo. x 1.1)

Multi-Family  295  619  737 n/a

Single Family  452  949  1,129 7685

Commercial  972  2,046  2,435 n/a

Industrial  2,111  4,419  5,261 n/a

Public  2,524  5,290  6,298 n/a

Parks  3,663  7,695  9,160 n/a

II.A.4. Maximum Daily Water Deliveries from PCWA
The City receives most, but not all of its water supply from PCWA.  Increased demand for City-
owned PCWA resources reduces the amount of PCWA capacity the City has available for growth on
its system.  The demand already used can be called the subscribed portion of the City’s PCWA
capacity; the unused portion we call the reserve capacity. The Master Plan lists the water supplies
delivered to the City from PCWA.  Table 4, below, summarizes the total PCWA deliveries for the
years 2011 to 2015, along with calculations for MDD. Because we were given monthly PCWA
deliveries, we can calculate the estimated MDD using the average day during the peak month (x 1.1).

5 Based on a max-monthly demand of 698 GPD (Aug. 2013).  Data was only available for single-family
residential accounts.
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Table 4: PCWA Deliveries to City of Lincoln with Computed MDD (2011-2015)

Year Total Water Delivered
 (MG)

Max Month
 (MG)

MDD Based on
Max-Month x 1.1

(MGD)

2011  2,214 312.2 11.1

2012  2,434 342.0 12.1

2013  3,175 437.8 15.5

2014  2,690 402.1 14.3

2015  2,255 262.6 9.3

II.A.5. PCWA Service Level Capacity for Use in this Report
While the historical data provide perspective and context, the key question is, “What level of demand
best represents the City’s MDD relative to deliveries from PCWA?”

To provide a consistent and reliable level of service for its residents, the City must obtain enough
capacity through a combination of its resources to meet MDD during even the most challenging
situations.  A constant water supply is essential.  Droughts are common in California and pose
difficult challenges to water supplies.  Treatment facilities and other physical infrastructure pose
their own challenges in terms of reliability.  The City must plan for all such risk factors to ensure
clean, reliable, and uninterrupted water supplies for its residents.

If the City were to examine the data in Table 4 and base all its future supply planning decisions on
the lowest MDD value there, it would do so with the risk that the value is in fact too low and not
representative of a true MDD.  If it used those lower values as a measure of current demand
compared to the PCWA supply capacity it owns, it might conclude that the City has ample reserve
capacity for future growth – nearly twice as much as the 2015 demands indicate is needed to meet the
City’s then-current needs.  The safer conclusion is to use the highest value; doing so would imply
that a smaller amount of PCWA supply capacity remains available because existing customers may,
at some time, under conditions observed in the recent past, use substantially more water than the
lowest values indicate.  The risk with using the higher values is that it overstates MDD and causes
the City to acquire PCWA capacity that it may not truly need.  Still, the risk of acquiring more
capacity is less, by modern standards of living, than creating a situation where water is not available.

Based on available information, we recommend that the City consider basing its MDD on the PCWA
deliveries from 2013 since this was the year when total water delivered was highest. Moreover, in
considering the MDD factors derived from the ADD vs. the peak-month demands, we consider the
peak-month data to be more accurate than the ADD calculations.  We believe it to be more accurate,
in part, because the computed MDD in 2013 using the ADD values came to 18.3 MGD.  At that time,
the City owned just 17.7 MGD of regulated capacity which makes an MDD of 18.3 MGD difficult to
accept as anything other than theoretical.  Meanwhile, PCWA provided monthly data from the
Lincoln Metering Station, indicating an ADD during the peak month (August 2013) at 14.2 MGD.
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With the Master Plan-recommended, 1.1x factor applied, the estimated MDD for 2013 comes to just
over 15.5 MGD, which is within the maximum PCWA capacity owned by the City at that time.
Moreover, the total PCWA deliveries in 2013 came very close to the representative demand level
discussed in the Master Plan.

II.A.6. Summary of Demand Values Used in this Report
There are two demand values from the preceding discussion important for this report: the total MDD
the City uses relative to its total PCWA capacity, and the MDD that typical residential units place on
the City’s water system.  The former determines the amount of capacity the City owns and still has
available to meet the needs of future connections to its water system.  The latter determines how
much capacity out of the City’s reserve each new connection will require.  The two measurements are
aligned based on the maximum-month demand x a 1.1 peaking factor.

Table 5: Summary of Key Demand Factors Used for This Report

Description Total MDD on PCWA Deliveries One Single-Family Equivalent MDD

Used in this Report 15.5 MGD 768 GPD6

Reference Section II.A.4 and Section II.A.5 Section II.A.3

Notes From 2013 record of PCWA deliveries
calculated as the ADD during the max-month

of 437.8 MGD x 1.1 (see Table 4)

From the 2017 Master Plan. Representative
Max-month from Aug. 2013 of 669 GPD x 1.1.

(see Table 3)

II.B. THE WATER CONNECTION CHARGES
The City currently charges two different fees for customers requesting new or upsized connections to
the water system: The City’s Water Connection Charge (CITY-WCC) and the PCWA Connection
Charge (WCC). The CITY-WCC is charged to reimburse the City for capital expenditures related to
storage and well infrastructure. The WCC is charged to pay for capacity acquired from PCWA.

This Nexus Report addresses only the WCC.

6 “GPD” refers to gallons per day.



City of Lincoln, CA Water Connection Charge Nexus Study
August 16, 2019 Page 15

II.B.1. The Current PCWA Connection Charge
Historically, the City has charged new connections to its system based on the schedule of connection
charges published by PCWA (PCWA-WCC).  The fee schedule from PCWA has five components
designed to recover PCWA’s capital costs of providing different types of capacity.  The capacity
components include treatment, transmission, groundwater, storage, and planning.

· The treatment plant component is for capital costs related to conveying raw water to the
treatment plant, the treatment plant, and related infrastructure and Clearwell storage facilities.

· The transmission component is intended to recover the capital costs of providing regional
transmission facilities.

· The groundwater component recovers the capital costs of groundwater pumping and related
well facilities.

· The storage component is for capital costs of distribution storage facilities.

· The planning component is intended to recover the costs of regional planning efforts.

The fee schedule in Table 6 below, reflects the latest fees from PCWA for each of the five components
discussed above, effective January 1, 2019.

Table 6: PCWA Fee Schedule for 1 Unit of Capacity (1 EDU = 1,150 GPD)

Component
Regulated Meter

per EDU
Unregulated Meter

per EDU

Treatment $8,959 $8,959

Transmission $6,638 $6,638

Groundwater $0 $583

Storage $0 $2,998

Planning $80 $161

Total WCC $15,677 $19,339

To acquire new capacity in the PCWA system, Lincoln would pay PCWA based on the above
schedule. Units of capacity are measured in equivalent dwelling units (EDU), and one EDU in the
above schedule is equal to 1,150 GPD. Thus, the City pays PCWA for every 1,150 GPD, or fraction
thereof.  The PCWA charge differs depending on whether the City requests regulated or unregulated
capacity.  The City usually acquires multiple EDU at the same time, by agreement with PCWA.  For
example, in 1998, the City acquired 412,850 GPD of regulated capacity at a total cost of $1.8M; the
equivalent of 359 EDU.  The standard of one EDU per 1,150 GPD has been a PCWA standard going



City of Lincoln, CA Water Connection Charge Nexus Study
August 16, 2019 Page 16

back to at least 1996. Some earlier records indicate the EDU value had been as high as 1,440 GPD
prior to 1996.

II.B.2. Ordinance 981B and Municipal Code 13.04.360(d)
Ordinance 981B, adopted in January 2019, amends Section 13.04.360(d) of the City’s Municipal
Code, which deals specifically with the WCC.  Prior to the Ordinance, the WCC had been charged
based on the schedule published by PCWA, a recent example of which is provided above in Table 6.
Ordinance 981B provides for a revised schedule applicable for residential facilities based on lot size.
Table 7, below, summarizes the GPD values and WCC for each lot size; an “MDU” refers to a multi-
dwelling unit, a single dwelling unit with only indoor water demands.  The City published the WCC
schedule below in February of 2019.

Table 7: Current WCC Schedule Published by the City of Lincoln as of February 2019

Lot Size (sq ft) Source Water
Connection Fee

(GPD)

WCC for Regulated
Capacity

WCC for Unregulated
Capacity

MDU 250  $3,408  $4,204

<= 2,900.99 250  3,408  4,204

>2,901 <= 4,400.99 450  6,134  7,567

>4,401 <= 5,500.99 550  7,498  9,249

>5,501 <= 7,000.99 700  9,542  11,772

>7,001 <=10,000.99 850  11,587  14,294

>10,001 <=17,000.99 1,200  16,358  20,180

>17,001 <=35,000.99 1,725  23,515  29,008

>35,001 2,875  39,192  48,347

What the ordinance now provides for is a scalable method for assessing the WCC to residential
customers based on lot sizes.  The basic rationale is that larger lot sizes require greater water service
capacity due primarily to irrigation demands.  Based on Table 6, the cost per EDU is $15,677 for
regulated capacity and $19,339 for unregulated.  Because one EDU is equal to 1,150 GPD (PCWA
standard), then one GPD is $13.63 and $16.82, respectively.  The values in Table 7 are determined by
multiplying the $/GPD by the GPD per lot size (e.g. 250 GPD x $13.63 = $3,408).
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II.C. HISTORY OF LINCOLN’S PURCHASES FROM PCWA
The City pays for all capacity it acquires from PCWA. The costs incurred for such acquisitions are
relevant to the WCC because, based on California law and generally accepted water ratemaking
standards, the level of the WCC should be reasonably related to the costs of providing the intended
service.  In the case of the WCC, the service provided, specifically, is access to PCWA water
deliveries either on a regulated or unregulated basis.  Therefore, the costs the City has incurred to
gain sufficient access to PCWA deliveries represent the reasonable cost of service relative to the
WCC.

We requested records from both the City and PCWA of all transactions in which the City acquired
PCWA capacity. We received many records, including copies of individual agreements between
PCWA and the City recording the nature of past transactions and, in most cases, providing us with
details concerning the amount of capacity acquired and the total amount paid for the capacity.
However, not all purchase contracts were available. Other records, including correspondence
between the City and PCWA and other supporting documents, were also provided as a record of the
purchase cost and amount of capacity acquired.

Even with all the information we received, there were a few notable gaps.  Where such gaps
occurred, we used the best information available to make reasonable estimates. For example, the
earliest records we received were dated to 1991.  At that time, the records show that the City already
owned 3.055 MGD of PCWA capacity.  It was obvious that the 3.055 MGD had been acquired
sometime before 1991, but the records did not include the amount paid in those earlier periods.  We,
therefore, estimated the cost of the initial 3.055 MGD by matching the capacity to the next known
purchase cost of $4.36 per GPD, resulting in an estimated cost of $13.3 million. Figure 1 and Figure
2, below show the history of Lincoln’s PCWA capacity purchases for regulated and unregulated
capacity, respectively.  Table 8, below, shows the costs for all PCWA capacity purchased since 1991.
The total original purchase cost is $97.9 million for a total of 18.9 MGD of capacity, as of 2019.

At present, the unregulated area is being back-fed using capacity from the regulated area. In 2006,
the City purchased 0.4 MGD of unregulated capacity, which cannot be used until next year (mid-
2020) when a new metering station will be in place and the booster pump that currently back-feeds
the unregulated system with regulated deliveries can be taken offline. We have factored the new
unregulated capacity into our calculations as if it were currently in place.
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Figure 1: City of Lincoln PCWA Purchases 1991-2019 - Regulated Capacity

Figure 2: City of Lincoln PCWA Purchases 1991-2019 - Unregulated
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Table 8: Cost of Capacity Purchased from PCWA

Line
No. Approx.

Purchase
Date

Amount Paid

Regulated
Capacity
Acquired
(MGD)

Unregulated
Capacity
Acquired
(MGD) Source Document

1 1991 $       13,313,159 3.06 -
No cost information. Capacity taken from Table received from PCWA titled, “History of PERC Purchases City of Lincoln 1-
14-02”

2 1996 $            182,215 0.07 - Table received from PCWA titled, “History of PERC Purchases City of Lincoln 1-14-02”

3 1996 $         1,196,340 0.45 - Table received from PCWA titled, “History of PERC Purchases City of Lincoln 1-14-02”

4 1998 $         1,800,339 0.41 - PCWA - City of Lincoln Calc’s for Max Gals per Day for Period 2-24-98 to 12-31-98

5 2000 $         1,754,025 0.40 - Letter dated Feb. 18, 2000 from PCWA to City Manager, City of Lincoln

6 2000 $            902,070 0.21 - PCWA - City of Lincoln Calc’s for Max Gals per Day for Period Ending 3-31-00, Rev 6-19-00

7 2000 $         4,800,000 - -
Letter from PCWA to Dir. Public Works, City of Lincoln, dated Feb. 26, 2002, Contribution to Penryn/Lincoln Pipeline
indicates payment from Lincoln in exchange for future capacity (added in subsequent years)

8 2001 $            125,353 0.03 - List received from PCWA, marked Construction Credits

9 2001 $         2,139,900 0.49 - PCWA - City of Lincoln Calc’s for Max Gals per Day for Period 1-1-01 to 12-31-01

10 2002 $            243,250 0.06 - Letter from PCWA to Dir. Public Works, City of Lincoln dated Feb. 26, 2002

11 2002 $         5,321,218 1.72 - Letter from City of Lincoln to Int. Dir. Financial Services, PCWA, dated March 30, 2002

12 2002 $         2,032,905 0.66 - Letter from City of Lincoln to General Manager, PCWA, dated October 23, 2002

13 2002 $         8,058,492 1.85 - Letter from City of Lincoln to General Manager, PCWA, dated October 23, 2002

14 2002 $         6,565,065 1.51 - Supplement to PCWA – Lincoln Water Supply Contract, effective November 7, 2002

15 2002 $         1,580,983 - -
Recap of Lincoln PERC Payments and Credits Penryn/Lincoln Pipeline, Letter from PCWA to City Manager, City of
Lincoln dated December 17, 2004.  The document is proof of payment made but the credit for capacity is entered in
subsequent years in this table.



Line
No. Approx.

Purchase
Date

Amount Paid

Regulated
Capacity
Acquired
(MGD)

Unregulated
Capacity
Acquired
(MGD) Source Document

16 2002 $                      - 0.77 -
FCS GROUP added this value to reconcile to the maximum capacity noted in the various 2002 contracts; the total was off
by approximately 0.77 MGD, so we added it to the regulated capacity for 2002 with no additional cost.

17 2004 $                      - - 0.01 PCWA Memo to Bd. of Directors from Director, Technical Services, dated June 9, 2004

18 2004 $            873,115 - 0.12 PCWA Memo to Bd. of Directors from Director, Technical Services, dated June 9, 2004

19 2004 $       20,145,140 3.40 - Letter from PCWA to City Manager, City of Lincoln, dated December 17, 2004

20 2004 $         2,125,121 - 0.30 Letter from PCWA to City Manager, City of Lincoln, dated December 17, 2004

21 2005 $       18,467,105 2.70 - PCWA Memo to Bd. of Directors from Director, Technical Services, dated August 5, 2005

22 2005 $         2,321,500 - 0.29 PCWA Memo to Bd. of Directors from Director, Technical Services, dated August 5, 2005

23 2006 $         4,000,000 - 0.40 Supplement to PCWA – Lincoln Water Supply Contract, dated December 11, 2006

24 Total $       97,947,295 17.77 1.13
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PURPOSE OF THE WCC
The WCC is within a category of utility fees generally described as “development charges” although
there is a myriad of terms that would be equally descriptive. Tap fees, plant investment fees,
connection charges, development fees, system development charges, impact fees, and capacity
charges are all examples of different terms for the same kind of fee.  Simply stated: a development
charge is a one-time fee assessed to those who request a connection to a utility system.  The fee is
generally meant to defray some or all of the costs related to the growth of the system, and thus they
are the vehicle by which policymakers implement “growth-pays-for-growth” or similar policies.

In a very general sense, a development fee reimburses the utility for its investments in facilities
necessary to serve not the existing customer base, but future customers.  Since the utility must
construct sufficient capacity before any future customers can connect to the system, it follows that
the utility expends its funds in advance and can seek reimbursement only once the future customers
request connections to the system.

III.A. INDUSTRY METHODOLOGIES TO DETERMINE WCC
There are three commonly used approaches to calculating a connection charge. While each approach
has its own strengths and weaknesses, the same general methodology is always used; allocating
certain costs across some measure of capacity as summarized in Equation 1.

Equation 1.

ࢋࢍ࢘ࢇࢎ ࢚ࢉࢋܥ =
ܛܜܛܗ۱

ܡܜܑ܋܉ܘ܉۱ ܗ ܛܜܑܖ܃

Existing industry standards provide for three main approaches for determining fees: the buy-in
approach, the incremental approach, and the hybrid approach. These approaches are commonly used
throughout the U.S. in one form or another, although sometimes by different names than described
here.  The following briefly describes each of the common approaches and several considerations the
City may wish to evaluate in forming its selected policies and corresponding fees.

III.A.1. Buy-in Approach

The buy-in approach is based on the concept of reimbursement of past investment in capacity that is
currently available to serve new connections. The capacity available for new users as a result of past
investment by the utility is often called the system’s reserve capacity. The design capacity is
typically used as the basis for determining the amount of reserve capacity, but rated capacity is also
appropriate in cases where there is a difference between the two.
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The first step in calculating the fees under the buy-in approach is to determine the sum of
investments made in the system’s physical assets. There are four generally accepted methods to
determine the value of the existing assets:

• Net book value (NBV);

• Original cost (OC);

• Reproduction cost less deterioration (RCLD); and

• Full reproduction cost (RC).

Of the four, full reproduction cost will always result in the highest value, and net book value the
lowest. The original cost of an asset is the historical cost at which the asset was acquired. For
example, an asset acquired in 2002 at the cost of $100,000 would be valued at $100,000 under the
OC method. In accounting, assets depreciate as they age; deducting the accumulated amount of
depreciation from the original cost will result in the net book value for the asset. For example, if the
$100,000 asset above had a ten-year expected life and were 5-years old, then the book value would be
$50,000 ($100,000 original cost, less five years x $10,000/year in depreciation). Because OC and
NBV are based on historical costs not reflective of inflation, it is often appropriate to consider
adjusting the value to reflect today’s dollars. Reproduction cost is the equivalent of OC indexed for
inflation, and RCLD is the equivalent of NBV using the same index. A typical inflation index for
making these adjustments is the Construction Cost Index (CCI) as regularly published by the
Engineering News Record, although there are others.

The second step is to apportion the asset value between the capacity already used by existing
customers and the reserve capacity. Next, divide by the total reserve capacity to arrive at an average
cost per unit of available capacity. Note that one unit of capacity can be any relevant unit.  If the
calculation is relevant to costs of hydraulic capacity, the units in question may be MGD, GPD, or
some other hydraulic capacity unit. The equation below summarizes the calculations.

Equation 2.

࢚ࢉࢋܥ ࢋࢍ࢘ࢇࢎ =
ܛܜܛܗ۱ ܗ ܍ܐܜ ܖܑܜܛܑܠ۳ ܕ܍ܜܛܡ܁ ) ܠ − ࢊࢋ࢙ࢁ ࢚࢟ࢉࢇࢇ

ࢇ࢚ࢀ (࢚࢟ࢉࢇࢇ

܍ܞܚ܍ܛ܍܀ ܡܜܑ܋܉ܘ܉۱

The buy-in approach is perhaps the most conservative of the three discussed here. The strength of the
approach is that all asset investment costs and capacity values are known and measured at the time
the fee is calculated, thus increasing the accuracy of the calculations. The weakness is that the
approach has limited to no consideration for future capital investments, even those expected in the
short-run. As a result, to approach full cost recovery, the fee should be recalculated as new assets are
placed into service. This approach is “backward-looking” by its nature leading to the slowest
recovery of expansion-related costs of the three. For this reason, the best application of a pure buy-in
approach is for those utilities that have already acquired most of the capacity needed to accommodate
expected growth and have limited expectations for future capacity investments.
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III.A.2. Incremental Approach
The incremental approach is based on the concept that new connections will pay for a portion of the
proposed future investment in capacity. Under this approach, the cost basis is the sum of the
estimated capital improvement costs for those projects that will specifically expand the capacity of
the utility system. Determining these costs is usually a matter of reviewing each project in the CIP to
identify the projects as “expansion-related” or not. In some cases, projects may contain elements of
expansion but are not completely expansion-related. In these cases, the projects may be allocated to
reflect the proportionate cost of expansion (e.g., Project A is 40% expansion, 60% repair). Capital
improvements related to renewal and replacements, repair of the system, or operational
enhancements are usually ignored unless there is a clear nexus that these investments are connected
to maintaining or preserving the system’s (expanded) capacity (e.g., absent the investment, system
capacity would be lost).

The capacity measure under the incremental approach is the sum of the incremental capacity added to
the system as a result of completing the proposed capital projects. If the CIP projects together add
10 MGD to the system capacity, for example, then the incremental approach will match the CIP costs
specifically related to the addition with the 10 MGD to derive an average cost per unit of incremental
capacity. Let’s say the CIP projects related to the 10 MGD of expansion summed to $50 million; the
average cost per unit of incremental capacity would be $5 million/MGD or $5/GPD. The equation
below summarizes the calculations for determining a connection fee using the incremental approach.

Equation 3.

࢚ࢉࢋܥ ࢋࢍ࢘ࢇࢎ =
ܛܜܛܗ۱ ܗ ܍ܚܝܜܝ۴ ܖܗܑܛܖ܉ܘܠ۳
ܛܜܑܖ܃ ܗ ܍ܚܝܜܝ۴ ܡܜܑ܋܉ܘ܉۱

The strength of the incremental approach is its focus on future investment costs, which, in turn,
allows the utility to start the recovery of those costs ahead of its expenditures. The weakness of the
approach is that it does not consider the cost of the reserve capacity, which most likely still exists to
some extent. Another weakness is that the future costs of expansion-related projects are only
estimated at the time of the fee calculation, exposing the utility to the risk of either over or under-
estimating the costs. The incremental approach is best implemented in situations where a utility has
little to no reserve capacity but expects additional growth in the future.

III.A.3. Hybrid Approach
The hybrid approach combines both the buy-in and incremental approaches. It is based on the
concept that investments in capacity have taken place historically and will continue to take place in
the future while all the capacity created by those investments will be equally available for new
connections. In other words, both the reserve and incremental capacities are relevant for the growth
of the system, and therefore, the investment in both reserve and incremental capacities should be
recovered in any kind of connection fee. Calculating a fee under the hybrid approach is a matter of
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adding the costs and dividing by the sum of the reserve and incremental capacities, as demonstrated
in the below equation.  It results in an average cost of reserve and incremental capacity together.

Equation 4.

࢚ࢉࢋܥ ࢋࢍ࢘ࢇࢎ =
ܜܛܗ۱ ܗ ܖܑܜܛܑܠ۳ ܌ܖ܉ ܍ܚܝܜܝ۴

܍ܞܚ܍ܛ܍܀ ܡܜܑ܋܉ܘ܉۱ + ܍ܚܝܜܝ۴ ܡܜܑ܋܉ܘ܉۱

The hybrid approach is often the best fit for most utilities because most utilities have both historical
and planned future capacity investments at any given time. The hybrid approach recognizes both time
frames and all related capacity, averaging them together to a single fee. Additionally, this approach
eliminates the weaknesses inherent in the buy-in approaches but retains some of the weaknesses of
the incremental approach. For example, in recognizing the cost of future investment in the system,
the hybrid approach has equal exposure to the utility for over or under-estimating the cost of future
capacity.

III.B. LEGAL CONSIDERATIONS
Connection fees like the WCC are litigated more often than many other types of rates, charges, or
fees imposed by utilities in the United States.  There have been several federal cases at the US
Supreme Court relative to such fees.

The following is a brief description of key cases and statutes most relevant to the WCC.  Our
summary does not include discussion of the US Supreme Court cases because those cases focus on
constitutional questions where property, usually real estate, is required to be granted to a government
entity as a condition of a land use permit.  The 5th Amendment of the US Constitution prohibits such
takings, and the cases before the US Supreme Court all dealt with this constitutional question, which
is of limited relevance to utility fees like the WCC.  However, interested readers may wish to refer to
the following:

· Nollan v. California Coastal Commission
· Dolan vs. City of Tigard
· Koontz v. St. John’s River Water Management

III.B.1. California’s Legal Considerations

III.B.1.a Propositions 13, 26 and 218

The ability for local governments to impose fees for services is constrained under California law in
various ways.  Proposition 13, enacted in 1978, limits the collection of property taxes and required
two-thirds majority votes in the State Assembly to increase State tax rates, as well as a two-thirds
majority in local elections in order to increase special taxes.  Proposition 13 defined special taxes as
those devoted to a specific purpose but did not clearly define the issue.  The idea of what constitutes
a tax and what constitutes a fee is a recurring theme regarding subsequent propositions.

In Proposition 218, the definition of what constitutes a tax was further refined.  Prop. 218 deals with
exactions, whether they are called taxes, fees, or charges, that are directly associated with property
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ownership.  The passage of Prop. 218 in 1996 added these latter categories of local government
charges to the definition of a tax.  With respect to property-related fees and charges, Prop. 218
defined them as those imposed “upon a parcel or upon a person as an incident of property ownership,
including a user fee for a property related service.” Thus, Prop. 218 made local fees, like water rates
and charges, subject to voter approval processes.  However, Prop. 218 specifically excludes land use
fees from its provisions.

Proposition 26 expanded still further the types of local government charges or levies requiring voter
approval.  It defines a tax as any levy, charge or exaction of any kind imposed by a local government
except the following:

1. A charge imposed for a specific benefit conferred or privilege granted directly to the
payor that is not provided to those not charged, and which does not exceed the reasonable
costs to the local government of conferring the benefit or granting the privilege.

2. A charge imposed for a specific government service or product provided directly to the
payor that is not provided to those not charged, and which does not exceed the reasonable
costs to the local government of providing the service or product.

3. A charge imposed for the reasonable regulatory costs to a local government for issuing
licenses and permits, performing investigations, inspections, and audits, enforcing
agricultural marketing orders, and the administrative enforcement and adjudication
thereof.

4. A charge imposed for entrance to or use of local government property, or the purchase,
rental, or lease of local government property.

5. A fine, penalty, or other monetary charge imposed by the judicial branch of government
or a local government, as a result of a violation of the law.

6.  A charge imposed as a condition of property development

7. Assessments and property-related fees imposed in accordance with the provisions of
art. XIII D.

In general, charges like the WCC fall under the 2nd exception listed above because the WCC is a
charge for a specific government service – water service – that is not provided to anyone not paying
the fee.

III.B.1.b Mitigation Fee Act

After Proposition 13, communities began implementing impact fees as a means to fund local
improvements and, after some years, concern grew from inconsistencies in the implementation of
such fees across the State. The Mitigation Fee Act was meant to address these concerns.  Starting as
Assembly Bill 1600, the Mitigation Fee Act (Act) eventually became law codified in California
Government Code Section 66000.  Among other provisions, the Act requires local governments to
document certain aspects of their impact fees within a so-called “nexus study.”  The required
elements include:

· Identify the purpose of the fee,

· Identify the use of fee revenues,
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· Determine a reasonable relationship between the use of the fee revenue and the type of
development paying the fee,

· Determine a reasonable relationship between the purpose of the fee and the type of
development paying the fee,

· Determine a reasonable relationship between the amount of the fee and the cost of the
facilities needed to serve the development paying the fee.

This report documents all the above.

III.B.2. Local policies

III.B.2.a Resolution 78-77 Adopting Water Connection Charges

Resolution No. 78-77, adopted by City Council in December 1978, established a water connection
fee.  Section 1 of the resolution establishes the purpose of the fees:

“Each Commercial or Industrial business and each family living unit must have a separate
connection to the City Water System.  Connection fees for every service connection to the
City Water system are established for the purpose of providing funds for the payment of the
costs of construction, maintenance and operation of the City water system and in order that
such costs be shared by those receiving the benefits.”

Section 2 of the Resolution describes how the funds collected from the fees should be used:

“Amounts collected pursuant to Section 3 shall be set aside in a separate fund and used for
the purposes enumerated in Section 1 at the following percentage rates:10% of the connection
for General Maintenance; 20% of the connection for Capital Improvement; 70% of the
connection fee to the City Water Fund.”

Section 3 of the Resolution established the initial schedule of charges per Table 9, below. The initial
schedule of fees has, of course, been amended over time.

Table 9: Water Connection Fee from 1978 Resolution No. 78-77

Meter Size Fee
5/8” $250.00

¾” 350.00

1” 550.00

1-½” 1,050.00

2” 1,650.00

3” 3,250.00

4” 6,250.00

6” 10,250.00

It seems clear from the 1978 resolution that early on, the City determined that it would recover a
portion of its water system costs from a connection charge.  At the time, there would have been no
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difference between what the City now calls its CITY-WCC and the WCC.  All such connection
charges were authorized by the resolution.

Additionally, the resolution accomplishes other objectives. First, it causes all funds recovered from
the fees to be set aside separately, apart from other funds of the City. Once separated, the funds are
further restricted as to their use in the percentages indicated in Section 2.  A fair summary of the
resolution is:

· Funds received in payment for any water connection charge should be deposited in a separate
account, and

· The separate account is intended to provide funds for payment of construction costs,
maintenance, and operation of the City Water System, and

· Within the City Water System, the funds may be used in a proportion of 10% for general
maintenance, 20% for capital improvements, and 70% for general purposes of the City Water
Fund.

There are no other restrictions to the use of funds noted and, based on our review of subsequent
resolutions and ordinances, there are no amendments to Resolution 78-77 that change any of its
original restrictions.

III.B.2.b The Water Connections Fund

The City has a separate Water Connections Fund.  According to the City’s 2018 audited financial
report:

These funds are used to account for water connection fees collected from developers and
property owners that are required by California Government Code to be expended for
capacity expansion…

It is not clear the exact citation of California Code is implied in the above statement from the 2018
audited financial report.  However, the relevant portion of the California Code dealing with
connection fees and charges is Section 66013.  With respect to any restrictions on the use of funds
received, Section 66013(C) states that:

A local agency receiving payment of a charge as specified in paragraph (3) of subdivision
(b) shall deposit it in a separate capital facilities fund with other charges received, and
account for the charges in a manner to avoid any commingling with other money of the local
agency…and shall expend those charges solely for the purposes for which the charges were
collected…

Resolution 78-77 defines the purposes for which the City’s connections charges are collected.
Further, the Resolution requires the funds to be deposited in a separate account, which is the Water
Connection Fund.  The use of the funds, however, is not restricted in Resolution 78-77 solely for the
purposes of “capital expansion” as stated in the 2018 audit.  Instead, the Resolution clearly allows for
wider use of the funds as described earlier, including 10% for general maintenance, 20% of capital
improvements, and 70% for the general purposes of the City Water Fund.

In addition to the Water Connections Fund, the City also maintains a separate enterprise fund called
the Water Fund.  The Water Fund accounts for all normal operations of the City’s water system.  It
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seems clear that the Water Fund is one and the same as the “City Water Fund” referred to in
Resolution 78-77, meaning that up to 70% of the water connection fees authorized by the resolution
may be used for the “general purposes of the City Water Fund.”

III.C. THE INTENDED PURPOSE OF THE WCC - SUMMARY
The purpose of the WCC in general, based on the City’s Resolution 78-77, is to provide funds for the
payment of the costs of construction, maintenance and operation of the City water system, and in
order that such costs be shared by those receiving the benefits.” The City has two types of connection
charges. With respect to the WCC, the construction costs involved relate to the costs of acquiring
capacity on the PCWA system.  The City’s other charges address other costs without duplication.

The City must acquire PCWA capacity in advance of the arrival of future customers whom each pay
the WCC as a condition of connecting to the City water system.  Payment of the required fees,
including the WCC, is necessary in order to receive service.  Those not paying the WCC do not
receive service.

Because the payment of the WCC is a reimbursement of the City’s costs, it follows that the revenues
earned from the WCC may be spent on needs other than acquiring yet more PCWA capacity.
Resolution 78-77 specifies the manner in which WCC revenues may be spent, including 10% toward
general maintenance of the water system, 20% toward capital improvements of the water system; and
70% for any general needs of the City Water Fund.

Therefore, the purpose of the WCC is to cause future customers to reimburse the City for its costs of
acquiring the PCWA capacity needed to serve them which, in turn, provides revenue that may be
used for any purpose specified in Resolution 78-77.
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RECOMMENDED WCC
The City has never performed a nexus study concerning its WCC in the past.  As we have shown in
previous sections, the City has historically relied on the PCWA-WCC schedule as the basis for its
own WCC.  This section of the report discusses our calculations related to the costs the City has
incurred for its capacity on the PCWA system, and the level of the fee charged relative to those costs.

IV.A.1. Selected Approach
Earlier in this report, we discussed three different approaches for calculating the WCC. The three
most common approaches as used throughout the industry are the Buy-In, Incremental, and Hybrid
approaches. Although we considered all three approaches, we selected The Buy-In approach for the
following reasons:

· All the costs relative to the City’s acquisition of PCWA capacity occurred in the past, and no
new acquisitions were identified in any of the planning documents we received,

· Given that all costs were incurred in the past, and because there were no planned acquisition,
the Incremental and Hybrid approaches were unnecessary,

· Of the three approaches, the Buy-In is the simplest.

The equation for the Buy-In approach is presented below. The capacity available for new users as a
result of past investment by the utility is called the system’s reserve capacity. The Buy-In approach
formula divides the cost of reserve capacity by the units of reserve capacity. The resulting $/GPD is
multiplied by the number of GPD required from a given service connection to arrive at the WCC for
that connection.

Equation 4.

ࢋࢍ࢘ࢇࢎ ࢚ࢉࢋܥ =
ܡܜܑ܋܉ܘ܉۱ ܍ܞܚ܍ܛ܍܀ ܍ܐܜ ܗ ܛܜܛܗ۱

ܡܜܑ܋܉ܘ܉۱ ܍ܞܚ܍ܛ܍܀
ࡰࡼࡳ ࢞ 

IV.B. THE WCC CALCULATION

IV.B.1. The Denominator: Reserve Capacity
The denominator for the WCC calculation is the quantity of PCWA capacity in reserve.  Recall that
reserve capacity is simply another way of saying unused.  In other words, the City acquired a certain
amount of capacity, and some of it is still available, unused, for the benefit of future customers
wishing to connect to the City’s water system.
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IV.B.1.a Total capacity

The total capacity from PCWA is documented in the 2012 Water Supply Agreement between PCWA
and the City. In this agreement, the City is said to own 17.8 MGD of regulated capacity and
0.73 MGD of unregulated capacity. However, an additional 0.40 MGD was purchased in 2006,
pending completion of Phase III of the Penryn-Lincoln-Sunset Pipeline. When this project is
complete, as is expected within the next year, the 0.40 MGD will be added to the City’s unregulated
capacity.  In the meantime, the unregulated area is currently served from a small portion of the City’s
regulated capacity.

 For the purposes of our report, the pending 0.40 MGD is included as part of the current capacity
from PCWA7 bringing total capacity to 17.8 MGD for regulated and 1.13 for unregulated capacity,
and to a total of 18.91 MGD for both.

IV.B.1.b Subscribed and Reserve Capacity

The subscribed capacity from PCWA is equivalent to the City’s MDD from PCWA, as discussed in
the earlier sections (see Table 4). In summary, the MDD of 15.5 MGD from Table 4 is the ADD
observed during the max month of PCWA deliveries to the City multiplied by a 1.1 peak factor. The
max month in question comes from observations in 2013, the highest observed water demand from
the data available to us.  We recommended using the peak year for this calculation for the sake of
conservative planning.

Most of the 15.5 MGD of subscribed capacity is regulated capacity. The City provided consumption
data from August 2017, the maximum month in 2017, demonstrating a subscribed capacity of 1.03
MGD for the unregulated area. Subtracting this from the total subscribed capacity of 15.5 MGD
leaves 14.5 MGD as the subscribed capacity in the regulated area.

Table 10 summarizes the calculations to reach the total estimated maximum and reserve capacity for
regulated and unregulated services.

7 The 0.4 MGD has been added to our analysis based on the fact that the City has already substantially paid out
the construction costs of the pipeline.  Our analysis includes both the costs of the capacity, as well as the
capacity itself.
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Table 10: Determination of Reserve Capacity for Regulated and Unregulated Services

Description Regulated
Capacity

Unregulated
Capacity

Total

Max Capacity 17.77 1.13 18.91

Used Capacity 14.50 1.03 15.53

Total Reserve Capacity 3.27 0.10 3.37

IV.B.1.c Capacity per EDU

Based on this reserve capacity, an approximation can be made for the number of EDUs in reserve for
both regulated and unregulated meters. Table 11 shows the estimated EDUs in reserve, based on the
GPD per EDU value from Table 5. The resulting reserve depends on which EDU definition is used.

Table 11: Calculated EDUs in Reserve

EDU Definition
Calculated EDUs in
Reserve - Regulated

Calculated EDUs in
Reserve -

Unregulated
Reserve Capacity 3.27 0.10

GPD Demand per EDU 768 768

No. of EDU in Reserve 4,262 127

IV.B.2. The Numerator: The Cost of Reserve Capacity

IV.B.2.a Cost of PCWA Capacity Acquisitions

It is recommended the City use the most recent PCWA purchases for the WCC calculation, similar to
a “First In, First Out” (FIFO) inventory cost accounting approach. The reason for doing so is simple:
as the City acquires capacity, it sells that capacity on a first-come, first-serve basis, acquiring new
capacity only when needed.  It follows that the City’s first purchases of PCWA capacity from pre-
1991 have already been used and not available for new customers today.  For illustration, the pre-
1991 capacity level was 3.055 MGD, whereas the City’s total MDD today is approximately 15.5
MGD.  Clearly, the City sold its 3.055 MGD to new connections long ago.  As the City acquires new
capacity, it does so at increasingly higher costs per unit.  For example, the cost of a unit of capacity
in 1991 was approximately $4.36 per GPD.  The same unit of capacity today would cost $13.63.

Lincoln has 3.27 MGD of PCWA regulated capacity in reserve. The City’s last purchase of regulated
capacity occurred in 2005 for 2.70 MGD.  Therefore, all the 2005 purchase remains in reserve.  The
remaining 0.57 MGD is what remains from a 2004 acquisition of 3.4 MGD in total. Accordingly,
0.57 of 3.4 MGD from the 2004 acquisition remains in reserve, about 17%.  None of the City’s
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acquisitions prior to 2004 are available to provide service to future customers at this point and,
therefore, none of the cost of those earlier acquisitions should be included in the cost basis for the
WCC.  Table 12 summarizes the capacity and the costs for regulated capacity relevant for the WCC
as of the Report Date.

Table 12: Original Costs of Regulated Reserve Capacity

Yr. of
Purchase

Amount Paid in
Original Costs8

Capacity
Purchased, MGD

Allocation to
Current Reserve

Capacity
Reserve Capacity

Original Costs
Applicable to the

Regulated
Reserve

2004 $20,145,140 3.40 16.8% 0.57 $3,375,945

2005 $18,467,105 2.70 100% 2.70 $18,467,105

TOTAL 3.27 $21,843,050

Likewise, Lincoln has 0.10 MGD of PCWA capacity in reserve for unregulated meters. Therefore,
24% of the 2006 purchase of $4.0 Million is included in the cost basis.

Table 13: Original Costs of Unregulated Reserve Capacity

Yr. of
Purchase

Amount Paid in
Original Costs

Capacity
Purchased, MGD

Allocation to
Current Reserve

Capacity
Reserve Capacity

Original Costs
Applicable to the

Unregulated
Reserve

2006 $4,000,000 0.40 24% 0.10 $966,392

TOTAL 0.10 $966,392

IV.B.2.b Other Carrying Costs

PCWA User Charges for Unused Capacity

The City pays PCWA a user fee separate from the connection charges which includes a fixed rate for
all used and unused capacity the City owns.  These PCWA charges are currently recovered through
the City’s user rates and not the WCC, meaning that user charges are higher to compensate for the
unused capacity. The City’s past payments for the unused capacity could be considered additional
carrying costs for the unused capacity as these costs have been incurred in addition to the acquisition

8 Original costs shown in the tables reflects dollars paid in historical periods without adjustment for inflation.
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costs already discussed.  However, because other carrying costs we included may be duplicative
(with the PCWA user charges) and because we could not reasonably match the past payments with
the remaining reserve capacity, we have excluded the PCWA user charges from our proposed WCC.

Inflation

Because original cost does not reflect the impact of inflation, it is customary to consider adjusting the
cost of past investments to reflect today’s dollars.

Reproduction cost is an estimate of past costs adjusted to today’s dollars.  To get the estimate, one
multiplies the original cost of the asset by an inflation index as described in Equation 5, below.
There are numerous indexes that measure inflation, but the most common ones used for purposes of
obtaining reproduction costs for water supply assets are the Engineering News Record’s (ENR)
Construction Cost Index and the Handy Whitman Index of Public Utility Construction Costs.  In
various agreements between PCWA and the City, there is a frequent reference to the ENR index for
the San Francisco area, and we used this index to adjust all past purchases made by the City to
current values.

Equation 5.

݊݅ݐܿݑ݀ݎܴ݁ ݐݏܥ = ݔ݁݀݊ܫ
ܜܖ܍ܚܚܝ۱ ܚ܉܍܇ ܠ܍܌ܖ۷

ܜܛ܉۾ ܚ܉܍܇ ܠ܍܌ܖ۷

Table 14: Inflation-Adjusted Costs of Regulated Reserve Capacity

Yr. of
Purchase

Original Costs of
Regulated
Reserves

ENR
Reproduction

Cost Index

Adjusted Costs of
Regulated
Reserves

2004 $3,375,945 1.48 $5,001,327

2005 $18,467,105 1.47 $27,094,197

TOTAL
Rounded

$21,843,050 $32,095,524
$32,096,000

Table 15: Inflation-Adjusted Costs of Unregulated Reserve Capacity

Yr. of
Purchase

Original Costs of
Regulated
Reserves

ENR
Reproduction

Cost Index

Adjusted Costs of
Regulated
Reserves

2006 $966,392 1.41 $1,366,942

TOTAL
Rounded

$966,392 $1,366,942
$1,367,000

Once the 2019 reproduction cost has been accounted for, the total cost of reserve capacity in Table
14 and Table 15 is divided by the amount of reserve capacity (Equation 4). The result is a WCC in
terms of dollars per GPD. The result can be converted to dollars per EDU by multiplying by 768
GPD/EDU.
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Table 16: WCC Unit Costs

Description Regulated Unregulated

Investment in Reserve Capacity $32,096,000 $1,367,000

Amount of Reserve Capacity (MGD) 3.27 0.10

WCC per GPD $9.81 $13.99

WCC per EDU (768 GPD) $7,530 $10,744

Deterioration and Obsolescence (Depreciation)

The original cost of an asset is the historical cost at which the asset was acquired. For example, an
asset acquired in 2002 at the cost of $100,000 would be valued at $100,000. In accounting, assets
depreciate as they age; deducting the accumulated amount of depreciation from the original cost will
result in the net book value for the asset. For example, if the $100,000 asset above had a ten-year
expected life and were 5-years old, then the book value would be $50,000 ($100,000 original cost,
less five yrs. x $10,000/yr. in depreciation).

In the case of a physical asset, its book value usually diminishes over time. However, purchased
capacity like the rights the City has acquired from PCWA is an intangible right to the use of an asset
rather than a physical asset. As an intangible asset, the City has the same right to capacity in the
PCWA system today as it had in the past; the effects of depreciation do not change the City’s rights
to the capacity in any way.

Financial Carrying Cost

In financial contexts, the time value of money (TVM) is a term that simply says that money in hand
today is worth more than an identical sum in the future. Different factors affect the future value of
money.  We already discussed inflation as one of those factors – we made an adjustment to account
for inflation only up to the present day. TVM is relevant in this case because the City will not receive
reimbursement for its investment in the reserve capacity until sometime in the future when new
connections are charged for the capacity via the WCC. Depending on the rate of growth, the level of
the WCC at any point in the future, and whether we are talking about regulated or unregulated
capacity, the City may incur more or less cost related to TVM.  Basically, the longer the City has to
wait to receive reimbursement for its investments, the greater its TVM costs.

It costs the City money, a rate of interest, to borrow funds to finance its operations.  The most
recently acquired bonds that the City holds are Lincoln Public Financing Authority Revenue
Refunding Bonds Series 2016 A&B, which have an average debt cost of 3.35%.  The City also uses
cash from the rates it has charged to its customers as a portion of its financing.  These cash portions
are correctly termed as equity financing because the funds come from the City’s retained earnings,
which is an equity account on the City’s balance sheet.  Like debt, equity also has a cost even though
it is not explicitly stated like an interest rate on a bond.  Instead, equity costs are economic costs that
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represent lost opportunities to use the cash funds for other needs.  The total cost of capital, therefore,
properly includes both the cost of debt and equity, and it is this total cost of capital that is best used
to estimate the TVM for the City.

If we assume three percent annual growth rate, and a total cost of capital of seven percent (our
estimate of the City’s total average cost of capital), we can estimate the expected TVM costs for the
City as summarized in Table 17.

Table 17: TVM Cost Estimate for Inclusion in Proposed WCC

Description Regulated Unregulated

Unadjusted WCC per EDU $7,530 $10,744

# EDUs to reach full capacity 4,262 127

Present Value of Costs $32,096,000 $1,367,000

Present Value of Unadjusted WCC Revenue $24,597,290 $1,191,336

Revenue Shortfall $7,498,710 $175,664

TVM per GPD9 $2.99 $2.06

The TVM costs from the above table would be added to the total WCC.  Importantly, the above table
assumes no future increase to the WCC. By adding the amounts shown, all else being equal, no future
increases would be needed.  If future increases are adopted for any reason, the TVM would be
reduced from the levels shown above.

IV.C. CONNECTION CHARGE UNIT COST
With each of the elements of the numerator and denominator determined, we can combine them to
calculate the WCC as of the Report Date.

9 The TVM value is solved to cause the present value of expected future revenue to be equal to the present
value of the costs. It requires multiple steps not shown here.
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Table 18: WCC per GPD

Description Regulated
Capacity

Unregulated
Capacity

Reproduction Cost of Reserve Capacity $32,096,000 $1,367,000

Reserve Capacity 3.27 MGD 0.10 MGD

Gross Cost per GPD $9.81 $13.99

TVM Adjustment per GPD $2.99 $2.06

Total Cost per GPD $12.79 $16.05

IV.D. CONNECTION CHARGE SCHEDULE
The City adopted a sliding assessment schedule with Ordinance 981B in January 2019.  Recall from
the earlier discussion that the schedule included a GPD allotment to individual lots based on square
footage.  We reviewed the GPD values from Ordinance 981B compared to recent meter readings
provided by the City for 2013, 2017, and 2018.  We determined the ADD during the maximum-
month for each lot size, applied a loss factor of 10 percent, and then multiplied by the 1.1 peaking
factor recommended in the 2017 Master Plan.  The results from our calculations are summarized
below in Table 19.

Table 19: Proposed WCC Using a Revised GPD Value by Lot Size

Lot Size (SF) GPD Regulated WCC Unregulated WCC

<2900  214 $2,739 $3,436

2901 <4400  442 $5,653 $7,092

4401<5500  576 $7,366 $9,241

5501<7000  679 $8,684 $10,895

7001<10000  862 $11,032 $13,841

10,001<17,000  1,201 $15,363 $19,275

17,001<35,000  2,407 $30,802 $38,645

> 35,000  5,155 $65,960 $82,755
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FINDINGS
This final section of our report addresses our major findings from our review of the City’s WCC.
Moreover, the City requested that we review the findings from the 2019 Grand Jury report regarding
the WCC’s as well as findings from a 2019 report of the California State Auditor.

1) The purpose of the WCC is to recover the City’s costs of acquiring capacity in the PCWA system
from future customers who benefit directly from the availability of said capacity.

2) Customers who do not pay the WCC do not receive water service from the City.  It follows that
the WCC is reasonably related to all types of development requesting connections to the City’s
water system.

3) The current value of the City’s unrecovered investment in PCWA capacity as of the Report Date
is approximately $33.5 million.

4) The amount of capacity remaining in the PCWA system is approximately 3.37 MGD in total.
Approximately 3.27 MGD of the total is in regulated capacity, and approximately 0.10 MGD is
unregulated.

5) The raw cost per GPD of the remaining capacity is $9.81 and $13.99 for regulated and
unregulated capacity, respectively.

6) The City must acquire sufficient capacity from PCWA to meet the needs of future customers
before those customers arrive.

7) Because the City must wait until future customers to connect to the system and pay the WCC, it
absorbs a financial carrying cost that we determined to be worth approximately $8 million in
total assuming 3 percent annual growth, a 7 percent cost of capital, and no future increases to the
WCC.

8) Financial carrying costs add $2.99 to the cost per GPD of regulated capacity bringing the total
cost to $12.79 per GPD.  The addition for unregulated capacity is $2.06, bringing the total to
$16.05 per GPD.

9) The WCC fee revenues may be used for any purpose authorized in the City’s Resolution 78-77.
All uses of revenue described in the Resolution are directly related to the City’s water system,
including 10% of the revenue available for general maintenance, 20% for capital improvements,
and 70% for the Water Fund.

10) The WCC may be charged to customers based on the GPD values by lot size adopted by
Ordinance.
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Responses to the Report of the State Auditor
The following are claims made in the State Auditor’s report of March 2019 that we are able to
respond to, based on information we reviewed in preparing this nexus report.

…state law requires Lincoln to spend revenue in the water connections fund only for expanding its
access to water capacity (Pg. 5).

There is a statement in the City’s audited financial statements that more or less mirrors this statement
from the Grand Jury Report.  However, the relevant state law related to fees like the WCC is
California Code 66013 and that section of code merely says such revenues must be expended “solely
for the purposes for which the charges were collected.”  The City defined the purpose of the water
connection fees in 1978 with Resolution 78-77.  The Resolution authorizes the funds collected from
such charges to be spent for the benefit of the water system, including 10% for general maintenance,
20% for capital improvements, and 70% for the needs of the water fund.  We were unable to find any
citation in California Code or in local resolutions or ordinances that restricts the funds specifically to
“expanding its access to water capacity.”

From fiscal years 2013-14 through 2016-17, Lincoln used surpluses from the water connections
fund to offset negative cash balances in the airport, fire, drainage, parks, and regional sewer funds
at the end of each fiscal year (Pg. 9).

Although it seems clear that the loans were made as stated, the notion that the water connection fund
was holding any kind of “surpluses” is a misleading statement.  A balance in the water connection
fund would be expected given that the City acquired the PCWA capacity in the past and is recovering
WCC revenue only after the fact.  Whether the funds collected exceeded the costs paid in total for all
relevant periods is not a question we were able to answer in the course of our work.  However, we
did conclude that the City paid nearly $100 million in the past for PCWA capacity; a figure that
translates to over $156 million when adjusted for relevant inflation.  Records related to the total
amount received since the City’s first acquisition of PCWA capacity were not available.

The water connections fund includes water capacity charges that the city collects from developers
and property owners, and the fund has accumulated a surplus because Lincoln overcharged these
fees (Pg. 12).

We were unable to determine whether the WCC charges exceeded the City’s costs in any past
periods.  With respect to the findings in this report: we note that 1,150 GPD of regulated capacity
costs approximately $14,714 which compares to a current WCC of $15,677, indicating an overcharge
of $963 per 1,150 GPD.  With respect to the unregulated capacity, the finding from this report is that
the cost is $18,460 versus a current WCC charge of $19,339, indicating an overcharge of $879.
Additionally, suggesting that the fund has “accumulated a surplus” is misleading; a positive fund
balance is expected for reasons already offered, and a positive fund balance is not necessarily an
indication of overcharging.
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Lincoln overcharged developers and builders for the cost of water infrastructure and capacity.
Because its capacity charges were not commensurate with the amounts it pays for water
infrastructure and capacity; the city had accumulated a fund balance of nearly $41 million as of
June 2017. (Pg. 19)

Whether overcharges occurred in the past or not is not a question we were able to answer in the scope
of our study.  However, accumulating a fund balance is to be expected given the payment of the
WCC is a reimbursement for costs the City occurs prior – sometimes long before – future customers
even connect to the water system.  The City is currently holding about 3.37 MGD of capacity in the
PCWA system, and with an assumed 3 percent growth rate would have enough capacity for
approximately seven more years with respect to the regulated capacity, and four years with respect to
the unregulated capacity.

An average dwelling in Lincoln uses only 650 gallons per day… (Pg. 20)

The relevant demand for supply planning purposes is the maximum-daily demand rather than average
daily demand.  The 2017 Master Plan, which we reviewed, recommends a maximum daily demand
that includes the avg. day during the max month, plus 10 percent loss factor, times a peaking factor
of 1.1.  Using these inputs, we arrived at the maximum daily demand of 768 GPD for a typical
single-family dwelling unit.  Historically, both PCWA and the City had used a value of 1,150 GPD to
represent the maximum daily demand for a single-family residence. PCWA still uses this value.
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Response to Claims Made in the Grand Jury Report

The following are our comments relative to claims in the report of the Grand Jury for 2018-19.

Fees collected for water connections are deposited in the WCF [water connection fund] and must
only be used for specific purposes as set forth in the following city and state laws…(Pg. 3)

Based on our review of available information, it seems clear that the WCC revenues are deposited
into a separate fund, the Water Connection Fund.  The City’s Resolution 78-77 sets forth the
intended purpose of the water connection fees as well as the authorized uses of the revenue received.
The intended purpose is repeated, verbatim, in Municipal Code 13.04.360, but the code leaves out the
provisions in the resolution that discuss the authorized uses of funds recovered from the water
connection charges.  Our review indicates that Resolution 78-77 is the only council action that
documents both the purpose of the water connection charges as well as the use of funds collected.

Per the Twelve Bridges agreement, the maximum the city can charge is $45,833 [for a WCC] (Pg.
4)

We did not review the Twelve Bridges Agreement. However, our understanding of State law is that
fees are valid provided they are related to the reasonable costs incurred to provide a government
service.  Based on the findings in this report, the largest lot sizes in the City may be charged as much
as $82,755 for unregulated capacity and $65,960 for unregulated, barring any other contractual
limitations.

It seems clear that Lincoln has unlawfully collected water connection fees in excess of its
reasonable cost for providing such service…as a result, the citizens of Lincoln have been charged
unjustified and excessive water connection fees. (Pg. 5)

We were unable to determine whether any over- or undercharging occurred at any point in the past.
To demonstrate such overcharging, one would need to compare the total receipts from all WCC
charges compared to the total costs incurred from the procurement of capacity from PCWA.  We
have been able to reasonably determine that the City has paid about $100 million to acquire capacity
from PCWA, a value that is approximately $156 million in today’s dollars, after making relevant
adjustments for inflation.  Data concerning past receipts of WCC charges was not readily available.
Based on the findings of this report, however, we note that 1,150 GPD of regulated capacity costs
approximately $14,714 which compares to a current WCC of $15,677, indicating an overcharge of
$963 per 1,150 GPD.  With respect to the unregulated capacity, the finding from this report is that
the cost is $18,460 versus a current WCC charge of $19,339, indicating an overcharge of $879.
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APPENDIX
List of References for Lincoln’s Purchase Cost of Capacity from PCWA

1. “AA” - Table received from PCWA titled, “History of PERC Purchases City of Lincoln 1-14-

02”

2. PCWA - City of Lincoln Calc’s for Max Gals per Day for Period 2-24-98 to 12-31-98

3. Letter dated Feb. 18, 2000, from PCWA to City Manager, City of Lincoln

4. PCWA - City of Lincoln Calc’s for Max Gals per Day for Period Ending 3-31-00, Rev 6-19-

00

5. Letter from PCWA to Dir. Public Works, City of Lincoln, dated Feb. 26, 2002, Contribution

to Penryn/Lincoln Pipeline

6. “A” - List received from PCWA, marked Construction Credits

7. PCWA - City of Lincoln Calc’s for Max Gals per Day for Period 1-1-01 to 12-31-01

8. Letter from the City of Lincoln to Int. Dir. Financial Services, PCWA, dated March 30, 2002

9. Letter from City of Lincoln to General Manager, PCWA, dated October 23, 2002

10. Supplement to PCWA – Lincoln Water Supply Contract, effective November 7, 2002

11. Recap of Lincoln PERC Payments and Credits Penryn/Lincoln Pipeline, Letter from PCWA

to City Manager, City of Lincoln dated December 17, 2004

12. PCWA Memo to Bd. of Directors from Director, Technical Services, dated June 9, 2004

13. Letter from PCWA to City Manager, City of Lincoln, dated December 17, 2004

14. PCWA Memo to Bd. of Directors from Director, Technical Services, dated August 5, 2005

15. Supplement to PCWA – Lincoln Water Supply Contract, dated December 11, 2006
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1. “AA” - Table received from PCWA titled, “History of PERC Purchases City of Lincoln 1 14 02”



City of Lincoln, CA  Water Connection Charge Nexus Study 
August 2019   

 

APPENDIX 
List of References for Lincoln’s Purchase Cost of Capacity from PCWA 

2. PCWA - City of Lincoln Calc’s for Max Gals per Day for Period 2-24-98 to 12-31-98 

 



2. PCWA - City of Lincoln Calc’s for Max Gals per Day for Period 2-24-98 to 12-31-98
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APPENDIX 
List of References for Lincoln’s Purchase Cost of Capacity from PCWA 

3. Letter dated Feb. 18, 2000, from PCWA to City Manager, City of Lincoln 



3. Letter dated Feb. 18, 2000, from PCWA to City Manager, City of Lincoln
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List of References for Lincoln’s Purchase Cost of Capacity from PCWA 

4. PCWA - City of Lincoln Calc’s for Max Gals per Day for Period Ending 3-31-00, 

Rev-6-19-00 

 



4. PCWA - City of Lincoln Calc’s for Max Gals per Day for Period Ending 3-31-00, Rev 6 19 00
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5. Letter from PCWA to Dir. Public Works, City of Lincoln, dated Feb. 26, 2002, Contribution 

to Penryn/Lincoln Pipeline 
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List of References for Lincoln’s Purchase Cost of Capacity from PCWA 

6. “A” - List received from PCWA, marked Construction Credits 
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6. “A” - List received from PCWA, amount marked Construction Credit
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7. PCWA - City of Lincoln Calc’s for Max Gals per Day for Period 1-1-01 to 12-31-01 
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8. Letter from the City of Lincoln to Int. Dir. Financial Services, PCWA, dated March 30, 2002 
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APPENDIX 
List of References for Lincoln’s Purchase Cost of Capacity from PCWA 

9. Letter from City of Lincoln to General Manager, PCWA, dated October 23, 2002 
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APPENDIX 
List of References for Lincoln’s Purchase Cost of Capacity from PCWA 

10. Supplement to PCWA – Lincoln Water Supply Contract, effective November 7, 2002 
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List of References for Lincoln’s Purchase Cost of Capacity from PCWA 

11. Recap of Lincoln PERC Payments and Credits Penryn/Lincoln Pipeline, Letter from PCWA 

to City Manager, City of Lincoln dated December 17, 2004 
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List of References for Lincoln’s Purchase Cost of Capacity from PCWA 

12. PCWA Memo to Bd. of Directors from Director, Technical Services, dated June 9, 2004 
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List of References for Lincoln’s Purchase Cost of Capacity from PCWA 

13. Letter from PCWA to City Manager, City of Lincoln, dated December 17, 2004 
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APPENDIX 
List of References for Lincoln’s Purchase Cost of Capacity from PCWA 

14. PCWA Memo to Bd. of Directors from Director, Technical Services, dated August 5, 2005 
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List of References for Lincoln’s Purchase Cost of Capacity from PCWA 

15. Supplement to PCWA – Lincoln Water Supply Contract, dated December 11, 2006 
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Base Rate WCC for 1.0 Unit of Capacity (UOC):

$83

$6,861

$603

$0

Transmission

Groundwater

Storage $3,098

$9,259

Component

Treatment

 • Units of Capacity purchased for services off of the 8" Unregulated Meter are subject to the full PCWA Upper Zone 6 Water Connection Charges.

$6,861

 • Per contract with the City of Lincoln, WCC for service through the 18" Regulated Meter is based on the following percentage of PCWA Upper Zone 
6 components:  100% Treatment, 100% Transmission, and 50% Planning.

$0

 • This WCC rate chart is for reference only and is intended to show fees as described in the PCWA-City of Lincoln supply contract.  Please contact 
Lincoln for all development fees and process.

 • MDD = Maximum Daily Demand (GPD)

Water Connection Charges (Effective 1/1/2022)
Zone 6 - City of Lincoln (for reference only)

Lower Zone 6 Base Rate Increased 3.35% per ENR CCI (Section 40700(c) of Rules & Regulations) from $19,339 to $19,987

 • Units of Capacity (UOCs) is defined as 1,150 gallons per day maximum day demand.

 • WCC = Water Connection Charge

 • GPD = Gallons per Day

Planning

Total WCC

$166

Amount for 
Regulated Meter

Amount for
Unregulated Meter

$19,987$16,203

Notes and Definitions:

$9,259

Z:\Engineering Files\WCC\2022 WCC\WCC Master Worksheet 2021_12_30 Revised: 1/4/2022


	Ordinance 1046B - Summary Notice - Water Connection - 2nd Read 06.28.2022.pdf
	Ord 1046B.pdf
	Water_Connection_Fees_1st_Reading.DOC3.Attachment_B_-_Nexus_Study_Report.2022June14.rleftwich.pdf
	Lincoln APPENDIX - COMBINED
	APP Sep Pg1
	APP #1 - AA History
	APP Sep Pg2
	App #2  - A 1998
	APP Sep Pg3
	APP #3,#4 - B 2000
	APP Sep Pg4
	APP #4 - B 2000 pgs3-4
	APP Sep Pg5
	APP #5, - D 2002
	APP Sep Pg6
	APP #6 - Summary Lincoln EDUs Paid 1998 - 2006
	APP Sep Pg7
	APP #7 - E 2001
	APP Sep Pg8
	APP #8 - F March 30 2002
	APP Sep Pg9
	APP #9 - G 2002
	APP Sep Pg10
	APP #10 - Exhibit H  from Lincoln 11.7.2002
	APP Sep Pg11
	APP #11 Recap attach to J 2004
	APP Sep Pg12
	APP #12 - I 2004
	APP Sep Pg13
	APP #13 - J 2004 Letter Dec 17 2004 p.1
	APP Sep Pg14
	APP #14- K 2005
	APP Sep Pg15
	APP #15 - Supplement 12.11.2006


	Water_Connection_Fees_1st_Reading.DOC1.Staff_Report__Ordinance.2022June14.rleftwich_rev1TW
	Water_Connection_Fees_1st_Reading.DOC4.Attachment_C_-_PCWA_Zone_6_Lincoln_Fee_Schedule.2022June14.rleftwich.pdf


