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September 18, 2020 
 
Charter Township of Delta  
7710 W. Saginaw Highway   
Lansing, MI 48917   
      
Subject:  Charter Township of Delta (Michigan) Water Fund – Rate Study  
   
Dear Charter Township of Delta: 
 
It is our pleasure to provide you this analysis of your water fund and the review of the rate structure.  
A rate study is not a historical document, it is a working document, which should be used as a 
reference for budget and finance decision-making.  To this end, Baker Tilly is available to discuss 
the study at any point in the future. 
 
Rates and charges must reflect the customer base being served.  As such, the rate study found in 
these pages is unique to your community.  The ultimate goal of every rate study is to develop a 
rate structure and revenue support system that meets the needs of operations, maintenance, and 
capital improvement and at the same time is as economical and equitable to the customers as 
possible, this is referred to as a “cost of service” analysis.  I believe you will find the observations 
and recommendations meet your needs and reflect your customer base.     
 
By acceptance of this study the Township Board understands and accepts the responsibility and 
liability for potential challenges to the rate structure and management of the funds.  Rate studies, 
while often based on various methods, industry guidelines, do not follow a clear standard as does, 
for example, a CPA in producing an audit according to Generally Accepted Accounting Principals.  
Furthermore, state law and case law do not provide any reasonable or comprehensive guidance 
regarding methodology, rate structure or management of fund balances.  Baker Tilly is reliant upon 
Township officials, and other sources, who have access to relevant data to provide accurate 
information. The Township accepts that fund management and rate adjustment recommendations 
are inherently subject to estimations and projections and, as such, no assurance is provided 
regarding the actual performance of the funds over time.  The Township is advised to seek legal 
counsel regarding the implementation of any recommendations and their liability implications. 
 
As always, it was a pleasure serving you and do not hesitate to call if you wish to further discuss 
our findings. 
 
 
Sincerely, 
 
BAKER TILLY MUNICIPAL ADVISORS, LLC  
 
Andy Campbell, CPA, Director  

  
 
 

Baker Tilly Municipal Advisors, LLC 
2852 Eyde Pkwy, Suite 150 
East Lansing, MI 48823 
(517) 321-0110 
bakertilly.com 
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Executive Summary 
1.1 Community Background 

The primary goal of the Water Division and the Department’s water distribution system is to 
maintain safe and clean drinking water for the Township’s 9,398+ customers.  The Township 
works very closely with the Environment, Great Lakes & Energy (EGLE) to meet the weekly, 
monthly, quarterly and yearly sampling requirements.  The water distribution system operates 
on a daily basis, year-round.  The Township maintains 5 standby wells, 3 ground storage tanks 
with pump stations, 2 elevated towers, and a Water Operations facility. 

The Township purchases treated water from the Lansing Board of Water and Light, so the 
wells are being maintained for an emergency water supply only.  In addition to storage 
facilities, the distribution system consists of 213.5 miles of water and 2,180 fire hydrants.  The 
Utility Department installs water services, assists customers with routine turn on/off requests, 
and perform repairs when necessary to fire hydrants, main breaks, service line leaks, and other 
various appurtenances throughout the water system. 
Source: Township 

 
1.2 Objectives 

To identify the revenue support and fund management needed to fulfill the Township’s 
operations & maintenance, and capital improvements to the system while maintaining 
adequate cash reserves to be able to respond to unforeseen circumstances.  

 
1.3 Potential Rates 

Based on direction from Township officials, Baker Tilly is recommending lowering the ready-
to-serve charge for the typical homeowner to $10.00, which is partially offset by the 
implementation of a ready-to-serve charge in the sewer fund.  After the initial reduction of the 
ready-to-serve charge, we are recommending annual rate increases of 1.25% to both the ready-
to-serve charge and the usage charge. 

TABLE 1-1: PROPOSED RATE STRUCTURE SUMMARY 

 
 
               *5/8” meter size ready-to-serve charge 

 

 

 

 

Category Current Rates Proposed Rates
2020 2021

Water usage charge (metered) $ 2.43 $ 2.46
Ready-to-serve charge * $ 12.40 $ 10.00
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TABLE 1-2 PROPOSED RATE STRUCTURE 

 

 

1.4 Cash Position Summary 

The cash & investments balance for the Township is currently around 18 months of operating 
expenses (net of depreciation).  This is a very healthy cash balance as our standard minimum 
recommendation for operating expenses is around 6 months. Over the forecast period the cash 
balance gradually lowers as the Township intends to pay for almost $5.7 million worth of 
capital improvements out of cash reserves.  The forecast estimates the ending cash balance to 
be right around the 12 months worth of cash operating expenses.   

TABLE 1-3: SCHEDULE OF ACTUAL AND ESTIMATED ENDING CASH BALANCE

  

Meter Size Rate Meter Ratios
5/8'' $10.00 1.0
3/4" $10.00 1.0
1" $25.00 2.5

1 1/2" $50.00 5.0
2" $80.00 8.0
3" $150.00 15.0
4" $250.00 25.0
6" $500.00 50.0

10'' $1,150.00 115.0

Ready-to-serve Proposed Rate Structure
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Information and Assumptions 
A significant effort has been made by the Township and their consulting engineers to inventory 
assets, evaluate the infrastructure, and determine asset criticality.  The result is the 
identification of asset investment cost by project and by year.  The rate study covers a 10-year 
forecast period to take this asset evaluation into account.  The rate study is a four step process: 
1) historical comparison with audits and budgets, 2) test year, or normalized budget year, along 
with inflation assumptions for purposes of forecasting, 3) proof of rate to revenue for reliance 
on customer data, and 4) cash flow forecast including revenue, operating expense, capital 
spending, debt, and fund balance (i.e., actual cash and investment balance).  The analysis is a 
“cash basis” approach as described in the AWWA Manual of Rate Making Practices.   

Key information 

• Audited comprehensive annual financial statements for FY 2017, FY 2018, FY 2019; 

• Actual Revenue and Expenditure Report for FY 2018, FY 2019; 

• Budgeted Revenue and Expenditure Report for FY 2020; 

Key Assumptions 

• Rates should not only cover the system costs, but also support future system 
maintenance, capital improvements, and debt service payments; 

• The Township will follow AWWA guidelines; 

• The Township is not anticipating significant population growth; 

• The Township is anticipating Cintas will be at full capacity for FY 2021; 

• The Township does not anticipate any significant decreases in billable flow going 
forward; 

• The budgeted amount for other revenue in FY 2020 will be consistent in future years; 

• The Township will conduct all capital improvement projects forecasted by the 
Township. 
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Revenues 
2.1 Customers and Usage 

The Township bills water customers based on meter size and usage.  The Township currently 
has 9,448 metered customers broken out in the table below.  Meter counts do not include 
irrigation meters. 

TABLE 2-1: CUSTOMER COUNTS BY METER SIZE 

 
 

Over the past 5 years the Township has seen a level to slightly downward trend in usage.  This 
has been a common theme among communities around the state as the efficiency of home 
appliances increases.  The Township is estimating a decrease in usage for FY 2020 due to 
COVID and many major employers temporarily shutting down.  Although there was a decrease 
in usage from major businesses, overall flows besides these businesses stayed relatively 
consistent with prior years.  

With businesses opening back up, Cintas connecting to the system, and new customers 
connecting to the system, the forecast assumes a consistent flow going forward. 
  

Meter Size Meter Count
5/8'' 8,407
3/4" 4
1" 347

1 1/2" 456
2" 179
3" 38
4" 15
6" 2

10'' 1
Total Meter Count 9,448
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TABLE 2-2: VOLUME OF WATER SOLD 

 
 

2.2 Rates 

The Township bills customers based on generally accepted methods.  Customers are billed a 
ready-to-serve charge based on metered size and on a commodity bases for the number of 
cubic feet used.  The number of customers billed at the current rates ties to the revenue reflected 
in the audit and budget, such that we can rely on these numbers for forecasting. 
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2.3 Billing 

The Township bills customers monthly.  The table below is an estimate of a typical 
homeowner’s monthly bill based on a usage of 600 cubic feet. 

TABLE 2-3: TYPICAL HOMEOWNER’S MONTHLY BILL COMPARISON 

 
[1] Assumes 600 cubic feet usage per month 

 

2.4 Revenue 

In addition to the revenues brought in by user rates, the Township is conservatively assuming 
$80,000 per year in capital charge revenue.  The Township is also assuming that other revenues 
(revenue not derived from user rates) will remain consistent in future years. 

 
  

Adjustment 2020 2021 2022 2023 2024 2025
Typical homeowner monthly bill [1] $ 26.98 $ 24.76 $ 25.06 $ 25.37 $ 25.68 $ 25.99
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Operating & Maintenance Expenses 
3.1 Historical O&M Expenses  

Historical O&M expenses are analyzed in the report to help look for trends and to help identify 
any outlier expenses.  The current year budget is consistent with previous years, with most 
expenses increasing slightly year over year.  

Table 3-1: Receipt and Disbursement History 

 
 

3.2 Test Year 

A test year is a normalized year for operating and maintenance expense and becomes the base 
year used for forecasting future expenses. 

Prior year budget actuals are analyzed for trends, outliers, or one-time expenses.  Any items 
of concern were discussed with Township officials to determine what a particular line item 
expense would be in a normal year. Certain adjustments were made to a couple line items to 
more accurately reflect a normalized year’s expense to be used in the test year before 
forecasted out into future years. 
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3.3 Inflation Assumptions 

The next step is to increase the test year expenses by an annual inflationary percentage.  This 
is done as it is not reasonable to expect expenses to be the same as they are today over the 10 
years forecasted in the report.  These annual inflationary increases reflect the increases in costs 
over time and are used to help estimate what future operating and maintenance expenses will 
be.  The table below summarizes the general inflationary assumptions used in the report.  Based 
on direction from Township officials, there are a few specific budget line items that vary from 
the percentages listed in the table below. 

TABLE 3-2: INFLATION ASSUMPTIONS 

  
  

Expense Type Inflation Assumptions
Compensation Related 2.5%
Benefits 2.5%
Operating 2.0%
Purchasing 2.0%
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Capital Improvement Plan 
4.1 Capital Improvement Plan (CIP) 

Capital improvements are larger, one-time expenses that are not included in annual operating and 
maintenance expenses.  It is beneficial to look at potential capital improvements well in 
advance and develop a capital improvement plan as it will help the Township develop policy 
to manage rates over time in order to maintain the water system with an efficient use of funds.  

 
4.2 CIP Funding 

Due to the Township having a healthy cash balance, smaller projects can be paid for with cash 
on hand.  The Township has a couple larger projects that will need to be financed as is outlined 
in the table below. 

TABLE 4-1: CAPITAL IMPROVEMENT SPENDING SUMMARY 
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Debt Service 
5.1 Debt Limitation 

The Township is subject to the State of Michigan debt limitation of 10% of State Equalized 
Value (SEV).  Based on the amount of debt outstanding and the Township’s current SEV, this 
10% limit is not a concern at the time of this report. 

 

Cash Flow 
6.1 Methodology 

The revenue needs to support operations, debt, and capital improvements while solving to cash 
balance.  The Township has an ideal cash balance they would like to maintain which leaves 
adjusting rates and capital improvements spending as the other two variables that can be 
adjusted.  Township officials determined that a consistent rate track with manageable annual 
inflationary increases was the best option for their customer base.  Meeting these two 
requirements results in the Township needing to issue 1 bond issue in order to complete the 
desired capital improvement plan. 

 

6.2 Proposed/Potential Rates 

The table below demonstrates the proposed rates. 
TABLE 6-1: PROPOSED RATES ADJUSTMENTS 

 

 

  

Adjustment 2020 2021 2022 2023 2024 2025
Readiness-to-serve (monthly) $ 12.40 $ 10.00 $ 10.12 $ 10.25 $ 10.38 $ 10.51
Water usage charge (per 100 cu.ft.) $ 2.43 $ 2.46 $ 2.49 $ 2.52 $ 2.55 $ 2.58
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6.3 Rate Impact Summary 

After the initial reduction to the ready-to-serve charge in 2021, the rate track demonstrates 
annual increases of 1.25%.  This results in roughly a $0.30 increase to a typical homeowner’s 
monthly bill per year (assuming 600 cubic feet of usage per month). 

With the reduction of the ready-to-serve charge, the ready-to-serve charge will now account 
for roughly 40% of a typical homeowner’s monthly bill.   

TABLE 6-2: TYPICAL HOMEOWNER MONTHLY BILL MAKEUP 
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  CHARTER TOWNSHIP OF DELTA 
 

Appendix A   Comparative Detail 
of Operating Expenses 
 



12/31/2017 12/31/2018 12/31/2019 12/31/2020 Test Year Multiplier

Operating Expenses
Dept 536.000 - Water

702.000 Salaries & Wages - Regular $508,454 $521,769 $547,281 $544,675 $544,675 2.5%
703.000 Salaries & Wages - Temporary 4,059             5,364             4,882             4,200             4,200             2.5%
704.000 Salaries & Wages - Overtime 1,182             7,063             7,521             10,000           10,000           2.5%
706.000 Salaries & Wages - Longevity 14,437           15,816           15,152           15,530           15,530           2.5%
715.000 F.I.C.A. 38,795           41,098           42,881           43,170           43,170           2.5%
717.000 Workers' Compensation 11,500           10,029           8,648             8,090             8,090             2.5%
719.000 Health Insurance 137,836         113,815         (1,890)           160,560         160,560         2.5%
720.000 Life, Dental & Disability Ins. 14,458           14,960           14,841           15,800           15,800           2.5%
721.000 Retirement 60,745           62,296           63,648           65,650           65,650           2.5%
724.000 Uniform Allowance 2,877             3,362             3,282             3,750             3,750             2.0%
728.000 Office Supplies 928                4,607             3,542             3,000             3,000             2.0%
730.000 Postage 24,211           23,637           23,580           28,000           28,000           2.0%
740.000 Operating Supplies 121,454         92,301           69,614           85,000           85,000           2.0%
740.001 Board Of W/L Billings 2,462,009      2,413,751      2,436,746      2,820,000      2,820,000      5.0%
743.000 Chemicals 87                  118                324                350                350                2.0%
759.000 Tools 912                681                1,697             1,500             1,500             2.0%
776.000 Building Maintenance Supplies 9,762             11,979           10,973           12,000           12,000           2.0%
778.000 Equipment Maintenance Supplies 9,710             3,658             5,691             18,000           18,000           2.0%
780.000 Ground Maintenance Supplies 3,017             1,684             2,194             3,000             3,000             2.0%
803.000 Audit Fees 9,300             10,410           11,650           12,000           12,000           2.0%
804.000 Accounting Fees 154,926         159,059         167,766         160,000         160,000         2.0%
806.000 Contractual Services - Other 55,958           84,495           204,629         156,000         156,000         2.0%
820.000 Administration Fees 100,000         100,000         100,000         100,000         100,000         2.0%
821.000 Engineering Fees 1,780             -                     -                     6,000             6,000             2.0%
852.000 Telephone 12,651           12,683           12,428           15,000           15,000           2.0%
853.000 Miss Dig 695                880                1,282             1,000             1,000             2.0%
862.000 Gasoline & Diesel 8,032             11,469           10,714           12,000           12,000           2.0%
863.000 Vehicle Maintenance 17,611           11,094           11,193           15,000           15,000           2.0%
911.000 Fleet Insurance 12,500           12,150           13,713           14,200           14,200           2.0%
912.000 Liability Insurance 21,400           20,750           23,419           24,300           24,300           2.0%
921.000 Electricity 77,457           86,623           103,319         105,000         105,000         2.0%
922.000 Heat 4,768             5,006             5,603             7,000             7,000             2.0%
923.000 Sewer & Water 1,116             1,202             1,236             1,300             1,300             2.0%
931.000 R&M Services - Building 70,217           34,107           56,836           50,000           50,000           2.0%
931.001 Well Abandonment - Drilling 9,550             8,650             2,100             10,000           10,000           2.0%
933.000 R&M Services - Equipment 9,224             57,332           14,654           15,000           15,000           2.0%
957.000 Education & Training 50                  1,325             505                3,000             3,000             2.0%
959.000 Membership & Dues 17,413           20,653           21,035           16,700           16,700           2.0%
960.000 Meetings,Conferences,Seminars 657                374                371                1,000             1,000             2.0%
970.000 Capital Outlay -                     -                     -                     -                     [1] -                     0.0%
991.000 Debt - Principal -                     -                     -                     -                     [2] -                     0.0%
995.000 Debt - Interest -                     -                     -                     -                     [2] -                     0.0%
968.000 Depreciation Expense -                     -                     -                     -                     [3] -                     0.0%
994.000 Amortization Expense -                     -                     -                     -                     [3] -                     0.0%

` Total Water Operating Expenses $4,011,737 $3,986,251 $4,023,060 $4,566,775 $4,566,775

[1] Capital Outlay is removed from this section of the report.  These items are discussed later in the report.
[2] Debt service payments are removed from this section of the report.  These items are discussed later in the report.
[3] Depreciation and Amortization Expenses are removed from this report as this report is done on the cash basis.

Fiscal Year Ended

(--------------------------------Per Client------------------------------------)

CHARTER TOWNSHIP OF DELTA (MICHIGAN) WATER FUND

COMPARATIVE DETAIL OF OPERATING EXPENSES

1
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Appendix B   Schedule of Existing 
Debt Service 
 



Payment Principal Interest Debt Service Fiscal Year
Date Balance Rate Principal Interest Total Total

(In Dollars) (%)

05/01/20 $160,000 $2,400.00 $2,400.00
11/01/20 160,000 3.00 $160,000 2,400.00 162,400.00 $164,800.00

Totals $160,000 $4,800.00 $164,800.00 $164,800.00

CHARTER TOWNSHIP OF DELTA (MICHIGAN) WATER FUND

SCHEDULE OF AMORTIZATION OF $160,000 PRINCIPAL AMOUNT OUTSTANDING
OF 2012 WATER REVENUE REFUNDING BONDS, SERIES A

(------------------------------In Dollars------------------------------)

1



Payment Principal Interest Debt Service Fiscal Year
Date Balance Rate Principal Interest Total Total

(In Dollars) (%)

05/01/20 $210,000 $3,412.50 $3,412.50
11/01/20 210,000 3.25 $210,000 3,412.50 213,412.50 $216,825.00

Totals $210,000 $6,825.00 $216,825.00 $216,825.00

CHARTER TOWNSHIP OF DELTA (MICHIGAN) WATER FUND

SCHEDULE OF AMORTIZATION OF $210,000 PRINCIPAL AMOUNT OUTSTANDING
OF 2012 WATER REVENUE REFUNDING BONDS, SERIES B

(------------------------------In Dollars------------------------------)

2



Payment Principal Interest Debt Service Fiscal Year
Date Balance Rate Principal Interest Total Total

(In Dollars) (%)

04/01/20 $1,700,000 2.00 $400,000 $17,000.00 $417,000.00
10/01/20 1,300,000 13,000.00 13,000.00 $430,000.00
04/01/21 1,300,000 2.00 400,000 13,000.00 413,000.00
10/01/21 900,000 9,000.00 9,000.00 422,000.00
04/01/22 900,000 2.00 450,000 9,000.00 459,000.00
10/01/22 450,000 4,500.00 4,500.00 463,500.00
04/01/23 450,000 2.00 450,000 4,500.00 454,500.00 454,500.00

Totals $1,700,000 $70,000.00 $1,770,000.00 $1,770,000.00

  

3

CHARTER TOWNSHIP OF DELTA (MICHIGAN) WATER FUND

SCHEDULE OF AMORTIZATION OF $1,700,000 PRINCIPAL AMOUNT OUTSTANDING
OF 2013 GO WATER BONDS

(------------------------------In Dollars------------------------------)



Payment Principal Interest Debt Service Fiscal Year
Date Balance Rate Principal Interest Total Total

(In Dollars) (%)

05/01/20 $2,940,000 2.31 $470,000 $33,957.00 $503,957.00
11/01/20 2,470,000 28,528.50 28,528.50 $532,485.50
05/01/21 2,470,000 2.31 460,000 28,528.50 488,528.50
11/01/21 2,010,000 23,215.50 23,215.50 511,744.00
05/01/22 2,010,000 2.31 505,000 23,215.50 528,215.50
11/01/22 1,505,000 17,382.75 17,382.75 545,598.25
05/01/23 1,505,000 2.31 495,000 17,382.75 512,382.75
11/01/23 1,010,000 11,665.50 11,665.50 524,048.25
05/01/24 1,010,000 2.31 485,000 11,665.50 496,665.50
11/01/24 525,000 6,063.75 6,063.75 502,729.25
05/01/25 525,000 2.31 525,000 6,063.75 531,063.75 531,063.75

Totals $2,940,000 $207,669.00 $3,147,669.00 $3,147,669.00

CHARTER TOWNSHIP OF DELTA (MICHIGAN) WATER FUND

SCHEDULE OF AMORTIZATION OF $2,940,000 PRINCIPAL AMOUNT OUTSTANDING
OF 2015 LIMITED TAX REFUNDING BONDS

(------------------------------In Dollars------------------------------)

4



2012 2012 2013 2015
Fiscal Year Water Rev Ser. A Water Rev Ser. B GO Water Limited Tax Ref. Total

2020 $164,800.00 $216,825.00 $430,000.00 $532,485.50 $1,344,110.50 *
2021 422,000.00 511,744.00 933,744.00
2022 463,500.00 545,598.25 1,009,098.25
2023 454,500.00 524,048.25 978,548.25
2024 502,729.25 502,729.25
2025 531,063.75 531,063.75

Totals $164,800.00 $216,825.00 $1,770,000.00 $3,147,669.00 $5,299,294.00

* Maximum annual combined debt service

CHARTER TOWNSHIP OF DELTA (MICHIGAN) WATER FUND

SCHEDULE OF COMBINED DEBT SERVICE

5
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Appendix C   Cash Flow Analysis 



2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030
One Time Increase

Assumptions Adjustment Per Year
Meter equivalents billed 14,147 14,147 14,147 14,147 14,147 14,147 14,147 14,147 14,147 14,147 14,147
Ready-to-serve charge (monthly) $12.40 -19.38% $10.00 1.25% $10.12 $10.25 $10.38 $10.51 $10.64 $10.77 $10.90 $11.04 $11.18
Billable flow (annual 100 cf) 1,466,673 1,532,967 1,613,649 1,613,649 1,613,649 1,613,649 1,613,649 1,613,649 1,613,649 1,613,649 1,613,649
Usage charge (100 cf) $2.43 1.25% $2.46 1.25% $2.49 $2.52 $2.55 $2.58 $2.61 $2.64 $2.67 $2.70 $2.73

Typical homeowner's monthly bill $26.98 $24.76 $25.06 $25.37 $25.68 $25.99 $26.30 $26.61 $26.92 $27.24 $27.56
    (assumes 600 cubic feet/month)

Revenues
Ready-to-serve charge $2,105,036 $1,697,080 $1,718,294 $1,740,050 $1,762,119 $1,784,188 $1,806,257 $1,828,326 $1,850,395 $1,874,161 $1,897,928
Usage charge 3,564,015 3,771,674 4,017,987 4,066,397 4,114,806 4,163,216 4,211,625 4,260,035 4,308,444 4,356,854 4,405,263
Other 357,750 357,750 357,750 357,750 357,750 357,750 357,750 357,750 357,750 357,750 357,750
Capital charges 94,000 80,000           80,000           80,000           80,000           80,000           80,000           80,000           80,000           80,000           80,000           

Total revenues 6,120,801 5,906,504 6,174,031 6,244,197 6,314,675 6,385,154 6,455,632 6,526,111 6,596,589 6,668,765 6,740,941

Less: Total operating expenditures (4,566,775) (4,747,049) (4,935,267) (5,131,802) (5,337,045) (5,551,406) (5,775,316) (6,009,226) (6,253,608) (6,508,959) (6,775,798)

Net operating revenue 1,554,026 1,159,455 1,238,764 1,112,395 977,631 833,748 680,316 516,885 342,981 159,806 (34,857)

Less:  Current debt service payments (1,344,111) (933,744) (1,009,098) (978,548) (502,729) (531,064) -                     -                     -                     -                     -                     
 Estimated cash funded capital improvements (1,225,000)     (1,000,000)     (1,472,000)     (2,000,000)     -                     -                     -                     -                     -                     -                     -                     
 Estimated debt service #1 2030 bonds [1] -                     -                     -                     -                     -                     -                     -                     -                     -                     -                     (157,000)        

Net cash flow ($1,015,084) ($774,289) ($1,242,334) ($1,866,153) $474,902 $302,684 $680,316 $516,885 $342,981 $159,806 ($191,857)

Cash & investments $9,175,552 $8,160,468 $7,386,179 $6,143,845 $4,277,692 $4,752,594 $5,055,278 $5,735,594 $6,252,479 $6,595,460 $6,755,266 $6,563,409

[1] Estimated debt service payments based on a $9,300,000 20-year open market bond issue at current market rates.
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May 19, 2020 

 
Charter Township of Delta 

Re: Connection Charges 

 

Connection charges are intended to provide equity buy-in to a system that has been supported by 

existing customers: 

 

It is common policy for government-owned utilities to recover directly from the customer the costs 

of installing a tap or connection to a water main, the service line to the property, and the water 

meter.  System Development Charges (SDCs) assign the capacity cost of growth, at least in part, 

to those causing the growth rather than to existing customers.  The objectives may include having 

new development pay its own way, fund major system expansion, fund a portion of capital 

improvements, minimize debt, recover capital costs, maintain appropriate level of retained 

earnings and cash reserves. [AWWA] 

 

There are various approaches to determining the level of the connection charge which include: 

 

The two basic methods for calculating SDCs are the equity method or system buy-

in and the incremental cost method.  The financial goal is to achieve a level of 

equity from new customers by collecting a SDC representative of the average 

equity attributable to existing customers.  The incremental cost method is based on 

the concept of new development paying for the incremental cost of system capacity 

needed to serve new development.  This approach proposes to mitigate the cost 

impact of new growth on existing customers’ user rates.  The goal is to charge a fee 

for new customers sufficient to allow customer user rates to be revenue-neutral with 

respect to growth of the system.  However, in systems undergoing rapid and 

expensive growth, this may be difficult to achieve.   

 

A key component of developing an equity method SDC is determining system 

equity.  The major components include the valuation of system assets, accumulated 

depreciation, system liabilities, sources of equity, and system capacity.  One 

measure of the valuation of the system assets is the original value of the total system 

less accumulated depreciation.  This valuation may be adjusted to recognize the 

cost of reproducing or replacing assets.   

 

The incremental cost method assigns to new development the incremental cost of 

system expansion needed to serve the new development which includes various 

factors, including the period of growth, growth rates, type of growth, capacity 

associated with the various improvements needed to serve the projected growth, 

and cost of these improvements. [AWWA] 

Baker Tilly Municipal Advisors, LLC 
2852 Eyde Pkwy, Suite 150 
East Lansing, MI 48823 
(517) 321-0110 
bakertilly.com 



The “equity method” calculation may be derived by dividing the depreciated asset value plus the 

cash and investments value by the number of customers.   

 

The depreciated asset value of the water system is $35,600,689.  The cash and investments value 

of the water system is $9,175,552.  The number of meter equivalents on the system is 14,145.  The 

depreciated asset value plus the cash and investments value divided by current customers results 

in a figure of $3,165. 

 

The depreciated asset value of the sewer system is $24,736,926.  The cash and investments value 

of the sewer system is $8,617,024.  The number of meter equivalents on the system is 13,728.  The 

depreciated asset value plus the cash and investments value divided by current customers results 

in a figure of $2,429. 

 

The above costs are based on the Township’s smallest meter size (5/8”).  These costs should be 

multiplied by the Township’s meter equivalent ratios for each respective utility to derive the 

charges for larger meters.  In the case where a meter is not present (i.e. fire suppression), the service 

line size should be used to determine the charge to connect. 

 

While it is recommended that the connection charge not exceed this figure, there may be policy 

considerations that would lead to the use of a lower figure.  It is important to note that connection 

charges, from an accounting standpoint, are a revenue of the system under Act 94 of 1933 (the 

Revenue Bond Act), and as such, are “regulatory in nature” and not “revenue generating” given 

the operations, maintenance, and in particular, the capital improvement expenses.  Hence, the 

connection charge is not only calculated according to industry standard, but is also intended to be 

consistent with State law and case law (Bolt v. Lansing). 

 

As discussed earlier in this memo, the above calculations represent only the equity buy-in 

(commonly called the connection or capital charge) to the system.  The cost of materials (i.e. meter, 

service line, etc.) and labor to install the connection (commonly called the tap fee) should be 

charged dollar for dollar to the new customer.   

 

Please note that these costs and the ability to charge them need to be reviewed by your local counsel 

to make sure that your ordinance includes the ability to charge these fees.  

 
Sincerely, 

 

Andy Campbell, CPA, Senior Manager 

Baker Tilly Municipal Advisors, LLC 
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