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Memorandum 
 
To:   Larry McKenney, AWA General Manager 
From:   Russ Branson, BBE 
Re:   Status of Participation Fees 
 
As a part of the BB&E work, a series of memos are being prepared to evaluate and shed light on 
the larger financial issues of the Amador Water Agency (the “Agency”).  This includes:   

 Participation fees (the subject of this memo) 
 Internal loans 
 Debt and debt capacity  
 Budget structure   

 
The goal of these memos is to provide a foundation for understanding the current issues being 
faced by the Agency as it completes its Water Master Plan, takes on the Wastewater Master 
Plan, completes the rate and fee update, and hires a new Finance Manager.   
 
This memo covers Participation Fees.  These fees—set to become Capacity Fees with the 
completion of the Raftelis rate and fee study—are a critical component of the Agency’s ability 
to maintain and expand its water distribution and wastewater transmission infrastructure as 
growth occurs.  This memo will outline the current Participation Fee practices along with how 
these fees fit into the overall funding strategy of the Agency. 

Participation Fee Overview 
The Agency has been collecting Participation Fees for many years.  These fees are used to 
upgrade and expand the Water and Wastewater systems, as necessary, to accommodate new 
development in the Agency’s service area. 
 
Participation Fees are charged on a “buy-in” basis, paying for new development’s share of the 
existing system improvements.  The cost of connecting into the existing system is paid 
separately by new development on a cost basis. 
 
As of the November of 2020, the accumulated participation fee revenues are as follows: 
 

Participation Fee Asset Water Wastewater Total 
Cash $706,570 $256,465 $963,035 
Internal Loans (2004-2013) $1,996,344 $1,827,676 $3,824,020 
Internal Loan to Water (2020) - $500,000 $500,000 
Total $2,702,914 $2,584,141 $5,287,055 
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As shown above, the available cash for Water and Wastewater Participation Fees combined is 
just shy of $1 million, with the additional $500,000 loan to be repaid in the near-term.  The 
remaining $3.8 million in Participation Fee assets are tied up in loans that will become available 
as they are repaid over the next twenty-eight years. 

Capital Funding Needs 
The Agency is in the midst of updating its Water Master Plan.  A draft of this plan was 
presented to the Board in December of 2020.  Chapter 8 of the draft plan laid out the Agency’s 
Capital Improvement Project (CIP) needs through 2040.  The total project cost, including 
development-required projects, total $334.3 million, with $189.9 million in costs attributable to 
AWA and the remaining ($144.4 million) attributable to new development.   
 
Priority projects through 2025 are estimated to cost $34.1 million, with $26.3 million of that 
allocated to AWA.    Additionally, the Master Plan calculates a need of $10.2 Million per year in 
replacement cost for current system components.  There is no current identified funding for 
either of these CIP costs.  The current Participation Fees, including amount due from internal 
loans, are not sufficient to fund the new development share of the Priority 1A projects. 
 

 
Summary of Master Plan Improvement Costs 

Improvements Total Cost 
Cost Allocated to 

AWA 
Capital Improvement Projects 

Priority 1A (202102025) $34.1 Million $26.3 Million 
Priority 1B (2025-2030) $68.7 Million $42.4 Million 
Priority 2A (2030-2035) $82.3 Million $54.5 Million 
Priority 2 (2030-2035) $55.8 Million $36.6 Million 
Priority 3 (2035-2040) $43.0 Million  $24.5 Million 
Future $50.4 Million  $5.6 Million 
Total System Improvements $334.3 Million $189.9 Million 

Annual Replacement Budget 
Water and Wastewater  $10.2 Million 

Source:  Draft Water Master Plan, Tables 8-2 and 8-3  

Capital Funding Structure of AWA 
The Agency uses a variety of sources to fund capital projects with a mix of Participation Fees, 
grants, debt (paid for primarily from rate revenue and the subject of a separate memo), 
developer exactions, and Mello-Roos Community Facility District (CFD) special taxes (see figure 
below).   
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AWA Capital Funding Sources Overview 

 
It is important to understand how these sources have been utilized in the past, and where they 
should be utilized to meet future Agency needs. 
 
The table below provides a more detailed description of each of these revenue sources. 

Capital Funding

Grants

Participation Fees 

Capital Only--Based on 
buy-in to system

Needs separate fund 
and tracking

Rate Revenue Set-Aside for Debt 
Service

Developer Charges Project-Specific Funding

CFD Special Taxes

Debt Service

Tanner and Ione 
Treatment Plants
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Funding 
Source 

How Used Funding in FY21 Notes 

Grants Major source of 
funding for 
rehabilitation 
projects 

As of September 2021, the 
Agency had $2.3 million of 
grant-funded projects with 
$1.6 million received and 
$659,454 outstanding 

Grant funding has been 
consistent, but is 
unreliable as a long-term 
funding strategy 

Participation 
Fees 

To pay for 
projects or to 
fund grant 
matching 
requirements.  
Have also been 
used to fund 
operations via 
interfund loans 

Participation fees were 
budget at $0 in FY21; 
however, through December 
2020 the Agency has 
received $388,994 in Water 
Participation Fees and 
$73,829 in Wastewater 
Participation Fees 

Participation fees are 
based on a “buy-in” 
approach, and therefore, 
are not tied to funding 
specific projects 

Rate Revenue Fund debt 
service and pay-
go capital 

$1.9 million from W/WW 
rates directly and $336,124 
in transfers from general 
revenues 

Rate revenue from debt 
service is less than the 
Agency’s cost of debt.  
This is discussed further 
in the technical memo on 
debt service  

Developer 
charges 

Service 
extensions to 
new 
development 

These charges are specific to 
each new development and 
do not show up in the 
Agency’s budget 

Beyond paying 
Participation fees, 
developers are required 
to pay the cost of 
extending services to a 
new development 

CFD Special 
Taxes 

Portion of debt 
service  

The CFD was levied 
approximately $170,000 in 
special taxes in FY21 

Debt service on the 2006 
COPs, now the 2016 
revenue bonds 

 

Participation Fee Collections and Use 
Participation fees are charged to new water and wastewater connections.  The current fee 
program was set in the “2016 Water and Wastewater Participation Fee Study” prepared by The 
Reed Group, dated May 11, 2016.  The fees are based on a “buy-in” concept that bases fees on 
a share of existing system infrastructure rather than the cost of new system infrastructure.  This 
allows fees to be used to improve, update, and replace existing infrastructure. 
 
The fee amounts from 2016 are shown in Attachment 1.   
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Water Fees 
Since FY17, the Agency has collected approximately $6.2 million in Water Participation fees and 
transfers in from the construction account.  The construction account is used to fund new 
facilities, with the Participation Fees often being transferred out to construction while waiting 
for grant revenues, and then back in once funding has been received.  Participation fees have 
paid for $4.3 million in direct project costs, $518,594 in labor reimbursement related to 
projects, and $376,450 in other related expenses—including an internal loan in FY17—over the 
last four years.  
 
Water Fees 

     

Use FY17 FY18 FY19 FY20 Total 
Revenue 

    
  

Fees $305,916  $1,086,400  $998,817  $381,602  $2,772,734  
Interest $450  $3,172  $4,154  $11,927  $19,703  
Transfer In $0  $0  $370,339  $2,815,286  $3,185,626  
Loan Repay $0  $150,409  $0  $0  $150,409  
Other $0  $0  $0  $0  $0  
Total $306,366  $1,239,980  $1,373,311  $3,208,815  $6,128,472  

  
    

  
Expense 

    
  

Projects $11,069  $988,229  $732,200  $2,533,884  $4,265,383  
Labor $172,280  $240,920  $23,417  $81,978  $518,594  
Debt Service $0  $0  $193,355  $0  $193,355  
Internal Loan $165,000  $0  $0  $0  $165,000  
Other $0  $17,257  $4  $834  $18,095  
Total $348,349  $1,246,406  $948,976  $2,616,696  $5,160,426  

 
     

Through December of 2020, the Agency has collected $388,994 of new Water Participation 
Fees in the current fiscal year. 
 
Wastewater Fees 
The Participation Fees for Wastewater are a smaller portion of the Agency’s revenue and have 
been fairly minimal over the last five years.  Through December of this fiscal year, there have 
been $73,829 of Wastewater Participation Fees.  Very little of these have been spent in the last 
four years, as shown in the table below. 
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Wastewater Fees 

    

Use FY17 FY18 FY19 FY20 Total 
Revenue 

    
  

Fees $18,760  $86,949  $0  $72,513  $178,222  
Interest $31  $58  $0  $2,487  $2,575  
Transfer In $0  $0  $0  $0  $0  
Loan Repay $0  $0  $0  $0  $0  
Other $0  $18,867  $0  $0  $18,867  
Total $18,791  $105,874  $0  $75,000  $199,664  

  
    

  
Expense 

    
  

Projects $9,380  $9,427  $0  $0  $18,807  
Labor $0  $0  $0  $0  $0  
Debt Service  $0  $0  $0  $0  $0  
Internal Loan $0  $0  $0  $0  $0  
Other $0  $0  $0  $0  $0  
Total $9,380  $9,427  $0  $0  $18,807        

 
Participation fees have been collected for many years, and the tables above provides a 
snapshot of activity only over the last four years. 

Current Participation Fee Status 
Accumulated Participation Fees are either shown as cash or as a receivable from internal loan.s 
 
Available Cash 
Participation Fees are accounted for in either the Water (102) or Wastewater (120) funds.  
Based on the current data available, Water Participation Fees totaled $706,570 as of November 
and Wastewater Participation Fees totaled $256,465. 
 
Loan from Wastewater Participation Fees to Water Operations 
The table below does not clearly reflect current cash balances for the Wastewater Fund.  In 
June of 2020, the Board transferred $500,000 from Wastewater Participation Fees to Water 
Operations.  The payback period was set for up to 24 months, with the interest rate based on 
LAIF investment rates.  This inflates the unrestricted balance of the Water Fund and reduces the 
Wastewater Fund’s restricted balance for Participation Fees. 
 
In the table below, this shows up as an additional $500,000 in “unrestricted” Water cash and a 
reduction of $500,000 in Wastewater Participation Fee Reserves.  It was believed last Spring 
that this loan was necessary to carry the Water fund through FY21.  This assumption will be 
revisited with the completion of the mid-year budget review. 
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AWA FY21   
Cash Balances and Use   

Use October November 
Water 

Unrestricted $885,231  $806,196  
Restricted     
Participation Fees $605,143  $706,570  
CFD $631  $631  
Debt Reserve $100,523  $1,720  
Hillside Loan $7,088  $7,088  
Ridge Cluster Loan $147,451  $147,774  
Subtotal Restricted $860,836  $863,783  
Total $1,746,066  $1,669,979  

Wastewater 
Unrestricted $2,091  $4,517  
Restricted    

Participation Fees $256,465  $256,465  
Wastewater Project Cash $198,546  $198,546  
Capital Cash-Partic/Reserves $111,314  $111,314  
Subtotal Restricted $566,325  $566,325  
Total $568,416  $570,842  

Total Cash 
Unrestricted $887,321  $810,713  
Restricted $1,429,251  $1,434,625  
Total $2,316,573  $2,245,338  

 
Internal Loans 
In addition to the cash balances, the Agency has engaged in significant borrowing from 
Participation Fees—both Water and Wastewater—to fund operations.  Most of these loans 
were entered into between 2005 and 2013.  At the end of this fiscal year, the Agency will have 
nearly $4 million in outstanding loans.  These loans will be amortized over the next 20 years, 
infusing the Participation Fee cash balances with approximately $200,000 per year in 
repayments, as shown in the graph below. 
 
The internal loans are problematic for several reasons: 

 They tie up Participation Fee capital that cannot be used to address immediate needs of 
the Agency, as outlined in the recent draft Water Master Plan 

 Borrowing money for near-term operations and paying back over a long-term is not 
good operating practice and could impact the Agency’s credit rating and future 
borrowing ability and/or interest cost 

June of 2020 $500,000 loan 
between Wastewater Participation 
Fee/Reserves and Water 
Operations shows up as higher 
Water “unrestricted” cash and 
lower Wastewater “Capital Cash” 
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 The repayment of these loans is a part of current rate revenue and diverts the use of 
these monies for current operations or capital needs 
 

 
 

The internal loans will be discussed in context of all Agency debt in a separate memorandum 
specifically on these loans. 

Issues with the Current Funding Structure  
There are several issues with the current funding structure that need to be addressed by the 
Board: 
 

1. No long-term funding plan.  The Agency needs a long-term plan on how to fund needed 
infrastructure, including replacement of existing pipes, pumps, and treatment plants.  
Such a plan is anticipated to be completed by Raftelis in their current rate and fee study 
work.  Such a plan would take infrastructure needs.  

2. Participation fee revenues are not enough to fund needed improvements.  As noted 
above, there are $34.2 million in Priority 1A projects and only $1.4 million in available 
Participation Fee revenue.  Additionally, the draft Water Master Plan identified a need 
of $10.2 million per year in Water and Wastewater annual replacement cost needs.  

3. Participation fee revenues have diverted to internal loans.  The Agency made a 
number of internal loans from Participation Fees to supplement operations between 
2003 and 2013.  The outstanding balance of these loans at the end of FY21 will be $3.8 
million.  The Agency repays these loans approximately $200,000 per year. 

4. Grant funding is inconsistent.  The Agency has relied on grants to fund much of its 
capital program.  While this should continue to be a pursuit of the Agency, grants have 
not been consistent enough to keep the Agency infrastructure up to date. 

5. No bonding capacity for future needs.  Outstanding debt of the Agency is paid primarily 
through rate revenue.  There is no current rate capacity to support additional bonds to 
meet the Agency’s current and future capital needs. 
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Recommended Actions 
 
The Agency has in motion the Water Master Plan and is planning on beginning the Wastewater 
Master Plan.  At the same time Raftelis is completing a rate and fees study for the end of this 
fiscal year.  As a part of their study, Raftelis is contracted to develop a financing plan for the 
Agency’s operating and capital needs.  It is recommended that the Raftelis plan include: 
 

1. The cost to accelerate repayment of Participation Fee operating loans 
2. Resetting the fees to reflect actual overall cost of new development buy-in to the 

existing Water and Wastewater systems 
3. Identify needed rate increase to pay for existing system rehabilitation and replacement 

needs 
4. Rate increases needed to issue additional debt if needed 
5. Propose funding alternatives to achieve needed capital funding with a combination of 

Capacity Fees, rates, debt, and potential assessment by different service areas 


