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ABSTRACT 

Municipalities in the nation are faced with a fiscal crisis due to rising costs and deplet¬ 
ing revenues. The municipal utility systems are affected especially because of inflated 
energy costs and federal mandates. This fiscal crisis has forced cities to analyze rather 
closely the impact of municipal growth. One result of this analysis is that some municipali¬ 
ties are requiring new utility customers to “buy into” the existing general utility systems. 
This payment is generally referred to as a “connection charge.” 

This paper evaluates the connection charge by analyzing: (1) the economic theory, 
(2) the impact of growth and finances, (3) the legal authority, (4) the present usage in 
cities, and (5) the implementation procedures. Case studies are summarized that pertain to 
the impact and legal authority of the connection charge. The survey results from twenty- 
nine cities exemplify the present use of this fee. A proposed connection charge is developed 
for the City of Helena, Montana. 

The connection charge is evaluated to be equitable, efficient, and nondiscriminating. 
The impact of this charge on municipal growth is negligible while the revenue has a positive 
effect on the municipal finances. The legal authority does exist for municipalities to enact 
the charge; and it is proposed that the connection charge is legal in Montana. 
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CHAPTER 1 

MUNICIPAL FISCAL PROBLEMS 

Introduction 

Development of new residential, commercial and industrial properties obviously 

require extension of new streets, sewers, water lines, and other public facilities. It is per¬ 

haps less obvious that new development also creates additional demands upon existing 

urban facility systems. Added traffic is generated through the street system and new 

demands are placed upon water intake and transmission systems, sewage interceptor and 

treatment facilities, and other in-place urban systems. 

Much of the cost of service extensions to or in the immediate vicinity of newly 

developed properties are usually paid by the developers or purchasers of the property 

involved. Until recently, however, few cities have required new developments to “buy into” 

existing general service systems. Rather, upon completion of development, they have 

merely been added to the general pool of service charge payers without making any im¬ 

mediate investment for the use of the existing systems. 

Currently, cities are experiencing a revenue shortage caused by many problems includ¬ 

ing inflation and public resistance to tax and rate increases. Therefore city administrators 

and utility managers are closely evaluating the impact of municipal growth upon the exist¬ 

ing systems. They are searching for alternate sources of capital to expand their utility plant 

system, street arterial system, and park system to serve the new residents. Gradually, more 

and more cities are obtaining this alternate source of capital from development and the 
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new utility customer by requiring them to pay their share of the cost to provide the general 

urban facility systems. 

This paper focuses on one development fee called a “connection charge,” which may 

be imposed on new utility customers. The theory, legal concerns, and administrative pro¬ 

cedures associated with the connection charge are developed in the following chapters. This 

chapter reviews the municipal fiscal problems that have led to the introduction of the con¬ 

nection charge. 

Fiscal Status of Local Government 

Laments about the troubled fiscal status of local governments in the nation can be 

heard from any local government official, and detailed in the popular press. Business Week 

magazine did a fifty page special report entitled “State and Local Government in Trouble” 

to emphasize a growing national awareness that “the problems are so severe as to constitute 

a crisis for state and local government.”1 

The early 1970s brought federal revenue sharing and surpluses in state budgets which 

enabled local governments to remain fiscally sound. But by 1978 an increasing proportion 

of the nation’s cities experienced operating deficits. This fiscal crisis is attributed to the 

fact that: 

1. The tax base has been shrinking since late 70s 

2. There have been massive cuts in intergovernmental assistance from federal and 

state governments 

3. Inflation has eroded buying power 

4. The ability of cities to borrow is withering amidst record breaking interest rates 

5. Local bonds are less attractive because of new competition in tax exempt market 

6. Federal and state mandates have proliferated 

7. Voters disapprove of spending amidst a strong anti-tax sentiment2 
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The picture for local governments in Montana is no better. A recent report compiled 

by the State of Montana states that “real declines have occurred in total and non-tax 

revenues since 1979 for all Montana cities and towns.” The report continues that the 

property tax base has not kept pace with inflation. It continues that “despite cost saving 

efforts, all groups of local governments have had to substantially increase taxes to maintain 

services at or near 1979 levels.”3 In the 1983 budgets, cities in Montana had to increase 

their mill levy just to match the same revenue they obtained last year from the property tax. 

Public Works 

The local government revenue shortage is only increased by problems in the public 

works area. The decay of the nation’s infrastructure (bridges, roads, sewer and water 

systems, and mass transit) will push the maintenance investment to a level above what local 

government has been spending in new investment for the past years.4 The American Public 

Works Association summarizes it by: 

Since about 1970, public works at all governmental levels has experienced a pro¬ 
gressively more serious shortfall of revenues sufficient to both maintain services 
and facilities and also to invest in new or replacement capital stock.5 

The public works area of local government has experienced accelerated rising costs above 

other public services due to these specific causes: energy pricing, costs of construction, and 

maintenance materials, deferred maintenance, and increased federal and state environmen¬ 

tal mandates. The most spectacular direct cost increases have been those that are energy 

related. Energy, construction and maintenance materials, and equipment have all increased 

in cost above the rate of inflation.6 

Federal and state mandates on pollution control and safe drinking water have forced 

or are forcing municipalities to modernize and expand their sewer and water treatment 

systems. Korbitz states that “most existing water sources will require additional expensive 
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treatment in order to achieve the new standards set by the federal Safe Drinking Water Act 

of 1974 (PL 93-523). ”7 

Also, improved fire protection standards for insurance rating has placed a demand on 

the municipal water system for additional water storage, fire hydrants, and water flow. 

Federal and state revenue to meet these mandates is disappearing quickly. Whereas 

the City of Helena, Montana, had obtained federal aid for storage reservoirs, transmission 

mains, water pumping stations, and twice for a sewer treatment plant in past years, now 

this source no longer exists. To meet such water and sewer system needs, a large burden 

has been placed on utility rates. 

In the past, utility managers tried to establish rates that would cover several years 

revenue requirements. But as Banker points out: 

Recently, rapidly increasing costs have quickly wiped out adequate rate adjust¬ 
ments, and it is not uncommon for a water utility to require a 50 percent hike, 
or more, to meet immediate needs, and to anticipate further increases within 
two or three years. Some cities are resorting to annual adjustments.8 

The City of Helena, Montana, has had to increase its rates, three times for water users and 

six times for the sewer system, in the past six years. 

Growth 

In these times of strain on both general and utility municipal budgets, elected officials 

and municipal department heads must be especially aware of the public costs associated 

with new development within municipalities. Growth means additional demands for water 

supply, sewage removal, solid waste removal, transportation facilities, recreational areas, 

and school classroom space.9 In light of the current municipal crisis innovations in planning 

and managing of municipal growth appear critical. 

In the late 1960s, Montana along with the nation entered into the age of planned 

growth. The Montana Subdivision and Planning Act instituted sophisticated planned land 
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development. Federal monies were made available to state and local governments to 

develop master plans in order to chart their growth in land development, sewer and water 

systems, park and bikeway systems, transportation, and storm drainage control. Concur¬ 

rently, a number of Montana cities and countries experienced significant growth during 

the 1960s and 1970s. (For example from 1950-1980, Helena increased 33 percent (%), 

whereas Lewis and Clark County increased 72% in population.)10 With this growth and 

new age of planning, Montana cities became more aware of the impact of growth. 

Previous to this planning era, communities traditionally provided all of the facilities 

for growth. But this new era for Montana and the nation has standardized certain con¬ 

ditions for private development. Typically, developers are required to pay money or con¬ 

tribute land to compensate for extra public facilities resulting from new construction. 

More established requirements include streets, curbs, gutters, sidewalks, sewer lines, water 

lines, and storm drainage within the development. It is increasingly common also to require 

land, or money in lieu of land, for parks and schools. In cases of large developments, cities 

may require contributions for off-site facilities; but the requirements as listed before are 

for facilities that are within the development or on-site. 

While new developments are presently paying for these facilities within their bounda¬ 

ries, the general public is typically still paying for expansion of the community general 

facilities (treatment plants, reservoirs, arterial streets, etc.) to serve this new growth. In the 

past these expansions were financed by general property taxes, but cities have shifted to 

paying for utility expansion through user rates. 

As mentioned previously, the sewer and water utility user is already burdened with 

high rates just to operate the present utility system. As a taxpayer, the same citizen is 

burdened with increasing taxes. This atmosphere has led city administrators to analyze the 

cost of adding a new customer to the utility system. 
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Alternatives 

The response to this overall fiscal crisis by most local governments in the nation is 

using one or more of these strategies: 

1. Cut back in service 

2. Increase productivity with fewer personnel 

3. Shift service responsibilities to state or federal level 

4. Expand or create new sources of revenue 

Number 4 strategy is receiving the most consideration. This expansion is shown by the fact 

that property taxes have declined in relative importance while other revenue sources have 

increased. The other revenue sources consist of nonproperty taxes, user charges, and inter¬ 

governmental revenue.11 In the United States, total service user charge revenues in the 

cities have increased 308% between 1957 and 1975. During this period, the average annual 

growth rate of revenue from total user charges was greater than the growth rate of revenue 

from taxes, 8.1% compared to 7.3%.12 With the current decrease in intergovernmental 

revenue, most interest is in nonproperty taxes and user charges. But, since the State of 

Montana prohibits all local governments from instituting any new tax on goods and 

services, Montana local governments are mostly interested in possible user fees. 

The focus of this paper is a new user fee that finances sewer and water general facili¬ 

ties expansion. Ferry summarizes the problem “Utility managers, faced with extreme pub¬ 

lic resistance to rate increases on one hand and inflation on the other, are searching for 

alternate sources of capital”13 to handle growth. 

The International City Management Association reports: 

Some local governments are finding methods of making new development pay 
their own way. The use of impact fees and development charges to pay for new 
public services is gaining in popularity in communities experiencing rapid growth 
and in states where local property tax revenues have been significantly reduced.14 
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These development charges are also known as system development charges, and when deal¬ 

ing with connection to the municipal utilities, are known as connection charges, availabil¬ 

ity charges, capacity charges, plant investment fees, or entrance fees. For the purposes of 

this paper, this type of municipal fee will be called connection charge. 

Connection Charge 

The extensive use of the connection charge by municipalities across the nation has 

occurred only in the last ten years. It has not yet been introduced into Montana. It has 

evolved from the movements toward placing a price on all public services, and in public 

utilities, to have unique customer classes pay their particular share of the costs. 

The connection charge is levied on a separate utility customer class consisting of new 

customers for these reasons: (1) the new customer adds a capacity demand to the munici¬ 

pal utility; (2) he benefits from his connection to the utility; and (3) he has not contributed 

his apportioned share of the costs of capital improvements. The characteristics of the con¬ 

nection charge are: (1) it is a one-time initial fee charged to any new development or new 

customer upon connection to the city utility system; (2) it is an equitable, efficient, and 

non-discriminating means to obtain revenue; (3) its purpose is to recover costs equal to the 

new customer’s share of the capital investment in the utility treatment plant and transmis¬ 

sion systems that are required to provide service; and (4) this fee would aid in relieving the 

financial burden upon the existing utility user and provide the necessary finances for plant 

expansion. 

As the connection charge is a new utility user charge, and has not yet been intro¬ 

duced into Montana, the purpose and scope of this paper is to answer the following 

questions: 

1. What is the economical and financial theory that supports the connection charge 

2. To what extent is the connection charge being used in Western United States 
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3. What impact does this new fee have on new development and municipal finances 

4. How is the connection charge calculated and administered 

5. What is the legal authority to enact this charge 

On the basis of this analysis the paper will conclude with an illustrative discussion of how 

the connection charge might be implemented for the City of Helena, Montana. 
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CHAPTER 2 

RATIONALE AND THEORY OF CONNECTION CHARGE 

Since a new utility customer adds to the capacity demand or usage of the utility 

system, municipalities are responding to this additional demand by requiring a payment or 

buy-in charge from a new customer. This one-time payment is the new customer’s pro¬ 

portionate share of the cost to construct the general capital facilities that serve him. The 

usage of this type of charge has expanded rapidly in the United States and has been labeled 

by many names, such as, connection charge, plant investment fee, and system development 

charge, to name a few. For matters of consistency, this paper will refer to this payment as 

the “connection charge.” This chapter will explain the rationale or theory of the connec¬ 

tion charge as found in the fields of utility economics and public finance theory. Although 

this fee could be used by private utilities and also the rationale could be applied to other 

types of public service, such as, oversizing streets, storm drainage, cultural centers and park 

systems, this paper deals primarily with municipal sewer and water utilities. 

Public Utility Financing 

To understand the connection charge theory, First it is necessary to have a knowledge 

of typical sewer and water utility financing in order to see how the connection charge 

revenue fits in the total picture. Utility expenses are typically divided into two areas or 

accounts: (1) maintenance and operation, and (2) capital improvements. Maintenance and 

operation expenses deal with recurring costs such as personnel, materials, maintenance of 

equipment and structures, equipment and plant operation, and other general operating 

costs. Capital improvement expenses are typically major costs for new or expanded facili- 
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ties or equipment that are relatively large size and expensive. Since the connection charge 

is a means of financing the major capital improvements such as treatment plants, pumping 

stations, and large pipelines, it is necessary to understand utility capital improvements 

financing. 

Annual revenue from utility user rates pays for the maintenance and operation 

expenses, but a utility can seldom pay the full costs of large capital investments in one fis¬ 

cal year. Therefore, numerous techniques have evolved to enable local governments to 

finance major capital improvements. Some of the techniques include pay-as-you-go finan¬ 

cing, general obligation bonds, revenue bonds, special assessment districts, federal and state 

grant funding, and contributions or exactions from developers.1 

Pay-as-you-go is the financing of improvements by the accumulation of current 

revenues as current user rates, fees, sale of capital assets, or surplus operational revenues. 

Also this can be called a reserve fund and involves an accumulation of funds in advance of 

the start of construction. 

General obligation and revenue bonds are a means for municipalities to borrow 

money from investors and pay the principal and interest over a number of years. Through 

the general obligation bond method, the taxing power of the municipality is pledged to 

pay interest and principal to retire the debt. Revenue bonds are secured exclusively by the 

revenue from sewer or water service charge and payments are made by the same means. 

Special assessments districts borrow money for installing a public improvement, such 

as water and sewer lines, or streets, that directly benefits and is built within the district. 

Liens are placed upon the property within the district and payments are spread over ten 

to fifteen years. 

Federal and state grant funding is dependent on the utility qualifying for a grant 

based upon some special need specified by the grantor. 
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The last technique is contributions or exactions from developers. It is common prac¬ 

tice to require developers to install water and sewer mains and appurtenances through or 

along the developed tract and deed these facilities to the city. 

Though there are a number of possibilities, municipal utilities generally have to bor¬ 

row money by selling bonds in order to construct the major enlargements or modifications. 

The other financing methods provide revenue for smaller or more limited projects. When 

selling bonds, general obligation bonds are usually not the best choice since they usurp a 

portion of the bonding capacity of the city, depend on property taxes for redemption, 

and generally require a majority vote of the people. Therefore, municipal utilities tend to 

use revenue bonds.2 

The connection charge revenue would assist in financing the major capital improve¬ 

ments by either accumulating in a reserve fund (pay-as-you-go) or by making annual pay¬ 

ments on the revenue bond. 

It is important to note the difference between the developers contribution or exac¬ 

tion and the connection charge. The developers contribution or exaction is a requirement 

made by the local government in the subdivision review process. This requirement is typi¬ 

cally negotiated and the contribution is dependent on meeting the needs generated by the 

new development. Typically these needs are sewer and water system, streets, storm drain¬ 

age, and park land. It can be expanded to school and recreational facilities. Again the con¬ 

tributions directly benefit the development. Whereas, the connection charge revenue is to 

be used for the city-wide aspects of the sewer and water system and not just for the devel¬ 

opment. The next portion of this chapter explains in more detail about the city-wide 

aspects of the connection charge. 
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Public Pricing Theory 

The rationale for the connection charge is based on public finance theory and public 

utility economics. This section will explain these basic theories used in pricing municipal 

services and gives a justification for the connection charge. 

Public goods are those goods and services that are provided by the government. These 

goods may take two forms. One form is a pure public good which is available to all and 

cannot be provided in divisible units; and, therefore, no price can be charged to allocate its 

use, for example, urban fire protection. The second form is a quasi-public good, of which 

many can be sold in divisible units and prices may be charged for allocation purposes, such 

as sewer and water services. Obviously, the emphasis of this paper is on the second form of 

public good.3 

According to public finance theory, the basis of pricing this divisible public good 

should be the “Benefit Principle” of public finance. This principle is that the price paid by 

the individual should be equal to the benefits received from the government service. Or 

payments should reflect benefits received.4 

Pricing government services based on benefit is meant to improve the allocation of 

public resources and allow for a more equitable distribution of public services. Poor allo¬ 

cation of resources, or inefficiency, occurs if goods are provided free because they can be 

demanded in quantities at which the benefit to the individual is less than the cost of pro¬ 

duction. The price established for the service rations its use since, as for private goods, 

buyers of the service will adjust their use to the price level. Inequity occurs if general tax¬ 

payers are required to finance goods consumed by identifiable individuals when no special 

benefit accrues to the general taxpayer.5 
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Essentially, the benefit principle states that “the users of a public service should pay 

for its cost.” This principle is to bring about equity or “fairness in charging beneficiaries” 

and “efficiency in the use and production of public services.”6 

Another theory called marginal-cost pricing develops further the concept of pricing 

public goods. In its most simple form, “marginal-cost pricing says that the demand price 

should be made equal to the marginal cost, with marginal cost defined as the incremental 

costs of production,” the cost of producing one more unit. This rationale claims that 

economic efficiency is promoted when customers continue to purchase a good or service 

up to the point at which the marginal benefit to the customer equals the marginal cost of 

production. “The equality of price and marginal cost ensures that consumers equate 

marginal benefits from this use of resources with real alternatives foregone elsewhere.”7 

Many economists argue that marginal cost pricing could result in an optimal allo¬ 

cation of society’s resources because products would be evaluated by consumers with 

respect to their preferences and their budget constraints. Through this evaluation process, 

the price of a product is set in a competitive market equal to the resources that must be 

sacrificed for it. “If buyers are charged more than the marginal cost, they will buy less than 

the optimum quantity.” They will “refrain from making those additional purchases 

because the price to them exaggerates the sacrifice.” Conversely, “if the price is below incre¬ 

mental costs, production of the products in question will be higher than it ought to be.”8 

Traditional utility economics bases its public pricing on average cost pricing. Average 

cost pricing, most commonly used by utility systems, “connotes that the price of the 

product or service is set equal to the average cost of producing the product.” This system 

of allocation is widely accepted because it allocates total system costs roughly in propor¬ 

tion to each user’s consumption and each user’s group cost of service. It is also widely 

accepted because of its clarity and feasibility.9 
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Critics of this pricing approach claim that this system misallocates resources by over 

or under pricing the service relative to its true costs. Their solution to this is a marginal- 

cost pricing. 

Connection Charge Theory 

The rationale for the connection charge is based primarily on the benefit principle of 

public finance and partially on the marginal-cost pricing theory. When a new customer 

hooks onto the utility system he immediately accrues a benefit. The benefit is a utility 

system that is available for his usage. The value of the benefit is based upon the new cus¬ 

tomer’s need or demand for the utility. The connection charge is the new customer’s 

payment for this benefit based upon the marginal cost of providing the utility. 

More specifically, the benefit equated to the connection charge stems from the con¬ 

nection to the general benefit facilities. General benefit facilities are defined “as those 

utility capital improvements that provide benefits to everyone,” i.e., treatment facilities, 

outfall and transmission pipelines, and reservoirs. Whereas, direct benefit facilities are 

those utility capital improvements that “provide exclusive direct benefits to specific prop¬ 

erties,”10 i.e., distribution and collection system, fire hydrants, service laterals. As men¬ 

tioned earlier direct benefit facilities are typically financed by the developer or customer. 

Therefore, the connection charge is the payment for the new customer’s proportion¬ 

ate share of the costs of the general benefit facilities. This proportion is based on the 

amount of potential usage of the total facility that the new customer will obtain or the 

new customer’s share of the total capacity of the facility. The new customer’s capacity 

could either come from the existing general facilities reserve capacity or from expansion 

of the existing general facilities capacity. 

The main purpose of the connection charge is to apportion equitably the cost of the 

general benefit facilities to those demanding the services. If the new customer hooks onto 
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the utility system and utilizes the existing system reserve capacity, then the new customer 

accrues the benefit of a system capacity for which the historic or past utility customers 

have paid the cost. Therefore, the connection charge equalizes the new customer’s invest¬ 

ment into the general facilities with the historic customer’s investment. 

The same rationale is applied in the case where the new customer’s demand for service 

requires an expansion of the existing general facilities. The new customer pays for his 

share of the expansion costs along with his share of the existing facilities. If the expansion 

of the general facility is not needed nor used by the existing customer, then the expansion 

does not benefit the existing customer. As the new customer receives full benefit from the 

facility expansion, he should pay the full cost of expansion. Therefore, through the con¬ 

nection charge, equity between the existing customer and new customer is achieved.11 

This connection charge, derived specifically from the cost of system expansion, is 

analogous to marginal cost pricing. Tire new customer demands an incremental or marginal 

utility system capacity. The new customer’s connection charge is equal to the incremental 

cost of constructing the new customer’s increment of the utility system capacity.12 

Benefit 

The connection charge is an assessment for the benefit of the availability of the utility. 

This section of the chapter reviews the analysis of this benefit by public utility literature. 

Stephens theorizes that private benefit can be measured in two ways: market value 

increase and use.13 The concept that the availability of utilities is a benefit to property 

owners is established in the municipal planning literature. As Downing notes, “property 

owners often realize enhanced land values when utilities abut or cross their property.” He 

continues, “the availability of water and sewer services may be viewed as a site character¬ 

istic which enhances the revenue potential of individual sites.”14 
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When a local or central government acts to construct public works or improvements 

which increase the value of land, it is called a windfall. Hagman describes the situation of 

the landowner outside the city limits who watches the city expand. The landowner “sits 

and does nothing while roads are made; services are improved; and water is brought from 

reservoirs miles away.” The owner does not contribute to any of these improvements, 

“yet by everyone of them his value of land is enhanced,” a windfall occurs. Hagman pro¬ 

poses that the windfalls should be “captured” as “the community is asking only for a 

return of wealth it creates.”15 

Neuner supports this concept also; he suggests that property owners do not gain bene¬ 

fit by consumption of water but rather by availability of water to their property. He con¬ 

tinues: “The benefit received is in the form of an increased value of the property, and it is 

on this basis that the property should pay for his service.”16 

This concept of benefit has been recognized by state and local governments in their 

use of special assessment districts and general obligation bonds in the past to finance public 

improvements, even though presently, these forms are questioned for their equity in that 

frontage of lots and lot sizes are not good measures of benefits.17 

Efficiency and Equity 

Not only can the connection charge bring about equity but it can also promote 

economic efficiency, especially in cases of required system expansion. This is supported by 

the marginal cost price theory. 

When the costs of expanding the utility system are included in the utility rate, the 

development of more remote property, which is initially attractive because of lower land 

costs, is encouraged by a subsidy from existing rate payers. By instituting connection 

charges to recover the costs of facilities necessary to expand service, new customers are 

compelled to weigh the higher expansion costs for more remote property against the 



18 

higher property cost of more centrally located land. This encourages an economically effi¬ 

cient system expansion.18 

In a study of two municipalities in California, the effect of municipal service pricing 

for growth-required capital improvements upon urban development was analyzed. The 

study evaluated six different pricing policies based upon two criteria. One was the “equity 

criterion” which is the ability of the policy to place the burden of the costs of service 

expansion on new development; the second was the “efficiency criterion” which is the 

ability of the policy to charge a developer only for the costs of service that he receives. 

Average incremental pricing and average incremental zone pricing both met these two 

criteria. Average incremental pricing was defined as the averaging of capital costs over the 

expected number of service users. Average incremental zone pricing was defined as being 

the same policy as average incremental pricing except the costs are averaged over particu¬ 

lar zones of the municipal service. The average incremental zone pricing policy was con¬ 

sidered even more efficient than the other average pricing because by isolating expensive 

service areas “this policy brings service price more closely in line with service cost.”19 

Another policy called general revenue pricing, which allocated costs of service expansion 

across the entire community, did not meet either criterion. 

The connection charge is similar to both of the average increment pricings. The fact 

that latter are efficient and equitable affirm the connection charge theory. The typical 

utility user rates, on the other hand, are comparable to the general revenue pricing policy, 

and the study affirms the contention that typical utility rates are not efficient nore equita¬ 

ble when dealing with the cost of growth. 

Incidental Benefits 

Other justification for the connection charge are based on what Gatlin calls “Inciden¬ 

tal Benefits.” One of these benefits is the capability to serve responsibly existing customers. 
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He mentions that connection charges “provide an alternative source of capital that can 

reduce bonding requirements and enable a utility to have financial resources to extend 

service to new customers when it otherwise would not be feasible.”20 This enables the 

utility to use the regular capital funds to renew and replace existing facilities and to meet 

water quality standards which better serve the existing customer. Also the utility can sup¬ 

port growth by providing the necessary utility expansion from the connection charge 

revenue. The utility expansion can support an adequate supply of development to match 

the market demand which controls the increase in property prices. 

Another incidental benefit is the role that connection charges can play in a com¬ 

munity’s growth and development policy. Catlin states: 

While controling growth or directing development should not be an explicit ob¬ 
jective in determining charge levels, capacity charges [connection charges] can 
provide an inducement for more centralized development or the use of available 
housing. This influence is exerted on an equitable and economically rational 
basis rather than through artificial controls or charges which discriminate on the 
basis of location.21 

This theory is also supported by other literature in the planning area. The writers 

theorize that efficient connection charges will discourage urban sprawl or leap frogging and 

encourage compact, efficient growth.22 If expansion capital costs are paid through user 

rates then this average cost pricing method will equalize the cost of development among all 

areas and tend to encourage sprawl and scattered housing inclusive of development of capi¬ 

tal expensive areas. 

Conclusions 

The connection charge is based on established economic and public finance theory. 

When a new customer connects to the utility system, he accrues a monetary benefit from 

available utility services. The connection charge is equal to the marginal cost to provide 

these general facilities. This fee creates equity between the existing and new customer. It 
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promotes efficiency in that the actual expense of providing this service is paid by the bene¬ 

fiting individual. 

The initiation and growth of the usage of the connection charge reflects the national 

trend of pricing more and more public goods. The charge reflects the evolution occurring 

in utility rates. Currently, more distinctions in classes of utility users are being recom¬ 

mended in order to reflect the usage or benefit received. The connection charge is another 

step in accurately pricing a public product. 
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CHAPTER 3 

SURVEY OF MUNICIPAL USAGE 

As the connection charge is a relatively new type of municipal utility user fee and 

tends to be used in Western United States, information in the professional journals and 

publications about the connection charge is very limited. Published articles deal only with 

a particular city. None analyze the extent of use of a utility fee such as the connection 

charge. To understand the importance and potential of a connection charge to a municipal 

utility, it seems necessary to know the scope of present usage of the connection charge and 

in what manner the cities are administering this charge. From the preliminary review, no 

Montana cities have introduced this type of charge. So it is important to know where and 

how the connection charge is used. However, while specific publications have mentioned 

that cities in Oregon, Colorado, California, and Florida have enacted a type of connection 

charge, no further details are presented.1 

Not only is there a lack of information about its usage, but there is also a lack of 

information about the methodology of determining and administering a connection charge. 

This need for information led to a general survey of select municipalities. This chapter 

explains the contents and format of this survey. It concludes with an examination and 

discussion of the results. 

Survey 

The purpose of this questionnaire survey was to gain general information about this 

charge or fee. The questionnaire (see Appendix A) was developed to gain information 

about the usage and administration of the connection charge. 
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The key points in the questionnaire survey reflected the same goals of this paper: to 

gain information on the usage of the connection charge, how the charge is calculated and 

administered, what the theory and justification are behind the charge, and what impact 

collecting the charge has on the building industry and the local utility finances. Additional 

information through ordinances, reports, etc., about the connection charge was solicited. 

This material was the best source of detailed information. Also, a letter (see Appendix A) 

was sent with the survey to introduce the concept of the connection charge and to explain 

the purpose of the survey. This material was sent to the administrator of each city as iden¬ 

tified in The Municipal Yearbook in 1982.2 

Originally it was planned to send the survey to about twenty to twenty-five cities in 

order to get a wide geographic spread of cities and to obtain a controllable amount of 

information. As this information was intended to be relative to Montana, cities were 

selected mostly in the Western United States. From preliminary research, it was deter¬ 

mined that Colorado, Oregon, and Wyoming had some cities that were using this charge. 

Cities in other parts of the United States to which reference had been made were also 

selected. The survey was sent originally to twenty-two cities and then to an additional 

thirteen more cities suggested by respondents (see Appendix A for complete listing of 

cities that were sent a survey). 

Survey Results 

Out of the thirty-five surveys sent out twenty-nine were returned, amounting to an 

85% response rate. This high rate of response is considered an excellent percentage for 

mailed surveys, and probably indicates a high interest in the connection charge. Table 1 

shows the results of the survey. Most of the survey information shows the actual types 

of connection charges employed by the different cities and the remainder deals with 
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administrative aspects. The results of questions No. 3 and No. 5 in the survey are not 

shown on Table 1 but are discussed separately in Chapters 4 and 6. 

As shown in Table 1, there are five different terms used by the surveyed cities for the 

connection charge as defined by this paper. In Colorado “the plant investment fee” term 

is used while in Oregon the term “system development charge” is used in almost all cities. 

Of the surveyed cities that have a type of connection charge in theory, about half use the 

water service size as the basis of the charge and the other half use the dwelling unit as 

the basis. For reasons of comparison, the charges for a single dwelling unit are only shown. 

Discussion about charges for other sizes is in Chapter 7 in the methodology section. 

Also, of those that use the water service size, most of these cities add a factor dealing 

with the number of the dwelling units. Whereas, a few cities in Colorado and Oregon have a 

charge based on the area developed. 

The high charge was at Westminster, Colorado, in the amount of $2700 for connect¬ 

ing to a % inch water service and the low charge was $35 in Ashland, Oregon, for connect¬ 

ing to a 4 inch sewer service. The average of the charges based on utility service size for a 

single dwelling unit and the charges for a single dwelling unit is $875 for water connection 

charge and $695 for a sewer connection charge. When totaling all development charges 

levied on a single dwelling unit, the high was $5800 at Westminster, Colorado. The low 

sum was $150 at Pocatello, Idaho. The variety of fees for capital improvement costs asso¬ 

ciated with new development is shown in Fort Collins, Colorado, where a water plant 

investment fee, sewer plant investment fee, park land fee, street oversizing fee, storm 

drainage basin fee, and raw water fee are levied. 

Relative to the administrative matters, the cities predominantly collected the charge 

either at the time the building permit is issued for construction of the unit or when the 

permit to make the connection of the service line for the unit to the city utility is issued. 
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Most of the cities had a separate account for the deposit of the connection charge revenue 

which was to be used for capital improvements to the utility system. 

The connection charge has been initiated rather recently since sixteen of the twenty- 

five cities providing a date initiated the connection charge since 1970. 

Other Usage Data 

An extensive survey of the connection charge employment in Colorado was done by 

Grand Junction, Colorado. A summary of the survey of the usage of the plant investment 

fee, which is another term for connection charge, states: 

Of the 132 jurisdictions providing information, 31 indicate a separate “plant 
investment fee.” Other jurisdictions include the plant investment component in 
the total tapping fee. Plant investment fees range from $150 to $2400 for a 
single-family residential tap. Also 2 inch services fees range from $550 to 
$19,000. Also mentioned is that tapping fees for connection outside the corpo¬ 
rate limits are frequently one and one half to two times the “inside” fee.3 

One form of connection charge that is used in Minnesota, Michigan, and Washington 

is a fee to hook up to the sewer or water if that property was not assessed for the instal¬ 

lation of the sewer or water main that abuts this property. The fee was based upon an aver¬ 

age of the assessments that were paid in the adjacent area. 

Salem, Oregon, recently instituted a development tax to be used only for construc¬ 

tion of increased capacity facilities per their Capital Improvement Program. This tax is 

levied on land and construction.4 

An impact tax is used in California by some local governments. This is a tax upon new 

development in order to fund general capital improvements inclusive of sewer and water 

systems. The tax assessment is typically per square foot of property or per bedroom con¬ 

structed. 

According to the National Association of Water Companies, most of the investor- 

owned water companies do have refundable deposit advances which are paid to the utility 
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by the developer. These refunds are made on the basis of revenues derived from the cus¬ 

tomers connecting to the water mains. 

Summary 

This limited survey indicates that the use of the connection charge is growing dramati¬ 

cally. A survey of many states could provide a better picture of this growth and also show 

the regions where the connection charge is employed. 

The variation in the dollar amount of the charge indicates that many methods are 

used to calculate the charge, or that no method is used at all. This variation seems typical 

of a new financing method where an accepted or recommended method has not been 

established. The method to calculate the connection charge recommended in this paper 

is discussed in Chapter 6. 

The survey results pertaining to the impact of the connection charge are discussed 

in the next chapter. While these results were obtained from city administrators, a compre¬ 

hensive survey would also require the viewpoint of the developers. 
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3 Grand Junction, Colo., “Water Rates Report,” 15 December 1980, pp. 3-5. 

4 Salem, Ore., Ordinance No. 42-82-Development Tax, 23 February 1982. 
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CHAPTER 4 

IMPACT ON MUNICIPAL GROWTH AND FINANCES 

The main concern generally expressed about the connection charge is about its im¬ 

pact on new residential and commercial development. This concern is particularly expressed 

by the developer as he questions the effect of an additional cost on the sales of his prop¬ 

erty. Advocates of the charge explain that the revenue from this charge will relieve the 

burden on the present user of paying for municipal growth and also that the revenue can 

support growth by providing the necessary facilities. This chapter tries to summarize the 

current views and facts about the impact of both the connection charge and also general 

municipal user fees. The main sources of information are the connection charge survey 

(see Chapter 3), studies by the State of Oregon, and other general studies. 

Survey Results 

Question No. 5 in the Connection Charge Survey (see Appendix A) relates to the 

impact of the charge on growth and on the financial condition of the municipality. Of 

the sixteen responses to this question, ten responses were that the connection charge did 

not hamper growth; two responses were that the charge stimulated growth; two responses 

were that the charge slightly hampered growth. Seven city administrators stated that the 

connection charge revenue aided their capital improvement program. As seen by these 

responses, the city administrators responding to this survey emphasized the positive im¬ 

pacts of enacting a connection charge and voiced their support. The following are direct 

quotes of comments made by different administrators. 
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The Director of Public Works from Boise, Idaho, summarizes: 

.. . has helped growth, otherwise the community could not afford to expand. In 
1972 over 1/3 of the City was without sewer and the plant was overloaded. In 
1982 all the City has sewer available and the lines are extended outside the City. 
The City has built two new treatment plants and doubled a third. 

The Assistant Director of Public Works in Eugene, Oregon, states: 

The Connection Charge adds 1.2% to 1.6% to development costs. I do not think 
that the charge is large enough to really hamper growth. It has provided badly 
needed capital improvements which would have required a bond issue. 

A planner from Westminster, Colorado, comments: 

The fee stimulates growth by making it possible for the City to finance improve¬ 
ments to the system. The fee does increase cost of development. The fee is the 
sole source of revenue for our capital improvements program. 

The Director of Public Works of Idaho Falls, Idaho, states: 

There are lots of complaints from local builders and developers but the charge 
really does not influence growth. It had a positive influence on our fiscal status. 
The road and bridge fee is supported by builders and developers. 

The Utilities Director from Casper, Wyoming, wrote: 

The charge has not altered growth patterns but has tremendously aided our capi¬ 
tal improvements program. 

Oregon System Development Charge 

Most of the reports specifically about the impact of the connection charge have been 

written concerning the “System Development Charge” in Oregon. “System Development 

Charge” is the term for a type of connection charge in Oregon levied on new construction 

for sewer, water, and street general facilities. Since this charge has been existent in some 

Oregon cities since 1970 and its use has expanded extensively to other Oregon cities, many 

studies of this charge have been made. 

In 1980, the City of Corvallis testified before a sub-committee of the Oregon House 

of Representatives addressing the impact of the Systems Development Charge on the cost 

of housing within the State of Oregon. Floyd Collins, Corvallis’ Utilities Director, testified 
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that their system development charge is: “a valuable asset which allows the City to partici¬ 

pate in the cost of preplanned and reasonable expansions to our physical systems, i.e., 

water, sewer, and street improvements. It is true that the development charge is charged 

against new construction and obviously does have an impact on housing cost.”1 

Mr. Collins continued that the charge in its eight years of existence had “generated 

approximately 2.2 million dollars for improvements of the three physical systems. It is 

the opinion of the City of Corvallis that without the System Development Charge the 

actual cost of housing would most probably be further increased.”2 The basis for this 

view by the City was that without the system charge funds the City would be forced to 

prohibit development or require developers to pay totally for all facilities both of which 

would increase housing prices. 

In closing Mr. Collins states: 

In summary, the City of Corvallis views the System Development Charge as 
being a valuable component of our total financial package. The elimination of 
the System Development Charge would severely hamper the ability of the City 
to develop proper physical facilities capable of meeting the needs of an expand¬ 
ing community.... In short, we believe in the System Development Charge and 
feel that it is working for us and our citizens.3 

The International City Management Association wrote a report on the System Devel¬ 

opment Charges of Oregon and gave this summary about this charge’s impact: 

In areas of rapid growth and resulting substantial demand for municipal services, 
system development charges provide a substantial fund for future capital 
improvements and thereby ease the tax and user charge burdens levied on exist- 
ing properties. In areas of slower, more stable growth, less revenue would be pro¬ 
duced but it would offset a proportionate share of costs for the basic system 
otherwise paid from taxes or user charges. City officials report general satisfac¬ 
tion with systems development charges where they have been imposed. However, 
as with such charges as special assessments, developer-financed improvements 
and connection charges, the systems development charges becomes a part of the 
building project cost and could influence the property sales price.4 

While these reports were generally supportive of Oregon’s system development charge, 

another report was written in 1976 on the same subject by the University of Oregon which 
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was more critical. This study’s perspective was to examine the effects of “city systems 

charges on housing costs.”5 

The first of five conclusions of this report was that system charges are “normally 

added to the sales price of the house rather than deducted from the developer’s profit 

margin.” A $1000 system charge increased a typical new single family house sale price by 

2.5%. As the result of its impact on housing prices, “the charge may also have the effect of 

reducing the number of households eligible for homeownership and may also weaken the 

possibility of achieving goals which stress the need for low and moderate income housing.” 

System charges affect not only the “construction costs of new houses but also the sales 

and rental prices of existing units as the result of the close price interrelationship among 

housing units.”6 

The next finding was that the occupants of new housing include a “large proportion 

of ‘old residents’ of the same housing market area. If these residents have helped pay for 

existing systems over the years, they will object that they are being ‘taxed twice’ with the 

imposition of the system charge.”7 

The third point was that the objective in many Oregon’s city ordinances for system 

charges is to impose costs of extra capacity facilities upon properties which create the 

need. These objectives are not being met when the “charge revenue is used to help upgrade 

systems to meet current standards or make up revenue lost to inflation.” When this occurs, 

“new housing would be asked to subsidize past beneficiaries of the service for unpaid costs 

incurred during past years.”8 

The next conclusion relates to urban growth management. The report states that “it is 

possible that selective application of system charges may reduce development pressures in 

certain expensive-to-serve locations.”9 Although, under certain housing market conditions, 

the charge may only boost up housing prices while failing to retard development. 



37 

The final main point was that the impact of the system charge on housing costs may 

be modified to some extent by a payment process of deferring payment by the developer 

and then having the homeowner repay over an extended period of time at municipal bond 

interest rates. Another payment alternative would be to add the system charges directly to 

monthly sewer and water bills. This would “save residents a considerable amount of inter¬ 

est costs.” Another alternative for adjusting impact on housing goals would be to modify 

“system charges on publicly supported housing development for low and moderate income 

households.”10 

This report concludes with a comparison to typical revenue sources for local improve¬ 

ments, such as monthly user charges, property taxes, federal-state grants, special assess¬ 

ments, subdivider finance, and general city revenue. It states that: 

System charges add to initial housing prices, reduce the number of persons eligi¬ 
ble for ownership, do not directly enhance the value of property, entail high 
finance charges, have spillover effects on the costs of existing housing, and are 
not presently structured so that their effects on low income households can be 
mitigated.11 

Similar concerns were voiced by Anthony Downs in a speech to the Oregon Municipal 

League of Cities especially about the use of revenue from the system development charges. 

He mentions that it is legitimate to ask residents of new-growth areas to pay the “incremen¬ 

tal costs” of the facilities they will occupy but he warns that the cities must be careful 

that the public costs on new development are caused by “new-growth.” He continues that 

“if the revenues, so raised, finance improvements the whole community uses, then the resi¬ 

dents of other properties are being subsidized by higher housing costs on the new proper¬ 

ties.”12 Downs again warns that some communities allow their financial condition to be 

dependent on this new-growth revenue by using it as a general revenue. Then when the 

growth stops or slows, the revenue decline accordingly. 
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General Studies 

As these reports were explicit in their discussion of the impact of connection charges, 

other sources in more general theory provide information about possible impacts. These 

reports are discussed in the following categories: the impact of municipal fees on growth, 

the impact of utility availability on growth, and the impact of municipal fees on municipal 

finances. 

Two communities in California were studied for the impact of their public pricing 

policies. Public pricing policies were defined as policies allocating the cost of service to 

various segments of the community (new residents, service users, etc.). This study con¬ 

cluded that: 

The pricing policy was found to be a strong influence in achieving the fiscal ob¬ 
jective, a medium influence in directing spatial location of development, and a 
weak influence in deterring growth, promoting low-cost housing, and encourag¬ 
ing more dense development.13 

A connection charge is considered a public pricing policy as defined by this study. By 

the results of this study, it can be concluded that a connection charge will not deter munic¬ 

ipal growth to any degree. Municipal growth, especially residential growth, is affected by 

relative property values, proximity to employment and commercial centers, available 

acreage, legal maximum zoning densities, educational quality, public safety, and quality of 

fire protection as well as development charges.14 No one factor controls growth. 

Other studies have looked at the ability of development fees, one being a connection 

charge, to control and manage growth in planned fashion or specifically called growth 

management. These studies generally conclude that the fees will have minimal influence on 

encouraging or discouraging growth in designated areas but most likely the pattern of 

growth will be mostly affected by other factors.15 

The effect of the availability of public facilities and services upon growth has been 

analyzed by the following reports. 



39 

A report about the growth in the Lake Tahoe vicinity concludes that the existence of 

adequate sewer treatment facilities has a direct influence on the location of growth and 

land use activities. As the treatment facilities became available in the Lake Tahoe area, 

proportionately land value increased and development increased. The report states: 

Major expansions of wastewater treatment facilities have been directly followed 
by two substantial changes in the intensity of land use: the number of lots per 
acre has increased substantially in subdivisions, and large increases in high den¬ 
sity residential and commercial land uses have occurred.16 

Gleeson had stated that “funding of new facilities probably has the most direct and 

immediate impact on influencing the location of land development.”17 

Another study emphasizes this point: 

Residential development is dependent on the availability of essential public ser¬ 
vices. Sewerage, along with highways and water supply is among the most capital 
intensive of these services; and therefore, is frequently the most in demand. As a 
result of water quality regulations, the lack of sewerage has become a real bottle¬ 
neck to development and, in some localities, has halted residential construc¬ 
tion.18 

When adequate public facilities have not been available, communities have resorted to 

growth management systems. In thirteen case studies, the major motivating factor in insti¬ 

tuting growth management programs was the provision of public services.19 

The important points of these studies on municipal growth is that a fee such as a con¬ 

nection charge “weakly” affects growth while the availability of facilities such as sewer and 

water are a major influence on growth. The connection charge revenue enables a munici¬ 

pality to finance the facilities for growth. 

Another category considered in this section is the impact of fees, such as a connection 

charge, toward benefiting a municipal financial status. The strongest argument for the con¬ 

nection charge is that the charge revenue will relieve the current utility user from paying 

for growth. Gatlin summarizes that connection charges “provide an alternative source of 

capital that can reduce bonding requirements and enable a utility to have the financial 

resources to extend service to new customers when it otherwise might not be feasible.”20 
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Catlin cites a case when one water utility was facing major system improvements and 

expansion, it instituted a connection charge. This enactment resulted in a water rate that 

was 10% less than otherwise would have been required. Also, in a city in the Southwest, 

the usage of a connection charge reduced the amount financed through water rates for the 

capital improvements program by 20%.21 

In the study mentioned before about Gilroy, California, municipal service pricing 

levied on growth, such as a connection charge, is examined as an aid to rapidly expanding 

cities. This study concludes that in small towns (population of 10,000-15,000) that may 

undergo rapid expansion, the cost of services threaten to strain severely the financial 

resources of that city. Whereas, in slower growing developed cities (population over 

500,000) new development is unlikely to cause large increases in the tax rate to support 

the expansion of service. In Gilroy, California, where the growth was rapid, the first five 

years of development would have led to a 15% increase in the property tax bill for an 

average house if general revenue financing of the services was used. This study concludes: 

“The proper use of service pricing can diminish municipal fiscal problems caused by new 

development.”22 

But coming from the developer perspective, one Oregon study argues that develop¬ 

ment charges must be lowered by the amount that growth benefits the present resident. 

It states that economic benefits of growth to the present user will “lower everyone’s unit 

cost and will permit a higher level of service because of economics of scale.” Another point 

is that existing development gains an increment in value without payment due to the incre¬ 

ment increase on new development prices caused by the system development charge.23 

Other Considerations 

If a developer is faced with providing the needed general facilities for his development, 

he has to enter into negotiations with the local government on what he has to provide. It is 
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conceivable that a connection charge might provide more certainty to a developer than 

exactions that are negotiated when reviewing the new development. Developers “particu¬ 

larly fear the surprise case, where they buy land thinking the community will provide the 

infrastructure and then find they have to provide it at the expense of profits or the incur¬ 

rence of loss.”24 A connection charge can be preferable because it is specified beforehand 

in a municipal ordinance, and developers are in a better position to calculate their costs 

well before development.25 

Developers can safeguard against unnecessary impact by asserting that the connection 

charge or other development fees are to be justified with actual verifiable costs. The devel¬ 

opers in Fort Collins, Colorado, collaborated on a cost of development study with the City 

of Fort Collins to determine whether the revenue received by the development fees was 

equal to the costs that the growth created. The study concluded that new development 

was paying slightly more than its fair share of expenditures directly relating to it and 

recommended a reduction accordingly. Fort Collins’ development fee for sewer, water, 

park, streets, and electrical improvements were about $6000 for a $75,000 single family 

house.26 Homebuilders and municipalities have performed these types of studies in other 

Colorado cities and in Oregon. 

Discussion of Impacts 

City administrators defend the connection charge in that it either supports or does 

not affect municipal growth. But its revenue is considered a valuable asset that enables 

municipalities to finance facilities for expansion. Therefore, the utility user is relieved 

from increased rates or taxes to pay for additional facilities. 

Those critical of this development fee point out that the charge raises the price of 

housing for new and existing dwellings. This increase can reduce the number of persons 
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eligible for ownership. Also, these critics cite cases where the charge is mismanaged and 

new customers end up subsidizing current users. 

It cannot be denied that a connection charge increases the price of new housing. But, 

is the impact of a 2% increase in housing prices that significant? It is questionable that this 

small percentage impedes the availability of low and moderate income housing. 

The cost of expanding or providing the utility system has to be paid by someone: 

either the owner or all the utility users. Concern is expressed for the low-income utility 

user having to pay for utility expansion. The benefit of the utility expansion is accrued 

by the new house owner; equity theory would say that you should pay for what you 

receive. The utility user should not have to bear the burden of subsidizing the housing 

market. Whether the buyer of the house is a present city homeowner or new buyer in the 

market, both equally accrue the benefit of the available utility. 

If a utility cannot afford to pay for expansion due to inflated maintenance costs, 

then the developer has to pay for this expansion or no expansion will occur. The devel¬ 

oper’s costs are obviously transferred onto the price of a new house. If the developer 

cannot afford the cost of the utility expansion, then no development may occur which 

could raise the price of existing housing due to the shortage of supply. The connection 

charge revenue could allow the utility to finance this expansion which would create an 

adequate supply of housing. 

The usage of the connection charge revenue is clarified in Chapter 6. The main point 

is that the revenue is to be used only for general utility facilities. The new customer is 

paying to connect to these facilities; therefore, this money is to be used to expand or 

improve these facilities. 

More studies and surveys are necessary to understand the true impact of the con¬ 

nection charge upon the municipal growth, especially housing. In a healthy growing com¬ 

munity, it seems the market demand could easily handle a small price increase in order to 
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provide the facilities to meet the demand. In a community with a stagnant economy, any 

price increase seems a burden. But what happens when the economy begins growing? 

But the main impetus behind the connection charge is a relief to the current user. 

Utility rates have been raised consistently in past years just to meet the needs of the exist¬ 

ing utility systems. This situation leads to demands that “growth pays its own way.” 
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CHAPTER 5 

MUNICIPAL LEGAL AUTHORITY TO ENACT CHARGE 

To enact a new type of fee such as the utility connection charge, the legal authority 

is very important. It is evident in the State of Montana and other states that municipalities 

are looking for additional means of revenue especially in the user fee area. For every new 

type of fee that is introduced an opponent of this fee is seeking means to declare it illegal. 

Therefore, it is very crucial in enacting a connection charge that the legal aspects are exam¬ 

ined carefully. Obviously, if a municipality decided to enact a connection charge, it would 

have to require its own legal counsel to develop the legal justification to enact it. This 

chapter summarizes the legal research relating to the connection charge. 

The information gathered about the legal concerns of a connection charge is primarily 

from legal cases. A few cases involve new subdivision requirements while the most relevant 

case involves the City of Rawlins, Wyoming. The case involving Rawlins does deal specifi¬ 

cally with a connection fee that was recently enacted. This case which was just decided in 

August, 1982, summarizes the most recent argument for the legality of the connection 

charge. In relation to Montana, Jeff Sherlock, City Attorney for the City of Helena, aided 

in developing the relevant aspects of municipal authority in Montana. 

General Law 

The sources of authority for a municipal corporation are the state constitution, 

state statutes, and the municipal charter in states with home rule provisions. Therefore, the 

extent of the municipality’s power is defined in a particular state’s constitutions and 

statutes. In addition, there is general law that is basically applicable to all cities. 
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The authority for a municipality to enact fees can come from the power to regulate 

which is delegated to them by the state. The power to regulate is based on the police power 

which has been defined as the power to make reasonable laws to regulate individual behav¬ 

ior in order to protect the health, safety, morals, or general welfare of the community. 

This definition is based on the due process clause of the Federal Constitution. Another 

point is that the means established by the regulation must be reasonably related to the 

objective sought. While the courts give the legislative body wide discretion, it is generally 

agreed that a regulation cannot discriminate between similarly situated landowners without 

a valid reason, nor may it place an extremely heavy burden on landowners who receive no 

compensatory benefits.1 

In regard to the tax or to charge fees, case law has established minimum requirements. 

The first requirement is that the tax or fee has a public purpose. The source of this require¬ 

ment is the due process clause of the Fourteenth Amendment of the Federal Constitution. 

The meaning of the public purpose requirement is that the monies collected have to be 

spent to benefit the public.2 

A second major requirement is that the tax not be prohibitive, confiscatory, arbitrary, 

capricious, or unreasonable. If it is, it may violate the due process clause of the Federal 

Constitution. The test is usually whether the tax or fee has some fiscal relation to the pro¬ 

tections, opportunities, and benefits given by the local government, or whether the local 

government has contributed anything for which it can fairly ask a return.3 

A third requirement is that all taxpayers or users be treated by the municipal corpo¬ 

ration with substantial equality. This requirement derives from the equal protection clause 

of the Fourteenth Amendment. Substantial equality is satisfied by reasonable classification 

based on real and substantial differences with relation to the subject or fee.4 
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Case Law 

In dealing specifically with the connection charge, it is legally examined as involving 

fees charged those persons whose use of some particular municipal service results in a need 

for a city to expand that same service. The Assistant City Attorney for the City of Boulder, 

Colorado, cited these cases in his legal opinion about these types of fees: 

1. Stanco v. Suozzi3 4 5 

Court held valid a city ordinance imposing a $500 per housing unit fee for new 
construction in subdivided areas, the money to be used for the improvement and 
enlargement of the sewer system. The Court reasoned that the requirement was 
valid because it imposed on those who will cause the necessity for enlarged city 
sewer system. 

2. Associated Homebuilders v. City of Livermore6 

Court upheld city ordinance imposing sewer connection fees, where the fees were 
to be paid into a special sanitation fund. The amount of the fee was based on the 
anticipated amount of use to which the sewer system would be put by the particu¬ 
lar structure. 

“Accordingly, it does not constitute an assessment on the value of the property ... 
but rather is in the nature of an excise tax imposed on all persons thereafter apply¬ 
ing for building permits for the privilege of connection to (and is reasonably com¬ 
mensurate with the burden to be imposed on) the facilities of the defendant’s 
sewer system.”7 * 

3. Hayes v. City of Albany6 

Court upheld city ordinance greatly increasing sewer tap fees, where all such fees 
were to go into a fund to be used for repairing and expanding the sewage treat¬ 
ment plant. The Court distinguished this case from Daniels and Weber because in 
those cases the money was used for many things unrelated to the activity upon 
which the fee was imposed.9 

It is important to understand the Daniels and Weber cases as they clarify problems 

with collecting revenue from new residents through a fee such as the building permit. As 

stated in Hayes, the money should be used for things that are related to the activity upon 

which the fee is imposed (i.e., sewer fee for sewer activity; water fee for water activity). 

4. Daniels v. Borough of Point Pleasant10 

Due to a severe increase in the borough’s population, it increased the cost of build¬ 
ing permits by 700%, admittedly for the purpose of raising money to pay for the 
services which would be required by the new residents. The Court held this to be 
invalid, and stated as follows: 
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“Admittedly, the purpose of the ordinance was to raise revenue to defray the 
increased cost of school and other governmental services. The philosophy of this 
ordinance is that the tax rate of the borough should remain the same and the new 
people coming into the municipality should bear the burden of the increased costs 
of their presence. This is to totally contrary to tax philosophy as to require it to 
be stricken down.” 

It should be pointed out, however, that the above quote may be considered to be 
dictum because the first portion of the Court’s opinion stated that the power of 
taxation is vested in the legislature, thereby possibly intimating that this type of 
measure might be permissible if specifically authorized by statue.11 

5. Weber Basin Homebuilders Association v. Roy City12 

The city increased its building permit fee from $12 per building to $112 per build¬ 
ing, admittedly for the purpose of raising additional money for its general fund. 
The city claimed that this money was necessary to improve its water and sewer 
systems because of the construction of new homes. 

The Court held this to be invalid. It admitted that Utah law permitted a city 
license fee to be a revenue-raising device as well as regulatory device, but held the 
ordinance invalid because of the particular purpose behind its passage. 

“The critical question here is whether the ordinance in its practical operation 
results in an unjust discrimination by imposing a greater burden of the cost of city 
government on one class of persons as compared to another, without any proper 
basis for such differentiation and classification. It is not to be doubted that each 
new residence has its effect in increasing the cost of city government; nor that due 
to the steadily increasing costs of everything, including those involved in rendering 
such services, the city would have authority to raise the fees charged for such ser¬ 
vices from time to time. Nevertheless, in that connection the new residents are 
entitled to be treated equally and on the same basis as the old residents.13 

In summary these cases state the following points: 

1. A fee is valid if imposed on those who caused the necessity for an enlarged utility 
system 

2. A fee is to be reasonably commensurate with the burden imposed and cannot be 
an assessment on value of the property 

3. The revenue from the fee must be used for matters related to the activity upon 
which the fee is imposed 

4. If the amount of the fee is inflated above the actual burden or cost of service in 
order to raise revenue, the fee is considered a tax and is invalid 

An important point in the Daniels and Weber cases is the basis or right to discriminate 

or seek out a class of potential customers, as does the connection charge. Ferry discusses 

this: 
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It makes sense to define new applicants for service as a customer class separate 
from those classes currently receiving utility service because their financial 
requirements are different. After this separate class has been identified, it is pos¬ 
sible to allocate differential revenue requirements to them. It has been held in 
law that differentiation between customer classes must be based on natural dis¬ 
tinguishing characteristics.14 

The Florida Supreme Court spoke “expansively of city’s right” to charge a separate 

class such as a new utility customer. The court set down these conditions for an acceptable 

charge: 

1) charges must not exceed the proportionate share of the capital facility prop¬ 
erly prorated to the new development; 2) capital facility expansion is reasonably 
required; and 3) the funds collected must be earmarked for the required expan¬ 
sion.15 

The Minnesota Attorney General wrote a legal opinion on the connection charge 

emphasizing that the charges are to be “just and equitable” and “reasonable.” He strongly 

suggested using cost-benefit analysis to establish a connection charge.16 

City of Rawlins 

The best summary of the legalities of a connection charge is in the recently decided 

case (August, 1982) Coulter v. City of Rawlins held in the Second Judicial District of the 

County of Carbon, Wyoming. Rawlins, Wyoming, had experienced a 47% increase in popu¬ 

lation from 1970 to 1980 (1980 population was 11,547). Rawlins expected a 70% increase 

from 1980 to 1990. The cost of capital improvements to its sewer and water system neces¬ 

sary to meet this growth lead the City of Rawlins to enact in 1980 a water service connec¬ 

tion fee of $1000 per living unit and a sewer service connections fee of $750 per living 

unit to pay for these improvements. Coulter d/b/a Stagecoach Apartments had built 

ninety-six apartment units and filed a claim against the City of Rawlins stating that the 

sewer and water tap fees were unjust, inequitable, arbitrary, irrational, and contrary to a 

state statute. 
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The City of Rawlins defended its tap fee based on its municipal authority to (1) have 

“broad control over sewer and water,” (2) “set rates and charges for water and sewer ser¬ 

vices,” (3) have police power which is “granted to the municipalities to take actions neces¬ 

sary to preserve and maintain the health and welfare of its citizens.”17 

In defining “broad control” the City of Rawlins stated that “other jurisdictions recog¬ 

nize that general statutes authorizing municipalities to provide and regulate the construc¬ 

tion, repair and use of sewer and water facilities carry with them the implied authority 

(emphasis added) for the municipality to establish service fees for the connection to these 

services.” The City referred to a Florida Supreme Court case where the court stated: 

If a municipality has authority to provide services, it obviously has the power to 
make reasonable charges. When setting reasonable charges, the city may consider 
the cost of projected capital improvements and may establish a service connec¬ 
tion fee requiring a developer to pay his proportionate part of the amount 
reasonably necessary to finance the expansion.18 

The City continued its defense by referring to Utah and California cases where as the 

City summarized: 

It is important to note that neither Utah’s nor California’s statute expressly 
authorized service connection fees, however, the courts held statutes authorizing 
user fees impliedly authorize tap fees.19 

The California Supreme Court noted that the purpose of the state statute is to 
give the municipalities authority to provide revenues for construction of water 
and sewer systems. Tap fees which by municipal ordinance are dedicated to debt 
retirement or system expansions accomplish the statutory purpose of providing 
revenues for sewer and water construction.20 

As stated earlier, the City of Rawlins also defended its authority to enact service con¬ 

nection fees under its police powers: 

One of the most common exercises of police power of a city is to provide for a 
system of sewers and to compel connection therewith. A service connection fee 
ordinance may be justified based purely on the police power of the munici¬ 
pality.21 

Also, the City of Rawlins stated that the connection fee could be seen to be necessary 

in order that sewer and water charges remain equitable and uniform: 
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According to the New Jersey Supreme Court, the improved properties should 
alone absorb operation and maintenance costs. On the other hand, all properties, 
improved or unimproved, should absorb the capital improvement cost. 

. . . the unimproved properties receive an immediate benefit from the mere 
availability of the system for service. All properties within the section serviced 
are beneficiaries of the expenditure—the improved for immediate present use 
and the unimproved for future use. 

The only equitable manner to distribute the original cost is for the unimproved 
properties to bear part of that cost in exchange for the increment in value re¬ 
ceived and for the potential standby service.22 

The City of Rawlins clarified the “equitability” point further: 

The City of Rawlins provided the “up front” monies to install necessary capital 
improvements ... The service connection fees allow the city a means of passing 
the cost that the City has borne “up front” onto the developer or the previously 
undeveloped landowner.23 

In its final argument the City of Rawlins stated that the “service connection fees are 

not illegal taxes utilized to raise revenue.” Tire plaintiff had argued that the fee was invalid 

because the charge was in excess of the “burden imposed” and that the charge is a revenue 

measure. The City showed that other jurisdictions uniformly hold that service connection 

fees are not taxes but user fees. The Court in Western Heights Land Corporation v. City of 

Fort Collins noted: 

.. . the city may establish rates or charges including the expense of connection 
to its water trunk lines which in the judgment of its governing board will pay the 
cost of extending its service and yield a fair return upon the reasonable value of 
the property employed in the enterprise, plus replacement for facilities out¬ 
moded by depreciation and obsolescence.24 

Cases in Indiana, Michigan, Oregon, and Utah also support the argument that the ser¬ 

vice connection fee is not a tax but a user fee.25 

The District Court rules on August 18, 1982, that the connection fee of the City of 

Rawlins was a “legitimate government function of providing services”; that it was neither 

“arbitrary nor capricious” but is “cost justified based on a very carefully constructed form¬ 

ula”; it requires users “to pay sums which are in proportion to or less than the burden” the 

user causes; and the connection fee is “constitutional.”26 
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Montana 

In dealing specifically with Montana there are no court cases that rule on the connec¬ 

tion charge, as such, but there are two cases that speak about similar issues. 

One case is Billings Props. Inc. v. Yellowstone County where the Montana Supreme 

Court in 1964 passed on a state statute which required land to be dedicated for park pur¬ 

poses as a condition precedent to approval of a subdivision. The Court said, “This Court is 

of the opinion that if the subdivision creates the specific need for parks and playgrounds, 

then it is not unreasonable to charge the subdivider with the burden of providing them.”27 

This definitely supports the concept of “growth pays its own way” as in the connection 

charge. 

Relative to the tax versus fee issue the Montana Supreme Court in State v. Police 

Court stated: 

Where the fee is imposed for the purpose of regulation and the statute requires 
compliance with certain conditions in addition to the payment of the prescribed 
sum, such sum is a license proper imposed by the virtue of the police power; but 
when it is enacted solely for revenue purposes without any further condition it is 
a tax.28 

Recall that the City of Rawlins had argued that “one of the most common exercises of 

police power of a city is to provide for a system of sewers and to compel connection there¬ 

with.” It might be noted that many cities make the connection charge ordinance a part of 

the existing utility tapping ordinance in order to meet the legal need of being regulatory 

in nature. 

In an interview with Jeff Sherlock, City Attorney for the City of Helena, Mr. Sherlock 

stated that when a municipality operates a utility in the State of Montana, it is acting in a 

utility capacity; and therefore, the municipality can enact a connection charge as revenue 

for operation of the utility. Also, Mr. Sherlock stated in an opinion (see Appendix B) that 

“the City has the power to enact such a fee without going before the Public Service Com- 
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mission.” He adds one limitation: The new charge may not result in a 12% or higher 

increase in the City’s total water or sewer revenues.”29 If it does result in a 12% increase, 

then the approval of the connection charge must go before the Public Service Commission. 

The City of Wolf Point is in the process of enacting an ordinance for a development 

charge which will be the first one in the State of Montana. It is using the Cottage Grove, 

Oregon ordinance for a system development charge as a guide. The Wolf Point ordinance 

uses the Montana Subdivision Planning Act, Section 76-3-501 MCA as its municipal author¬ 

ity. Wolf Point charges will consist of $250 for a sewer connection, $250 for a water con¬ 

nection, $100 for arterial streets, $200 for parks which totals to $800 per single dwelling 

unit. 

The Wolf Point proposed development charge is obviously beyond the scope of the 

connection charge in that a fee is being charged for streets and parks. There is adequate 

Montana law and case law to support a municipal utility initiating a connection charge. 

But to expand this charge for streets and parks goes beyond the utility authority. And to 

rely on the Montana Subdivision Planning Act to enact this development charge seems 

beyond the scope of this act. 

Summary and Discussion 

This chapter has summarized the conditions for a legal connection charge based on 

the review of the available case law. The following is a list of these conditions: 

1. A connection charge is valid if imposed on those who cause the necessity for an 
enlarged utility system. 

2. Differentiation between customer classes must be based on natural distinguishing 
characteristics; the new utility customer may be distinguished as a separate cus¬ 
tomer class. 

3. The charge is to be reasonably equal or commensurate to the burden imposed by 
the new customer; it is to be equal to the new customer’s proportionate share of 
the capital facilities. 
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4. If the amount of the charge is inflated above the actual burden or cost of service, 
the fee is considered a tax and is invalid. 

5. The revenue from the connection charge must be used for matters related to the 
activity upon which the fee is imposed (sewer revenue for sewer system); one case 
stated that the funds must be “earmarked” for the required utility expansion. 

6. The connection charge could be judged to be necessary in order that sewer and 
water charges remain equitable. 

7. Dependent on the statutes within a state, the legal authority for a municipality to 
enact a connection charge could be provided primarily by its control over the 
sewer and water systems; secondarily, the municipal authority could come from its 
police power to regulate. 

The legal authority to enact a connection charge for a municipal utility in the State of 

Montana is provided within a municipal authority to operate the utility. A municipality 

would not have to seek the Montana Public Service Commission approval if the city 

remains within the 12% increased revenue limitation. 

As stated in the beginning of this chapter, a municipality wanting to enact a connec¬ 

tion charge would have to require its own legal counsel to review the municipal authority 

issues. The remaining portion of this chapter is a discussion of the legal issues based on the 

judgements of the author. 

It is important to note the conditions, as listed above, that pertain to the charge being 

equal to the burden imposed. These conditions emphasize the need for an accurate method 

to calculate the charge. This paper discusses the recommended method in Chapter 6. 

Another condition mentions the correct usage of the collected funds. This condition 

emphaszies the need to have a separate account for the connection charge revenue and that 

the funds be used only for general utility facilities. This point is clarified in Chapter 6. It 

is interesting to note that condition No. 6 could support the argument that it is legally 

necessary to enact the connection charge in order to relieve the unequal burden placed on 

current utility users to finance utility plant expansion. 
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It is the contention of this paper that the connection charge could be legally enacted 

in the State of Montana. The municipality has the authority to enact the charge by being 

a utility providing sewer or water service. As mentioned in the City of Rawlins case and 

also in the Montana case, State v. Police Court, a secondary source of authority is the 

exercise of police power by a city in providing for systems of sewer and water and compel¬ 

ling connections therewith. The police power authority is more undependable and more 

controversial than the utility authority because of the legal interpretation necessary to 

define this authority. 
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CHAPTER 6 

IMPLEMENTATION PROCEDURES 

As Chapter 2 explains the economic theory behind the connection charge, this chap¬ 

ter develops the implementation of a sewer and water connection charge of municipal util¬ 

ities. Implementing the connection charge involves the calculation of a charge and the 

development of procedures and rules for enacting the fee within the municipality. 

As explained in the economic theory section of this paper, certain appropriate charac¬ 

teristics of a public fee or charge are necessary in order to be justified economically, legally, 

and practically. The following list summarizes these characteristics for a sound and desira¬ 

ble fee: 

1. Equity 

2. Economic efficiency 

3. Allocational effectiveness and avoidance of undue discrimination 

4. Administrative simplicity 

5. Public understandability, acceptability and feasibility 

6. Revenue generating potential1 

The first three characteristics have been explained in the theory chapter and are the basis 

of developing the connection charge. The fourth and fifth characteristics are the favorable 

points of the connection charge. These characteristics are part of the criteria used in ana¬ 

lyzing the connection charge in this chapter. The sixth characteristic is dependent on each 

city’s growth. 

The first portion of this chapter will develop the method of calculating a connection 

charge. This method is determined by a review of the various techniques used by cities 
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and states that are surveyed. All enacted methods are discussed in comparison to the 

selected technique. 

Method of Calculation 

As explained in Chapter 2, the connection charge is the payment from the new cus¬ 

tomer for the usage of the general benefit facilities. The amount of the charge is to be 

determined by calculating the new customer’s proportionate share of the cost of the gen¬ 

eral benefit facilities. Obviously, the most important aspect of the connection charge is the 

new customer’s proportionate share. This proportion determines the equity, the economic 

efficiency, and the proper allocation of resources of this type of fee. 

Although there are many means to determine a proportionate payment, this assess¬ 

ment supports the method suggested by the State of Wyoming. This methodology is 

expressed by the following formula: 

The connection charge is equal to the “Replacement Value of General Benefit Facili¬ 
ties” less the “Outstanding System Debt” divided by the “Utility Capacity Units 
Total.” 

This same formula can be summarized by the following format: 

CONNECT. _ General Facility Value - Debt 
CHARGE Capacity Units Total 

The “replacement value” is the current cost of constructing all general benefit facilities. 

The “outstanding system debt” is the remaining outstanding principal utility debt. The 

“capacity units” are the “summation of the number of water services of each size multi¬ 

plied by the relative flow capability for each size service.”2 The capacity units total is a 

summation of current water services in usage and reserve capacity existing in the system. 

The general benefit facilities are described as: 

1. Water System: source of supply treatments facilities, transmission pipelines, 

pumping stations, pressure regulating facilities, reservoirs, and storage facilities 
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2. Sewer System: outfall lines, treatment and disposal facilities, and general area lift 

stations 

These general benefit facilities are defined “as those utility capital improvements that pro¬ 

vide benefits to everyone.” Some municipalities include water distribution system, sewer 

collection system, and fire hydrants as part of their general benefit facilities. But the 

Wyoming Handbook describes these as direct benefit facilities which provide “exclusive 

direct benefits to specific properties.”3 These facilities are generally not financed by the 

utility but rather by private assessment district financing; and the new customer most 

likely is paying or has paid for the direct benefit facilities when connecting to the utility. 

The benefit to the new customer is the usage of the general facilities to which he has not 

financially contributed. 

According to the Wyoming Handbook, the total value or net worth of the general 

benefit facilities, for which a new customer is to pay a proportionate share, is the numer¬ 

ator of the above mentioned formula. This value is stated to be the replacement value less 

the indebtedness. Some cities determine this value based on the replacement value less the 

depreciation of the general benefit facilities. The depreciation value is labeled a “net book 

value.” It is difficult to choose which method most accurately meets the connection 

charge theory and is also most administratively feasible to determine. The net book value 

figure is the most accurate in specifying the actual worth or benefit of the facilities. But 

the determination of this value would involve a professional appraisal of the worth of the 

facilities, and this would obviously be beyond the scope of most city staffs. Therefore, 

an expense would be incurred to hire an appraiser. This may be financially questionable 

for most cities. 

Whereas, the replacement value of a facility is an inflated value, it is usually deter¬ 

mined by using the original cost records of the facilities and increasing their value in 

accordance with a cost index such as that in the Engineering News Record. Therefore this 
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value is above the book value, dependent on the age of the facility. As mentioned in the 

above formula, the indebtedness of the utility is subtracted from the replacement factor 

because the “new users will be paying their share of debt service in the utility rates fol¬ 

lowing the connection.”4 

The difference between using the Wyoming method or using the “book value” 

method is dependent on the age of the general facilities. A small difference of values would 

be noticed in newer general facilities. But a city with fifteen to twenty year old facilities 

with no modernization would have an exaggerated facility value if the Wyoming method 

is used because the replacement value would be much higher than the book value and the 

indebtedness would be small. Tire Wyoming method is recommended for its administrative 

simplicity; but in cases of older facilities as described, using the book value is recom¬ 

mended. 

It is appropriate to note that some cities also subtract from the total facility value the 

amounts of any federal or state grants or developer contributions that were used in con¬ 

structing general facilities. The rationale in this is that these facilities were constructed 

with monies besides the utility user charges. Therefore it would be inequitable for the new 

customer to pay for these facilities when “buying in.” Benefit theory definitely supports 

this rationale. 

The last segment of the formula is the “Utility Capacity Units Total” which deter¬ 

mines the proportion of the general facilities worth that is paid by the new customer. 

The Wyoming method selects the customer’s water meter or service size as the basis of 

determining the fair share. Each water meter size is assigned a unit capacity value based on 

the maximum flow of the meter. A standard, labeled AWWA C700, is used for this deter¬ 

mination. Table 4 lists these values. If a community does not have meters, capacity units 

can be calculated from service size using water meter valves. The Utility Capacity Units 
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Total is determined by totalling the current user capacity units and the reserve capacity 

units in the utility (for example see Table 4 in Chapter 7).5 

Hixson justifies the selection of the water meter size by arguing that the meter size 

represents the consumer’s maximum demand on the utility. A utility constructs its facili¬ 

ties based upon the maximum demand and not on average usage. Therefore, a consumer’s 

proportionate share of the cost of the facilities should be based on his maximum demand. 

Hixson also states that the monthly sewer or water user charge which pays for the mainte¬ 

nance and operation of the facility is to be based on the amount of usage; the connection 

charge is the payment for the facility that is constructed to meet the consumer’s maximum 

demand.6 The Utility Capacity Units Total used for the water connection charge is also 

used for the sewer connection charge. The Wyoming Handbook explains: 

System facilities must be designed to accommodate the maximum peak demand 
or load that the public can place on them. Thus the capital investment is a func¬ 
tion of the maximum load not the average load. In the case of wastewater, the 
maximum load (peak) an individual customer can impose on the system at any 
one time is limited to the capacity of the customer’s water service size.7 

In determining their respective connection charges, many cities do not use the water 

meter or service as the basis to calculate the customer’s proportionate share. Instead they 

use the average water or sewer usage as the basis. Typically, the average water or sewer 

usage for a single dwelling unit is used as the basic equivalent unit of one, then other dif¬ 

ferent type of users such as multi-dwelling units, commercial units, or restaurants are 

assigned a certain numer of equivalent units based on the average usage above the single 

dwelling unit. An example is that a single dwelling unit is assigned one equivalent unit, a 

restaurant is assigned one equivalent unit per ten seats, or a car wash is assigned one equiva¬ 

lent unit per stall. Other cities determine the number of equivalent units based on the num¬ 

ber of plumbing fixtures which are rated for capacity by the Uniform Building Manual. 

The cities that use this method tend to vary in their designations of equivalent units to 

particular users. 
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As mentioned, the Wyoming Handbook decides against these types of methods in 

that the customer’s maximum demand not the average usage determines the connection 

charge. Which method truly represents the benefit received by the new customer is a mat¬ 

ter of interpretation. In some cases the connection charge would be the same by both 

methods. But the Wyoming method has a definite administrative and public acceptance 

advantage in that the method is clear, concise, and simple. In the review of some cities 

using the equivalent unit method as described above, their basis of assigning these units 

seems to be arbitrary and controversial and possibly discriminatory. These methods seem 

to lead to litigation. 

Some cities, especially in Oregon, levy a fee or tax on new growth based on a percent¬ 

age of the new construction value or an assessment per square foot of property. These 

revenues are used for extra capacity facilities and are justified on a similar rationale as the 

connection charge. But these levies are a tax or close to it, which would make them illegal 

in the State of Montana or at least contestable. Also, it is hard to establish that a percent¬ 

age or fee per property area equates to the benefit received from a utility. 

In summary, the recommended method for calculating the connection charge is: 

The connection charge is equal to the “Replacement Value of General Benefit 
Facilities” less the “Outstanding System Debt” divided by the “Utility Capacity 
Units Total.” 

The above method is comparable to the average cost pricing method which really 

does not determine the true marginal cost of the extra customer. Marginal cost pricing 

would calculate the cost of the reserve or expansion capacity in the existing facilities and 

divide this cost by the reserve units. This method is the most representative of the theory, 

but most utilities cannot determine the cost of the margin or reserve because they only 

have the total cost data. But situations that do lead to determining the marginal cost are 

in special utility zones or special development areas where the value of the general facilities 

that serve these particular areas can be determined. This would enable calculating a connec- 
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tion charge for this specific area. This is especially economically correct where a service 

zone has more expensive general facilities than the other zones. One study points out that 

this zoning is very important for rapidly growing cities. For “this price policy places the 

cost of expansion on the developer and discourages development in areas with higher 

costs.”8 Also, marginal cost pricing is applicable in some cases where a zone might require 

an additional pumping station or reservoir. Due to this distinct cost a surcharge for these 

facilities could be added onto the regular connection charge. This is marginal cost pricing 

and improves equity and efficiency. The argument for using these surcharges has to depend 

on the accuracy and feasibility of determining this additional cost. 

Administration 

The important concerns in administering the connection charge are accounting and 

fund usage, collection, exclusions, exceptions, and surcharges. This section evaluates the 

various procedures employed. 

The preceding section on calculation of the connection charge rightfully emphasized 

the determination of the equitable share or benefit of the new customer. This theory has 

to be followed as closely in the administration aspects. This is very important in the 

expenditure of the revenue. 

As the connection charge is a payment for capital facilities, it follows as a matter of 

equity that the connection charge revenue be used only for the capital improvement facili¬ 

ties. This earmarked use encourages better public and, especially, developer acceptability. 

As noted on Table 1 almost all surveyed cities set up a separate fund for the connection 

charge revenue. This practice seems essential for control and justification. 

Basically there are two ways the connection charge revenue could be expended. One 

way would be to use the revenue in a pay-as-you-go financing plan; when enough revenue 

accrues, then the capital improvement is built. The other way would be to use the revenue 
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to make the utility debt service payment. Both methods are theoretically justified since 

the revenue is going for capital improvements. Table 1 shows that the surveyed cities use 

either one or the other expenditure methods or a combination of both. The decision as 

to which method is really dependent on city growth, city utility finances, and public 

acceptability. Developers are very supportive of the connection charge when the revenue 

is earmarked to be used only for general facility expansion and not for replacement. When 

the charge revenue is used for facility modernizing or replacement, accusations can be 

made that new development is subsidizing “past beneficiaries of the service for unpaid 

costs incurred during past years.”9 This accusation is not true if the connection charge 

reflects the value of the older facility that the new customer is hooking onto or “buying 

into.” Some cities limit the revenue expenditure for expansion; in Fort Collins, Colorado, 

the revenue makes the annual debt service payment as the indebtedness is due to facility 

expansion. Corvallis, Oregon, places even more controls on the connection charge fund. 

It requires that the City Council approve any funding of projects and transfers of monies 

from this fund. By this procedure, Corvallis feels it increases the confidence of both the 

general public and home builders in the accounting of funds.10 

Some cities provide in their ordinances special considerations for certain types of 

property. Additions or alterations of existing property are exempted from the charge 

unless the water service is increased or, in cases where the fees are based on dwelling units, 

a dwelling unit is added. When the water service size is increased, the connection charge 

amounts to the charge differential between the old service size and expanded service size. 

Another consideration is when a user abandons an existing tap and wishes to acquire a 

new tap at another location. In this case, the owners transfers his allocation and is not 

assessed a connection charge if the old service is abandoned properly. Other cities levy a 

surcharge for connections outside the city limits. 
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Another city waives the charge for certain new residential construction within the 

central, built-up portion of the city.11 This waiver creates inequity and is discriminating 

against other new customers. If the facility costs are less in this zone, then the city should 

lower the connection charge accordingly. But waiving them cannot be justified. The con¬ 

nection charge should be lowered accordingly if this property was assessed by property 

tax or general obligation bond for construction of some of the utility facilities. 

Another aspect of administration is the time and method of payment. Charges are 

generally due and payable prior to issuance of a building permit or sewer or water connec¬ 

tion permits. Some jurisdictions include the connection charge in their normal tapping fee. 

Basically, this procedure is “hiding” the new charge under an older fee. This practice 

leads to confusion and misinterpretation. The connection charge should be handled as a 

separate fee but its payment could be made at the same time as the tapping fee. Another 

practice is to require the connection charge payment when filing a new subdivision plat. 

This procedure seems to place an unnecessary early burden on a developer and treats this 

property owner quite different from the owner of undeveloped platted property. 

Another consideration is the deferral of payment of the connection charge. Some 

Oregon cities allow payment over a ten-year period while others allow a 3% discount for 

payment in full when the charge is levied. Another policy is to allow a deferral of payment 

for developers until a house or building is occupied. All of these deferrals typically con¬ 

stitute a lien against the property to be cleared at the time of the sale.12 

Another procedure is to attach an automatic inflationary adjustment to the connec¬ 

tion charge. This adjustment could be made by linking the increase to a construction cost 

index such as in the Engineering News Record on an annual basis. This would compensate 

for the escalated costs of construction. 

Obviously, whatever policies a city chooses to enact in administering the connection 

charge, these policies should be clearly spelled out in the ordinance that enacts the charge. 
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Conclusions 

This section summarized the methods and policies for enacting a connection charge. 

The most crucial aspects of enacting this charge are to calculate a charge that is most equal 

to the benefit received by the new customer and to develop policies administering the 

charge that emphasize equity. The calculation method could be more sophisticated by 

developing a more complex economic model involving detailed marginal costs and price 

elasticities. But as mentioned earlier, two good characteristics of a fee are administrative 

simplicity and the public’s ability to understand and accept the fee.13 

One point must be made about the annual revenue from a connection charge. One of 

the shortcomings of the connection charge is its dependency on growth. As a result, the 

charge revenue can be a highly variable source of funds. In periods of no growth, new con¬ 

tributions are not received and the existing system must carry the burden. This can be a 

major concern if expansion was financed by revenue bonds, and the debt service was to be 

paid by the connection charge revenue. 

In Chapter 4, the impact of the connection charge is discussed in detail. The connec¬ 

tion charge can provide the means to grow in a manageable and unburdensome manner. 

But what proportion the new customer pays becomes a political question. The economic 

theory and law support the concept that the new customer pay his full proportionate share 

of general facilities cost. But in the realm of the real world there are more details than 

theory and law. So much depends on the general status of the city. If a city is growing 

rapidly, the connection charge is a necessary tool to finance growth. Where a city has 

matured and growth is slow or steady, the connection charge is a possible manner to bring 

more equality into the utility rate structure. 
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CHAPTER 7 

A MODEL APPLIED TO THE CITY OF HELENA 

This final chapter summarizes the recommendations and conclusions of this paper by 

developing a proposed connection charge for the City of Helena, Montana. The relevant 

background of the City of Helena is described first followed by the calculation of a con¬ 

nection charge using the data from the Helena utilities. This chapter concludes with a dis¬ 

cussion of administrative and municipal growth issues. 

General Description of Helena 

The City of Helena is located within the Missouri River Valley of Southwestern Mon¬ 

tana at the front of the east slope of the Rocky Mountains. It lies on the southern edge of 

Lewis and Clark County. Helena was founded as a result of a gold strike in 1864, and by 

1894 had become the State Capitol of Montana with a population of 15,000. By 1980 the 

population had become about 24,000. The population of Helena is projected to be 29,000 

by the year 2000 with the surrounding area adding another 10,000 people.1 Presently, the 

economic foundation of the Helena area is state government with basic economic activity 

in agriculture, education, tourism, railroads, and federal government. Helena is projected to 

have a healthy employment and population growth in the future.2 

The existing water supply for the City is derived from three independent sources: the 

main source is called the Ten Mile Creek which is mountain surface water, the next largest 

source is the Missouri River, and the smallest source is the Hale supply consisting of two 

ground water sources. The Missouri River water is treated and filtered by a treatment plant 

built in 1960, whereas the Ten Mile water enters a settling pond and is then chlorinated. 
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Helena’s water is distributed through three separate systems with a combined storage 

capacity of 13 million gallons in five reservoirs. The Helena water system has a maximum 

capacity of 22 million gallons per day.3 

The City of Helena currently owns and maintains a sanitary sewage collection system 

consisting of nearly 110 miles of sewer pipe.4 The existing wastewater treatment facility is 

located in the northeast corner of the City. The treatment plant includes both primary and 

secondary treatment facilities which have been constructed in several stages since the origi¬ 

nal primary treatment plant was constructed in 1960. 

Currently plans are being developed for major renovation and expansion of both City 

water and sewer systems. A project will start in 1983 for renovating and expanding the 

sewer treatment plant. EPA is funding 75% of this cost. Also, renovation and expansion is 

being planned for the Missouri River Water Treatment Plant. Initiation of this project is 

pending approval by the State Public Service Commission. Both of these projects have or 

will create rate increases for the customer. 

Helena Connection Charges 

The calculation of a proposed connection charge for both water and sewer systems 

for the City of Helena is based on the following formula as explained in Chapter 6: 

CONNECT. _ General Facility Value - Debt 
CHARGE Capacity Units Total 

As discussed in Chapter 6, the general benefit facilities consist of the treatment plants, 

transmission mains, storage reservoirs, and pumping stations. Also, as discussed, the Capac¬ 

ity Units Total is the summation of water services of each size multiplied by the relative 

flow capability of each size service. 

Tables 2 and 3 show the estimated replacement cost of the sewer and water general 

facilities. The transmission line costs were determined by using the Dodge Report 1981 for 
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Table 2. City of Helena Water System Estimated Replacement Costs as of August, 1982. 

Water General Benefit Facility Cost 

Missouri River Treatment Plant and transmission 
lines (30" and 24") $ 5,130,000 

Transmission Lines (12", 14", 16", 18", 24") $ 8,674,000 
Storage Tanks (total 12.9 million gallons) $ 2,450,000 
Pump Stations (Forrest Estates, Eureka, Dalhausen, 

Hale) $ 200,000 

Total Replacement Cost $16,454,000 

TableS. City of Helena Sewer System Estimated Replacement Cost as of August, 1982. 

Sewer General Benefit Facility Cost 

Sewer Treatment Plant 

Transmission Lines (12", 15", 18", 21", 24", 30") 

Total Estimated Replacement Cost 

$6,662,000 

$1,403,100 

$8,025,100 

construction costs. The other facilities costs were determined by inflating the original con¬ 

struction cost to the present day using the Engineering News Record (ENR) Construction 

Index.5 

Table 4 shows the determination of the existing capacity units. The total number of 

different types of water services was obtained from the City of Helena Water Accounting 

Department. As discussed in Chapter 6, each water meter size is assigned a unit capacity 

value that is determined by the maximum flow of the meter. The maximum flows are 

based on the American Water Works Association Standard—C700. The smallest meter is 

assigned the unit value of one; and the other meters are assigned values based on their 

maximum flows in comparison to the flow of the smallest meter. 

The Water Connection Charge is calculated by using the following: 

A. Table 2: Total Estimated Replacement Cost = $16,454,000. 

B. City of Helena Water Outstanding System Debt = $875,000.6 

C. Table 4: Total Existing Capacity Units = 14,236 units. 
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D. Unused Capacity: 2240 dwelling units7 X 1.5 capacity units (%" water service) = 
3360 units. 

Water Connection Charge = 
$16,454,000 - $875,000 

(14236 + 3360) capacity units 
= $800/Capacity Unit 

Table 4. City of Helena Existing Water Services by Size and Capacity Units (Fiscal Year 
1982-1983). 

Water Meter or 
Service Size 

(inches) 
# of 

Services* 

Unit 
Capacity 
Values' 

Total 
Capacity 

Units 

5/8 N 3/4 0 1.0 0 
3/4 7403 1.5 11,105 
1 315 2.5 788 
1 1/2 100 5 500 
2 101 8 808 
3 22 15 330 
4 21 25 525 
6 0 50 0 
8 2 90 180 

7964 14,236 

*Fire lines are not included. 
1 Based on AWWA C700 safe maximum operating capacities of displacement type meters. 
Eight inch service is based on turbine meter. 

The Sewer Connection Charge is calculated using the following: 

A. Table 3: Total Estimated Replacement Cost = $8,025,100. 

B. City of Helena Sewer Outstanding Debt = $476,000. 

C. Table 4: Total Existing Capacity Units = 14236 units. 

D. Unused Capacity: 2240 dwelling units X 1.5 capacity units (%" water service) = 
3360 units. 

Sewer Connection Charge = 
$8,025,100 - $476,000 

(14,236 + 3360) capacity units 
= $650/Capacity Units 

Tables 5 and 6 display the Connection charges for all service sizes. 
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Table 5. City of Helena Water System Connection Charge (Fiscal Year 1982-1983). 

Meter or Unit Charge Per Water 
Service Size Capacity Capacity Connection 

(Inches) Value Unit Charge 

5/8 X 3/4 1.0 $880 $ 880 
3/4 1.5 880 1,320 
1 2.5 880 2,200 
1 1/2 5 880 4,400 
2 8 880 7,040 
3 15 880 13,200 
4 25 880 22,000 
6 50 880 44,000 
8 90 880 79,200 

Table 6. City of Helena Sewer System Connection Charge (Fiscal Year 1982-1983). 

Meter or Unit Charge Per Sewer 
Service Size Capacity Capacity Connection 

(inches) Value Unit Charge 

5/8 X 3/4 1.0 $650 $ 650 
3/4 1.5 650 975 
1 2.5 650 1,615 
1 1/2 5 650 3,250 
2 8 650 5,200 
3 15 650 8,450 
4 25 650 16,250 
6 50 650 32,500 
8 90 650 58,500 

Table 7 shows the revenue projection from the connection charge. This is based on 

eighty new residential dwellings with % inch services being built (an average for the past 

five years in Helena). The five year average of new commercial buildings has been sixteen 

per year while new multi-dwelling has been twelve per year. Therefore, any decrease of the 

estimate of eighty new dwellings would be made up with these other types of construction. 
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Table 7. Water and Sewer Connection Charge Fund Projections (Five Year Planning Period). 

Fiscal 
Year 

Water 
Connection 
Revenue* 

Fund 
Balance" 

Sewer 
Connection 
Revenue* 

Fund 
Balance 

1983-84 $105,600 $105,600 $ 78,000 $ 78,000 
1984-85 114,048* 230,208 84,240* 170,040 
1985-86 123,172 376,401 90,979 278,023 
1986-87 133,026 547,067 98,258 404,083 
1987-88 143,668 745,442 106,118 550,610 

*Revenue is calculated on a five year average (1977-1981) of the number of new residen¬ 
tial dwellings in Helena which is 80 new dwellings. 
"f*Fund balance includes interest earnings of 10% each year. 
^Estimated ENR Index increase of 8%. 

Administrative Issues 

As mentioned in Chapter 6, using the facility replacement value does not exactly 

equal the benefit received by the new customer. The book or depreciated value of the gen¬ 

eral facility is a more accurate measure of value of the benefit. But the City of Helena does 

not have the depreciated value of its facilities. To obtain this value would involve a lengthy 

appraisal which is administratively and financially difficult. 

As shown in Tables 5 and 6, no factor is included for connections of the multi-dwelling 

units where, for example, a duplex uses the same size service as a single dwelling unit. As 

mentioned, some cities charge an additional fee, which is about 70% to 80% of the base 

charge, for each additional dwelling unit above a set amount per size service. The factor, 

.7 or .8, is determined from the community’s average number of residents in multi-dwelling 

units compared to single dwelling units. As mentioned in Chapter 6, this factor may cause 

discrimination problems and legal complexities. 

As mentioned in Chapter 6, it is recommended that the City of Helena set up a sepa¬ 

rate fund in each utility enterprise for the monies received from this charge. These monies 

should be based for capital improvements to the general facilities and possibly a portion 

for payment on the existing debt. Also, it is recommended that the charge be increased 
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annually based upon the ENR index and be recalculated after any additions to the utility 

debt. 

Discussion 

As mentioned in Chapter 1, the City of Helena Utilities have experienced a rapid 

rise of costs, as have other cities. As a result, rate increases have occurred three times for 

the water user and six times for the sewer rates in the last six years. The 1982 proposed 

rate increase for water usage will amount to about a 100% increase. The sewer rate increase 

in November 1981 was a 22% increase. Both of these increases mostly involve renovation 

and expansion of the general facilities. These increases have placed a large burden on the 

user and do justify the need to place the burden of expansion on the new customer by 

paying for the benefit to join the system. 

Also, both Master Plans for the Helena water and sewer system studied the areas sur¬ 

rounding the City of Helena and analyzed the impact if utility services were extended to 

these areas. By the year 2000, this surrounding area will house a population of 10,000. 

The Sewer Master Plan mentioned the possibility of ground water degradation occurring 

in the populated area north of Helena, and that by 1990 this area might be forced to hook 

up to the City Sewer system. A more recent study has questioned the 1990 date but the 

possibility of this area needing to hook onto the system at some future time seems very 

likely. This potential expansion of the number of utility users only reinforces the need for 

the connection charge in order to relieve the future utility burden of financing this 

expansion. 

Also pointed out in the Master Plan are additional facility needs in order to serve 

particular areas. The West Helena area needs more capacity in the sewer trunk line in order 

to serve any expansion in this area. The Winne Zone of the water system needs additional 

storage reservoirs before any expansion. As discussed in Chapter 6, the rationale of marginal 
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cost pricing would point to adding a surcharge onto the normal connection charge for 

these areas in order to finance these particular improvements for these specific zones. 

One final comment is important relative to the impact of the connection charge upon 

the price of housing. Growth of housing outside of the City of Helena limits has been 

extensive in the past ten years. One main explanation given for this growth is that the price 

of housing within the city limits is much higher than those houses outside the city. The 

main cause for this higher price is conjectured to be the city requirement for quality streets 

and utilities within its new subdivisions. Therefore, to further increase the housing price 

by the addition of the connection charge is to encourage growth outside the city. But the 

connection charge can provide the means to growth by financing the needed facilities. To 

add a 1% or 2% increase to the price of a house is not going to encourage growth at other 

locations; the problem of housing growth outside the City is due to allowing lower quality 

street and utility improvements to occur at these external locations which creates a low- 

priced house. 

In summary, the connection charge represents another step in improving utility rate 

structures. Administrative procedures and methods have been established to give credibil¬ 

ity and acceptability to the connection charge. For Montana cities, this paper argues that 

the legal authority exists to enact this new utility fee. But the crucial point is that the main 

force to enact the connection charge comes from the present utility consumer. The present 

consumer demands that more equity be created in rates and that he be relieved of an unfair 

burden of financing utility expansion. 
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SAMPLE LETTER TO SURVEYED CITIES 

June 14,1982 

Mr. Buford M. Watson, Jr. 
City Manager 
City of Lawrence 
Lawrence, Kansas 66044 

Dear Mr. Watson: 

I am developing a policy proposal for the City of Helena on the topic of connection charges 
for hooking onto City water and sewer systems. This connection charge to a new customer 
or developer would recover the equitable share of capital improvement costs (treatment 
plants, transmission mains, storage reservoirs) associated with the new development. This 
fee or charge has been called: connection charge, system development charge, development 
fee, annexation fee, or hookup fee. 

I have sent the enclosed short survey to select cities and would greatly appreciate your co¬ 
operation in answering these questions. The connection charge has not been used in Mon¬ 
tana, and I would greatly appreciate your aid in helping us develop it. 

I have hopefully made this short to not burden you and to encourage your reply. Thank 
you. 

Sincerely, 

BRUCE T. BENDER 
Administrative Assistant to 
Public Works Director 

BTB:jme 

enclosure 
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CONNECTION FEE SURVEY 

1. Does your municipality have a fee or charge for capital improvement costs (particu¬ 
larly sewer and water systems) associated with new development? (This fee has been 
named: connection charge, hookup fee, development fee, system development fee, 
construction charge or tax.) 

YES NO 

If so, when was the charge initiated?  

2. What is the name of the fee and the amount per unit? (Example: Water Plant Invest¬ 
ment Fee; $1,000 per dwelling unit.) At what stage is it collected (annexation, plat¬ 
ting, hookup)? 

3. Briefly describe your methodology of calculating the fee. If convenient, please attach 
any relevant memos describing this methodology. 

4. Briefly describe your theory and justification behind fee. If convenient, please attach 
your ordinance, copy of studies, etc., that justified and developed the fee. Also, in 
what account is the fee deposited and what is the purpose of the account (general, 
capital improvements, construction)? 

5. What are your personal thoughts about the impact that this charge has had on: 
1) municipal growth; does it hamper, stimulate growth, etc.; 2) city fiscal status; has 
it helped your capital improvements program? If convenient, please attach any studies 
or memos that relate to this impact. 

6. Are you aware of any other municipalities that charge this fee? If so, please list them 
and a possible contact person. 
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Individual Completing Survey 
Title 
City 

Address 
Phone # 

Please return completed survey to: Bruce Bender, Public Works Department, City of 
Helena, 316 North Park Avenue, Helena, MT 59623. Thank you. 
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LIST OF SURVEYED CITIES 

Mr. Robert E. Broom 
City Manager 
City of Aurora 
Aurora, Colorado 80012 

Mr. William M. Christopher 
City Manager 
City of Westminster 
Westminster, Colorado 80030 

Mr. Robert G. Westdyke 
City Manager 
City of Boulder 
Boulder, Colorado 80302 

Mr. G. Curtis Branscome 
City Manager 
City of Decatur 
Decatur, Georgia 30030 

Mr. George D. DiCiero 
City Manager 
City of Broomfield 
Broomfield, Colorado 80020 

The Honorable Richard R. Eardley 
Mayor 
City of Boise 
Boise, Idaho 83702 

Mr. Howard L. Reese 
City Manager 
City of Denver 
Denver, Colorado 80202 

City Manager 
City of Couer D’Alene 
Couer D’Alene, Idaho 

Mr. Ronald C. Jack 
City Manager 
City of Durango 
Durango, Colorado 81301 

The Honorable Thomas V. Campbell 
Mayor 
City of Idaho Falls 
Idaho Falls, Idaho 83401 

Mr. James E. Wysocki 
City Manager 
City of Grand Junction 
Grand Junction, Colorado 81502 

Mr. Charles W. Moss 
City Manager 
City of Pocatello 
Pocatello, Idaho 83201 

Mr. Peter A. Morrell 
City Manager 
City of Greeley 
Greeley, Colorado 80631 

Mr. Thomas J. Courtney 
City Manager 
City of Twin Falls 
Twin Falls, Idaho 83301 

Mr. Roy S. Howard 
City Manager 
City of Longmont 
Longmont, Colorado 80502 

Mr. Buford M. Watson, Jr. 
City Manager 
City of Lawrence 
Lawrence, Kansas 66044 

Mr. Chester L. Waggener 
City Manager 
City of Loveland 
Loveland, Colorado 80539 

Mr. Terry V. Sprenkel 
City Manager 
City of Ann Arbor 
Ann Arbor, Michigan 48106 
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Mr. William A. Bassett 
City Manager 
City of Mankato 
Mankato, Minnesota 56002 

Mr. Steven C. Burkett 
City Manager 
City of Springfield 
Springfield, Oregon 97477 

Mr. Gus Byrom 
Transportation Director 
City of Farmington 
Farmington, New Mexico 87401 

The Honorable Joseph R. Riley, Jr. 
Mayor 
City of Charleston 
Charleston, South Carolina 

Mr. Tom Baker 
City of Bismarck 
Bismarck, North Dakota 58502 

The Honorable Rick W. Knobe 
Mayor 
City of Sioux Falls 
Sioux Falls, South Dakota 57102 

Mr. Earl Sterzer 
City Manager 
City of Dayton 
Dayton, Ohio 45401 

Mr. Terry Novak 
City Manager 
City of Spokane 
Spokane, Washington 99201 

Mr. Brian L. Almquist 
City Administrator 
City of Ashland 
Ashland, Oregon 97520 

Mr. Kennth Erickson 
City Manager 
City of Casper 
Casper, Wyoming 82602 

Mr. Michael D. Gleason 
City Manager 
City of Eugene 
Eugene, Oregon 97401 

Mr. Michael K. Snapp 
City of Cheyenne 
Cheyenne, Wyoming 82001 

Mr. Eldon S. Mills 
City Manager 
City of Hillsboro 
Hillsboro, Oregon 97123 

Mr. Alan E. Tandy 
City Manager 
City of Gillette 
Gillette, Wyoming 82716 

Mr. Ralph W. Hanley 
City Manager 
City of Salem 
Salem, Oregon 97301 
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APPENDIX B 

LEGAL OPINION 
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CITY OF HELENA CITY ATTORNEY: LEGAL OPINION 
ON CONNECTION CHARGE 

August 12, 1982 

Bruce Bender 
City-County Building 
316 North Park 
Helena, MT 59623 

Dear Bruce: 

You have recently asked my opinion as to whether the City could impose a new hookup 
fee for new water and sewer customers. 

Pursuant to Section 69-7-101, MCA, the City has the power to enact such a fee without 
going before the Public Service Commission. However, we must hold a hearing before the 
City Commission. 

One caveat must be added in this regard. The new charge may not result in a 12% or higher 
increase in the City’s total water or sewer revenues. 

In this regard, extreme caution must be used. Although the statute is vague, it seems to say 
that if we go to the Public Service Commission on one rate, and receive a 13% increase in 
our total annual revenues, this type of hookup charge would also have to go before the 
Public Service Commission even though it, acting in itself, would not result in the prohib¬ 
ited 12% increase in total revenues. In other words, in considering whether or not the City 
can raise its rates over the prohibited 12% figure, we must consider the total rate relief that 
the City has obtained in any given year. 

If I may be of further assistance, please advise. 

Sincerely yours, 

JEFFREY M. SHERLOCK 
City Attorney 
JMS/ks 
cc: Robert A. Erickson 

Dick Nisbet 


