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On Noveinber 5,2007 staff presented an update on Long-term Ownership and Operation of 
South Bay Water Recycling to the Transportation and Environment Committee. 

Councilmember Liccardo motioned to accept the update and requested that the item be cross- 
referenced for full Council consideration, Councilmelnbcr Cortese seconded the motion. 
Attached is the report that was presented to the T&E Committee. 
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COUNCIL DISTRICT: Citv-Wide 

SUBJECT: UPDATE ON LONG-TERM OWNERSHIP AND OPERATION OF SOUTH 
BAY WATER RECYCLING 

RECOMMENDATION 

Accept this update 011 issues and options for the long-term ownership and operation of South Bay 
Water Recycling. 

OUTCOME 

111 advancc of their respective nicetirigs on November 5 and 20, members of the Transportation & 
Environment Committee and full City Co~~nci l  will have a framework against which to measure and 
respond to recent discussions a~ id  actions concerning recycled water taken by the Santa Clara Valley 
Water Disttict Board of Directors. This issue will also be briefly discussed at the November 19 Joint 
CityiDistrict Study Session on Flood Management. 

EXECUTIVE SUMMARY 

The cities of San Jose and Santa Clara and the Treatment Plant tributary agencies have invested almost 
$280 million in the South Bay Water Recycling system, whicli is coniprised of pump stations, 
reservoirs and more than 100 miles of pipeline. More than 500 customers are served by SBWR, which 
delivers three billion gallons of water per year (almost 20 billion gallons total since 1997). In the 
summer of 2007, SBWR delivered an average of 14 million gallons of recycled water daily. 

lnitial investments were driven by the need to protect two endangered species and avoid a state- 
threatened buildirrg moratorium, but even tlren, the water provided by the system was viewed as a 
commodity of vital future importance. On this basis, in the early 1990s, the City had pursued a 
partnership with the District while SRWR was being developed, but the two agencies were unable to 

nreement was agree on terms that were mutually beneficial. Instead, a Joint Powers Authority a, 
developed that ilivolved San Jose, Santa Clara and the six Tributary Agencies that discharge to the San 
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JoseiSanta Clara Water Pollution Control Plant. Funding assistancc was sought tlirough grants from 
the U.S. Bureau o r  Reclamation, the State Revolving Loan Fund, and bonds. 

In 2002, the District expressed its interest in I-e-opening part~iership discussions. The Council agreed 
and the two agencies formed the South Bay Water Recycling Collaborative. This began what became 
a two-year process to explore options for long-term ownership and operations of SBWR. The 
Collaborative included a broad range of stakeholders and was guided by an independent facilitator. 
The group identified and studied numerous permutations of ownership and operations ranging from 
Ilistrict ownership to privatization and narrowed the choices down to the fonr believed to provide the 
greatest benefit to the public, the ratepayers, and the enviroimlent. 

These options, described more fully in the Analysis section, included District purchase of SBWR, 
establislinleiit of a Joint Powers Authority involving the District and City/Plant, a long-tenn 
partnership agreement between the City and District, and District purchase of recycled water akin to 
their contracts for imported potable water from the state and federal systems. The Board and Council 
reviewed the Collaborative's recoiu~nendatiolls in a Joint Session in 2003 arid agreed to pursue along- 
term agreement for operations and maintenance of SBWR. Cost-efficiency and a focus on the future 
were cited in selecting that option. The Board and Council directed staff to complete a series of water 
quality studies and then return wit11 a long-tern1 agreement for consideration and approval. 

In September 2007, after completing the water quality studies and an advanced water treatment pilot 
study, staff returned to the Board and Council for approval of the core principles for negotiating the 
long-tern~ operations and maintenance agreement. Those principals had previously been reviewed and 
recommended by the Transportation and Environment Committee and Treatment Plant Advisory 
Committee. However, when they were presented to the Board on September 25, the Board deferred a 
decision and expressed the need for additional time to re-consider the four options. In particular, the 
Board wanted to focus its attention on purchase of the SBWR system. In response, the itern was 
dropped from the October 2 Council agenda. The Board subsequently held a special Study Session on 
October 24. 

This memorandum provides an update of the discussions since September 25 and provides further 
inforinatioil on the issnes under consideration. 

BACKGROUND 

The cities of Sat1 Jose and Santa Clara built the San JoseiSal~ta Clara Water Pollutio~i Control Plant 
(Plant) under a Joint Powers Authority agreement. They, together with tlie six Tributary Agencies 
serving six additional cities, fund tlle Plant and direct its overall operations. Each of the pa~ticipating 
agencies has rights, responsibilities, and a vote in what happens to tlie Plant and all of its properties. 
The City of Sail Jose administers the Plant on behalf of the partner agencies. 

In 1992, the Regional Water Qr~ality Control Board issued an Administrative Order stating that the 
Piant had to reduce its discharge to south San Francisco Bay to protect two endangered species that 
were dependent on the salt marshes in the Bay. 111 order to reduce the discharge, the CityiPlant agreed 
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to develop the South Bay Water Recycling (SBWR) systeln along with an enhanced water 
conservation prograln and other measures. Construction bcgan in 1996 and the first recycled water 
was delivered in 1997. Since 1992, the Plant has invested over $230 Million in capital and almost $50 
Million to operate and maintain SBWII. The system now includes more than 100 miles of pipeline, 
serves 546 customers, and delivers 3 billion gallons of water per year (almost 20 billion gallons of 
recycled water to date). I11 the summer of 2007, SBWR delivered an average of 14 million gallons per 
day. 

When SBWR was first envisioned, the partner agencies and other key stalteholders quickly saw its 
potential as a frture water supply. At that time, there were discussions with the District about 
partnering in the development of the system to maximize both its diversion atid water supply benefits. 
The agencies were unable to negotiate m~ltually acceptable terms in the early 1990s, but in 199'7 the 
District agreed to provide an incentive of $1 15lacre foot of recycled water sold to replace potable 
water. The District pays this incentive to all three wastewater treatment plants - I'alo Alto, Sunnyvale, 
and San JoseISanta Clara. Recycled water is a more environmentally friendly and less expensive 
alternative to importing additional water to fill that demand. 

In 2002, the District expressed interest in expanding its role in recycled water delivery relative to 
SBWR. The Council agreed to discuss the issue and both agencies agreed to form the South Bay 
Water Recycling Collahorativc to explore the options for long-term ownership aud operations of 
SBWR. The Collaborative included representatives fiom the City, the District, the Tributary Agencies 
and the three water retailers as well as business, environmental, and community stalteholders. An 
independent facilitator guided discussions. The gl.oup identified and studied numerolls permutations of 
ownership and operations, ranging from District ownership to the status quo to privatization. 

The Collal~orative narrowed the choices down to the four that provided the greatest benefit to the 
public. the ratepayers, and the environment. Those options, listed below, were presented to a Joint 
Session of the Board and Co~mcil in 2003: 

Option 1 - District buys the entire SBWR system and thus becomes the owner and recycled 
water wholesaler; 

Option 2 - District and CitylPlant agree to become partners in SBWR under a Joint Powers 
Authority; 

Option 3 - District and City agree to become partners in the operations and n~aititenance of 
SBWR through a long-term partnership agreement; 

Option 4 - District buys recycled water as customer of SBWR and treats and distributes it 
through their own distribution system (siniilar to the way that the District buys its imported 
water). 

The Board and Council reviewed the Collaborative's recon~tnendations and decided that tlie best 
option was Option .3 -the long-tenn agreement for operations and maintenance. They particularly 
liked tlie cost efficiency and focus on the fkture in that option. Option 1 was rejected because it was 
deemed a waste of taxpayer funds to transfer close to $300 million from tlre District and water 
ratepayers to the Plant instead of investing the $300 million in new infrastructure and advanced 
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treatment, Option 2 was rejected because the outcome would be very similar to Option 3 but it would 
require much Inore legal infrastructure and cost. Option 3 was preferred by the Board because it gave 
them riiore say in tlie operatio~is atid iiiaiiitena~ice of the system. The Board and Comicil directed staff 
to complete a series ofwater quality studies and then return with a long-term agreement for 
consideration and approval. 

On September 17,2007, after cotiipleti~ig the water quality studies and an advanced water trcatriient 
pilot, staff presented a report, jointly authored by District and City staff, to the T&E Committee oti tlie 
developnient of a long-term cooperative agreement with the District for long-term ope ratio^^ and 
niaintenaiice of the SRWR program (Attachment A). Tlie report presented the next steps for 
expanding tlie recycled water collaboration effort with the District. It iricluded sever1 principles that, if 
adopted by the City Council and the District Board, would be used as the basis for negotiating a lo~ig- 
tcrin cooperatio~i agreenie~it. ?'&E Committee and the Treattne~it Plant Advisory Committee approved 
staffs reconirnendation and requested that tlie item he cross-referenced for full Couricil consideration 
on October 2,2007. 

On October 2, 2007, staff reported to Council that District Board, at its meeting on September 25, 
2007, had requested that further work on developtnent of a long-term cooperative agreement be 
deferred until the Board had time to re-review tlie four options, inclrlding potentially offering to 
purchase the entire SRWIl system, purchasir~g tertiary treated water frorn tlie San JoselSanta Clara 
Water Pollutioli Control Plant, or proposing creation of a new Joint Powers Authority to manage the 
recycled water program. The District Board expressed its concerri that a long-tern~ agreenient did not 
provide tlie Board with sufficieiit coritrol of SBWR and its preference for tlie option to purcliase the 
entire system. As a result of the Board's action, this item was dropped frorn the Council Agertda on 
October 2, pending f~~r ther  Board action. 

Sirice then, the District Board has met two morc times, once as part of tlieir regular meeting on October 
9 and once in a special 3.5-hour Study Session on October 24. to focus on their goals for the long-tcrm 
f~iture of SBWR. 

ANALYSIS 

San Jose, Sa~ita Clara, aitd thc six tributary agencies have a vested interest in South Bay Water 
Recyclirig. Together they own and operate the Plant and have invested almost $280 Million in 
b~iilding and operatirig the South Bay Water Recycling system. Ownership and operation of SBWR 
ftilfills inany CityIPla~~tlTributary Ageticy interests incl~~ding e~isuririg: 

Cost eflicientleffective management of tlie Platit 

o Ensures ability to nieet tlie Plant's operating pern~its including the permit to discharge into 
the Ray. 

o Ccntrali7,ed integration of the Plant and recycled water operatiotis reduces costs and 
mi~iimizes excess redundancy. Tlie two operations currently share the same staff, filtration 
and chlorination facilities, and central operatioris center. Thus, divesting SRWR would not 
redncc Plant operation costs. 
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o increased operational flexibility in times of emergency (e.g.; flooding). 

o Ensures that Plant, City, and Tributary Agency priorities co~itinue to be a key consideration 
in the operation and managelllent of SBWR. 

o Ability to increase investment in SBWR to respond to growth needs. 

o Futllre revenues from recycled water will be available to fund SBWR and Plant 
infrastructure needs and rnay offset some fiitore sate increases. 

o Ensures long tell11 sustainable water supply for the partner agencies. 

o Continlied protection of the salt marsh habitat in the Plant discharge area. 

Vibrant local economy 

o Sufficient supply of local water for city residentsibusinesses to contir~rre to thrive in the 
future. 

o Mitigation from harshest effects of global warming (diminishing snowpack, water supply 
cutbaclts, etc.) 

o Protection in case of disruption of water supplies from the Sacramento Delta. 

s Healthy environmetlt 

o Expansion of recycled water use - meeting the Green Vision. 

o Sufficient diversion to ensure that discl~arge slays below l20MGD and to meet permit arid 
habitat req~iirements. 

o Protection of salt marsh habitat and potential to improve stream habitat. 

o Reduces the environmental impact, gree~~honse gas emission, and energy usage from 
pumping water from around the state. 

o Sound fiscal n~anagernent 

o Efficient effective use of taxpayer dollars. 

o The commur~ily already benefits from the $230 inillion investment in SBWR. Changing the 
system's nominal owner would neither expand its water resources and distribution pipelines 
nor increase the conimunity's benefits. 

o Fulfilling all bond, loan, and grant requirements. 

o Appropriate return on the sigt~ificant investment by the City, Santa Clara, and the tributary 
agencies. 

o Futurc revenue streanis to the Plant si~rficient to maintain and continue investing in the 
system. 

o Recycled water priceirevenue increases with demand and the market value of potable water. 

o Sewer and water rate payers contribute propo~fionally to the benefits they receive. 

e Business-friendly environment 
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o Continued support for current customers 

o Respect for tlie invest~nent that businesses and developers have niadc to utilize recycled 
water. 

o Guaranteed source of water for business expansion. 

0 Strategic positioning for the future 

o Maiutains control of a utility resource thal has the potential and high liltelihood to increase 
significantly in value as water becomes scarcer. 

o Maintains long term revenue for Plant and system mai~itenanee and expansion. 

o Maiutains a diversified water supply postfolio, including both Hetch-Hetchy and South Bay 
Water Recycling. 

o Continued control of water rights in case of future need 

o Continued ability to set recycled water rates and to offer recycled water as incentive to 
attract new development. 

Attachment H PI-ovides an analysis of the advantages and disadvantages of each of tlie three options. 
Note that Options 2 and 3, tlie Joint Powers Authority and long-tenn contract, have beer1 combined 
into one to be consistent with the way that the District is considering them. 

The District Board recognizes the value of recycled water. This recognition has been further 
strengthened by tlie cuts in pumping from the Delta, the record low Sierra snowpack, and the 
liltelil~ood of drought and conitinued water supply cutbaclts. As a result, when considering tlie 
proposed long-tenn agreelnent on Septeiiiber 2311, the Board decided that, rather than just entering 
into a cooperation agreement, it would prefer to f1.111~ add recycled water to its water supply portfolio 

The Board has had extensive discussions about the importance of adding recycled water to its portfolio 
albeit without coordination with the City and Tributary Agencies and data on the cost implications. At 
the October 24"' Study Session, tlie Board discussed unrealistically low potential prices (ranging from a 
low of $5 Million to a high of $180 Million) for SBWR. All of the scenarios assume that the City, 
Tributary Agencies, and sewer rate payers would not expect any return on their investtnent. The prices 
were discussed based on the following assuniptions: 

1 PI-ice Pronosed 1 District Rationale 1 

$90 million Assunies that the City and Tributary Agencies have already received full value for 
SBWR over tlie last ten years and, since half of tlie value is now water supply, tlie 
Plant would give the system to the District for half ofthe original capital investment 
in SBWR excluding any grants or other cost sharing by other agencies and all I! A 

$5 million District would reimburse the cost for the City to defease the bonds and the legal 
expenses involved in tlie transfer. This scenario assumes that the City and Trib~ltary 
Agencies, not the District, would pay off the $150 ~iiillion outstanding debt for the 
"good of the community". 
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The District further discussed ways to reduce that cost by divesting the systein of the lateral lines and 
customer base (potentially to the water retailers) so that it could focus oil the ~iiain lines and wholesale 
the water. It did not discuss the con~biiled cost and potential rate impacts of buying the SBWR system, 
buying water from the Plant to distribute through the system, moving the recycled water into the 
District distribution system, and advanced treating the water. 

~- 

$120 n~illion 

$180 rnillioil 

After alinost eight hours of discussion across t h e e  meetings, the majority of the Board agreed that: 

subsequent investments. Note that the Plant 11% invested $280 rnillioi~ to date. 

Assumes that, if the District paid the outstanding balance on the loans and bonds, 
the City and Tributary Agencies would give SBWR to the District. Note: the act~ial 
outstanding balance is approximately $1 50 million, not $120 million. 

.- 

Assumes that the maxirnum price would be the original capital investment of the 
City and Tributary Agencies excluding any grants or other cost sharing by other 
agencies and all subsequent investments. Note that the Plant has invested $280 
niillion to date. 

a. Its preferred option was Option 1 - purchase of tlie SBWR system. 
b. Water rate payers should pay for the expansion of recycled water as water supply. 
c. Chair Estremera and Vice Chair Kamiai should mect with the Mayor, prcsent the prefenzd 

options, and rcqucst a joint sub-committee of Board and Council members to negotiate an 
agreement. 

d. Staff should gather additional inforination on cost, impact on rates, etc. for presentation and 
disctission at a futnre Board meeting. 

e. A comnlnnity task force should be established to begin discussing expanded use of recycled 
water. 

f. A technical panel should be established to advise the deliberations of the Board and colnmunity 
task force on uses of recycled water, groutldwater recharge, and streamflow augmentation. 

Financial Implications 

The $280 million capital investment in SBWR was fiinded by the Plant partners and tributary agencies 
and financed with Sall Jose-Santa Clara Clean Water Financing Authority Revenue Bonds, State Water 
Resources Corltrol Board Revolving Loans, a State Water Resources Control Board Grant, and Federal 
grants tlvough the 1J.S. Bureau of Reclamation. These loans and bonds are being repaid by the sewer 
ratepayers tlirougl~out the tributary area. The expectation is that, by 2020, recycled water rates will 
exceed expenditures (including loanlbond paynietlts) and SRWR generate revenue that will offset 
I'lant costs and reduce the need for futilre rate increases. 

In the event SBWR is transferred to the District, the bonds, loans, and grants will be impacted as 
follows: 
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Revenue Bonds~The  revenue bonds would need to be repaid prior to the transfer of the SBWR to a 
third party. The cost of redeeming the two series of outstanding bonds, series 2005 A and 2005 B is 
estimated at $79 million. 

State L o a n ~ T h e  State loans speciy the following regarding disposition of the SBWR prqject prior to 
the expiration of its usefill life: 

The Agency agrees that it will not crbnndon, szlhstarztinlly discotztin~te ztse of; lease or disl.>ose of the 
Projeci or arty sign$cmitpm.i orporlion ihereofdzlritzg the usejilill lijie ojthe Project i.~~ithozttprior 
written apj>roi~al o f  the Division o f  Cleon Water Progranzs of the Stnre Water Resozlrces Control 
Nocrrd Sttch clpproval nzny be condiiioized ns deternzined to be appropi.iate by the Division, iizcludiizg 
GI cotidition requiring repclynzetzt of all or onyportion of all rentainit~g lormftmds covered by ihis 
contract together wdth accrzred inle~esl, and riny penoily rissessn~etiis +rll7ich nzay he hie. 

The outstai~ding principal lo be repaid or assumed by the District is approximately $42 million 

State Gratil: A state grant was issued by the State Water Resources Cor~trol Board for the Silver Creek 
pipeline component of the SBWR. The grant agree~nent i~lcludes language similar to the language 
quoted above in the State lomi agreement. The amount ofthe grant was $3,654,544. The City would 
need to contact the State Board regarding whether grant repayment would be a condition of their 
approval of the transfer of the SBWR to another local agency. 

Federal Grants: The Plant has received.$27,100,300 in Federal grants. Federal grant regulatio~is are 
sinjjlar to the State grant and loan regulatiorls with respect to the transfer of assets. The City would 
need to contact the Bureau of Reclamation regarding whether grant repayrnent would be a condition of 
their for approval of the transfer of the SBWR to another local agency to ensure that such a transfer 
does not jeopardize tlie additional grant funding for which the prqject is eligible, subject to 
appropriation by Congress (total of $ iS Million allocated.) 

EVALUATION AND FOLLOW-UP 

This memo will be presented to the Treatment Plant Advisory Co~iluiittee on November 8 and to 
Council onNovember 20. The District Board Chair and Vice Cliair are pla~inil~g to meet with the 
Mayor prior to the Joint Council-Board Study Sessiori on Flood Management currently scheduled for 
Noveinber 19 from 1-3pn1. Staff will report briefly on the status of Council and Board deliberatioris at 
the end of that meeting. 

PUBLIC OUTREACHIINTEREST 

There has been considerable public interest in this topic in the past. The 2002-04 South Bay Water 
Recycii~ig Collaborative, which included representatives from San Jose, Santa Clara, the tributary 
agencies, the Water District, the three water retailers, and business, e~lvironmental, and community 
organizations, ~ u e t  monthly for almost 2 years and requested contiilued infofillation as work 
progressed. Staff notified the Collaborafive participants and many of those represeutatives attended 
t l ~ e  District Study Session on October 24. This update does not meet tlie critcria for expanded posting. 
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However, if the Colincil decides lo move forward with an option other than a long-term agreement for 
operations anti nlaintenalice in the future, additional outreach would be appropriate. 

a Criterion I :  Requll-cs Council action on the use of public funds eclual to $1 million or greater. 
(Reqt~iretl: \;\'ebsite Posting) - 

bl Criterion 2: Adopiio~i of a new or revised policy that may have implications for public health, 
safely, cjiiality of lift:, 01. fiiiancialleconomic vitality of the City. (Required: E-mail and 
\Vcbsitc Posting) 

a Crite~.ion 3: (:onsitlei-ation ofproposed changes to service delivery, programs, staffing that niay 
have iinpacts to conimnnity services and have been identified by staff, Council or a Coin~nullity 
gl.otil) tliat seq11i1-es sl>ecial outreach. (Required: E-mail, Website Posting, Community 
Mectii i~s,  Notice in appropriate newspapers) 

COORDINATION 

This lneliio has been cooi(iii~ated with the Finance Department and the Attorney's Office. 

COST SU~F.;IAIIVIIh'illLICATIONS 

There are iio cosl irnl~licai~ons from this update. Cost ilnplications from future actions will be 
a~~alyzcd as rliscuss~oii ensues. 

Not a prqicct 

J ~ H N  STUFFLEBEAN 
Director, Environmental Services 
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SUBJECT: DEVELOPMENT OF A LONG-TERM COOPERATIVE AGREEMENT 
WITI-I THE SANTA CLARA VAI,I,F;Y WATER DISTRICT FOR THE 
SOUTH RAY WATER RECYCL.ING PROGRAM 

1. Adopt the following pri~lciples as [lie bas~s for developing a long-term cooperative agreement 
on tile Soutli Bay Water Recycling plograln with tlie Santa Clara Valley Wate~ District: 

F Principle 1 .  The Agreement sl~ould reflect the mutual interest of the City and the 
District in expanding the use of recycled water. 

9 r i ~ c i l e  2 The Recycled Water Cooperative Agreement should support and enhance 
each age~~cy's  ability to carry out its mission. 

b Principle 3. In order to fully integrate recycled water into the countywide water supply 
portfolio, !lie Agreement sl~ould establish a framework for both agencies to meet 
regularly to discuss and pa~iicipate in planning for development of new recycled water 
treatinent and major distribution facilities and tile future allocation and use of recycled 
water. 

> PI-inc~ple 4. The Agree~neilt should provide for equal cost sharing by both agencies in 
tlie cost of operating and maii~taii~ing thc South Bay Water Recyclil~g Program. 

b Principle 5. Cost sharing on future cal~ital expansion will he negotiated on a project by 
project basis. 

9 Principle 6. T l ~ e  Agrcemei~t sliould reflect tile City anti District interest in a long-tern], 
stable, cool~erative relationsliip. 

9 Principle 7. The prefel'erred location for envirolnnental review and engineering design of 
an advanced water treatment facility should be Treatment Plant lands located near the 
SBWR 'Transmission Pu~nping, and the review and design sllould be for an advanced 
water treatment facility that is sized to psovide treatment sufficient to meet future water 
quality goals and to support flexible operation oftreatment plant processes. 
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2. Direct staff to negotiate a draft Recycled Water Cooperative Agreement based on the 
pi-inciples set forth herewith and agendize for approval by Council. 

1. Adopt a resolutioii authorizing tlie City Manager to negotiate and execute a new "South Bay 
Water Recyclirig Reinibursemeiit Agreement for Development and Utilization of Recycled 
Water Between the Santa Clara Valley Water District and the City of San Josk.", under 
which the District pays the City $1 15 per acre foot of recycled water used, for a term of Jnly 
1,  2007 through July 15 2008 or until the Recycled Water Cooperative Agreement is 
approved by Council and the Board, whichever comes first. 

This ~nernora~-idum presents the next step in expanding the recycled water colla1)oration with the 
Sa~ita Clara Valley Water District (District). The principles discussed in this memorandum, if 
adopted by the Council and District Board of Directors (Board) will be used as the basis for 
negotiatiilg a long-term cooperative agreenieiit for operations, maintenance, and expansion of the 
Soul11 Bay Water Recyclingprograrn. Thai agreement will be brought back to the Council and 
Board Tor final approval at a future meeting. 111 the interim, it is proposed that the District 
continue its recycled water developmeilt incentive of $1 15 per acre foot of recycled water used 
in the county. 

A separate inemo is being prepared to provide Council with a status report on South Bay Water 
Recyclir~g related to f~rnding mechanisms for ar~nual operating costs and pipeline extension costs. 

EXECUTIVE SUMMARY 

I11 Janua~y 2002, Council and the Santa Clara Valley Water District Board ofDirectors agreed to 
engage i r ~  a series of collaborative efforts, recognizing that hot11 agencies are responsible for 
providing seivices and programs that sometimes overlap. Two of those efforts were the "Soutli 
Bay Water Recycling Collaborative of 2002" and the "South Bay Water Recycling 
Reimburseilient Agreement for Development and Utilization of Recycled Water between the 
Santa Clara Valley Water District and the City of San Jos*." The purpose of the Collaborative 
was to engage all of the relevant stakeholders (including the Treatment Plant tributary agencies 
and county water retailers) in discussions on ways to participate in the expansion of the South 
Bay Water Recycling system. The goal of the Reimbursement Agreement was to encourage the 
exl~aiisioil of the recycled water system. 

Since initiating the Collaborative, tlie City Council and District Board have met at least annually 
to review progress made on their collaborative projects and provide direction to staff on issues of 
rnutuai interest. In September 2006, the Board and Council met in a joint Study Sessioi~ to 
discuss a range of Water Supply issues, includirig the role of recycled water as a reliable local 
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water supply and [lie importance of expandi~ig tile use of recycled water in Santa Clara County 
This memorandum presents the next step in Cityinistrict cooperation on recycled water. 

The first step to ensure that both agencies have similar expectations for a long-term agreement is 
to agree to tlie underlying principles. These principles will he presented for discussion and 
approval to the District Board on September 11, 2007,to the Treatment Plant Advisory 
Co~iimiltee on September 13'", to the City Transportation and E~ivironment Committee oil 
Septe~nber 17"', and to the City Conncil on September 25"'. It is envisioned that, in this new 
agreement, the District will have a iiiore effective and coinprehensive role in recycled water 
operatioils, management, planning and expansion decisio~ls and will be able to fully integrate 
recycled water into its overall water supply portfolio. This will better position each agency to 
mect future challenges. Afier the principles are adopted, stafffl-om the agencies will negotiate a 
final cooperalive agreement that will be brought to the Council and Board for approval. 
Adoption of tlie Cooperative Agreemei~t will supersede the Reiinbursement Agreement. 

Souill Bay Water Ilecycling (SUWR) was developed by the City, as the administering agency for 
the San Jos~ISanta Clara Water Pollutio~i Control Plant (Plant), as a wastewater diversion 
project, but its value as a reliable local water supply was recognized soon after it became 
operational. Recycled water has now becollie a vital component of the county's overall water 
supply portColio. As statewide populatio~~ and competition for imported water increases, 
recycled water will become essential in Iteepii~g the San Josi: / Silicon Valley economic engine 
thriving and sustainal>le. 

In addition to meeting regularly as part of tlie Collaborative, the City and District have conducted 
a number of recycletl water projects jointly, individually, and also in cooperation with other 
agencies and entities. Joint projects include the construction of the Silver Creek Pipeline and the 
recycled watei- i-eiiiibi~rsement agreement under which tlie District has paid $1 ISIacre foot to 
support SBWR operations and to encourage expansion since the system became operational in 
1997. 

In 2005, the nistricl and City begail discussing design and constluction of a five iiiillior~ galloll 
per day (mgd) Advanced Water Treatmerit (AWT) Plant. On September 26,2006, the District 
Board autliorized execution o fa  consulta~~i agreement wit11 Black & Veatch for $2.78 million to 
provide engineering services to design the facility. Subsequently, tlie agencies were notified that 
a State Proposition 50 grant of almost $3 million may be available to reimburse a portion of the 
conslruction costs of the proposed facility. In addition, botli agencies are also cooperatively 
pursuii~g several oll~er state and federal grants for construction funding. 
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ANALYSIS 

As discussions on the advanced water treatment facility progressed, staff frorn both agencies 
came to agree tl~ar it was time to develop an overarching cooperative agreement that was 
originally envisioned some time ago by the Soutli Bay Water Recycling Collaborative, rather 
than continuing to develop a myriad of smaller ir~dividual agreements. In ordcr to develop such 
a cooperative agreement, staffs fiom both agencies are now requesting policy level adoption of 
principles that can be used as the basis for developing a new Cooperative Agreement. 

StafCGorn both agencies have worked together to develop a set of pririciples to recornmerid as 
guidance for the development of a recycled water Cooperative agreement. These principles and the 
reasons they are rcconunended for adoption are as follows: 

Principle 1. The Agreement sl~ould reflect the mutual interest of the City and the District 
in expanding the use of recycled water. 

0 Recycled water is an exceptionally reliable locally controlled all-weather 
supply, less susceptible to climate than most otller water sources. The 
District is prin~arily interested in fully integrating recycled water into the 
District's overall portfolio and water supply system as reflected in District 
Board policies. The City is prin~arily interested in recycled water as a 
means for minimizir~g treated wastewater discharged to tlie Bay to protect 
the South Bay habitat. This was the basis for the investment of over $225 
Million for constsuction of the SBWR system by the San Jos&/Santa Clara 
Water Pollution Control Plant and its tributary agencies. The City seeks to 
fiilly utilize this resource and increase its return on investment by expaiidirig 
recycled water use. 

Principle 2. The Recycled Water Cooperative Agreement should support and enhance 
each agency's ability to carry out its mission. 

e The District will continue to perform and control all functions stated in the 
District Act. The District is empowered under the Santa Clara Valley Water 
District Act (Act) to develop, store, manage, recycle, distribute, sell, and 
deliver water for domestic, industrial and agricultural uses in Santa Clara 
County; and the Act empowers the District to acquire water and water rights 
within the state; protect and manage the groundwater basin; develop, store 
and transpost water, provide, sell and deliver water at wholesale for 
domestic, industrial and agricultural purposes; set the rates for its water; and 
acquire, constiuct, operate and maintain any facilities, improvements and 
ixoperty necessary for this function. In order to achieve greater water 
supply certainty, the Dislrict is interested in long term local relationships. 
By this agreement, tlie District seeks to more effectively integrate recycled 
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water into the overall long-term water supply portfolio and thus into the 
xvaler supply system. 

o The City, operating as the Administering Agency of the South Bay Water 
Ilccycling Program and the San JosbISanta Clara Water Pollution Control 
Plant, has obtained approval to diswibute recycled water for approved 
purposes frorn the California Regional Water Quality Co~ltrol Board, 
San Francisco Region, pursuant to order No. 95-1 17, and any orders 
supplementary or amendatory thereof. By this agreement, the City seeks to 
increase the utilization of SBWR water as a water resource and increase its 
lehnn on investment by expanding recycled water use. 

Tlie Recycled Water Cooperative Agreen~ent should facilitate the 
itlanagement and utilization of recycled water for the maximurn good of the 
comiilunity. This can best be achieved through ongoing con~munication and 
coordination hetween the two agencies. The City is responsible for the 
operations of the Water Pollution Control Plant, of which SBWR is a 
component. The District is. responsible for water supply management for 
the County. The Cooperative Agreen~ei~l should no! infringe or run counter 
to either agency's procedures, policies, other obligations, constraints or 
i~grceinents. 

Principle 3. In order to fully integrate recycled water into the Countywide water supply 
portfolio, the Agreement should establish a frameworlc for both agencies to 
meet regularly to discuss and participate in planning for development of new 
recycled water treatment and major distribution facilities and the future 
allocation and use of recycled water. 

e Both agencies commit to regular and ongoir~g staff level discussions to 
optiinize the management of the recycled water supply. 

e A suitable framework, such as a steering committee, may be recommended 
for assurirlg full participation by both agencies in policy level decisions. 

o The fra~nework will recognize that ultimate policy level authority, including 
funding and budget decisions, will rernain City Council andlor District 
Board approval. 

The City will co~lsult with the Distsict on recycled water pricing, including 
llle esiablish~nerlt of additional rate categories and rates appropriate for each 
use. 

Principle 4. The Agreement should provide for equal cost sharing by both agencies in tlle 
cost of operating arid maintaining the Sout l~  Ray Water  Recycling Program. 

For the purposes of this agreement, the operation and maintenance costs 
means the management and administration of South Bay Water Recycling, 
customer service and support, and operation and maintenance of existing 
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facilities, as well as those under design or conshuction (including the 
l~loposed AWT at the Plant), as of the day that the Cooperative Agreement 
is executed. The FY 2007-08 budget for the entire South Bay Water 
Recycling Program, as defined above, is approximately $5.2 Million. The 
program components that make up "operations and maintenance" will he 
specifically defined in the Agreement. 

e Each party will contribute one half of the operations and maintenance cost 
of the Soulh Bay Water Recycling Program. 

P The 50-50 cost split on operations and maintenance will continue until 
revenue from the sale of recycled water equals the actual cost of 
operations and maintenance. 

P Both agencies recognize the need to establish a sinking fund to put 
aside money for future it~frastlucture asset replacenlent needs. 

P As revenue approaches the cost of operations and maintenance, the 
City and District will meet to evaluate options and contribution rates 
ne&ssaiy to build an appropriate SBWR sinlting fund. If tlie palties 
agree to establish a sinking fund, the District agrees to contribute one- 
half of the fi~nding for the sinking fund on an annual basis, provided 
that tlie City matches that contribution. 

Cost sharing for operations and niaintenance of future expansion will be 
negotiated on a case by case basis. 

Principle 5 .  Cosf stlaring on future capital expansion will be negotiated on a project by 
project basis. 

0 Both agencies recognize the need to fund future capital expansion of the 
recycled water systein. 

Each agency's participation will be negotiated based on the overall value of 
the project, the identified benefit to each agency, and the availability of 
other funding sources including grants, developers, and other parlners and 
beneficiaries. 

0 As much as possible, other participants, water retailers, customers, and 
beneficiaries will contribute proportional to the benefit that they receive and 
other state and federal funding will be sought. 

Principle 6. Tlte Agreement should reflect the City and District interest a long-term, 
stable, cooperative relationship. 

e not11 agencies demonstraie their commitment in long-term operations, 
management, and expansion of recycled water and truly integrate recycled 
waterinto the overall water  supply^ 
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The Agreement should have a stated minimum term of at least 25 years, 
altl~ough the Agreement will need to have telminatioii provisions that reflect 
other legal ol~ligations and constraints of the parties. 

Principle 7. The preferred localion for environmental review and engineering design of 
a11 AWT facility sl~ould be Treatrnent Plant lands located near the SBWII 
Transmission Primping, and tlie review and design should be for an AWT 
fncility that is sized to provide treatment sufficient to meet future water 
quality goals and to support flexible operation of treatment plant processes. 

e The District is iilterested in expailding the storage reselves of its 
gloundwater basins, which provide 40-50% of drinking water in this 
County, while contiiiuing its policy of aggressively protecting groundwater 
quality. 

e The City is interested in adding added filter capacity while avoiding the cost 
of b~ildillg additional conventional fitters. 

The South Bay Water Recycling Collaborative Effort of 2002 secogt~ized 
that seine future uses of recycled water may be enhanced by a higher level 
of water quality. 

Upsizing the proposed advanced water treatment facility to 10 MGD 
(double its iiiitial 5 MGD capacity) will ensure that there is sufficient 
capacity to meet the water quality objectives and provide sufficient filter 
capacity through 2015. 

0 Both agencies agree that, for maximum efficiency and benefit, the advanced 
water treatment facility should be located at the San Jos61Santa Clara Water 
Pollution Control Plant. This location also facilitates removal of brine 
addcd by any future downstream facility. 

m The capital cost of the advanced water treatment facility will he s11al.ed by 
the City and District as follows: 

P City will contribute $11 tnillioi~ in cash and the Plant land (valued at 
approximate $2 million) to locate the facility. 

P District will initially fund the balance. The District contribution will 
be offset in part by any grants that may be received for the purpose of 
funding the AWT. 

e Consiste~it with Principle #4, the operations and maiilterlance costs for this 10 
MGD advanced treatment facility will be shared equally by both parties. 

0 Consistent with Principles #4 aud #5, cost sharing for capital, operations, and 
~iiaintel~ance expenses for other advanced water treatment facilities will be 
negotiated on a case by case basis. 
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EVAtUATrO_i?LAND FOLLOW-UP 

Following approval of these recommendations, staff and legal counsel for both agencies will 
negotiate tlie agreeinents discussed above. The long-term Recycled Water Cooperative 
Agree~nent will be brought back for recommendatio~i by the Treatment Plant Advisory 
Committee 2nd approval by the Council and District Board. The Recycled Water 
Reimburse~i~eot Iiiterim Agreement will he executed by the City Manager and implemented 
inimediately thereafter. 

Public outreach on the important role of recycled water in our water supply has been part of both 
agencies' olitreacll at public events, public education, school outreach, etc. Stakeholder and 
pul~lic o~rtreacli has also bee11 a part of the SBWR Collaborative effort of 2002 also included 
pariicij~atioii fioiii all of the lcey stakeholders includiilg tlie Tributary agencies, all of the water 
revdilers, aiid representatives of the busi~iess and environment community. Expa~ision of the 
recycled water syste~li was also a primary topic at the Joint Study Session on Water Supply in 
September 2006, which was televised, and to which all of the stakeholders were invited and 
many attended. In tlie fulure, there will more joint agency recycled water out~each on the 
importance of the wafer as well public outreach and coordi~iation for the Advanced Water 
Treatment Facility CEQA process. 

COORDINATION - 
This meiiio was tieveloped and coordinated with the City Attorney's Office and the Santa Clara 
Valley Water District and is scheduled to be considered at the September 13, 2007 meeting of 
the Treatmeill Plant Advisory Committee. 

COST IMPLICATIONS 

Adoption of the principles does not have any cost implications. The $1 1Million City 
conlrib~~tio~i toward construction of t11c AWT facility is part of the 5 year CIP budget in Fund 
512, the Treatnient Plant Capital Fund. It will be brought forward for approval with the 2008-09 
Budget and the recoiuinei~dation for approval of the Recycled Water Cooperative Agreement. 
The cunent annual operations and ~naintenance costs for thc South Bay Water Recycling 
Prograin, iiiciudii~g lnaliagement and administration, customer service and support, and o11eration 
arid ii~ai~~tenarice of existing facilities, as well as those under design or construction is estimated 
at $5.2 million. The District contributed just over $1 million toward Program costs under the 
PY200G-07 Recycled Water Reimburse~nent Agreement. 
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Adoption of these principles is not a project. The Advanced Water Treatment Facility will 
require CEQA clearance. The final Cooperative Agreement will not be brought back to Council 
and the Board ur~lil CEQA is complete. 

For qliestio~is, pleasc contact Mary Ellen Dick, Assistant to the Director, Environmental Services 
Depz~rtment, (40s) 535-8555 
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WIT11 TIIE SANTA CLARA VALLEY WATER DISTRICT FOR THE 
SOTJTII BAY WATER RECYCLING PROGRAM 

REASON FOR SUPPLEMENTAL 

The Santa Clara Vwiley Water District (District) Board has requested that Recotnlllel~dations #I 
atid 2 be clefell-ed until they have time to review other options for greater control of the iecycled 
water, includilig potetitially offering to purchase the entire South Bay Water Recycling system, 
purchasii~g tertiary treated water fiom the Sa11 JoseiSat~ta Clara Water Pollution Control Plai~t, or. 
proposing creation or a iiew Joint Powers Autllority to inanage the recycled water program 
Since the District Lioard's deliberation may take several weelts or nionths, staff is I-econ?t~lendit,g 
that these two clemeiits 'e dropped until a proposal is ready for Council discussioti. The Board 
a p i ~ t ~ v e d  Reconimelidatioa 3 and directed its General Manage to extend the existing Recycled 
Water Reiinburseineilt Ageement to provide continued support for development and ex~~ansion 
of Soutii Bay Wafer RecyclinguntiI a final agreemelit on the system is reached. 

1. Drop Recolnme~~dation 1: Adopt the followi~lg pri~iciples as the basis for developing a long- 
ieiiii coopcrative agreement 011 the South Ray Water Recycling program wit11 the Santa 
Clara Valley Water District: 

G Prillcipie I .  The Agreement sllould reflect tile mutual iilterest of the City and the District iii 

expanding the use of recycled water. 

'r Plinciplc 2. The Recycled Water Cooperative Agreement should supporl and elliiance each 
agency's ability to carry out its mission. 

P P l i l l ~ i p I ~  3. In order to fully integrate recycled wale1 j~ilto the countywide watcr supply 
portfolio, t l~e  Agreement should establisli a framework for botli agencies to iiieei 
regularly to discuss and parlicipate in planning for devcloplnent of new recycled 
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water treatment and major distribution facilities and tlie future ailocatioii aiid use 
of ~ecycled water. 

F Principle I .  The Agreement should provide for eqiial cost sliaring by boll1 agencies it1 llle 
cost ofoperaling arid lriaintaining tile Soutli Bay Water Recycliilg Progiain 

F Priticiple 5. Cost sharing on futt~re capital expansion will be negotiated on a project by 
project basis. 

P Prinr:iple 6.  The Agreemenl should reflect the City and District interest in a long-terin. 
stahle, cooperative relationship. 

> Priilciple 7. The preferred location for environmental review and engineeriog design of a11 
ndvnnced water ireatinelrt facility shoi~ld be Treatment Plant lands located iiear 
the SBWR Transmission Pumping, and tile review and desiljii sliould be for ait 

advanced water tseatment faciiityjhal is sized to provide treatment s~tfiicient to 
lneei futttre wstcr quality eoais arid to supl,ort flexible olieratioi~ of ti-cat~netli 
plant processes 

2. L)iop Recornii~endalion 2: Direct staff to negotiate a d ra t  ~ecyc led  Water Cooperative 
Agreemell: based on the principles set forth herewith and agendize for approval by Council. 

3. Adopt a resoltliion aulhosizing the City Manager to negotiate and execute a new "South Bay 
Water Recycling Reiinburselnent Agreement for Development and Utilizalio~i of Recycled 
Water Between the Santa Clara Valley Water District and the City of San JosB.", under 
\vIlich the District pays the City $1 15 per acre foot of recycled water used, for a term of 
July 1,2007 tluough July 15 2008 or until a long-tenn agreement on tile operatioil of fhe 
Ilecycled Water program is approved by Council and the Board, whichever comes first. 

At its meeting on September 25,2007, the Santa Clara Valley Water District expressed its 
coiltiiii~ed commitment to long-term expansion of theuse of recycled water as a key part of tbe 
cou~,t)f's \vatex suplily.  Their discussion was focused on how they could Inore fully integrate 
recycled water into tlieil- overall water supply portfolio. They have asked for additional time to 
fully discuss all of illeir options and intend to bring a final proposal forward for Council and 
Treaiinent Platit Advisory Committee approval in the next few months. Staff from both 
agencies \?,ill coiitiiitte to lrleet regularly to support the District Board discussion and City staff 
will bring Council updates as progress is made. 

lii 2002, as part of tile South Bay Water Recycling Collaborative stalteholder process, 
representatives from the water retailers, business and environmental communities, and the 
trilnitary agencies, led by City and Dishict staff, held a series of meetings to develop 
secoiu~t~endatioi~s fos long tenn operations and management of the South Bay Watel- Recycling 
program. Thal group spent a significant amount of time analyzing the pros and cons of eight 
alteiniafives ii~clndiiig: 
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1) District purchase of tlie South Bay Water Recycling infrastructure. 

2) Distl-ict owns a~rd builds all new extel,sions to the South Bay Water R.ecycling systei11. 

3 )  District buys recycled water froni the Treatment Plant and treats and resells it. 

4) Estahlishme~~t oCa new, independent Joint Powers Authority that would own and operate 
the South Bay Water Recycling system. 

5) Developiilelit of a long-ten11 con~pi.elie~~sive agreelnent between the Treatment Plant Joint 
Powers Authority (JPA) and the District related to operatio11 of the Soutli Bay Water 
Recycling system. 

The analysis aild recoin~i~e~idations of the Collaborative group were presented to joint meeting of 
tlie Council a~id Board in January 2003. After a lot of discussion, the Board and Couricil 
directed staff to work 011 the long tern1 plan for enliailcing water quality and developing a long- 
tell11 com~)rehe~isixc agreement for operations and maintenance of tlie South Bay Water 
Recycling system. That discussion was tile basis of tile collaborative work on recycled water 
since then. Eacii si~bseque~itjointmemo to the Council and Board has included a status of 
progress to date and discussion of next steps. 

Tlic Djstrict I3oaxd',s proposed delay in adopting principals as the basis for a long-tenn 
agree111e11t on llie operations and maintenance of the Soutli Bay Water Recycling prograin does 
not denote their reluctance to expand their use of recycled water. Rather, the focus of Board 
discussio~l was on bow the District, as the agency respon~sible for water supply for tlle county. 
coultl better iiiniiage the overall water poitfolio by having complete control of the recycled water 
They disc~~ssed ilieii goals and preferred outcomes and aslted staff to preseilt infoi~nation on the 
following tluce options for discussion at their next meeting: 

1) District purchase of the South Bay Water Recycling infrastructure. 

2) District buys recycled water koln the Treatment Plant and treats and resells it. 

3) Estal~lisliine~lt of a new, independent Joint Powers Authority that would own and operate 
thc South Bay Water Recycling system. 

At the same tilile, the Board realized that they had oot yet forinally adopted a policy allowing 
recycled water to be used for groundwater recharge and directed that such a policy be brought 
back for their consiticsatiot~ a t  tlie next meeting. Their General Manager reminded them tliat 
adoptioii of such a policy will take several meetings so it could not be accomplished by October 
9"', 2007. 

The Board recognized the importance of continuing to Support the recycled water prograln 
dilrilig tliis interim period aud voted to authorize the District General Manager to renew the 
"South Bay Water Recycling Reimbursement Agreellleht for Developil~erit and Utilization of 
Recycled Water Bctwcen the Santa Clara Valley Water District and tlie City of San JosC.", under 
wliicli tile District pays the City $1 15 per acre foot of recycled water used, for a ten11 of July I ,  
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2007 tiwough Jilly 15,2008 or until a long-term agreement on the operation of the Recycled 
Water propam is approved by Council and the Board, whichever conies first. They also 
coinlneilied tllal, if an agl.ecineiit was not in placc by July 15, 2008, they wo~ild renew the 
Reimbursement Agreeineiit again until an agreement was reaclled as long as the Reinibursenieiir 
Agreement was not ail impedinlent to conch~ding a long-tenn agreement. 

COORDINA'rIW 

This memo has been coordinated with tile City Atton~ey's Office. 

BUDGET REFERENCE 

This addendoin does not change the cost analysis in the original iiiemo. 

CEOA 
-L 

This addentliiiri does not change the CEQA analysis in the original memo. 

For questions plcase contact MaryEllen Dick, Assistallt to the Director, at (408) 535-8555 



ATTACHMENT B 

Analysis of Three Options for Ownership and Operation of Sout11 Bay Water Recycling 
in Cooperation with the Santa Clara Valley Water District 

Advantages and Disadvantages 
October 24, 2007 

O+vnership Option and . . 
Description 

Option #l. District procures 
SBWR and owns an2 operates 
recycled water system as 
wholesaler. District and City, as 
administrator of the Plant, enter 
into "Producer-Wholesaler" 
agreement for purchase of 
recycled water, District and 
retailers enter into "Wholesaler- 
Retailer" agreement for resale 

/ Advantages to City and Tribrrtal-y Agencies Disadvantages to City and Tributary Agencies / 
I I 

I I 

/ e Citv will be relieved of some wortion of / 0 City will be unable to ensure discharge under 

o City and tributary agencies will not be 
compensated for the loss of 100,000 afy 
water lights with a market value of $50 
million to $100 million per year. 

responsibility for the management, operation 
and maintenance of SBWR. ' 

Q Some portion of the initial capital investment 
may be returned to the City and tributary 

e Public funds invested by District will not 
contribute to improved water quality 01- 

increase use of recycled water. 

120 mgd in compliance with ~ ~ D ~ f p e r m i t .  1 
City will lose a major portion of its currently 
diversified water portfolio, and may be 
unable to guarantee delivery of recycled 1 

c Loss of ability to promise recycled water to 
support business expansion. 

I 

I agencies.3 / water to new developments. 1 

I All subsequent references to "City" means "City and Tributary Agencies" unless otherwise specified. 
7 Legal requirement to maintain flows below 120 lugd and City's obligation to existing custo~uers may reqlilrcd its continued participation in 

managenlent and ovcrsight of thc SBWR system even after assets are transferred. 
3 Advantage of return of capital investi~~ent depends upoil purchase price negotiated with Dish-ict. Notc that some owmlership scenarios now being 

considered by Santa Clara Valley Water District do not involve purchase of system infrastructure. 



:xecute a partnership agreement 
o share equally in cost of 
nanaging and operating SBWR; 
:ity retains owncrsliip of 
;BWR and shares cost of 
:onsti~~cting AWT facilities. 
nvestinent of fitture facilities 
vill bc dcteriiliiied on a case- 
)y-case basis. 

3ption #3. District purchases 
,ecycled water from City at 
narket rates for delivery at a 
;pecified point or points. 

/ Option #2. District and City 1. City can continue to ensure discharge under 
120 mgd in compliance with NPDES permit. 

1 
I 

2. City maintains a diversified water supply 
poitfolio, including both Hetch-Hetchy and 
South Bay Water Recycling. 

3. City retains water rights and sells  recycled 
water at a p i c e  commensurate with the 
niaritet value of potable water. 

4. Additional i-csourccs availablc to increase use 
aiid improve recycled water quality. 

5. Sewer and water rate payers can contribute 
proportionally to the benefits they receive. 

6. Continued availability of recycled water as 
an economic incentive tool. 

1. City call continue to ensure discharge under 
120 mgd in compliance with NPDES permit. 

2. City maintains a diversified water supply 
portfolio, including both Hetch-Hetchy and 
South Bay Water Recycling. 

3. City retains water rights and sells recycled 
water at a price commensurate with the 
market value of potable water, and all future 
revenues are retained by City and tributary 
agencies. 

4. No changes in the management of SBWR are 
required. 

5. Continued availability of recycled water as 
an economic incentive tool. 

6. Continued ability to be an advocate for 
recycled water as a water supply. 

1. Requires increased cooperation between the 
City and the District. 

2. Purchase price below market value may be 
negotiated with SCVWD to reflect other 
contt-ihutions. 

3. May !-eqilire City to dedicate some Plant 
lands atid to contri'uute $1 1 million to 
construction of AWT facilities. 

1. Relative to Option 2 (Partnership) does not 
commit the District to development of 
recycled water program. 

2. Fewer resources available to increase use and 
improve recycled water quality. 

3. Lack of District advocacy may reduce public 
trust in recycled water beyond no potable 
use. 
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Analysis of Tlnee  Options for Ownership and Operation of South Bay Water 
liecycling in C:ooperation with the Santa Clara Valley Water District 

Assuniptions and Expla~iat io~~s 

1. According to its NPDES permit, the City is required to continue to develop the use of 
rccycled water and to etisure that flows from the San JoselSa~ita Clara Water 
Pollutio~i Control Plant remain below 120 ~ni l l io~i  gallo~is per day (mgd). 

2. 111 order to develop their commtmities in conformance with their general plans, tlie 
City of Snn Jose and the other cities served by the tributary ager~cies  nus st Oe able to 
cnsure diver-sioii of sufficient effluent to ~naintai~i flows below 120 mgd. 

3. State law requires that prior to approval by the responsible lalid use planning entities 
all liew developnients must identify an adequate supply of water to meet their 
projected f ~ ~ t u r c  needs (SB 610). 

4. 111 ordei- to develop their co~ninu~~it ies in conforma~~ce with their general plans, the 
City of San Jose and the other cities served by the tributary agencies must be able to 
enslire the availability of water adequate to meet projected future needs. 

5. Water is in increasingly limited supply in California, and the ability to bring 
additional supplies into Santa Clara County will become increasi~zgly expensive in 
years lo come. 

6. In ordei- to ii~eet projected average-year and dry-year demands, the Sa~ita Clara Valley 
Watel- District (District) has identified a need for approximately 45,000 AFY of 
recycled water (county-wide) by 2030, based on the availability of existing 
allocations of federal (CVP) and state (SWP) water supplies. 

7. According to California law, as owners of the San JoselSanta Clara Water Polh~tion 
Control Piail1 the cities of San Jose and Santa Clara jointly own rights to water treated 
ai the l'laiit, currently averaging 100 ~ n g d  or roughly 110,000 acre feet per year 
(AFY). The Plant has the capacity to treat up to 167 rngd (190,000 AFY.) 

8. The currelit retail value of recycled water in Saiita Clara C o u ~ ~ t y  is between $700IAF 
and $liOOlAF based oli a currellt wholesale price of $330/AF. The wholesale price of 
recycletl water is projected to reach about $500/AF by 2010 and $1000/AF by 2020. 
L>emaiid for rccycled water, currently about 10,000 AFY, is expected to double 
within the nest tell years. Before entering into an  agreement to transfer ownership 
of water rights to the District o r  to sell recycled water to the District a t  below 
inarltct rates, the City should recognize that by 2020 the value of rights to 20,000 
i\FY of recycled water could be worth $20 millionlyear on a wholesale basis. 
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