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TO: 	TRANSPORTATION AND FROM: John Stufflebean 

ENVIRONMENT COMMITTEE 


SUBJECT: SEE BELOW 	 DATE: 10-29-07 

-	 Date l ~ / ar l d 	7 

COUNCIL DISTRICT: City-Wide 

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

RECOMMENDATION 

Accept this update on issues arid options for tlie long-term ownership and operation of South Bay 
Water Recycling. 

OUTCOME 

In advance of their respective meetings on November 5 and 20, members of tlie Transportation & 
Environment Committee and full1 City Council will have a framework against which to measure and 
respolid to recent discussions and actions concerning recycled water talten by tlie Santa Clara Valley 
Water District 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, which is comprised of punip stations, 
reservoirs and inore than 100 miles of pipeline. More than 500 customers are served by SBWR, wliicli 
delivers three billion gallons of water per year (al~liost 20 billion gallons total since 1997). In the 
summer of 2007, SBWR delivered an average of 14 million gallons of recycled water daily. 

Initial investments were driven by the need to protect two endangered species and avoid a state- 
threatened building nioratorium, but even then, the water provided by the system was viewed as a 
comniodity of vital future iniportance. On this basis, in the early 1990s, tlie City had pursued a 
partnership with tlie District while SRWR was being developed, but the two agencies were unable to 
agree on terms that were mutually beneficial. Instead, a Joint Powers Authority agreement was 
developed tliat iilvolved San Jose, Santa Clara and tlie six Tributary Agencies tliat discharge to the San 
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Jose/Santa Clara Water Pollution Control Plant. Funding assistance was sought througl~ grants fi-om 
the U.S. Bureau of Reclamation, the State Revolvirig Loan Fund, arid bonds. 

In 2002, the District expressed its interest in re-opening partnership discussions. The Council agreed 
and the two agencies formed the So~lt1-1 Bay Water Recyclilig Collaborative. This began what became 
a two-year process to explore options for long-term owriership and operations of SRWR. The 
Collaborative i~lcluded a broad range of staltelzolders and was guided by an independent facilitator. 
The group identified and studied numerous permutations of ownership and operatiolis ranging froni 
District owriership to privatization and narrowed the choices down to the four believed to provide the 
greatest benefit to the public, the ratepayers, and the envirormlent. 

These options, described more fully in the Analysis section, included District purcllase of SBWR, 
establishment of a Joint Powers Authority involving the District and CityIPlant, a long-tenn 
pa~-tnership agreement between the City and District, and District purchase of recycled water akin to 
their coritracts for inipol-ted potable water from the state and federal systems. The Board and Council 
reviewed the Collaborative's recommendations in a Joint Session in 2003 arid agreed to pursue a long- 
term agreement for operatio~is and maintenance of SBWR. Cost-efficiency and a focus on the future 
were cited ill selecting tliat option. The Board and Council directed staff to complete a series of water 
quality studies and then return with a long-tern1 agreernerit for col~sideratiol~ and approval. 

In September 2007, after completing the water quality studies and an advanced water treatment pilot 
study, staff returned to the Board arid Council for approval of the core principles for negotiating the 
long-term operations arid nlaintenance agreement. Those principals had previously been reviewed and 
recommended by the Transportation and Environment Con~mittee 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 tlie four options. In particular, the 
Roard wanted to focus its attention on purchase of the SBWR system. In response, the itern was 
dropped froin the October 2 Couricil agenda. Tlle Board subsequently held a special Study Session on 
October 24. 

This meniorandunl provides an update of the discussions since September 25 and provides filrther 
infor~nation011 the issues under consideration. 

BACKGROUND 

The cities of San Jose and Sa~ita Clara built the San JoseISanta Clara Water Pollutioli Control Plant 
(Plant) under a Joint Powers Authority agreement. They, together with the six Tributary Agencies 
serving six additional cities, fund the Plant and direct its overall operations. Each of the participating 
agencies has rights, responsibilities, and a vote in what happens to the Plant and all of its properties. 
The City of Sail Jose administers the Plant on bel~alf of the partner agencies. 

In 1992, tlie Regional Water Q1.1ality Control Board issued an Administrative Order stating that the 
Plant had to reduce its discharge to soutli San Francisco Bay to protect two endangered species that 
were deperident on the salt marshes in the Bay. In order to reduce the discllarge, the CityIPlant agreed 
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to develop the South Bay Water Recycling (SBWR) system along with an enhanced water 
conservation program and other ri1easures. Constn~ction began 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 SB WR. The system now includes more than 100 miles of pipeline, 
serves 546 customers, and delivers 3 billion gallolls of water per year (alniost 20 billion gallons of 
recycled water to date). In the summer of 2007, SBWR delivered an average of 14 millio~l gallons per 
day. 

When SBWR was first envisioned, the partner agencies and other key staltel.iolders quicltly saw its 
potential as a filture water supply. At that time, there were discussions with the District about 
pal-tnering in the development of the system to maximize both its diversion arid water supply benefits. 
The agencies were unable to negotiate m~~tually acceptable terms in the early 1990s, but in 1997 tlie 
District agreed to provide an incentive of $1 1Slacre foot of recycled water sold to replace potable 
water. The District pays this incentive to all three wastewater treatment plants -Palo 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 botli agencies agreed to form tlie South Bay 
Water Recycling Collaborative to explore tlie options for long-term ownership and operations of 
SBWR. The Collaborative included representatives from the City, the District, tlie Tributary Agencies 
and the three water retailers as well as business, environnle~ital, and conmiunity stalteholders. An 
independent facilitator guided discussions. The group identified and studied numerous permutations of 
ownership and operations, ranging from District ownership to the status quo to privatization. 

Tlie Collaborative nanowed the cl~oices down to the four that provided the greatest benefit to tlie 
public, tlie ratepayers, and the environment. Those options, listed below, were presented to a Joint 
Session of the Board and Council in 2003: 

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

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

. Option 3 - District and City agree to become partners in the operations and maintenance of 
SBWR. through a long-tern1 partnership agreement; 

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

The Board and Council reviewed the Collaborative's reconimendations and decided that the best 
option was Option 3 - the long-te~m agreement for operations and maintenance. They particularly 
liked the cost efficiency and focus on the fkture in that option. Option 1 was rejected because it was 
deerned a waste of taxpayer funds to transfer close to $300 million from the District and water 
ratepayers to the Plant instead of investing the $300 inillion 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 milch Inore legal infrastructure and cost. Option 3 was preferred by the Board because it gave 
them more say in the operations arid maintena~ice of the system. The Board arid Colulcil directed staff 
to complete a series of water quality studies and then return witli a long-term agreement for 
consideration and approval. 

On September 17,2007, after coinpleting the water quality studies and an advanced water treatillent 
pilot, staff presented a report, jointly authored by District and City staff, to the T&E Conimittee on the 
development of a long-term cooperative agreement with the District for long-term operation and 
maintenance of the SBWR program (Attaclunent A). The report presented the next steps for 
expanding the recycled water collaboration effort with the District. It included seven principles that, if 
adopted by the City Council aiid the District Board, would be used as the basis for negotiating a long- 
term cooperation agreement. T&E Committee and the Treatment Plant Advisory Committee approved 
staffs recon~rnendation and requested that tlie iteni be cross-referenced for full Council consideration 
on October 2,2007. 

On October 2, 2007, staff reported to Council that District Board, at its ~neeting on Septe~ilber 25, 
2007, had requested that f~lrther work on development of a long-tenn cooperative agreement be 
deferred until the Board had time to re-review the four options, including potentially offering to 
purchase the entire SRWR system, purchasii~g tertiary treated water from the San Jose/Santa Clara 
Water Pollution Control Plant, or proposing creation of a new Joint Powers Authority to manage the 
recycled water program. The District Board expressed its concern that a long-term agreement did not 
provide the Board with sufficient colltrol of SBWR and its preference for the option to purcl~ase the 
entire systeln. As a result of the Board's action, this item was dropped from the Council Agenda on 
October 2, pending further Board action. 

Since then, the District Board has met two rnore times, once as part of their 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 lon,- tern1 
ft~tlture of SBWR. 

ANALYSIS 

Sat1 Jose, Santa Clara, arid the six tributary agencies have a vested interest in South Ray Water 
Recycling. Together they own arid operate the Plant and have invested alniost $280 Million in 
building and operating the South Bay Water Recycling system. Ownership and operation of SBWR 
fulfills rnany City/Plant/Trit~utary Agency interests including ensuring: 

* 	 Cost efficientleffective management of the Plant 

o 	 Ensures ability to meet the Plant's operating permits including the permit to discharge into 
the Ray. 

o 	Centralized integration of tlie Plant and recycled water operations reduces costs and 
mininlizes excess redundancy. The two operations cursently share the sarne staff, filtration 
and chlorination facilities, and central operatioris center. Thus, divesting SBWR would not 
redtlce Plant operation costs. 
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o 	 Increased operational flexibility in times of enlergency (e.g.; flooding). 

o 	 Ellsures that Plant, City, and Tributary Agency priorities colltinue to be a ltey consideratio11 
in the operation and management of SBWR. 

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

o 	 Future revenues from recycled water will be available to frlnd SBWR and Plant 
infrastructure needs arid may offset some future rate increases. 

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

o Continued protection of the salt mars11 habitat in the Plant discharge area. 


Vibrant local econoilly 


o 	Sufficient supply of local water for city residents/businesses to continue to thrive in the 
future. 

o 	 Mitigation from harshest effects of global warnling (diminisl~ing snowpack, water supply 
crltbaclts, etc.) 

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

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

o 	Srifficient diversion to ensure that discharge stays below I20MGD and to meet permit arid 
liabitat requirements. 

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

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

e 	 Sound fiscal management 

o 	 Efficient effective use of taxpayer dollars. 

o 	 The community already benefits from the $230 million investlnent in SBWR. Changing the 
system's nominal owner would neither expand its water resources and distribution pipelines 
nor increase the con~munity's benefits. 

o 	 Fulfilling all bond, loan, and grant requirements. 

o 	 Appropriate return on the significant investment by the City, Sallta Clara, and the tributary 
agencies. 

o 	 Future revenue strean~s to the Plant sufficient to maintain and continue investing in the 
system. 

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

o Sewer arid water rate payers contribute propol-tionally to the benefits they receive. 


Business-friendly environment 
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o 	Contiriued sulppol-t for current custoniers. 

o 	 Respect for tlie investment that businesses and developers have made to utilize recycled 
water. 

o 	Guaranteed source of water for business expansion. 

Strategic positioning for tlie future 

o 	 Maintains coritrol of a utility resource that has tlie potential and high liltelilzood to increase 
sig~iificantly in value as water becomes scarcer. 

o 	 Maintains long term revenue for Plant and systelii maintenalice and expansion. 

o 	 Maintains a diversified water supply portfolio, including both Hetch-Hetclzy and South Bay 
Water Recycling. 

o 	Contiriued control of water rights in case of f ~ ~ t u r e  need. 

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

Attaclmient B provides an analysis of the advantages arid disadvantages of each of tlze three options. 

Note tlzat Options 2 and 3, tlie Joint Powers Authority and long-term contract, have beer1 conibined 

into one to be consistelzt with tlze way tlzat the District is corisidering tliem. 


Tlze District Board recognizes tlie value of recycled water. This recogr~itiori lzas been further 

strengtlieried by tlze cuts in pumping from the Delta, tlze record low Sierra snowpack, and the 

likelihood of drouglit and conti~iued water sl~pply cutbacks. As a result, when considering tlie 

proposed long-term agreement on September 25t11, the Board decided that, rather than just entering 

into a cooperation agreement, it would prefer to f~llly add recycled water to its water supply portfolio. 


The Board has had extensive discussions about tlze iinportance 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 higli of $1 80 Million) for SBWR. All of tlie scenarios assume that the City, 
Tributary Agencies, arid sewer rate payers would riot expect ally return on their investment. The prices 
were discussed based 011 tlie following assumptions: 

/ Price Proposed 	 1 District Rationale I 
$5 nzillion 	 District would reimburse the cost for tlie City to defease the bonds and the legal 

expenses involved in the trarisfer. This sceliario assumes that tlie City and Tributary 
Agencies, not the District, would pay off the $150 million outstanding debt for the 
"good of the community". 

$90 million 	 Assunies that the City and Tributary Agencies have already received full value for 

SBWR over the last ten years and, since half of the value is now water s~~pp ly ,  
the 
Plant would give the system to the District for half of the origilial capital investment 
in SBWR excl~.lding any grarits or otlier cost sharing by other agencies and all 
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subsequent investments. Note that tlie Plant has invested $280 nlillion to date. 

$120 million Assumes tliat, 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 actual 
outstanding balance is approxinlately $150 million, riot $120 million. 

$180 million Assumes tliat the n~axiriium price would be the original capital iilvestinent 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 
millioil to date. 

The District further discussed ways to reduce that cost by divesting the systein of the lateral lines and 
custoiner base (potentially to the water retailers) so that it could focus on the rnain lines and wliolesale 
the water. It did not discuss the combined cost and potential rate impacts of buying the SBWR system, 
buying water from the Plant to distribute though the system, moving the recycled water into tlie 
District distribution system, and advanced treating the water. 

After allnost eight hours of discussion across three meetings, the majority of the Board agreed tliat: 
a. 	 Its prefersed optiorl was Option 1 - purchase of the SBWR system. 
b. 	 Water rate payers should pay for the expa~lsion of recycled water as water supply. 
c. 	 Chair Estreinera and Vice Chair I<arriai should meet with the Mayor, present the preferred 

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

d. 	 Staff sllould gather additional infornlation on cost, impact on rates, etc. for presentation and 
discussion at a f~lture Board meeting. 

e. 	 A community task force sl~ould be establisl~ed to begin discussing expaiided 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, groundwater recharge, and streanlflow a~lgmentation. 

Financial Imnlications 

The $280 niillion capital iilvestinent in SBWR was funded by the Plant partners and tributary agencies 
and financed with San Jose-Santa Clara Clean Water Financing Authority Revenue Bonds, State Water 
Resources Control Board Revolving Loans, a State Water Resources Control Board Grant, and Federal 
grants tlxough tlze T1.S. Bureau of Reclamation. These loans and bonds are being repaid by the sewer 
ratepayers througliout the tributary area. Tlle expectatioii is that, by 2020, recycled water rates will 
exceed experiditures (including loanlbond paynients) and SRWR generate revenue that will offset 
Plant costs and reduce the need for futlu-e rate increases. 

In the evelit SBWR is transfei-sed to the District, the bonds, loans, arid 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 tlze SBWR to a 
third party. Tlze cost of redeeming the two series of outstanding bonds, series 2005 A and 2005 B is 
estimated at $79 million. 

State Loans: Tlze State loans specify the following regarding disposition of the SBWR prqject prior to 
tlze expiration of its useful life: 

The Agency clgrees thcrt it +vill not clbcindon, ~z~bstantially discontintle use ox lease or dispose of the 
Project or any signijicantpart or portion thereof during the zrsefill l f e  of the Project withozltprior 
written approval of the Division of Clean Water Prograi7zs of the State Water Resozrrces Control 
Board Szlch cpproval may be conditioned as deternzined to be appropriate by the Division, inclzlding 
ci condition requiring repaynzeizt of all or nny portion of all renzaining ZocmfimclJ. covered by this 
contract together with occrtred interest, and any pencilty assessments which nzay be clue. 

Tlze o~ltstanding principal to be repaid or assumed by the District is approxinzately $42 million. 

State Grant: A state grant was issued by the State Water Resources Control Board for the Silver Creek 
pipeline component of the SBWR. Tlle grant agreement includes language sin~ilar to the language 
quoted above in the State loan agreement. The amount of the grant was $3,654,544. Tlle City would 
need to contact the State Board regarding whetlzer 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 regulations are 
similar to the State grant and loan regulations with respect to the transfer of assets. Tlze City would 
need to contact the Bureau of Reclamation regarding whether grant repayment would be a condition of 
their for approval of the transfer of the SBWR to anotlzer local agency to ensure that sucll a transfer 
does not jeopardize tlze additio~ial grant funding for whiclz tlze prqject is eligible, subject to 
appropriation by Congress (total of $35 Million allocated.) 

EVALUATION AND FOLLOW-UP 

This nzenlo will be presented to the Treatment Plant Advisory Comlnittee on November 8 and to 
Council on Novenlber 20. The District Board Chair and Vice Cl~air are planning to meet with the 
Mayor prior to the Joint Council-Board Study Session on Flood Management currently scheduled for 
November 19 from 1-3pnz. Staff will report briefly on tlze status of Council and Board deliberations at 
the end of that meeting. 

PUBLIC OUTREACH/INTEREST 

There lzas been considerable public interest in this topic in tlze past. The 2002-04 South Bay Water 
Recyclilig Collaborative, which included representatives from San Jose, Santa Clara, the tributary 
agencies, the Water District, tlze tlwee water retailers, and business, environmental, arid community 
organizations, met montlzly for almost 2 years and requested continued infornzation as work 
progressed. Staff notified the Collaborative participants and many of those representatives attended 
tlze District Study Session on October 24. This update does not meet tlze criteria for expanded posting. 
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However, if the Co~tncil decides to move forward with an option other than a long-term agreement for 
operations and maintel~ance in tlie fi~ture, additional outreach would be appropriate. 

a 	Criterion 1: Req~iiies Council action on the use of public funds equal to $1 million or greater. 
(Recltiil.ec1: Website Posting) 

Criterion 2: Adoplioil of a new or revised policy that may have implications for public health, 
safety, cluality uf  Ill?,  or financial/econornic vitality of the City. (Required: E-mail and 
\Vehsito Posting) 

a 	Criferioa 3 :  C.oiisi~lcration of proposed changes to sesvice delivery, programs, staffing that may 
have Impacts to community services and have been identified by staff, Council or a Comrnunity 
group that requires special outreach. (Required: E-mail, Website Posting, Community 
Rlectings, Notice i ix  appropriate newspapers) 

COORDINATION 

This inemu has been cool tlinatec.1 with the Finance Department and the Attorney's Office. 

COST SU nilPi rARY/lh/IlpLICAT1ON§ 

There are no cost in~plications from tliis update. Cost implications from hture actions will be 
analyzed as discussion ensues. 

Not a ~ r o j  cct. 

J ~ H NSTUFFLEBEAN 
Director, Environmental Services 
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SUBJECT: 	 DEVELOPMENT OF A LONG-TERM COOPERATIVE AGREEMENT 
WIT13 TI-IE SANTA CLJARA VAL,IlEY WATER DISTRICT FOR THE 
SOIJTR BAY WATER RECYCLING PROGRAM 

Adopt t l ~ e  following prirlciples as tlie basis for developing a long-term cooperative agreement 
011 the South Bay Water Recycling progra~n with tlie Santa Clara Valley Water District: 

> 	Principle 1. The Agreement should reflect the ~liutual interest of tlie City and the 
District in expanding the use of recycled water. 

> 	Principle 2. The Recycled Water Cooperative Agreement should suppor-t and enhance 
each agency's ability to carry out its mission. 

> 	Principle 3. In order to fully integrate recycled water into tlie countywide water supply 
portfolio, the Agreement sl~ould establish a frameworlc for both agencies to meet 
regularly to discuss and participate in planning for development of new recycled water 
treat~nentand major distribution facilities and tile future allocatio~l and use of recycled 
water. 

> 	Principle 4. The Agree~ilent should provide for equal cost sharing by both agencies in 
tlle cost of operating and maintaining the South Bay Water Recycling Program. 

> 	Principle 5 .  Cost sllaring on future capita1 expansiol~ will be negotiated on a project by 
project basis. 

> 	Principle 6.  The Agreemei~t should reflect the City and District interest in a long-ten-11, 
stable, cooperative relationship. 

P 	 Pri~iciple7. The preferred location for environinental review and engineering design of 
an advanced water treatment facility should be Treatment Plant lands located near the 
SBWR Transrnissioll Puinping, and tlie review and design sliould be for an advanced 
water treatment facility that is sized to provide treatlrlent sufficient to meet future water 
quality goals and to support flexible operation of treatment plant processes. 
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2. 	 Direct staff to negotiate a draft Recycled Water Cooperative Agreement based on the 
principles set forth herewith and ageiidize for approval by Council. 

3. 	 Adopt a resolution authorizing the City Manager to negotiate and execute a new "South Bay 
Water Recycling Reimbursement Agreement for Development and Utilization of Recycled 
Watei Between the Santa Clara Valley Water District and the City of San JosC.", under 
which the District pays t l~e  City $1 15 per acre foot of recycled water used, for a term of July 
1,2007 through July 152008 or until the Recycled Water Cooperative Agreement is 
approved by Council and the Board, wl~icliever comes first. 

This mernoranduni presents tlie next step in expanding the recycled water collaboratioii with the 
Santa 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 
negotiating a long-term cooperative agreement for operations, maintenance, and expansion of the 
South Bay Water Recycliilg program. That agreement will be brought back to the Council and 
Board for final approval at a future meeting. In the interim, it is proposed that the District 
continue its recycled water development incentive of $115 per acre foot of recycled water used 
in the county. 

A separate lnerno is being prepared to provide Cou~lcil with a status report on South Bay Water 
Recycling related to funding mechanisms for annual operating costs and pipeline extensiorl costs. 

In Januaiy 2002, Cou~lcil and the Sailta Clara Valley Water District Board of Directors agreed to 
engage in a series of collaborative efforts, recognizing that both agencies are responsible for 
providing services and programs that sometimes overlap. Two of those efforts were the "South 
Bay Water Recycling Collaborative of 2002" and the "South Bay Water Recycling 
Reinzburse~nenl Agreement for Development and Utilization of Recycled Water between the 
Santa Clara Valley Water District and the City of San JosC." The purpose of the Collaborative 
was to engage all of the relevant stalceholders (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 
expansion of the recycled water system. 

Since initiatiilg the Collaborative, the City Council and District Board have inet at least annually 
to review progress made on their collaborative projects and provide direction to staff on issues of 
mutual interest. In September 2006, the Board and Council met in a joint Study Sessio~l to 
discuss a range of Water Supply issues, including the role of recycled water as a reliable local 
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water supply and the importance of expanding the use of recycled water in Santa Clara County. 
This meniorandu~n presents the next step in CityIDistrict cooperation on recycled water. 

The first step to ensure that both agencies have sirnilar expectations for a long-term agreement is 
to agree to the uriderlying principles. These principles will be presented for discussion and 
approval to the District Board on September 11,2007, to the Treatment Plant Advisory 
Committee on September 13"', to the City Transportation and Environment Committee on 
Septenlber 17"', and to the City Council on September 25'". It is envisioned that, in this new 
agreement, the District will have a nlore effective and comprehensive role in recycled water 
operations, management, planning and expansion decisions and will be able to fully integrate 
recycled water into its overall water supply portfolio. This will better position each agency to 
meet fr~ture challenges. After the principles are adopted, staff fiorn the agencies will negotiate a 
final cooperative agreement that will be brought to the Council and Board for approval. 
Adoption of the Cooperative Agreement will supersede the Reimbursement Agreement. 

BACKGROUND 

Sorrtli Bay Water Recycling (SBWR) was developed by the City, as the administering agency for . 
the San JostlSanta Clara Water Pollutioll 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 become a vital component of the county's overall water 
supply portl'olio. As statewide population and competition for imported water increases, 
recycled water will become essential in keeping the San Jose / Silicon Valley economic engine 
thriving and sustaii~al~le. 

In addition to meeting regularly as part of the Collaborative, the City and District have conducted 
a nunlber of recycled 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 water reimbursement agreement under which the District has paid $1 151acre foot to 
support SRWR operations and to encourage expansion since the system became operational in 
1997. 

In 2005, the District and City began discussing design and construction of a five n~illiori gallo11 
per day (mgd) Advanced Water Treatment (AWT) Plant. On September 26,2006, the District 
Board authorized execution of a consultalit agreement with Black & Veatch for $2.78 million to 
provide e~igineering services to design the facility. Subsequently, the agencies were notified that 
a State Proposition 50 grant of almost $3 million may be available to reimburse a portion of the 
construction costs of the proposed facility. In addition, both agencies are also cooperatively 
pursuing several otlier state and federal grants for construction funding. 
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As discussions on the advanced water treatment facility progressed, staff frorn both agencies 
came to agree that it was time to develop an overarching cooperative agreement that was 
originally envisioi~ed some time ago by the South Bay Water Recycling Collaborative, rather 
than continuing to develop a myriad of smaller individual agreements. In order to develop such 
a cooperative agree~neizt, staffs from both agencies are now requesting policy level adoption of 
principles that can be used as the basis for developing a new Cooperative Agreement. 

Staff fiorn both agencies have worked together to develop a set of pririciples to recornmend as 
guidance for the development of a recycled water Cooperative agreement. These principles and the 
reasons they are reconunended for adoptio~l are as follows: 

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

Q Recycled water is an exceptio~lally reliable locally controlled all-weather 
supply, less susceptible to climate than most otlier water sources. The 
District is primarily interested in fully integrating recycled water into the 
District's overall postfolio and water supply system as reflected in District 
Board policies. The City is primarily interested in recycled water as a 
nleans for minirilizirig treated wastewater discharged to the Bay to protect 
the South Bay habitat. This was the basis for the investment of over $225 
Million for construction of the SBWR system by the San JosklSanta Clara 
Water Pollution Control Plant and its tributary agencies. The City seeks to 
fully utilize this resource and increase its return on investment by expanding 
recycled water use. 

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

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 transport water, provide, sell and deliver water at wholesale for 
domestic, industrial and agricultural purposes; set tlie rates for its water; and 
acquire, construct, operate and maintain any facilities, improvements and 
property necessary for this hnctian. In order to achieve greater water 
supply certainty, the District is interested in long t e r n  local relationships. 
By this agreement, the District seeks to more effectively integrate recycled 
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water into the overall long-term water supply portfolio and thus into the 
water supply system. 

0 The City, operating as the Administering Agency of the South Bay Water 
Recycling Program and the San JosUSanta Clara Water Pollution Control 
Plant, has obtained approval to distribute recycled water for approved 
purposes from the California Regional Water Quality Co~ltrol Board, 
Sail Francisco Region, pursuant to order No. 95-1 17, and any orders 
supplementary or amendatory thereof. By this agreement, the City seelcs to 
increase the utiIization of SBWR water as a water resource and increase its 
return on investment by expanding recycled water use. 

e 	 'The Recycled Water Cooperative Agreement should facilitate the 
~nanagement and utilization of recycled water for the maximum good of the 
con~nlunity. This can best be achieved through ongoir~g communication and 
coordination between the two agencies. The City is responsible for the 
operatioris 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 Agreement should not infringe or nln counter 
to either agency's procedures, policies, other obligations, constraints or 
agreements. 

Principle 3 .  	 In order to fully integrate recycled water into the Countywide water supply 
portfolio, the Agreement should establish a framework 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. 

Q Both agencies commit to regular and ongoing staff level discussions to 
optimize the management of the recycled water supply. 

A suitable framework, such as a steering committee, may be reco~nrne~lded 
for assuririg full participation by both agencies in policy level decisions. 

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

The City will consult with the District on recycled water pricing, including 
ihe establishme~lt of additional rate categories and rates appropriate for each 
use. 

Principle 4. 	 The Agreement should provide for equal cost sharing by both agencies in the 
cost of operating and maintaining the South Ray Water Recycling Program. 

For the purposes of this agreement, the operation and maintenance costs 
inealls the managernerit and administration of Soutll 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 construction (including the 
proposed 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 be 
specifically defined in the Agreement. 

Each party will contribute one half of the operations and maintenance cost 
of the South 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 sinkirig hind to put 
aside rnoney for future irifiastructure asset replacement needs. 

> 	As revenue approaches the cost of operations arid maintenance, the 
City and District will rneet to evaluate options and contribution rates 
necessary to build an appropriate SBWR sinltirig fbrid. If the parties 
agree to establish a sinking fund, the District agrees to contribute one- 
half of the funding for the sinking fund on an annual basis, provided 
that the City matches that contribution. 

B Cost sharing for operations and maintenance of future exparisiol~ will be 
negotiated on a case by case basis. 

Principle 5. 	 Cost sharing on future capital expansion will be negotiated on a project by 
project basis. 

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

B Each aget~cy'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 partners and 
beneficiaries. 

As rnuch 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. 

Brirlciple 6 .  	 The Agreement sllould reflect the City and District interest a long-term, 
stable, cooperative relationship. 

B Both agencies demonstrate their commitment in long-term operations, 
management, and expansion of recycled water and truly integrate recycled 
water into the overall water supply. 
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B, Tlze Agreement should have a stated minimum term of at least 25 years, 
altl~ough the Agreement will need to have termination provisions that reflect 
olher legal obligations and constraints of the parties. 

Principle 7. 	 TIae preferred location for environmental review and engineering design of 
an AWT facility sl~ould be Treatment Plant lands Iocated near the SBWR 
Transmission Pumping, and the review and design should be for an AWT 
facility that is sized to provide treatment sufficient to meet future water 
quality goals and to support flexible operation of treatment plant processes. 

o 	 The District is interested in expanding the storage reserves of its 
roundw water basins, which provide 40-50% of drinking water in this 
County, while continuing its policy of aggressively protectiilg groundwater 
quality. 

Q The City is interested in adding added filter capacity while avoiding the cast 
of building additional conventional filters. 

The South Bay Water Recycling Collaborative Effort of 2002 recognized 
that some future uses of recycled water may be enhanced by a higlier level 
of water quality. 

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

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 
added by any hture downstream facility. 

Q The capital cost of the advanced water treatment facility will be shared by 
the City and District as follows: 

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

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

0 Consistent with Principle #4, the operations and mai~ltenance costs for this 10 
MGD advanced treatment facility will be shared equally by both parties. 

0 Consistent with Principles #4 and #5,  cost sharing for capital, operations, and 
nlaintenance expenses for other advanced water treatment facilities will be 
iiegotiated on a case by case basis. 



TRANSPORTATION AND ENVIRONMENT COMMITTEE 
08-31-07 
Subject: Long-Term Cooperative Agreement on SBWR 
Page 8 

EVAEUATBON AND FOLLOW-UP 

Following approval of these recommendations, staff and legal counsel for both agencies will 
negotiate the agreements discussed above. The long-tern Recycled Water Cooperative 
Agree~nent will be brought back for recomme~ldation by the Treatrnent Plant Advisory 
Committee and approval by the Council and District Board. The Recycled Water 
Reimbnrsenlent Interim Agreement will be executed by tlie City Manager and implemented 
immediately thereafter. 

PUBLIC Q)UTREACH[II[NTEREST 

Public outreach on the important role of recycled water in our water supply has been part of both 
agencies' outreach at public events, public education, school outreach, etc. Stalceliolder and 
public outreacll has also been a part of the SBWR Collaborative effort of 2002 also included 
participation ii.0111 all of the key stakeholders including the Tributary agencies, a11 of the water 
retailers, and representatives of the business and environment community. Expansion of the 
recycled water systein 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. 11.1the future, there will more joint agency recycled water outreach on the 
importaiice of tile water as well public outreach and coordination for the Advanced Water 
Treatment Facility CEQA process. 

This nie~no was developed 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 Treatillent Plant Advisory Committee. 

COST IMPLICATIONS 

Adoption of the principles does not have any cost implications. The $1lMillion City 
contribntion toward construction of the AWT facility is part of the 5 year CIP budget in Fund 
512, the Treatnlent Plant Capital Fund. It will be brought forward for approval with the 2008-09 
Budget and the recoi~lmendation for approval of the Recycled Water Cooperative Agreement. 
The current annual operatio~ls and maintenance costs for the South Bay Water Recycling 
Program, including management and administration, customer service and support, and operation 
and maintenance of existing facilities, as well as those under design or constructio~i is estimated 
at $5.2 niillion. The District contributed just over $1 rrlillion toward Program costs under the 
FY2006-07 Recycled Water Reimbursement Agreement. 
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CEQA 

Adoption of these pri~lciples 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 until CEQA is complete. 

kq&
HN STUFFLEBEAN 

v~irector, Environmental Sewices 

For qr~estio~ls, please contact Mary Ellen Dick, Assistant to the Director, Environmental Sewices 
Department, (408) 535-8555 
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AND CITY COUNCIL 
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Date 

7 .dY.03  
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COUNCIL DISTNCT: City-W ide 
SNI AREA: 

SUPPLEMENTAL 

SUBJECT: 	 DEVELOPR'ENT OF A LONG-TERM COOPERATIVE AGREEMENT 
WIT13 THE SANTA CLARA VALLEY WATER DISTRICT FOR THE 
SOUTH BAY WATER RECYCLING PROGRAM 

REASON FOR SUPPLER/ICIENTAL 

The Sailta C l a ~ a  Valley Water District (District) Board has requested that Recoinlllelldations #1 
and 2 be deferred until they have time to review otlzer optioils for greater coilti01 of the recycled 
water, iilcludiilg potentially offering to purchase tile entire South Bay Water Recycliilg systeru, 
purchasii~g tertiary treated water froin the Sail JoseISanta Clara Water Pollution Control Plant, or 
proposiilg creation or a new Joint Powers Authority to manage the recycled water pl-ogran~. 
Since the District Board's deliberation may take several weeks or n~o~l ths ,  staff is reco~nnlending 
tliat these 1x0 ele~lleilts be dropped until a proposal is ready for Council discussian. The Board 
approved Reconi~lleildation 3 and directed its General Manage to extend the existing Recycled 
Water Reimnbursement Agreeineilt to provide coiltinued support for developmeilt and expansion 
of South Bay Watcr Recycling until a final agreement on the system is reached. 

I .  Drop Recoi-i~mei~datio~i Adopt the following principles as the basis for developing a long- 1: 
teim cooperative agreement on the South Bay Water Recycling prograin with the Saiita 
Clara Valley Water District: 

P 	 Principle 1. The Agreement should reflect the mutual interest of tlle City and the District in 
expanding tile use of recycled water. 

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

P Principle 3. 	 In order to kl ly  integrate recycled water illto the countywide water supply 
portfolio, the Agreement should establisl~ a framework far both agencies to ~neet  
regularly to discuss and participate in planning for developlnent of new recycled 
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water treatment and major distribution facilities and the h t u r e  allocatioll and use 
of recycled water. 

3 Principle 4. The Agreement should provide f o ~  equal cost sharing by both agencies in the 
cost of operating and ~~iaintaining tile South Bay Water Recycling Progl.ain 

3 Pri~lciplc5 .  Cost sharing on future capital expansion will be negotiated 011 a pioject by 
project basis. 

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

3 Principle 7. The preferred location for environmental review and engineering design of an 
advanced water treatment facility should be Treatment Pla~lt lands located near 
the SBWR Transmission Pumping, and the review and design should be for an 
advanced water treatment facility that is sized to provide treatment sufficient to 
meet future water quality goals and to support flexible operatioil of treatment 
plant processes 

2. 	 Drop Recomnlendation 2: Direct staff to negotiate a draft Recycled Water Cooperative 
Agreement based on the principles set fort11 herewith and agendize for approval by Council 

3. 	 Adopt a resolution autho~izing the City Manager to negotiate and execute a new "South Bay 
Water Recycling Reirnburse~nent Agreement for Development arld Utilizatiol~ of Recycled 
Watei Between the Sauta Clara Valley Water District and the City of Sail Josk.", under 
which the District pays the City $115 per acre foot of recycled water used, for a tesi~i of 
July 1,2007 t l ~ ~ o u g l ~  July 15 2008 or until a long-tenn agreement on tlie operation of the 
Recycled Water prograln is approved by Cou~icil and the Board, whichever con~es first. 

At its ineeting on Septeinber 25,2007, the Santa Clara Valley Water District expressed its 
coiltinued committnent to long-term expansion of tlie use of recycled water as a lcey part of the 
county's water supply. Their discussion was focused on how they could more fully integrate 
recycled water into their overall water supply portfolio. They have asked for additional time to 
fully discuss all of tlieir options and intend to bring a final proposal forward for Council and 
Treatment Plant Adviso~y Committee approval in the next few months. Staff fro111 both 
agencies will continue to meet regularly to support the District Board discussion and City staff 
will bring Coulicil updates as progress is made. 

hl2002, as part of tlie South Bay Water Recycling Collaborative stalceholder process, 
representatives from the water retailers, business and environmental communities, and the 
tributary agencies, led by City and District staff, held a series of rneetiiigs to develop 
recoi~li~iendatioilsfor long tenn operations and management of the South Bay Water Recycli~lg 
prograrn. That group spent a significant amount of time analyzing the pros and cons of eight 
alternatives inclucliiig 
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1) 	 District purchase of the South Bay Water Recycling infrastructure, 

2) 	 District owns and builds all new extensions to the South Bay Water Recycling system. 

3) 	 District buys recycled water fi-orn the Treat~nent Plant and treats and resells it 

4) 	 Establishment of a new, independent Joint Powers Authority that would own and operate 
the South Bay Water Recycling systein. 

S )  	 Developmelit of a long-ten11 conlprehensive agreement between the Treatment Plant Joint 
Powers Authority (JPA) and the District related to operation of tile Soutlz Bay Water 
R.ecycling system. 

Tlle ailalysis and recomnlendatio~is of the Collaborative group were presented to joint meeting of 
tlle Co~lncil and Board in January 2003. After a lot of discussion, the Board and Council 
dirccted staff to work on tlle loi~g tern1 plaii for enhancing water quality and developing a long- 
tell11 comprel~ensive agleernent for operations and maintenance of the South Bay Water 
Recycling syste~n. That discussioil was the basis of the collaborative work on recycled water 
since then. Each subsequent joint memo to the Council and Board has included a status of 
progress to date and discussion of i~ext  steps. 

ANALYSIS 

Thc District Board's proposed delay in adopting principals as the basis for a long-tenn 
agree~nenton the operations and maintenance of the South Bay Water Recycling program does 
not denote ihei~  ~eluctance to expand their use of recycled water. Rather, the focus of Board 
discussioil was 011 how tlie District, as the agency responsible for water supply for the county, 
could betier manage the overall water portfolio by having complete control of the ~qecycled water 
They discussed their goals and preferred outcomes and asked staff to present infonnation oil the 
following tlu-ce options for discussio~i at their next meeting: 

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

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

3) 	 Estal~lishment of a new, independent Joint Powers Authority that would own a~ ld  operate 
tlie South Bay Water Recycliilg system. 

At the saille time, the Board realized that they had not yet formally adopted a policy allowing 
recycled water to be used for gsoulldwater recharge and directed that: such a policy be bl-ought 
back foi their consideration at tlie next meeting. Their General Manager reilliilded them that 
arloptioii of such a policy will talce several meetings so it could not be accoinplished by October 
9"', 2007. 

Tlie Board rec.ognized the importance of co~ltinuing to support the recycled water program 
during this interim period aiid voted to authorize the District General Manager to renew the 
"South Bay Water Recycling Reimbursement Agreement for Development and Utilization of 
Recycled Water Between the Santa Clara Valley Water District and the City of San JosC.", undel 
tvllich the District pays the City $1 1.5 per acre foot of recycled w a t e ~  used, for a tern1 of July 1 ,  
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2007 t l ~ o u g h  July 15,2008 or until a long-tenn agreement on the operation of the Recycled 
Water pro@-am is approved by Council and the Board, whichever corrles first. They also 
coiilinented that, if a11 agreement was not in place by July 15, 2008, they would renew the 
Reimbursenlent Agreeirieilt again until an agreelnent was reached as long as the Rei~nburse~iie~it 
Agreement was not an impediinent to concluding a long-teim agseement. 

COORDINATION 

This illenlo has been coordinated with the City Attorney's Office. 

This addendum does not cl~ange the cost analysis in the original il~eino. 

This addetld~lm does not change the CEQA analysis in the original memo. 

S FFLEBEA 

For questions please contact MaryEllen Dick,, Assistant to the Director, at (408) 535-8555. 



ATTACHMENT B 

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

Advantages and Disadvantages 

October 24, 2007 


Ownership Option and 
Description 

Option #l.District procures 
SBWR and owns and 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 
of water. 

Advantages to City and Tributary Agencies ' Disadvantages to City and Tributary Agencies 

0City will be relieved of some portion of City will be unable to ensure discharge under 
responsibility for the management, operation 120 mgd in compliance with NPDES permit. 
and maintenance of SBWR.' City will lose a major portion of its currently 
Some portion of the initial capital investment diversified water portfolio, and may be 
may be returned to the City and tributary unable to guarantee delivery of recycled 
agencies. water to new developments. 

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

5 Public funds invested by District will not 
contribute to improved water quality or 
increase use of recycled water. 

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

Ail subsequent references to "City" means "City and Tributary Agencies" unless otherwise specified. 

Legal requirement to maintain flows below 120nlgd and City's obligation to existing custonlers may requ~red its continued participation in 

nlanage~llent and oversight of the SBWR system even after assets are transferred. 


Advantage of return of capital i~lvest~llent 
depends upon purchase price negotiated with District. Note that some o~mlership scenarios now being 
considered by Santa Clara Valley Water District do not involve purchase of system infrast~xcture. 

I 



Option #2. District and City 
execute a partnership agreement 
to share equally in cost of 
managing and operating SBWR; 
City retains o~vnership of 
SBWR and shares cost of 
consti-uctingAWT facilities. 
Investnlent of fitture facilities 
will be deternlined on a case- 
by-case basis. 

market rates for delivery at a 
specified point or points. 

1. 	 City can continue to ensure discharge under 
120 mgd in compliance with NPDES pennit. 

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 \vater. 

4. 	 Additional resources available to increase use 
ancl 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 can 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 
conti-ibutions. 

3. 	 May require City to dedicate some Plant 
lands ailcl to contribute S 11 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 availabIe 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 Three Options for Ownership and Operation of South Bay Water 

Recycling in Cooperation with the Santa Clara Valley Water District 


Assuinptions and Explanations 


Accorclilig to its NPDES permit, the City is required to continue to develop the use of 
recycled water and to ensure that flows fro111 the San JoseISanta Clara Water 
Pollution Control Plant remain below 120 inillioil galloils per day (ingd). 

In order to develop tlieir corninunities in conformance with tlieir general plans, the 
City of Sa~ i  Jose and the other cities served by the tributary agencies iliust be able to 
eiisure diversion of sufficient effluei~t to maintain flows below 120 mgd. 

State law requires that prior to approval by the responsible land use planning entities 
all new clevelopments must identify a11 adequate supply of water to meet their 
projected future needs (SB 610). 

111 order to develop their coininunities in conformance wit11 their general plans, tlie 
City of San Jose and the other cities served by the tributary agencies inust be able to 
elisrise the availability of water adequate to meet projected filture needs. 

Water is in increasingly limited supply in California, and the ability to bring 
additio~ial supplies into Santa Clara County will become increasingly expensive ill 
years to come. 

[n orclel to ~nect projected average-year and dry-year demands, the Sa~ita Clara Valley 
Water 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 icderal (CVP) and state (SWP) water supplies. 

According to California law, as owners of the San Jose/Santa Clara Water Pollution 
Control Plant the cities of San Jose and Santa Clara jointly own rights to water treated 
at tile Plant, currently averaging 100 ingd or roughly llO,O00 acre feet per year 
(AFY). T11e Plant has the capacity to treat up to 167 ~ n g d  (190,000 AFY.) 

Tlie current retail value of recycled water ill Santa Clara Couilty is between $700/AF 
and $1300/AF based on a cu i~e~ i t  wholesale price of $330/AF. The wholesale price of 
recycled water is projected to reach about $500/AF by 2010 and $lOOOIAF by 2020. 
Demand for recycled water, currently about 10,000 AFY, is expected to double 
within the next tell years. Before entering into an agreement to transfer ownership 
of \\rater rights to the District or to sell recycled water to the District at below 
marlcet rates, the City should recognize that by 2020 the value of rights to 20,000 
tiFY of recycled water could be worth $20 millionlyear on a wholesale basis. 
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