MEETING OF THE BOARD OF DIRECTORS OF THE
MUNICIPAL WATER DISTRICT OF ORANGE COUNTY
Jointly with the
PLANNING & OPERATIONS COMMITTEE
July 5, 2016, 8:30 a.m.

MWDOC Conference Room 101

Teleconference Site:
20989 Park Lane
Rollins, MT 59931

(406) 844-2282

(Members of the Public may attend and participate in the meeting
at both locations.

P&O Committee: Staff: R. Hunter, K. Seckel,
Director L. Dick, Chair H. De La Torre, K. Davanaugh,
Director S. Hinman J. Berg

Director J. Finnegan

Ex Officio Member: W. Osborne

MWDOC Committee meetings are noticed and held as joint meetings of the Committee and the entire Board
of Directors and all members of the Board of Directors may attend and participate in the discussion. Each
Committee has designated Committee members, and other members of the Board are designated alternate
committee members. If less than a quorum of the full Board is in attendance, the Board meeting will be
adjourned for lack of a quorum and the meeting will proceed as a meeting of the Committee with those
Committee members and alternate members in attendance acting as the Committee.

PUBLIC COMMENTS - Public comments on agenda items and items under the jurisdiction
of the Committee should be made at this time.

ITEMS RECEIVED TOO LATE TO BE AGENDIZED - Determine there is a need to take
immediate action on item(s) and that the need for action came to the attention of the District
subsequent to the posting of the Agenda. (Requires a unanimous vote of the Committee)

ITEMS DISTRIBUTED TO THE BOARD LESS THAN 72 HOURS PRIOR TO MEETING --
Pursuant to Government Code section 54957.5, non-exempt public records that relate to
open session agenda items and are distributed to a majority of the Board less than seventy-
two (72) hours prior to the meeting will be available for public inspection in the lobby of the
District’s business office located at 18700 Ward Street, Fountain Valley, California 92708,
during regular business hours. When practical, these public records will also be made
available on the District’s Internet Web site, accessible at http://www.mwdoc.com.

DISCUSSION ITEM

1. STATE WATER RESOURCES CONTROL BOARD HEARINGS
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P&O Committee Meeting July 5, 2016

INFORMATION ITEMS (The following items are for informational purposes only —
background information is included in the packet. Discussion is not necessary unless a
Director requests.)

2.

3.

SUMMARY OF RECENT DOHENY COST WORKSHOP
MWDOC LETTER TO THE REGIONAL BOARD ON THE POSEIDON PROJECT

STATUS REPORTS

a. Ongoing MWDOC Reliability and Engineering/Planning Projects

b WEROC

C. Water Use Efficiency Projects

d Water Use Efficiency Programs Savings and Implementation Report

REVIEW OF ISSUES RELATED TO CONSTRUCTION PROGRAMS, WATER USE
EFFICIENCY, FACILITY AND EQUIPMENT MAINTENANCE, WATER STORAGE,
WATER QUALITY, CONJUNCTIVE USE PROGRAMS, EDUCATION, DISTRICT
FACILITIES, and MEMBER-AGENCY RELATIONS

ADJOURNMENT

NOTE:At the discretion of the Committee, all items appearing on this agenda, whether or not expressly

listed for action, may be deliberated, and may be subject to action by the Committee. On those
items designated for Board action, the Committee reviews the items and makes a
recommendation for final action to the full Board of Directors; final action will be taken by the
Board of Directors. Agendas for Committee and Board meetings may be obtained from the
District Secretary. Members of the public are advised that the Board consideration process
includes consideration of each agenda item by one or more Committees indicated on the Board
Action Sheet. Attendance at Committee meetings and the Board meeting considering an item
consequently is advised.

Accommodations for the Disabled. Any person may make a request for a disability-related
modification or accommodation needed for that person to be able to participate in the public
meeting by telephoning Maribeth Goldsby, District Secretary, at (714) 963-3058, or writing to
Municipal Water District of Orange County at P.O. Box 20895, Fountain Valley, CA 92728.
Requests must specify the nature of the disability and the type of accommodation requested. A
telephone number or other contact information should be included so that District staff may
discuss appropriate arrangements. Persons requesting a disability-related accommodation
should make the request with adequate time before the meeting for the District to provide the
requested accommodation.
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MUNICIPAL
WATER
DISTRICT Item No. 1

OF
ORANGE

COUNTY

DISCUSSION ITEM
July 6, 2016

TO: Planning & Operations Committee
(Directors Dick, Hinman, Finnegan)

FROM: Robert Hunter Staff Contact: Harvey De La Torre
General Manager

SUBJECT: STATE WATER RESOURCES CONTROL BOARD HEARINGS

STAFF RECOMMENDATION

Staff recommends the Planning & Operations Committee review and discuss this
information.

SUMMARY

This report provides a summary of the State Water Resources Control Board (1) Public
hearing, held on June 22, regarding the proposed drinking water fee regulations; and (2) the
July 26, Public Hearing on the petition request to change the Point of Diversion.

REPORT

SWRCB Proposed Drinking Water Fee Regulations

On June 22, 2016, the California State Water Resources Control Board (State Board) held a
public hearing in regards to the State Board’s proposed fee regulations for its Drinking
Water Program (Program), as required by SB 83 (2015). The fees collected are to
reimburse the State Board’s costs in administering the Safe Drinking Water Act that
regulates public water systems throughout the State of California.

Although the proposed fees seek to recover the total costs of the program, the
recommendation to shift a large portion of the program’s costs onto the larger system with
no nexus to cost of service does create inequity among the different size water systems.

Budgeted (Y/N): N Budgeted amount: n/a Core _X_ Choice __

Action item amount: n/a Line item:

Fiscal Impact (explain if unbudgeted):
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Based on the Board’s request, MWDQOC, along with five other member agencies’, joined in
on our comment letter to the State Board (see attached). In addition, Syrus Devers of BBK
testified at the June 22 public hearing on behalf of MWDOC.

Below are the key points Mr. Devers made at the hearing:

e MWDOC has a unique perspective since it represents all of Orange County,
which includes everything from very large water districts to districts with less than
10,000 service connections.

e MWDOC supports ACWA'’s alternative proposal of a declining per-connection fee
structure for large water systems because it sets fees for the Drinking Water
Program at levels that better reflect the costs of service that large systems place
on State Board'’s resources.

e MWDOC is concerned about the disparate impacts between large and small
districts caused by the staff proposal. For it is not fair or reasonable to raise the
fees on only the large systems. Smaller water systems need to pay their fair
share of the program costs and be assessed the increase in fees according to
the benefits and services they receive from the program.

e The State Board proposal adopts a linear model where fees increase in direct
relationship to the number of service connections. This ignores the economy of
scale achieved by larger water districts, and results in extreme fee increases that
are out of proportion to the fees currently being paid.

e By providing more rate tiers, and a lower fee-per-connection in the top tier, the
alternative proposal more fairly distributes the cost of the program across water
systems of all sizes, avoids extreme fee increases as compared to current levels,
and still adequately funds the Program.

We estimated that there approximately 15 speakers that provided comments to the Board,
including Metropolitan and ACWA.

Below are the next steps:

Estimated Timeframe (2016)

Water Board Receives Comments: End of Public June 22. 2016
Comment Period and Public Hearing ’

Water Board Considers Comments on or after June 23, 2016

Board Meeting - Consideration for Adoption September 20, 2016

! The five member agencies included in MWDOC’s comment letter to the State Board include: El Toro
Water District, South Coast Water District, Yorba Linda Water District, and the Cities of Garden Grove
and Fountain Valley.
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Regulations Become Effective January 1, 2017

State Board Public Hearing on the petition request to change the Point of Diversion

One of the key California WaterFix Project permits is the approval by the State Board in
changing the point of diversion for the State Water Project and the Central Valley Project. It
is a water right permit for new points of diversion for the project’s three new intakes.

Earlier this month, the State Board established a revised schedule for the public hearing to
consider the petition. Due to the complexity of the issue and the number of speakers, the
State Board will take the hearing into three parts (1A, 1B, and 2).

On July 26, 2016, Part 1A of the hearing will be a technical presentation on the project
description, engineering design & modeling, and project operations. Moreover it will focus
on the effect of the three new points of diversions on other legal water right holders. It will
include testimony from State Natural Resource Secretary John Laird, DWR Director Mark
Cowin, and Bureau of Reclamation representatives to address the questions:

e Do these new diversions alter water flows or affect water quality in a way that injures

any legal user of the water?
¢ Does the project in effect initiate a new water right?

Part 1B will have all other parties (estimated to be over 100) present their evidence on
addressing these questions and the project operations. Part 1B will commence on October
20, 2016 and opening briefs for Part 1B are due September 1, 2016.

After the finalization of the Environmental Impact Report and Biological Opinions, which is

expected in early 2017, Part 2 will review the impacts to fish and wildlife and will develop
“appropriate flow” criteria.
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MURNICIPAL
WATER
DISTRICT

COUNTY

Street Address:
18700 Ward Street
Fountain Valley, California 92708

Mailing Address:
P.0. Box 20895
Feuntain Valley, CA 92728-0895

(714) 863-3058
Fax: (714) 964-3389
www.mwdoc.com

Wayne S, Osborne
President

Brett R. Barbre
Vice President

Larry D. Dick
Director

Joan C. Finnegan
Director

Susan Hinman
Director

Sat Tamaribuchi
Director

Jeffery M. Thomas
Director

Rebert J. Hunter
General Manager

MEMBER AGENCIES

City of Brea

City of Buena Park

East Orange County Water District
El Toro Water District

Emerald Bay Service District
City of Fountain Valley

City of Garden Grove

Golden State Water Co,

Clty of Huntington Beach
Irvine Ranch Water District
Laguna Beach County Water District
City of La Habra

City of La Palma

Mesa Water District

Moulton Niguel Water District
City of Newport Beach

City of Orange

Orange County Water District
Cily of San Clemente

City of San Juan Capistrano
Santa Margarita Water District
City of Seal Beach

Serrano Water District

South Coast Water District
Trabuco Canyon Water District
Cily of Tustin

City of Westminster

Yaorba Linda Water District

June 22, 2016

Jeanine Townsend, Clerk to the Board
State Water Resources Control Board
1001 | Street, 24th Floor

Sacramento, California 95814

Dear Ms. Townsend,

Re: Municipal Water District of Orange County’s comments on
the Proposed Drinking Water Fee Regulations

The Municipal Water District of Orange County (MWDOC) would like to
thank the State Water Resources Control Board (State Board) for giving
us the opportunity to submit comments on the Proposed Drinking Water
Fee Regulations (Proposal). MWDOC, a wholesale water agency to 28
cities and water agencies in Orange County, provides over 220,000
acre-feet of imported water per year, which is slightly less than half of
the County's water demand. We are also a member of the Metropolitan
Water District of Southern California (MET), which is the nation’s largest
wholesaler of urban water supply.

We recognize the importance of the State Board'’s Division of Drinking
Water's (DDW) role and responsibility in ensuring safe, reliable drinking
water throughout the State of California. Moreover, we understand the
current fees do not generate sufficient revenue to cover the existing
Drinking Water Program’s (Program) costs. Therefore, we support the
effort to establish new fee regulations to properly recover the Program’s
total cost of service. However, we suggest the Proposal require
additional revisions and modifications to achieve the State Board's goal
of creating a more equitable source of funding that MWDOC and other
water agencies can support.

Below are MWDOC's comments to the proposed drinking water fee
regulations:
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State Water Resources Control Board
Page 2
June 22, 2016

The proposed fee regulations create inequity among the different size water
- systems.

MWDOC finds the proposed per connection fee decrease, from $6/connection to
$4/connection for smaller water systems?, to be counterproductive as the current
fees do not sufficiently recover the Program’s costs. Moreover, we find the DDW
spends significantly more time and resources (approximately $60 per service
connection) to provide regulatory and technical review for smaller water systems,
which creates an imbalance between the fees charged and the benefits/services
received among the different water systems. As a result, the allocation of
increased fees for large water systems not only lacks the cost of service nexus
but in fact creates more inequity. Typically, larger water systems have in-house
resources and staff that reduce the need for DDW's program services, but the
Proposal substantially increases the fees for larger water systems when no
additional services or benefits will be received.

MWDOC supports the Association of California Water Agencies’ (ACWA)
alternative proposal of declining per-connection fees for large water systems with
a modification that increases fees for smaller systems.

MWDOC finds ACWA's alternative proposal of a declining per-connection tier
structure more equitably allocates costs for large water systems. It accounts for
the economies of scale in determining the level of fees by recognizing the fact
that larger water systems have additional resources and staff that reduces the
need of DDW program services while still maintaining an adequate funding level
for the program to operate.

However, because the cutrent fees have not collected the necessary funds to
fully recover the Program’s costs from both the large and small water systems,
we believe there should be increases for small water systems. It is not fair or
reasonable to raise the fees on only the large water systems. Smaller water
systems need to pay their fair share of the program costs and be assessed the
increase in fees according to the benefits and services they receive from the
Program.

There are many small systems that can afford an increase and do not need to be
subsidized. However, it is important to note that MWDOC does not identify small

! Small water systems are defined as community water systems that serve 1,000 service connections or less; and
large water systems are community water systems that service more 1,000 service connections
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State Water Resources Control Board

Page 3

June 22, 2016
and disadvantaged communities to be similar. We believe it is justifiable to
provide a discounted per connection fee for disadvantaged communities (those
with household incomes less than 60 percent of the statewide median) that
require more assistance because of limited technical and/or financial resources.

Revise the wholesaler’s fee structure to include a base fee plus hourly-fee-for-
serve charge.

As a wholesale water agency, we understand that wholesale water systems can
vary widely in their complexity and services provided. As such, the proposed fee
regulations to charge wholesalers based on “total production” can be
problematic. The numerous changes from year to year, due to water fluctuations
in supplies and demands, can greatly affect the Program’s revenue stability. In
addition, total production can result in a situation whereby consumers pay
multiple times for the same delivery of water for situations where there are
intermediary wholesalers, such as within the MET service area. This results in
duplicate fees that are not representative of the DDW's cost of service. To avoid
such problems, MWDOC recommends setting a fee structure with a base fee
plus hourly fee for service. It would prevent overcharging for the same delivery of
water and ensure stable revenue and correlate with actual cost of service.

In conclusion, MWDQOC supports the development of new fee regulations that fully funds
the total costs of the Program. However, the State Board's Proposal needs further
revisions and modifications to ensure costs are allocated in a fair and equitable manner,
preventing the double billing and cross-subsidization among the different water
systems. Therefore, we ask the State Board to work with the technical workgroup on
revising the fee regulations similar to ACWA'’s alternative proposal of a declining tier
structure, and modify the fee-for-service model for wholesale water system.

If you have any questions, please contact me at (714) 593-5026 or at
rhunter@mwdoc.com.

Sincerely,

Robert J. Hunter Andrew Brunhart

General Manager General Manager
Municipal Water District of O.C. South Coast Water District

" F SOUNTY
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State Water Resources Control Board
Page 4
lune 22, 2016

Robert R. Hill Marc Marcantonio
General Manager General Manager
El Toro Water District Yorba Linda Water District

) [

Cel Pasillas Mark Sprague
Interim Water Manager Utilities Manager
City of Garden Grove City of Fountain Valley

MUNICIPAL WATER DISTRICT OF ORANGE COUNTY
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MUNICIPAL

WATER Item No. 2
DISTRICT

OF
ORANGE
COUNTY

INFORMATION ITEM
July 5, 2016

TO: Planning & Operations Committee
(Directors Dick, Hinman, Finnegan)
FROM: Robert Hunter, General Manager
Staff Contact: Karl Seckel

SUBJECT: SUMMARY OF RECENT DOHENY COST WORKSHOP

STAFF RECOMMENDATION

Staff recommends the Planning & Operations Committee receives and files the report.

COMMITTEE RECOMMENDATION

Committee recommends (To be determined at Committee Meeting)

OVERVIEW

On June 22, South Coast Water District held a Workshop on the Doheny Ocean
Desalination Project where they discussed the project delivery options and their consulting
team from GHD presented their current cost estimate for three variations of the project. The
Workshop was well attended and besides Karl Seckel and Director Susan Hinman from
MWDOC, included representatives from MNWD, SMWD, San Juan and San Clemente.
GHD provided input to the Board on delivery of the project with information they had gotten
from contractors, DBO teams and financial consultants. They also provided the initial
updated cost estimate (the full details are still being evaluated) and they considered many
financial issues with respect to the cost of the project. They did not get into what would
consist of the justification for the project other than to compare the cost of the project to the
cost of MET water. For their base financial analysis:

e They assumed 2% financing via SRF funding
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e For the 15 mgd project, when accounting for their suggested financing terms and the
updated MET incentive (up to $450 per AF) the GHD “NET project costs” were very
similar, but slightly higher (about $100 per AF or so) compared to what MWDOC
had previously developed. They have initially assumed they would need permanent
Fe and Mn treatment facilities whereas our final plan was to pump out and dispose
of the water containing large amounts of Fe and Mn.

They outlined three projects:

1. 5 mgd with infrastructure expandable to 15 mgd

2. 15 mgd project

3. 4 mgd project not as expandable, more just for South Coast only

One of the interesting pieces of input they got from their survey work is that the DBO teams
were not keen on taking on the risk of the slantwell water production and water quality. The
perception out there is that this is NEW technology and so the risk should remain with the
agency. It was recognized that the work proceeding in Monterey may eliminate this
perception as it proceeds along.

The GHD team did a good job of running through the slides to help the board understand
the various financial issues. They asked the Board to weigh in on the myriad of variables to
help focus GHD’s upcoming efforts since there are so many variables in the financial
equation. The Board will provide input at a subsequent meeting.

Attached are the presentation slides from the meeting.
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SOUTH COAST 4%
WATER DISTRICT i

: - ; —
Partnering With The Community

Doheny Desalination Project

Project Delivery Method
Board of Directors Workshop #2

June 22, 2016

[]
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Agenda

* High Level Recap of Project Delivery Board Workshop #1

* Review of Project Delivery Market Survey

* Preliminary Cost Estimates, 5 MGD and 15 MGD Production
Capacity

* Financial Analyses
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Workshop #1 High Level Recap

* Operation & Maintenance

» Asset Ownership

* Timing & Approach to Project Phasing

» Funding Approach

* Risk Allocation

* Project Delivery Models
» Design Build with a short operation period: “DBo”
» Design Build with full private sector Operation and Maintenance: “DBOM”
» Full private sector delivery, including financing: “PPP”
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Results of Market Survey

 Developed questions related to 5 MGD Seawater Desalination Project
Delivery and Risk Allocation

» Delivered to firms experienced in delivering seawater desalination projects
and executing P3 projects both in California and abroad

 Received 8 responses from an even blend of General Contractors, RO
Process Providers/O&M Companies, and Financiers

Relatively Consistent Responses

Many of these Organizations Are Eager for the Project to proceed and to be
asked to bid. (This is good news!)
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Feedback: Financing and PPP

« The 5MGD project is small for a pure private sector funded PPP. Cutoff
values of $100 million or more were mentioned. Projects toward $1 billion

were mentioned as more the optimum range. This aligns with GHDs
experience.

 PPP will incur a longer transaction time and higher transaction costs. The
advice varies on the time, but in excess of 6 months additional time.
Additional transaction costs for all parties for legal fees, and additional
margins for various additional entities.
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Feedback: Scope and Risk

 Many responses insisted that the District take responsibility/risk for the Slant
Wells and in particular the water quantity and quality produced by them.

» Responses varied on the question of length of operation term. Arguments
were made for longer and shorter.

Page 17 of 114



Slant Well Production and Water Quality

» |f the water from the Slant Wells has a quality as predicted in the modelling,
including an improvement over time, then there is an argument to reduce the

cost of pre-treatment, and therefore the cost of water.

* The responses from the private sector suggest this is a risk they will not be
willing to take. So this is a key area where the district must form its own

view on the risk/reward equation.
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Feedback: Innovative Concepts

Some innovative Concepts were raised in the feedback:

» Using SRF Loan as part of a PPP deal. Further investigation is needed to
understand if this is possible, and the risk transfer in this arrangement.

» Having the District build the wells, and the remainder as a PPP deal.

» Loading financing costs into the future cost of water, so that the near term
cost is lower, and the long term cost is higher. This will raise the final total
NPV, but reduce the near term premium in cost above the MET rate.
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Summary of Feedback

 PPP will add to the cost of water over the life of the project, largely due to
the size of the project having to absorb the transaction costs.

* Finding a way to minimize the risk (or perception of risk) related to the water
guality from the slant wells will reduce the risk investment from contractors
and reduce the cost of water.

* |n any case, the choice is actually open, as the market will accept full or part
PPP, or short or long term DBO.
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Market Survey
Project Basis

 Phase One — 5 MGD Production Capacity

e ~$90 million Capital Cost

e ~$5 million Annual Operating Cost

« Slant Wells, Raw Water Conveyance Pipeline, Desalination Facility
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Market Survey
Question 1

Which of these contract mechanisms would be a preference for your company?
Please include specific reasons and the benefits to the District.

Question #1

mDBo
mP3
EDBOM

mP3 - Desal
Plant Only

10
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Market Survey
Question 2

In your view which of these mechanisms is most suitable for a contract of this
size and scope?

Question #2

EDBo
m P3 Share Risk
mP3

11

[]
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Market Survey
Question 3

Would you need to create some form of alliance or joint-venture with other
companies to be able to bid for a project under each of these mechanisms?

Question #3

m No, but would
take on local
partners

12
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Market Survey
Question 4

Do you think any of these mechanisms would be more suited to this project if it
was smaller or greater in value? If so please provide a sense of the value of the
cut-off for such a decision?

Question #4

= P3 limited to Desal Plant
= $150M
15-20 MGD
= $50M
= $100M
= $200M

13

[]
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Market Survey
Question 5

The Project includes pipelines, subsurface slant wells, and the desalination
plant itself. In your view should these different elements be combined into one
project, or do you believe they should be separate contracts?

Question #5

m2o0r3
m2
ml

14
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Market Survey
Question 6

Slant wells are a relatively new approach for seawater desalination. What is
your view of the risks associated with these, and how any such risks for both
construction and operation should be handled in the contract(s)?

Question #6

mNone

m District Should Take
Risk on Water Quality
and Water Quantity

15
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Market Survey
Question 7

Do you have a view on the time frame for executing the contract based on
these different approaches?

Answers varied

16
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Market Survey
Question 8

The timeframe for executing future expansion phases is not currently known.
How does this level of uncertainty affect your preference towards a project
delivery method?

Answers varied

17
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Preliminary Cost Estimates

18
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Preliminary Cost Estimates

Project # 1

5 MGD Production Capacity Seawater Desalination Facility with Common
Infrastructure for Future Expansion
» Certain areas of the project are sized for Ultimate Buildout of 15 MGD
o Raw Water Conveyance Pipeline
RO Building and Electrical Building Structures
Product Water Storage Tank
Brine Disposal Tank
Chemical Storage Facilities

O O O O

Project # 2
15 MGD Production Capacity Seawater Desalination Facility

Project # 3
4 MGD Production Capacity with Minimal Additional Infrastructure

= 19
S
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Project Area
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Preliminary e I
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Overview
Raw Water Pipeline Alignments
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Preliminary Plant Site Layout

. THIS DRAWING |5 INTENDED AS AN EXAMPLE LAYCUT OF THE
DOHENY OCEAN DESALINATION PROJECT. PROCESS DIMENSIONS
AND LAYOUT ARE PRELIMINARY.

BOLD LNED PROCESSES ARE PHASE 1 (-5 MGD) OTHER PROCESSES
ARE TO BE ADDED WITH BUILD-OUT TO 83 MGD.

. FLOCCULATORS AND SEDIMENTATION EASIN MAY BE NCLUDED

BASED ON UPDATED FEEDWMAATER OUALITY PREDICTIONS.
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Preliminary Catalytic Media Filters

ISOMETRIC VIEW A
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Preliminary
RO Building (15 MGD Full Build Out - Approx. 400 ft x 120
ft)
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EQUIPMENT ISOMETRIC VIEW A

RO Building - 15 MGD

Overview
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Preliminary 2.75 MG Product Water Tank
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Preliminary Chemical Storage Area
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Preliminary Cost Estimate

Project #1
5 MGD with Additional Infrastructure

Items sized for ultimate capacity of 15 MGD: 1 Slant Well Intake _ $13.326,000
. . (3 duty/1 standby slant wells, pump, electrical)
¢ Raw water conveyance plpellne
. o Raw Water Conveyance Pipeline
» RO & Electrical Building Structures (el Fenk R Alrman) $9,169,000
* Product Water Storage Tank Site Work
; ; 3 (Soil overex/recompact, grading, drainage, yard piping, concrete, $ 16,577,000
* Brine Disposal Tank ot0)
» Chemical Storage Facilities ) Buildings 53.005.000
(RO Building, Admin/Control Building, Electrical Building) D
5 Electrical Equipment $4.424.000
I[ron and Manganese Pretreatment assumes (Transformers, switchgear, MCC, allowance for SDG&E) T
worst case level of treatment.
Iron and I\./Iangan.ese Pre.treatment Syst(?m - $7,200,000
(Flocculation/Sedimentation and Catalytic Media Filtration )
Reverse Osmosis Treatment System
7 . . $9,152,000
(2 Trains of SWRO and Partial Second Pass RO)
P ) .
ost Treatment with Calcite Contactors $785,000
(Calcite contact vessels)
Chemical Storage and Dosing Facilities
- (Chemical storage tanks, dosing pump skids, ancillaries) $1,115,000
Solids Handling Facilities
10 L . $730,000
(Clarifier, Centrifuge, etc.)
1 Brine Disposal Facilities via Existing Ocean Outfall $1.382.000
(0.5 MG storage tank, pump station and connection to outfall) D
Product Water Storage Tank and Distribution Pumps
12
e 29 - (2.75 MG storage tank and product water pumps) $2,692,000
[— Subtotal Construction Line Item Costs $70,500,000
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Preliminary Cost Estimate

Project # 2
15 MGD

Slant Well Intake
(7 duty/2 standby slant wells, pump, electrical)

Raw Water Conveyance Pipeline
(Doheny Park Road Alignment)

Site Work

(Soil overex/recompact, grading, drainage, yard piping,
concrete, etc)

3

Buildings
(RO Building, Admin/Control Building, Electrical Building)

Electrical Equipment
(Transformers, switchgear, MCC, allowance for SDG&E)

Iron and Manganese Pretreatment System

Reverse Osmosis Treatment System
(SWRO and Partial Second Pass RO)

Post Treatment with Calcite Contactors
(Calcite contact vessels)

Chemical Storage and Dosing Facilities
(Chemical storage tanks, dosing pump skids, ancillaries)

Solids Handling Facilities

(Clarifier, Centrifuge, etc.)

Brine Disposal Facilities via Existing Ocean Outfall

Product Water Storage Tank and Distribution Pumps
(2.75 MG storage tank and product water pumps)

Subtotal Construction Line ltem Costs

(0.5 MG storage tank, pump station and connection to outfall)

$29,962,000

$9,169,000

$ 16,577,000

$3,948,000

$11,772,000

$21,600,000

$24,289,000

$2,075,000

$1,789,000

$1,411,000

$1,459,000

$3,476,000

$127,527,000

30
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Preliminary Cost Estimate

Project 3

4 MGD w/minimal Additional Infrastructure

* Minimal components sized for ultimate
capacity

» Reduced standby capacity

31

Item No

Slant Well Intake
(3 duty/ 0 standby slant wells, pump, electrical)

Raw Water Conveyance Pipeline, Smaller Diameter
(Doheny Park Road Alignment, Ability to Pipe Burst)

Site Work

etc)
Buildings

(5 MGD Size RO Building, Admin/Control Building, Electrical
Building)

Electrical Equipment
(Transformers, switchgear, MCC, allowance for SDG&E)

Iron and Manganese Pretreatment System
(Flocculation/Sedimentation and Catalytic Media Filtration )

Reverse Osmosis Treatment System
(2 Trains of SWRO and Partial Second Pass RO)

Post Treatment with Calcite Contactors
(Calcite contact vessels)

Chemical Storage and Dosing Facilities
(Chemical storage tanks, dosing pump skids, ancillaries)

Solids Handling Facilities

(Clarifier, Centrifuge, etc.)

Brine Disposal Facilities via Existing Ocean Outfall
(0.1MG storage tank, pump station and connection to outfall)

[N

= =

Product Water Storage Tank and Distribution Pumps
(2.75 MG storage tank and product water pumps)

13 Subtotal Construction Line Item Costs

(Soil overex/recompact, grading, drainage, yard piping, concrete,

$10,099,000

$8,420,000

$14,744,000

$2,897,000

$4,106,000

$6,936,000

$9,152,000

$785,000

$969,000

$667,000

$575,000

$1,362,000
$60,712,000
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Contingency, Contractor OH&P, Engineering

» Developed Three Example Scenarios

 1: District does further technical work to reduce unknowns, District
finances entire project, and assumes Risk related to slant wells

» 2. Same as 1, but District does less upfront work to quantify
unknowns

» 3: Project is executed under a full P3 with all Risk assumed by the
contractor. No additional work is done by District to quantify

unknowns

a0 2|3
Contingency 12.5% 15% 25%
Allowance for

“Known 3% 8% 10%
Unknowns”

ConFractor OH, 10% 12% 15%

Profit, Taxes

Engineering 6% 7% 12%

[ 32
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Preliminary Cost Estimate
Contingency — Case 1

Construction Line Item Cost (Project Size 1 — 5 MGD) $70,500,000
14 Contingency 12,5 $8,813,000 $79,313,000 12.5% of Item 13

15 Allowance for “Known Unknowns” 3 $2,115,000 $81,428,000 3% of Item 13

10% of Subtotal in ltem

16 Contractor OH&P 10 $8,143,000 $89,571,000 15

17 Engineering 6 $4,230,000 $93,801,000 6% of Iltem 13
18 Total Construction Cost: $93,801,000
19 -15%: $79,731,000

20 +20%: $112,561,000

+/- inline with AACE Class 3 Estimate (-10% to -20% on
the low side, and +10% to +30% on the high side.)

33
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Preliminary Cost Estimate
Contingency - Case 2

Construction Line Item Cost (Project Size 1 — 5 MGD) $70,500,000

=
w

IR

Contingency 15 $10,575,000 $81,075,000 15% of Item 13

Allowance for “Known Unknowns” 8 $5,640,000 $86,715,000 8% of Item 13

12% of Subtotal in Item

Contractor OH&P 12 $10,406,000 $97,121,000 15

Engineering 7 $4,935,000 $102,056,000 7% of Item 13

-
@

Total Construction Cost: $102,056,000

I

-15%: $86,748,000

+20%: $122,467,000

34
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Preliminary Cost Estimate

Contingency - Case 3

13 Construction Line Item Cost (Project Size 1 — 5 MGD)

Contingency

Allowance for “Known Unknowns”

Contractor OH&P

Engineering

Total Construction Cost:

-15%:

+20%:

25

10

15

12

$17,625,000

$7,050,000

$14,276,000

$8,460,000

$70,500,000

$88,125,000

$95,175,000

$109,451,000

$117,911,000

$117,911,000

$100,224,000

$141,493,000

25% of Item 13

10% of Item 13

15% of Subtotal in Iltem
15

12% of Item 13

35
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Preliminary Cost Estimate

Summary Table

Project #1

5 MGD
w/Expansion

Project #2
15 MGD

Construction Line
ltem Cost

Contingency(15%)

Allowance for “Known
Unknowns”(8%)

Contractor OH&P
(12%)

Engineering (7%)

Total
Construction
Cost

-15%
+20%

$70.5M

$10.6M
$5.6M

$10.4M

$4.9M

$102 Million

$86.7M
$122.5M

Scenario 2 Contingency Levels

$127.5M

$19.1M
$10.2M

$18.8M

$8.9M

$185 Million

$156.9M
$221.5M

Project #3
4 MGD
(w/Min. Add. Infr.)
$60.7M
$9.1M
$4.9M
$8.9M
$4.3M
$88 Million
$74.7TM
$105.5M
36

Page 48 of 114



[]

Economics
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Economics

Capital Cost

Operating Cost

Areas of Uncertainty

Different Project Sizes

Financing Cost

Different Procurement Models
Comparison of Unit Costs ($/Acre-Foot)

38
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C ap ital Project CAPEX breakdown

COSt 100% W Engineering
B re akd owvn o0 - B Contractor Overheads & Profit
= Allowance for "Known Unknowns"
80% - Contingency
1% 0.8% B Product Water Storage Tank and Distribution Pumps
" 1.2% 0.8% W Brine Disposal Facilities via Existing Ocean Qutfall
60% - B Solids Handling Facilities
B Chemical Storage and Dosing Facilities
50% -
B Post Treatment with Calcite Contactors
40% - W Reverse Osmosis Treatment System
1 Iron and Manganese Pretreatment System
30% - N Electrical Equipment
20% - M Buildings
i Site Work
10% - B Raw Water Conveyance Pipeline
@ 0% - B Slant Well Intake 39
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Key Areas Which Vary Capital Cost

Geophysics for offshore work and Geotechnical for plant site.
Pre-treatment approach.
Risk transfer and project delivery approach.

40
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_ 100%
Operating
Costs 9

Breakdown .

70%
60%
50%
40%
30%
20%

10%
41

[]

0%

OPEX Breakdown

2%
1%

3%
0%

¥ Land Opportunity Cost

M Insurance

M Lab Testing

® Membrane Replacement

1 Maintenance

W Staffing

1 Other variable costs

M Brine disposal

Sludge disposal

B Chemical costs

W Power
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Key Areas Which Vary ‘Operating’ Cost

» Power cost (this will be examined in more detail later in this presentation)

» Sludge disposal (which is related to pre-treatment)

 Amount of use of plant. (If plant used at full capacity all the time, then fixed
costs per AF are lowest possible).

42
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Financing Cost lllustration
5 MGD Project

Annual repayment
for One Example

30 year NPC ($ Million) Comment

Description

Option 1 g(: ndard loan, fixed interest rate at $4.5 million $75 Lowest Cost Option
PPP - Combination of debt and Equity stake by project partner
. equity loan, fixed interest rate for - in PPP can help align
Option 2 both. 30% Equity at 10%, and $6.3 million $100 incentives for efficient project
Remainder at 4% delivery
PPP - "Back-ended" finance Can distribute capital
Obtion 3 approach with 10 year loan $3.1 million initially, $115 repayments favorably however
P repayment free period at beginning then $10 million additional cost over life of
of project project
p—
43
1
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Variation in Costs with Different Decisions

» Capital cost per acre-foot varies with project size and risk decisions.
» Operating costs can vary particularly with power costs.
* Financing costs can change based on approach.

Private sector delivery could alter the mix, for example with lower capital costs
due to risk acceptance, but higher financing costs.

44
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Impact of Choices

* The following handouts illustrate the effect on the project cost of altering
different aspects of the project.

* Note that with three areas (capital, operating and financing) and many
variables in each, the number of combinations is high.

45
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Economic Analysis Handouts

46
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What Conclusions Can We Draw?

e Larger project saves in unit cost.
* With current SRF loan rates: harder to justify private financing.
* Power cost is a significant factor.

» Cost difference between base case and MET price become neutral in NPV
terms over time.

47
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Project Delivery

* Project size for 5 MGD does not seem very attractive to PPP market.
 For 15 MGD, moving to size where PPP might be more attractive to market.

* Financial analysis suggests PPP market will have to find funds at SRF loan
rates (say 2%), and also find sufficient savings in project execution to make
up for need to get return on equity.

48
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A Possible Approach

* Technical Risk is much lower once 5 MGD is proven.
 Execute 5 MGD now as SRF funded DBO with shorter O period.

» Determine if other agencies are interested in 15 MGD as 5 MGD is being
built and operated.

e Subsequent 15 MGD project may yield additional cost savings.
» Decision as to project financing approach can wait until CEQA completion.

49
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Doheny Desalination Project
Preliminary Economics




Outline

 Capital Cost

* Operating Cost

* Costs per Acre-foot
* Sensitivity Analysis
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Capital Cost

Breakdown

90%

80%

70%

60%

50%

40%

30%

20%

10%

0%

1.5%

1.2%

Project CAPEX breakdown

0.8%

0.8%

M Engineering
m Contractor Overheads & Profit
= Allowance for "Known Unknowns"
Contingency
B Product Water Storage Tank and Distribution Pumps
M Brine Disposal Facilities via Existing Ocean Qutfall
B Solids Handling Facilities
m Chemical Storage and Dosing Facilities
B Post Treatment with Calcite Contactors
B Reverse Osmosis Treatment System
I Iron and Manganese Pretreatment System
M Electrical Equipment
M Buildings
I Site Work
B Raw Water Conveyance Pipeline

m Slant Well Intake
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Operating
Costs
Breakdown

100%

90%

80%

70%

60%

50%

40%

30%

20%

10%

0%

OPEX Breakdown

m Land Opportunity Cost

¥ Insurance

M Lab Testing

B Membrane Replacement

= Maintenance

m Staffing

1 Other variable costs

M Brine disposal

Sludge disposal

m Chemical costs

H Power
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COStS p e r AC re'fO Ot Project costs per AF

Capital cost becomes an annual repayment based on financing
approach.

Power cost is based on power use and cost per kW hr.

Fixed Costs (like staffing and maintenance) (FC) . .
Variable Costs (like sludge disposal and chemical costs) (VC)
These costs are then divided by the annual production in acre- I

feet to give the cost per AF.

2020 2030 2040

M Capital repayments ™ Power costs ™ Other VC HFC
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All of these Vary over Time and For different
Assumptions

e Capital cost varies with different assumptions, including the size of
the project.

* Power cost varies with the tariff.
* Financing cost varies with funding approach.
* Operating costs vary with inflation.
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Spreadsheet Model

* A spreadsheet model has been built which incorporates all these
variables.

* It can be ‘run’ to give costs per AF for different scenarios.
* Here it is:
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Cost per AF over Time

* The following slides show how the cost of water is built up.
* They also show the MWD costs for comparison.
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Case One Assumptions

Many different cases can be analyzed. The following slides illustrate
Case One.

 Plant size = Project One (5 MGD with Infrastructure sized to 15 MGD).
* Funding = 2% p.a. fixed over 30 years.

* Power = 12 ¢/kWhr then escalating at 2%.

* 5 MGD at 95% Load Factor = 5300 AF/yr
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MWD Costs: Uses Published Rates for 10 4% Chosen to match recent MWDOC
years, then Escalated at 4% per annum. reliability study.

$5,000

$4,500

$4,000 i -
$3,500 e '

$3,000 L :

$2,500 L=

$2,000 e

— = MWD Water
$1,500 et e o= ] Costs

S per acrefoot (nominal, not discounted)

$1,000

$500

T S R A K. S S S VR, VR, S MR SRR ~JA W SR - SN S R VN, S I SR T WK S S S VR VDR N VY
S R A A R S A L S A g e I A R O MR IR IR S g
S NN NNNNRN I RN NI IR RN S S N S S S S XN A S GRS GRS G I SRR IS
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This slide adds the capital repayments for the Case One Plant at 2% per annum
fixed for 30 years, divided by the AF per year production.

$5,000

$4,500

$4,000 -
$3,500 =

$3,000 =

L= — -~ MWD Water

$2,500 | T Costs

$2,000 =

§1,500 o= _

e —1"
.. -—

S per acrefoot (nominal, not discounted)
\

1,000
PLO00 e L L T T ] - Capital

\ repayments
$500 \

T S R A K. S S S VR, VR, S MR SRR ~JA W SR - SN S R VN, S I SR T WK S S S VR VDR N VY
S R A A R S A L S A g e I A R O MR IR IR S g
S NN NNNNRN I RN NI IR RN S S N S S S S XN A S GRS GRS G I SRR IS
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S per acrefoot (nominal, not discounted)

This slide adds the power costs at an initial rate of 12 ¢/kWhr, escalating at 2%

p.a.
$5,000
$4,500
./.
$4,000 Rl
.'/
.~
.~
-'/.
-~
$3,000 = — -+ MWD Water
-
PR Costs
$2,500 ../.-/
.-/
.'/
$2,000 R
‘/../"/ ----- Capital
$1,500 = —_ repayments
1 e e e e L s e i R
'""'""""""""""""::::::::::::Z:::=:====' """" b L ELEETEy Ty e \ \
----------------------------- \ -———--
$500 \ Power costs
‘\
\
s_ \\ __________________
Q N AV A A% 9 0 A D O 0NV DX 9500 39,9 O WD O D B> O 0 A D O O DO D N> o
R I A I A A A I I M M I I I I R I R I i i I R I i I N e M M M M P e
AT ADT AR AT AR AR AR AR AR AR AR AR AR AR AR AR AR ART ADT AR AST AR AR AR AST AR AR AT ADT AR AR AR AR ADT AT AP
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S per acrefoot (nominal, not discounted)

$5,000

$4,500

$4,000

$3,500

$3,000

$2,500

$2,000

$1,500

$1,000

$500

This slide adds the remaining fixed and variable operating costs,
escalating at 2% p.a.

./.
./.
./.
./.
./.
.'/-
Y — -+ MWD Water
L~
- Costs
.'/'
.'/
../-'/ ----- Capital
2 T~ repayments
e
_/
Pt ) ) e ) Iy S Power costs
______________________________________ Other VC
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___________________________________________________ Nemmmmmmmmmm
----------------------- \
________________________________ \
""""""""" N -===-FC
)
\
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$5,000

$4,500

$4,000

$3,500

$3,000

$2,500

$2,000

$1,500

S per acrefoot (nominal, not discounted)

$1,000

$500

This shows the cost per AF for Project One (noting the assumptions prior) with
the LRP rebate included. Note that as the Project Cost approaches the MET cost,
the rebate reduces.

$475 [ af ME

|
I
I
I
I
I

R VO S M A = I IO
P &2 o > & P o> o o D P oD © & ol
AR AR AT AR AR ADT AR AR ADT AT AR AR ADT AR ADT ADT ADT AR ADT ADT AR AR ADT AT A0 A0 A7 A

T rebate ends °

" e MWD Water
=~ ! Costs

= s || eeee- Capital
repayments

----- Power costs

Other VC

\ e Total Project
X Costs incl.
--------------- rebate

PRFPFERNRRSL PGPS
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Graphs Showing Different Curves for Different
Assumptions.

The ‘base case’ in the following graphs is Project One and Case One:
* 5MGD

* 2% Fixed Loan

e 12 c per kWhr power escalating at 2%.
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Different Projects and Volumes

5 MGD 95 % 5,300
Two 15 MGD 95% 16,000
Three 4 to 5 MGD 90% 5,000
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5000

This slide shows the Cost of Water in S per AF for the three different project sizes.

reon The LRP Rebate is not included in these lines.

4000
3500

3000

esmmss 5 MGD No Rebate

15 MGD No Rebate

4 MGD No Rebate

S per Acre-Foot
N
w
o
o

2000

1500 -

1000

500

2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032 2033 2034 2035 2036 2037 2038 2039 2040 2041 2042 2043 2044 2045 2046 2047 2048 2049 2050 2051 2052 2053 2054
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S per Acre-Foot

$5,000
This slide shows the costs of water from the previous slide, adjusted to include
the LRP rebate.
The ‘rebated’ costs cannot drop below the MET rate.

$4,500
$4,000 ) 7 !
$3,500
$3,000

@ 5 MGD with Works for 15 MGD
$2,500

15 MGD

4 MGD No Works for 15 MGD

e+ MWD Costs
$2,000

$1,500

$1,000

$500
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5000

4500

4000

3500

3000

S per Acre-Foot
N
[
o
o

2000

1500

1000

500

This slide shows the effect of different power tariffs for the same project (One).

These costs include the LRP rebate.

e Power at 12 c then escalating at 2%

Power at 10 c then escalating at 2%

e« MWD Costs
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S per Acre-Foot

5000

4500

4000

3500

3000

2500

2000

1500

1000

500

This slide shows the variations in the cost of water for different financing approaches.

There are two areas which add cost: one from the need to have some return on some
amount of equity in some procurement approaches. The second is the loan rate that can be
secured. ya

@ NO Equity. Fixed Loan at 2%.

e E Uity 15% at 8% Return. 85% loaned at 4%.
e E Uity 30% at 10% Return. 70% Loaned at 4%.
=+ MWD Costs

2020

2021
2022
2023
2024
2025
2026
2027
2028
2029
2030
2031
2032
2033
2034
2035
2036
2037
2038
2039
2040
2041
2042
2043
2044
2045
2046
2047
2048
2049
2050
2051
2052
2053
2054
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$5,000

$4,500

$4,000

$3,500

$3,000

$2,500

S per Acre-Foot

$2,000

$1,500

$1,000

$500

This slide shows a project starting at 5 MGD and then expanding to 15 MGD at year
2030. The year 2030 was an arbitrary choice to illustrate the concept. The case of
staying at 5 MGD is provided for comparison.

e 5 VIGD with Works for 15
MGD

e Start at 5 MGD then
Expand at 2030

2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032 2033 2034 2035 2036 2037 2038 2039 2040 2041 2042 2043 2044 2045 2046 2047 2048 2049 2050 2051 2052 2053 2054
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S per Acre-Foot

$5,000

$4,500

$4,000

$3,500

$3,000

$2,500

$2,000

$1,500

$1,000

$500

This slide shows a project starting at 5 MGD and then expanding to 15 MGD at year 2030. The
year 2030 was an arbitrary choice to illustrate the concept. Starting at 15 MGD 2020, and the

MWD cost are shown for comparison. P
. / .

Executing the additional 10 MGD later incurs a small cost penalty due to the need to_remobilize

and other project management costs. In practice these might be offset by the,pi'sk'reduction in

getting better knowledge of the slant wells and the feed water quality., — )

- . e 5 MGD with Works for 15 MGD

15 MGD

e Start at 5 MGD then Expand at 2030
e+ MWD Costs

\ |

pv

ST T S S K S W SR SR N
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5000
s Costs per AF with different LRP rebate amounts.
4000

3500

3000

@ 5 MGD $475 Rebate

N
(%2
o
o

5 MGD $340 Rebate

15 MGD $340 Rebate

S per Acre-Foot

2000

1500

1000

500
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What Conclusions Can We Draw?

* Larger project has a lower cost per AF, due to economies of scale in
infrastructure cost.

* The ability to access SRF loans creates a financing cost which the
private financing might struggle to match.

* Power cost is a significant factor, so uncertainties here need
resolution.
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Project Delivery?

* Project size for 5 MGD is less attractive to PPP market.
* For 15 MGD the project is at the lower end of size where PPP might
be attractive to market.

e Economic analysis suggests PPP market will have to find funds at SRF
loan rates (say 2%), and also find sufficient savings in project
execution to make up for the need to get return on equity. This may

be challenging.
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A Possible Approach?

* Execute 5 MGD now as SRF funded DBO with shorter O period.

* Determine if other agencies interested in 15 MGD as 5 MGD is being
built and operated.

At later point, technical risk is lower once 5 MGD proven, and 5 MGD
project could form base for 15 MGD project. So 15 MGD project could
be a lower price than if started today.

* Decision as to procurement approach for the later stage could wait
and could involve other agencies.
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In Conclusion

* We now have an understanding of the likely costs and the economics.
* We have a model to let us explore different options and assumptions.

* We seek your input on which options and assumptions should be
tested and incorporated in a final report.
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MUNICIPAL

i R Item No. 3

OF
ORANGE
COUNTY

INFORMATION ITEM
July 5, 2016

TO: Planning & Operations Committee
(Directors Dick, Hinman, Finnegan)
FROM: Robert Hunter, General Manager
Staff Contact: Karl Seckel

SUBJECT: MWDOC Letter to the Regional Board on the Poseidon Project

STAFF RECOMMENDATION

Staff recommends the Planning & Operations Committee receives and files the report.

COMMITTEE RECOMMENDATION

Committee recommends (To be determined at Committee Meeting)

OVERVIEW

On May 6, 2015 the State Water Resources Control Board (“State Water Board”) adopted
final amendments to the California Water Quality Control Plan for Ocean Waters addressing
desalination intakes and brine discharges (the “Desalination Amendment”). The
Desalination Amendment establishes regulations for the intake and discharge from
seawater desalination facilities. The Regional Water Boards will implement the Desalination
Amendment through the NPDES permitting process. The Desalination Amendment provides
direction to the state’s nine regional water boards on the application of California Water
Code Section 13142.5(b), which provides: “For each new or expanded coastal power plant
or other industrial installation using seawater for cooling, heating, or industrial processing,

Budgeted (Y/N): n/a Budgeted amount: Core __ Choice ___

Action item amount: Line item:

Fiscal Impact (explain if unbudgeted):
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the best available site, design, technology, and mitigation measures feasible shall be used
to minimize the intake and mortality of all forms of marine life.”

In 2012, the Santa Ana Regional Water Quality Control Board (“SARWQCB”) approved
Order No. R8-2012-0007, NPDES No. CA8000403 for Poseidon Water’s Huntington Beach
Desalination Project. NPDES permits are 5-year operating permits. Poseidon’s NPDES
permit will need to be renewed in 2017 and at the time Poseidon will need to demonstrate
compliance with the State Water Board’s Desalination Amendment.

Poseidon has submitted its application to the SARWQCB for a new NPDES permit and
determination that the Huntington Beach Project complies with the Desalination
Amendment. It is anticipated that Poseidon will be before the California Coastal
Commission in September of 2016 for consideration of the project’s Coastal Development
Permit. The Coastal Commission permit and the SRWQCB permit differ in that the Coastal
Development Permit is a construction permit whereas the NPDES permit is an operating
permit.

Section M.2.b.(2) of the Desalination Amendment states: “Consider whether the identified
need for desalinated water is consistent with an applicable adopted urban water
management plan prepared in accordance with Water Code section 10631, or if no urban
water management plan is available, other water planning documents such as a county
general plan or integrated regional water management plan.”

In order to demonstrate compliance with this provision of the Desalination Amendment,
Poseidon has provided the Regional Board with a copy of MET’s Integrated Resource Plan
2015 Update, MWDOC’s UWMP 2015 Update, OCWD’s Groundwater Management Plan
2015 Update, OCWD’s Long-Term facilities Plan 2014 Update and the 2015 Water
Reliability Agreement Term Sheet between Poseidon and OCWD.

MWDOC has received a request from Poseidon to provide a letter to the SARWQCB
explaining the identification of the Poseidon Huntington Beach Project in the MWDOC
UWMP 2015 Update vis-a-vis Chapter 111.M.2b.(2) of the Desalination Amendment.

Staff has prepared a draft letter, attached, and plans on sending this to the SARWQCB this
month.

The draft letter is attached.
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June XX, 2016

Via e-mail:

Kurt.Berchtold@waterboards.ca.gov D R A F T

Mr. Kurt V. Berchtold

Executive Officer

Santa Ana Regional Water Quality Control Board
3737 Main Street, Suite 500

Riverside, CA 92501

Dear Mr. Berchtold:

I am writing regarding the Santa Ana Regional Water Quality Control Board’s
(“Regional Board”) consideration of the proposed Huntington Beach Desalination
Project.

The Municipal Water District of Orange County (“MWDOC”) is the County’s
wholesale water supplier and resource planning agency (MWDOC covers all of Orange
County with the exception of Anaheim, Fullerton and Santa Ana, serving imported
water to about 2.4 million residents). Our efforts focus on sound planning and
appropriate investments in water supply development, water use efficiency, public
information, legislative advocacy, water education, and emergency preparedness. We
are committed to providing a reliable supply of high quality water for Orange County.
Working closely with the Metropolitan Water District of Southern California (MET)
and our 28 Member Agencies, MWDOC looks for opportunities to improve Orange
County’s water resources and reliability.

On May 6, 2015, the State Water Resources Control Board (“State Water Board”) adopted
Amendments to the Water Quality Control Plan for Ocean Waters of California Addressing
Desalination Facility Intakes, Brine Discharges, and Incorporating Other Non-substantive
Changes (the “Desalination Amendment”). The Desalination Amendment took effect as new
regulation on January 28, 2016.

Chapter I11.M.2b.(2) of the Desalination Amendment states, “ Consider whether the identified
need for desalinated water is consistent with an applicable adopted urban water management
plan prepared in accordance with Water Code section 10631, or if no urban water management
plan is available, other water planning documents such as a county general plan or integrated
regional water management plan.”

In May 2016, MWDOC adopted its 2015 Urban Water Management Plan (“UWMP”’) Update.
The UWMP Update finds that MWDOC’s service area total direct and indirect demands in FY
2014-2015 was 499,120 AF, which was met by approximately 225,000 acre feet (45%) of
imported water. Under normal conditions, total direct and indirect water demands are projected
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to increase to 515,425 AF by the year 2040 with Orange County still relying on imported water
for over 200,000 AF per year without the development of new supplies from the ocean (this
assumes large investments in water use efficiency continue and that OCWD’s Groundwater
Replenishment System is expanded to 130,000 acre-feet per year).

UWMP Section 7.3 “ Planned Water Supply Projects and Programs’ identifies the proposed 50
MGD Huntington Beach Desalination Project as a project that could meet future projected
demands as well as reduce the County’s demand on imported water. The Huntington Beach
Desalination Project was also included as a potential supply in our recent Orange County Water
Reliability Study (just now circulating the draft report). The purpose of the Reliability Study
was to evaluate the reliability of imported supplies in the absence of new water investments in
Southern California and then test the improvements made by NEW supply development. The
Reliability Study found that Orange County would have shortages in 8 of 10 years without NEW
investments in Southern California and in Orange County. Water supply investments made by
MET, the MET Member Agencies or investments within Orange County could lead to full
reliability over time.

In this regard, the proposed 50 MGD Huntington Beach Desalination Project appears to comply
with Chapter I11.M.2b.(2) of the Desalination Amendment.

If you have any questions about MWDOC’s UWMP 2015 Update or our recently completed
Reliability Study, please feel free to contact me.

Sincerely,

Robert J. Hunter, General Manager
Municipal Water District of Orange County

cc: MWDOC Board
Scott Maloni, Poseidon Water
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