
Santa Clara Valley Water District

File No.: 17-0374 Agenda Date: 9/12/2017
Item No.: 2.1.

BOARD AGENDA MEMORANDUM

SUBJECT:
California WaterFix Update, Including Water Supply Analysis, Cost and Water Allocation, and
Financing.

RECOMMENDATION:
Receive and discuss information on the California WaterFix, including a water supply analysis, cost
and water allocations, and financing.

SUMMARY:
This agenda item provides an opportunity for the Board and the public to receive information on the
proposed California WaterFix (WaterFix) project, which is intended to help restore the health of the
Delta ecosystem and to ensure the long-term reliability of water supplies conveyed through the Delta.
The proposed WaterFix includes dual tunnels under the Delta that would provide an alternative
conveyance pathway for moving water from the north Delta to the existing pumping plants in the
south Delta. The addition of proposed WaterFix intakes in the north Delta would allow the State and
federal water projects to adjust operations in response to environmental conditions and climate
change effects, protect exports from the threat of salinity intrusion from levee failures and sea level
rise, improve access to transfer supplies, and enhance the benefit of storage projects.  The WaterFix
is also expected to improve flow patterns in the Delta and reduce fish entrainment.

Because Santa Clara County relies on State Water Project (SWP) and Central Valley Project (CVP)
water supplies conveyed through the Delta to meet 40 percent, on average, of its water supply
needs, the District has an interest in the development of the WaterFix as a potential cost-effective
project that could improve the reliability of the District’s imported water supplies.

The Department of Water Resources (DWR) is proceeding with WaterFix as an integral part of the
SWP.  Under this approach, the costs and benefits of the WaterFix would be allocated to all State
Water Project contractors south of the Delta, including the District, through existing contracts.  The
US Bureau of Reclamation (Reclamation) has not yet clearly stated its intent with respect to the
WaterFix, but current discussions are centered around an optional participation approach for CVP
contractors. The District has not yet decided whether or not to participate in the WaterFix to convey
its CVP contract water supplies.

To help prepare the Board for future decisions on involvement with and participation in WaterFix, staff
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has planned a series of agenda items describing major elements of the project. At the May 25, 2017
Special Board Meeting, a panel of experts presented detailed information describing the physical
aspects of the project, estimated costs, methods for cost control, and construction risk management.
At its July 11, 2017 meeting, the Board received an update on several planning and permit related
activities for the WaterFix. And at its August 22, 2017 meeting, the Board received an update on
WaterFix design and construction management and governance, anticipated operations, and
adaptive management program.

This agenda item provides updated information related to project financing, cost and water
allocations, and updated water supply analyses.  Staff provided preliminary analyses of these at
Board meetings on December 13, 2013 and July 12, 2016, based on the draft project documents at
the time. This item updates those analyses and discusses a range of potential participation levels for
the District in order to inform a potential Board decision in October 2017 on future involvement with
and/or participation in the WaterFix project. Staff is planning the following schedule of communication
with the Board regarding the WaterFix.

Date Topic

May 25 2017 Cost estimation, risk assessment and management, and cost
control for the WaterFix. (Done)

July 11, 2017 Update on WaterFix. (Done)

August 22, 2017 (1) Issues facing the District’s imported water supply and the
Delta ecosystem (2) WaterFix update including proposed design
and construction management and governance, operations, and
adaptive management. (Done)

September 12, 2017
(today)

WaterFix update, including water supply analysis, cost and
water allocation, and financing.

 September 26, 2017
(tentative)

 WaterFix update including proposed term sheets.

October 10, 2017 Staff recommendation and request for Board decisions on
involvement with and/or participation in the WaterFix.

Overview of Agenda Memo
A.  Background
B.  SWP and CVP participation approaches
C.  Water supply analysis
D. Total WaterFix Costs
E.  Cost allocation
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F.  Financing
G.  Costs to Santa Clara County
H. Next Steps

A. BACKGROUND

A.1 Importance of imported water supplies to Santa Clara County

Imported water supplies are critical for sustaining the communities and businesses of Santa Clara
County and protecting the region from irreversible land subsidence.  On average, 40% of the county’s
water needs are met by importing water through the Sacramento-San Joaquin Delta.  Another 15% of
county supply needs are satisfied by diversions upstream of the Delta by the San Francisco Public
Utilities Commission’s Regional Water System.

The District’s Delta supplies are conveyed by the State Water Project (SWP) and Central Valley
Project (CVP), which together are a critical component of the District’s water supply portfolio,
providing the majority of water supply to the District’s three drinking water treatment plants,
recharging the county’s local groundwater basins to ensure sustainable supplies and protect against
land subsidence, and protecting local surface water reserves.  During critically dry years and long-
term droughts, the county’s dependence on Delta supplies increases as local reserves diminish.

The District’s SWP and CVP supplies offer additional flexibility in that these supplies may be stored in
facilities outside of the county, including the Semitropic Groundwater Bank (Semitropic), for
withdrawal during dry periods.  Semitropic has proven to be a valuable resource, providing over
142,000 acre-feet (AF) of critical dry year supply to the county during the 2012 - 2016 drought;
however, supplies from Semitropic are conveyed to the District through the Delta, and the reliability of
the bank is linked to the reliability of the Delta.

A.2 Risks to imported water supplies

For the past several decades, protected fish species have declined and ongoing concern over the
health of the Delta estuary has led to increasing regulatory restrictions that have reduced the amount
of water that could be diverted from the existing Delta channels for delivery to Santa Clara County
and other agencies south of the Delta.  If no action is taken, it is likely that additional regulatory
restrictions will be placed on the SWP and CVP that further limit the District’s access to its imported
water supplies.

As described in the August 22, 2017 Board item, “Issues Facing the District’s Imported Water Supply
and the Delta Ecosystem”, a number of reports have highlighted the unsustainability of the existing
condition, management, and uses of the Delta.  The State and United States Geological Survey have
predicted high probabilities of a major earthquake in the next 25 years that could cause catastrophic
levee failure and significant impairment of water deliveries due to salinity intrusion. These risks are
exacerbated by sea level rise and other effects of climate change.
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A.3 California WaterFix

The California WaterFix would provide an alternative conveyance pathway for moving water from the
north Delta to the existing pumping plants in the south Delta. The conveyance upgrades include three
new intakes on the Sacramento River, each with a capacity of 3,000 cfs, and each equipped with
state-of-the-art fish screens.  These new fish screens would be designed to minimize entrainment
and would be more effective at protecting fish than the existing South Delta pumping plants. Two forty
-foot diameter tunnels up to 150 feet below ground would convey the water from the Sacramento
River to existing pumping plants in the south Delta.  Bypass flow criteria would be imposed on
diversions from the Sacramento River into the tunnels to ensure adequate flows remain in the river to
protect fish; consequently, diversions into the tunnels primarily occur during higher river flow periods
on the Sacramento River.

A.4 Water Supply Master Plan

The District is committed to developing approaches for improving local and regional water supply
reliability and meeting future demands, and is currently updating its Water Supply Master Plan to
evaluate local, regional, and statewide water supply projects, including the WaterFix. The Water
Supply Master Plan is the District’s strategy for providing a reliable and sustainable water supply in a
cost-effective manner. Staff is currently evaluating portfolios that include California WaterFix,
additional surface and groundwater storage, water conservation/demand management, and
additional water reuse, and plans to present the refined portfolios and associated analyses to the
Board on September 19, 2017.

A.5 State Water Contract

The long-term State Water Contract provides the District with access to the SWP conveyance system
and an annual proportional allotment of available water. The maximum amount of SWP water that the
District may request for delivery each year is 100,000 acre feet, as set forth in Table A of its State
Water Contract. However, the amount of water the District is actually allocated has been as low as
5,000 acre feet per year.  Water deliveries are affected by a variety of factors, including hydrological
conditions, State Water Resources Control Board regulations, restrictions imposed under federal or
California Endangered Species Acts, operational decisions, and other limitations.

The District must make payments regardless of the amount of SWP water actually received. The
State Water Contract requires payments to DWR in return for participation in the SWP storage and
conveyance system. All SWP Contractors must make payments according to their respective Table A
contract amounts and for the portion of the SWP conveyance system needed to deliver their
contracted water. The amount of the base payment is not tied to the amount of water actually
received.

To protect against default, the SWP State Water Contract includes articles that obligate each SWP
Contractor to make payments. The contract articles also include language that obligates, and if
necessary compels, a SWP Contractor to levy taxes or assessments in the event of non-payment.
Additionally, the State may suspend water deliveries, within health and safety limits, if a contractor is
in default for a significant period.
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There are additional provisions related to default on charges for SWP capital facilities financed with
revenue bonds. The SWP State Water Contracts provide for the state to protect bondholders and non
-defaulting contractors against costs resulting from any SWP Contractor’s failure to make payments
related to the revenue bonds.  In practice, the State administers this provision by maintaining a
revenue bond reserve equal to one half the maximum annual revenue bond debt service for all
outstanding revenue bonds and by adding a 25 percent refundable surcharge to the SWP
Contractor’s revenue bond capital charge.

In exchange for SWP Contractor payments, DWR is required to make all reasonable efforts to
complete facilities necessary for water deliveries, subject to fiscal, construction scheduling, and
operating constraints.

A.6 Central Valley Project Water Service Contract

The District’s water service contract with the U.S. Bureau of Reclamation provides the District with
deliveries of up to 152,500 acre-feet of water from the CVP system; however, the amount of water
that the District actually receives is often much less than the contracted amount and is often limited
by regulations and restrictions as well as hydrologic conditions.  In 2015, the District was allocated
only 40,320 acre-feet of its CVP contract supply.

B.  SWP AND CVP PARTICIPATION APPROACHES

Recent discussions among State and federal agencies have assumed that 55% of the cost and water
supply benefits of the WaterFix would be allocated to the SWP, and 45% to participating CVP
contractors (55/45 split).  However, the actual split will depend on which CVP contractors ultimately
participate.

DWR plans to move forward with the WaterFix as an integrated part of the SWP.  Under this
approach, each of the SWP contractors south of the Delta would pay for its proportionate share of the
project and receive corresponding project benefits.  Contractors would be billed through the DWR’s
Statement of Charges, consistent with current business practice, and the water supply benefits would
be reflected as increased SWP allocations, increased capacity to convey transfers under the existing
contract, and continuation of deliveries in the event through Delta pumping is impeded.  SWP
contractors located north of the Delta will not be allocated any costs related to the WaterFix with the
justification that these contractors do not receive benefits from the project.  The District’s share of
costs and benefits correspond to roughly 2.5 percent under the existing SWP contract.  No additional
action would be required of the District to incur these additional costs and receive these benefits.
However, if a SWP contractor wishes to offset increased costs from the WaterFix, or make additional
payments to increase its water supply benefits, the existing contract allows for the transfer of SWP
supply (Table A supply) from a willing seller to a willing buyer, both of whom must be SWP
contractors.

Among CVP contractors and Reclamation, discussions have focused on an opt-in approach.  CVP
water contractors would have to make a definite decision about whether they want to participate in
the project, and if they do, to what degree.  The approach, which is still under development, is
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intended to allocate the benefits of the project to project participants, while not harming other CVP
contractors who do not participate.  Under the approach, if the District pays for 5% of the CVP portion
of WaterFix costs, then it would receive 5% of the CVP incremental water supply produced by the
WaterFix, as well as a proportional interest in the physical capacity of the project. This approach is
still being developed and may change over the coming weeks.

Under this framework, CVP participants would have the ability to sell, exchange, or transfer their
rights and obligations to other CVP or SWP contractors

C.  WATER SUPPLY ANALYSIS

C.1 Sustaining existing export levels

The State’s long-term modeling analysis predicts that the WaterFix will prevent the degradation of
Delta exports over time. Given the current administrative processes and conservative regulatory
trends, staff does not anticipate that long term average exports with the WaterFix would exceed those
of existing conditions unless new science provides compelling evidence to support such increases.
However, analyses indicate that the project will likely maintain at least existing long-term export levels
and provide resiliency against future risks.

Existing long-term average SWP/CVP water deliveries south of the Delta average 4.7 million acre-
feet per year (MAF/Y).  If no action is taken to improve the existing Delta conveyance approach,
DWR projects that total SWP/CVP deliveries could drop to 3.5 MAF/Y in response to a set of
regulatory constraints, often referred to as the “High Outflow Scenario”, proposed but not currently
adopted by resource agencies. Other scenarios modeled show a lesser reduction in exports to 3.9
MAF/Y.  A future reduction in exports is being viewed by a number of water agencies as the future “no
action” or future “base case” scenario, given the current high level of concern for protected fish
species and the definite trend of decreasing exports in response to increasing regulations.

Based on the operating criteria included in the Biological Opinions, DWR projects that SWP\CVP
water deliveries would range between 4.7 MAF/Y and 5.3 MAF/Y with the WaterFix. The lower end of
this range assumes that the WaterFix is operational with High Outflow Scenario regulations in place.
The increased regulations in this scenario have been contemplated in recent years by resource
agencies but have not been incorporated into current regulations.  The upper end represents a lesser
case of stepped up export restrictions.  Actual deliveries will depend on the specific operational
criteria that the regulatory agencies impose at the time new conveyance facilities become
operational.

Figure 1. Long-term annual average SWP/CVP deliveries south of the Delta (SOD)
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C.2. Water Supply Benefits for the State and Santa Clara County

The WaterFix is intended to help stabilize and sustain the water supply of the State of California,
including 40% of the District’s water supplies, which are conveyed through the Delta, providing these
supplies with resiliency against changing environmental conditions, sea level rise, climate change,
and seismic events.

C.2.1 Storm flow capture

The operating criteria for the WaterFix are crafted such that the project will divert water into the
WaterFix tunnels primarily at higher flow events. These are often flows that the SWP/CVP are
currently unable to capture without harming fish species of concern due to the location of the existing
pumps.

Figure 2 illustrates how the WaterFix could have provided for additional exports during storm events
that occurred during the 2015 and 2016 drought.  Additional storm flows of roughly 420 thousand
acre-feet (TAF) in could have been exported south of the Delta in the winter of 2015-16.  This
additional flexibility to capture high river flows may become even more important under climate
change scenarios that project potentially more frequent and intense floods, more rain and less snow
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events, and faster snow melts.

Figure 2. Potential storm water capture with WaterFix. Source: Analysis by State Water Contractors.

2015-2016 Winter
WaterFix could have captured an additional 669,000 acre-feet of storm flows

C.2.2 Resiliency to Delta levee failure events

As described in the August 22, 2017 Board item, “Issues Facing the District’s Imported Water Supply
and the Delta Ecosystem”, an important risk to reliable imported water supplies is the condition of the
1,100 miles of levees in the Delta, their vulnerability to earthquakes, and climate change effects such
as sea level rise and more extreme flood events.  The WaterFix would mitigate these risks by
providing two tunnels with intakes on the Sacramento River upstream of the area likely to be affected
by salt water intrusion, and designed to withstand anticipated large floods with a one-in-200-year
frequency.

C.2.3 Resiliency to climate change

As described in the August 22, 2017 Board item, “Issues Facing the District’s Imported Water Supply
and the Delta Ecosystem”, an important risk to reliable imported water supplies is sea level rise and
other climate change effects.  WaterFix can protect against sea level rise by diverting from the north
Delta where salinity intrusion will be minimal under reasonable sea level rise scenarios. WaterFix
also provides additional flexibility to capture storm flow events, as described above, which may be
more frequent under climate change scenarios.

WaterFix facilities are being designed and constructed for a 55-inch sea level rise at the Golden
Gate. This equates to about an 18-inch rise from the present levels at the proposed north Delta
diversions. On top of that, project engineers have built in a safety factor to handle a 200-year storm
event.
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C.2.4 Access to transfer supplies

WaterFix provides the ability to more effectively move transfer water. With existing regulations,
transfers cannot be moved across the Delta when the SWP allocation is about 50% or greater. This
scenario occurs when pumping restrictions cause water to be backed up in northern reservoirs during
winter and spring months, with a limited window to move the water across the Delta during the
summer.  Under these circumstances, all available pumping capacity is used to move this stored
SWP and CVP water, and there is no additional capacity available to convey transfer supplies. The
WaterFix would allow stored water to be conveyed earlier in the year which would increase the
opportunity to convey transfer water during summer months to the District and other south-of-Delta
contractors.

The use of WaterFix to move transfer supplies would also reduce losses across the Delta, which
currently average roughly 25% and have been as high as 35% of the total transfer amount. The
WaterFix’s ability to minimize this loss would increase the effectiveness of any transfer the District
participated in.

C.2.5 Improving storage project yield

The Association of California Water Agencies (ACWA) recently analyzed how improved Delta
conveyance capability could increase the benefits of eight proposed storage facilities. They found
that WaterFix could more than double the average benefit of the proposed new storage projects
under current regulatory constraints if the proposed storage projects were integrated into the
operations of the SWP/CVP (see Figure 3 below).  Similar to improved transfer capacity, the WaterFix
would improve the ability to convey water from storage north of the Delta to storage south of the
Delta.  Staff’s analysis indicates that investment in WaterFix would increase the yield of local and
regional storage projects such as the expansion of Pacheco Reservoir, Sites Reservoir, and Los
Vaqueros Reservoir Expansion.  Additional information on this interaction will be provided in the
planned September 19, 2017 Board agenda item on the Water Supply Master Plan.

Figure 3. Average annual changes in SWP/CVP deliveries with new storage and existing facilities (left) and with
new storage and WaterFix (right) by water year type. Source: MBK Engineers, 2017.
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C.3 Water supply analysis in the context of the District’s Water Master Plan

Staff estimated the incremental water supply available to Santa Clara County and assessed how
water supply conditions would change if the District participated in the WaterFix.  The analysis
assumes the participation approaches described in Section B are implemented, and that the District
can choose to increase its participation on the SWP side above 2.5% by purchasing additional SWP
supplies from other participating SWP contractors.  On the CVP side, the District will need to decide
whether it wishes to participate in the project, and if so, to what degree.  Three participation
scenarios were evaluated:

1. Balanced participation (2.5% SWP/2.5% CVP): The District participates in the WaterFix at a
2.5% level through the SWP, corresponding to 2.5% of water supply benefits and 2.5% of
costs.  This level of participation is consistent with the District’s share of benefits and costs
under its existing SWP contract.  In addition, the District purchases 2.5% of the water supply
benefits offered to CVP contractors.

2. Higher CVP participation (2.5% SWP/5% CVP):  The District’s participation level is 2.5 percent
for the SWP; the District purchases 5 percent of the water supply benefits offered to CVP
contractors.

3. Higher SWP participation (5% SWP/2.5% CVP): The District increases its participation level on
the SWP side by purchasing a long-term transfer of an average of approximately 15,700 acre-
feet of WaterFix incremental water supply from other SWP contractors.  On the CVP side, the
District purchases 2.5% of benefits.

These scenarios were analyzed relative to a future base case with no WaterFix and declining
exports, consistent with the State’s High Outflow Scenario (“HOS”) described in Section C.1:

Base case:  The WaterFix does not exist, and new export restrictions further restricting pumping from
the South Delta have been implemented.  Average annual exports from the SWP and CVP projects
decrease from 4.7 MAF per year to 3.5 MAF per year.
The three scenarios and the base case were analyzed using water supply assumptions consistent
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with the District’s Water Supply Master Plan, including the following:

· 2040 demand projections are utilized and the District’s existing water system facilities are in
place.

· All dam seismic retrofit projects are completed.

· Retailers continue on their path to achieve 32,000 acre-feet per year of non-potable recycled
water by 2040.

· Currently planned and on-track conservation savings of 99,000 acre-feet are attained.

· Main and Madrone pipelines are repaired.

In addition, the three scenarios and base case also includes a set of “No Regrets” actions, which
would likely be pursued regardless of development of any of the water supply alternatives being
evaluated as part of the Water Master Plan.  These actions include:

· Implementation of a new development model ordinance

· Graywater program expansion

· Offer leak repair incentives

· Expand advanced metering infrastructure

· Increase stormwater recharge (2 projects)

· Develop agricultural land recharge

· Development of rain gardens

· Incentivize rain barrels

C.3.1 Results
C.3.1.1  Water supply benefits

The analysis indicates that the three participation scenarios would offset losses in the District’s SWP
and CVP water supplies that would potentially occur if no action were taken.  Figure 4 summarizes
the results, comparing the District’s average annual SWP and CVP deliveries under existing
conditions, under potential future regulations consistent with the High Outflow Scenario, and under
the three participation scenarios.  The Higher CVP and High SWP participation scenarios are
predicted to maintain SWP and CVP supplies at existing levels, while the Balanced Participation
scenario provides lesser water supplies but offsets most of the potential losses that would potentially
be incurred if no action is taken.

Figure 4. Projected imported water supplies under various participation levels
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The District’s analysis also indicates that participation in the WaterFix under the three scenarios
could significantly improve groundwater storage conditions, substantially increase reserves in the
Semitropic Groundwater Bank, and reduce the frequency and magnitude of water shortages.  These
benefits will be described in more detail and compared to the benefits of other alternative water
supply projects as part of the Water Master Plan analysis, which will be presented to the Board on
September 19, 2017.

C.3.1.2  Water quality benefits

In addition to increasing the District’s water supplies relative to the base case, operation of the
proposed north delta intakes is anticipated to improve the water quality of the District’s imported
water supplies by decreasing the average annual salinity of SWP/CVP exports by about 22 percent
compared to the future base case.  This would reduce the salt loading of deliveries to the District’s
three drinking water treatment plants, and to the District’s managed groundwater recharge program.
In addition, because current treatment plant processes do not substantially change the salt content of
source water, any improvement in the salinity of source water is reflected in the potable water that is
consumed, and in potable water that is distributed through irrigation systems to landscaping.  In total,
staff estimates that reducing the salinity of imported water by 22 percent would reduce the total
amount of salt loading to groundwater in northern Santa Clara County through landscape irrigation
and managed recharge by about 18 percent. This result is significant in the context of the District’s
Salt and Nutrient Management Plans.

D.  Total WaterFix costs

The overall costs for the proposed infrastructure improvements and environmental mitigation for the
WaterFix were originally developed for the Bay Delta Conservation Plan (BDCP) and were reported
in Appendix 8 of the 2013 BDCP Environmental Impact Report/Environmental Impact Statement for
that project.  This estimate was subsequently revised to reflect the changes made as part of the
WaterFix, including optimal alignment of project facilities and updated operations and mitigation
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costs.  At the District’s May 25, 2017 Special Board Workshop, the Board received a detailed
description of the methods used to develop this latest estimate of project costs.

Total capital construction costs for water facilities and mitigation are estimated to be $16.7B, in 2017
dollars.  Of this amount, $16.3B is for water facilities and $400M is for mitigation construction costs.
The estimate of annual operations and maintenance costs is $64.4M per year.  The portion related to
water facility operations, including power needs and capital replacement costs is estimated to be
$44.1M, while annual mitigation costs are an additional $20.3M.   For this memo, costs have been
converted to 2017 dollars using an escalation rate of 3 percent, as shown in Table 1.

Table 1: California WaterFix Cost Summary

2014 $M 2017 $M

CAPITAL COSTS

Water Facility

Construction 9,499 10,380

Contingency (36%) 3,378 3,692

Program Management/Construction Management/Engineering 1,920 2,098

Land Acquisition (includes 20% contingency) 146 160

Sub

‐

Total Water Facility 14,943 16,330

Mitigation (includes 35% contingency) (1) 367 401

Total Water Facility and Mitigation Capital Costs 15,310 16,731

ANNUAL OPERATIONS AND MAINTENANCE COSTS (2)

Water Facility

Facility O&M 20.0 21.9

Power 6.6 7.2

Capital Replacement 13.7 15.0

Sub

‐

Total Water Facility 40.3 44.1

Mitigation (1) 18.6 20.3

Total Annual O&M Costs 58.9 64.4

(1) The mitigation costs for capital and O&M for 25 years equals $796M in 2014 dollars or $870M in 2017 dollars.
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2014 $M 2017 $M

CAPITAL COSTS

Water Facility

Construction 9,499 10,380

Contingency (36%) 3,378 3,692

Program Management/Construction Management/Engineering 1,920 2,098

Land Acquisition (includes 20% contingency) 146 160

Sub

‐

Total Water Facility 14,943 16,330

Mitigation (includes 35% contingency) (1) 367 401

Total Water Facility and Mitigation Capital Costs 15,310 16,731

ANNUAL OPERATIONS AND MAINTENANCE COSTS (2)

Water Facility

Facility O&M 20.0 21.9

Power 6.6 7.2

Capital Replacement 13.7 15.0

Sub

‐

Total Water Facility 40.3 44.1

Mitigation (1) 18.6 20.3

Total Annual O&M Costs 58.9 64.4

(1) The mitigation costs for capital and O&M for 25 years equals $796M in 2014 dollars or $870M in 2017 dollars.

E.  COST ALLOCATION

The current approach allocates 55 percent of the cost and water supply benefits of the WaterFix to
the SWP, and 45 percent to participating CVP contractors (55/45 split).  However, the actual split will
depend on which CVP contractors participate.

The approach assumed for allocation of costs among the individual SWP and CVP WaterFix
participants is that described I Section B above.

F.  WATERFIX FINANCING

The approach currently being developed assumes that bonds will be issued to fund the construction,
planning, and other preconstruction costs, including reimbursement of funds and services previously
provided by a subset of contractors.  Both DWR and a joint powers authority comprised of
participating SWP and CVP contractors (Finance JPA) would issue bonds in a manner that would
separately fund the SWP and CVP portions of cost.

F.1 Financing the SWP share of WaterFix

Long-term financing of the SWP share of project costs ($9.2B in 2017 dollars, assuming a 55/45
SWP/CVP split) is expected to be provided by DWR’s issuance of revenue bonds. The principal and
interest on the bonds would be paid with revenues collected by DWR under its existing SWP water
supply contracts.

DWR anticipated legal challenges to its authority over the project, potentially affecting the
marketability of revenue bonds to private investors.  DWR therefore filed a “validation action” with the
Sacramento County Superior Court regarding DWR’s authority to, among other things, issue revenue
bonds to finance the planning, design, construction and other capital costs of the WaterFix. DWR
believes it has existing legal authority to finance and construct the WaterFix, but a validation action
provides the requisite assurance to the financial community for the sale of the WaterFix revenue
bonds. While the validation action is being resolved, which could take several years, DWR proposes
to initially make direct placement sales of revenue bonds to the Finance JPA to allow funding for the
project to proceed.  DWR anticipates issuing these bonds beginning in mid-2018.

An approach for project financing is currently under discussion between DWR and potential WaterFix
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participants. Under this approach, the Finance JPA would purchase WaterFix revenue bonds directly
from DWR as they are issued, and the proceeds of these bonds would be used to pay for capital
construction costs.  The Finance JPA would simultaneously finance its purchase of these WaterFix
revenue bonds by issuing its own bonds (Finance JPA Bonds).  DWR would pay the debt service for
the Finance JPA Bonds through collection of charges applied under existing SWP contracts to all
SWP contractors south of the Delta.

If a final judicial determination is made that DWR has the authority to issue revenue bonds, such
bonds would be issued to refund all outstanding Finance JPA Bonds.  In the event that DWR does
not have the authority to issue revenue bonds for the WaterFix, a process would be established to
potentially convey the interest and ownership of the project to the Finance JPA or designee. In the
scenario that DWR does not have the authority, SWP contractors that are members of the Finance
JPA would have to “step up” to pay the debt service for the outstanding Finance JPA Bonds.

   F.2 Financing the CVP contractor share of WaterFix

The approach currently under discussion assumes that financing for the CVP portion ($7.5B in 2017
dollars) of project costs would be provided by bond issuances by the Finance JPA. The Finance JPA
would issue separate bonds for each participating CVP contractor, commensurate with that CVP
contractor’s participation level in the WaterFix and backed only by that CVP contractor, thus
eliminating the need for step up provisions.  The participating CVP contractors would provide
payments to the Finance JPA to cover debt service, and the Finance JPA would provide bond
proceeds to DWR under a separate agreement for construction of the WaterFix.

  F.3 Interim funding

DWR’s direct placement of WaterFix revenue bonds is not expected until the middle of 2018.  In the
interim, DWR proposes to fund continuing design and preconstruction costs by using “Article 51(e)
revenue”, as well as requesting additional contributions from participating contractors.

Article 51(e) revenues are SWP funds that DWR may allocate to certain SWP purposes, subject to
the Director of DWR’s discretion. DWR is proposing to use Article 51(e) revenues to fund project
planning and design work through December 31, 2017.

Beginning in January 2018, DWR intends to request additional contributions from willing SWP and
CVP contractors to fund preconstruction costs.  This “Gap Funding” would be provided under
agreement with DWR and would be subject to reimbursement, similar to previous advances made by
certain SWP contractors for planning costs.  The reimbursement would occur at the time of DWR’s
first issuance of bonds, anticipated in mid-2018.

G.  COSTS TO SANTA CLARA COUNTY

The cost of the District’s participation in the WaterFix will depend on the ultimate split between the
SWP and CVP, as well as further development of the CVP participation approach and actual market
conditions at the time of debt issuance.  Staff has estimated costs to Santa Clara County based on
the current participation approaches for the SWP and CVP described in Section B and the
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participation scenarios described in Section C.3.

G.1.  Total Cost
Table 2 shows the total financed capital costs of the WaterFix and the District’s potential share under
the scenarios described in Section C3.  Potential costs are described in terms of both undiscounted
costs and present value.  Staff used the conservative financing assumptions listed in Table 3.  Annual
O&M costs are estimated at $64.4 Million in 2017 dollars.  The District’s share of O&M costs would
range from $1.6 to $2.5 million per year in the scenarios evaluated.

The District’s share of fully financed WaterFix capital costs, in present value dollars, is estimated to
range from $345 million to $535 million, assuming the participation approaches described in Section
B are implemented. These estimates will differ significantly with different assumptions regarding bond
structure, inflation rates, and interest rates.

Table 2. Range of potential WaterFix capital costs to Santa Clara County (a)

WaterFix Participation
Scenario

Total Water Facility and Mitigation Capital Costs

Construction
cost (2017 $M)

Undiscounted
($M)

Present Value (b)
($M)

WaterFix Total 16,730 40,150 13,850

WaterFix - SCVWD share:

· Balanced Participation 420 1,005 345

· Higher CVP 605 1,455 500

· Higher SWP 650 1,555 535

a) The District’s share of O&M costs would range from $1.6 to $2.5 million per year in the scenarios evaluated.
Mitigation O&M begins in 2021 and water facility O&M begins in 2034.

b) The present value analysis assumes a discount rate of 5.5%, which is equal to an assumed risk-free rate of
2.5% plus a 3% inflation rate, which is consistent with the District’s standard present-value assumptions.

Table 3. Key financing assumptions used to estimate costs to Santa Clara County

Key Financing Assumptions

Type of Bond Tax-exempt fixed rate bonds

Amortization Period 30 years

Debt Service pattern Level debt service with 12 months capitalized
interest

Annual Inflation Factor 3%

Interest rates MMD* + 1.65%; approximately 5%

Debt Service Reserve 1 x maximum annual debt service

Present Value Discount Rate 5.5%
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Key Financing Assumptions

Type of Bond Tax-exempt fixed rate bonds

Amortization Period 30 years

Debt Service pattern Level debt service with 12 months capitalized
interest

Annual Inflation Factor 3%

Interest rates MMD* + 1.65%; approximately 5%

Debt Service Reserve 1 x maximum annual debt service

Present Value Discount Rate 5.5%

*MMD = municipal market data

G.2.  Incremental costs
Table 4 provides estimates of the cost per acre foot of incremental WaterFix supply as a “levelized” unit cost;
this is the unit cost that, if assigned to every unit of water produced over a 100 year operating period, will
produce sufficient revenue to recover the cost of the project in present value terms.  The levelized unit cost is
expressed in constant 2017 dollars.  The cost of the project includes both the total capital cost of the project as
well as the present value of O&M over 100 years of operation and the cost of power needed to deliver the
water to Santa Clara County.

Table 4. Levelized unit cost

WaterFix Participation
Scenario

Potential
Average
Project Yield
(AF per year)
(a)

Levelized Unit
Cost (2017
$/AF) (b)

Balanced Participation $28,500 $598

Higher CVP $41,400 $598

Higher SWP $44,250 $598

(a)  Yield is expressed relative to the base case described in Section C3.
(b) Note the levelized unit cost is the same for all three participation scenarios because the changes caused by
changing participation levels are offset by corresponding changes in yield.

G.3. Impacts on Santa Clara County ratepayers
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The District’s share of WaterFix costs for participation in the CVP share of the project would be paid
through water rates.  Costs for participation in the SWP share of the project could be repaid through
water rates, the ad valorem State Water Project tax, or a combination of the two.  The decision on
whether to use the ad valorem tax for the District’s SWP share of WaterFix costs will be influenced by
the outcome of potential litigation regarding DWR’s authority to build the WaterFix as a component of
the State Water Project.

Staff estimated the incremental cost impact to ratepayers in fiscal year 2027 under two scenarios; 1)
all WaterFix costs are repaid through water rates; and 2) the SWP portion of WaterFix costs is
recovered through the ad valorem tax.  The results are shown in Tables 5 and 6.

Table 5. Estimated incremental impact of WaterFix on District groundwater charges and Santa Clara County
monthly household costs without use of the SWP tax for fiscal year 2027.

Balanced
Participation

Higher CVP Higher SWP

M&I groundwater charge increase ($/AF)

          north county $109 $165 $192

          south county $40 $81 $40

Total increase per average household
($/month)
          north county $3.80 $5.70 $6.60

          south county $1.40 $2.80 $1.40

Table 6. Estimated incremental impact of WaterFix on District groundwater charges, SWP tax and Santa Clara
County monthly household costs with use of the SWP tax for fiscal year 2027.

Balanced
Participation

Higher CVP Higher SWP

M&I groundwater charge increase ($/AF)

          north county $47 $87 $47

          south county $24 $68 $12

SWP tax increase, average single family
($/yr)           north county increase

$19.90 $19.90 $39.80

          south county $15.30 $15.30 $30.60

Total increase per average household
($/month)
          north county $3.30 $4.70 $4.90

          south county $2.10 $3.60 $3.00
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Balanced
Participation

Higher CVP Higher SWP

M&I groundwater charge increase ($/AF)

          north county $47 $87 $47

          south county $24 $68 $12

SWP tax increase, average single family
($/yr)           north county increase

$19.90 $19.90 $39.80

          south county $15.30 $15.30 $30.60

Total increase per average household
($/month)
          north county $3.30 $4.70 $4.90

          south county $2.10 $3.60 $3.00

H. Next Steps

Staff will continue to engage in discussions to develop documents and agreements that develop the
WaterFix participation structure.  Staff will bring key term sheets and agreements to the Board for
review prior to requesting the Board to make a decision on involvement with the WaterFix on October
10, 2017.

Staff’s presentation will be provided with a supplemental memo.

FINANCIAL IMPACT:
There is no financial impact associated with this item.

CEQA:
The recommended action does not constitute a project under CEQA because it does not have a
potential for resulting in direct or reasonably foreseeable indirect physical change in the environment.

ATTACHMENTS:
None

UNCLASSIFIED MANAGER:
Jerry De La Piedra, 408-630-2257
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