STATE WATER RESOURCES CONTROL BOARD MEETING

SACRAMENTO, CALIFORNIA

JANUARY 25, 2001

ITEM 4

SUBJECT

ADOPTION OF THE WATER RECYCLING CONSTRUCTION PROGRAM PRIORITY LIST

DISCUSSION

The Safe Drinking Water, Clean Water, Watershed Protection, and Flood Protection Act (Bond Law), Proposition 13, was approved by the voters on March 7, 2000.  Chapter 7 Article 4 of the Bond Law allocates $40,000,000 for the Water Recycling Subaccount to provide loans and grants for facilities planning, design, and construction of water recycling projects and for water recycling research and demonstration projects.  The Bond Law also provides that unallocated funds and loan repayments from water recycling subaccounts of 1988 and 1996 Bond Laws will be transferred and deposited into the 2000 Water Recycling Subaccount.  In addition, there is a small amount of accumulating repayments from the 1984 Bond Law that may be used for water recycling design and construction loans.  The 1984 funds remain in an independent account subject to the 1984 Bond Law.  The issue of this agenda item is how to allocate the portion of funds available for loans and grants to municipalities for the design and construction of water recycling projects, designated the Water Recycling Construction Program.  The amounts of all four bond laws, minus the administration and research reserves, total $105 million that is available for planning, design and construction grants and loans.

Aside from the significant augmentation of funds for water recycling, the Bond Law contains several new provisions that will govern how the program funds are administered.  The Bond Law provides grants for design and construction for the first time since 1978 to supplement the loans currently provided.  Fifty percent of the subaccount shall be used for grants for design and construction.  A new provision specifies a geographic distribution of funds.  Sixty percent of the subaccount shall be allocated to six southern California counties (the Counties of Riverside, Ventura, Los Angeles, San Diego, Orange, and San Bernardino).  Forty percent shall be allocated to the remaining counties.  Also, the existing program for planning grants continues for up to $75,000 per study.

The Division of Clean Water Programs (Division) proposes that projects be funded with a combination of grants and loans.  Grants would be issued for 25 percent of the eligible cost, up to a limit of $5 million.  The balance would be a low interest loan with an interest rate of one half of the state's general obligation bond rate.  The combination of a loan and grant would be capped at $20 million per project.  This would be an increase from the current loan cap of $15 million per project.  While the State Revolving Fund (SRF) Program has an annual cap per agency per year as a means of distributing the program assistance, the Division does not anticipate a need for such a cap in the Water Recycling Construction Program.  For projects exceeding $20 million, the Division intends to fund the loan portion from the SRF Program instead of the Water Recycling Construction Program.

There are other state and federal programs that can provide funds for water recycling projects.  With state general obligation bond interest rates in the range of five to eight percent, the combined low-interest loan and grant from the Water Recycling Construction Program would provide a capital cost subsidy of 40 to 45 percent.  The Division proposes to allow this program to work in tandem with other state and federal programs to achieve a maximum equivalent subsidy of 45 percent for capital costs.  Projects that receive funding from other sources that exceed this subsidy would not be eligible for Water Recycle Construction Program funding.

In recent years the Water Recycling Loan Program has operated without a priority list system.  Agencies have been able to apply for a loan at any time after they have completed facilities planning.  With the availability of grant funds, the Water Recycling Construction Program has a much greater financial incentive than other state programs, including the SRF Loan Program.  Because of the added appeal of grant funding and the expressed interest in having a priority list for allocating funds, the Division proposes to establish a priority list of potential water recycling projects.  The priority list would not be a commitment of funds to agencies.  Upon adoption by the State Water Resources Control Board (SWRCB), agencies with projects in the fundable categories would be able to apply for funding when they have completed facilities planning.  The SWRCB will then approve funding for individual projects.

In August 2000, the Division requested that local agencies that were interested in having water recycling projects placed on a priority list submit questionnaires for the proposed projects.  The questionnaires provided data according to the funding criteria given in the Bond Law.  Section 79141 of the Bond Law states:

“Criteria to be considered by the board … may include, but are not limited to, whether the project is a cost-effective means to meet the state or local water supply needs, when compared to other sources of water supply that may be available to the municipality, whether the project is necessary to protect water quality, the readiness of the municipality to proceed with the design and construction of water recycling projects, the degree to which the recycled water improves water supply reliability, water quality, ecosystem restoration, and other environmental benefits, the net water savings benefit, the degree to which the recycled water would reduce water supply demands on the bay-delta system, the Colorado River, or other water systems critical to regional or statewide water supply, the ability to encourage development of new water recycling projects, and the amount of funding that the municipality is requesting … .”

The Division received questionnaires from 111 agencies for 248 water recycling projects with total project costs of $2.9 billion and funding requests totaling $1.4 billion.  In reviewing the questionnaires, the Division identified broad criteria that may be used to rank the projects.  These are:

1. Final Planning Phases
Highest priority is given to projects that have completed or are in the process of completing final facilities planning.  Agencies reported 79 projects that are in these stages of planning.  This group of projects has been further broken down into four categories of relative water supply and environmental benefit and alternative sources of funding.  The categories are described below in order of highest to lowest priority.

A. Augment State Water Supply
The proposed projects will augment the State’s water supply by providing recycled municipal wastewater to replace existing or proposed freshwater supplies.  Generally, these are projects for local agencies that currently discharge wastewater effluent to a water body that has no reuse, intentional or otherwise.  The project customers currently are using or would have used freshwater.  The projects may benefit the State water supply by reducing the demand from the Bay-Delta, the Colorado River, or other statewide systems.

B. Other Local Benefits
The proposed projects will provide other local or regional water supply benefits.  The projects will replace existing or proposed freshwater supplies by reusing treated municipal wastewater.  Currently the wastewater discharges may be indirectly reused if they are discharged into freshwater or usable groundwater.

C. Groundwater Treatment
The proposed projects will treat groundwater that is contaminated from municipal, industrial, or agricultural activities.  The treated water will then provide a water supply suitable for beneficial uses.  These projects may qualify for funding under groundwater remediation or nonpoint source programs.


D. Waste Discharge Compliance
The proposed projects are primarily intended to comply with waste discharge provisions but will make beneficial use of the wastewater effluents.  These projects may also qualify for funding under the State Revolving Fund, Small Communities Grant Program, or other programs.

E. Miscellaneous
The proposed projects are not included above.  Examples are projects that provide environmental benefits but do not replace freshwater demands.  

2. Early Planning Phases

Agencies reported 169 projects that are in the conceptual or feasibility analysis stages of planning.  The Division will offer planning grant assistance to these agencies.

The above criteria were used to rank projects on the attached proposed Priority List.  Table 1 provides a summary of projects in the priority categories.  Table 2 contains a list of all projects in Category 1, that is, projects in the final planning stages.  Table 3 contains a list of all 248 projects, listed by county.  The tables group projects by the geographic allocation specified in the Bond Law, that is, the six listed counties ("Southern California") and the remaining unlisted counties ("Northern California").  The Division proposes to accept funding applications from local agencies that are in the final facilities planning stage and whose projects will augment the state water supply or provide other local benefits (categories 1.A. and 1.B. above).  Agencies for the projects in these fundable categories have requested a total of $504 million, significantly exceeding the $105 million available.  The Division considered narrowing the fundable categories by ranking projects based on capital cost per annual yield of recycled water to estimate the cost-effectiveness of the water supply benefits.  The Division believes that this will not be necessary because the past experience of administering program priority lists indicates there will be considerable attrition of projects due to delays and implementation difficulties.  When agencies have completed facilities planning, they can submit funding applications that demonstrate project feasibility and cost-effectiveness.  The Division proposes to leave the opportunity open for all projects in the fundable categories to compete for funds until they are exhausted.

Concern has been expressed that projects will emerge later that are not on the current priority list in the fundable categories.  The Division proposes to treat these projects as it does with the SRF, that is, such projects qualify for funding when planning is completed in compliance with program guidelines.  At the time of Division facilities plan approval, if funds are available, the project would be brought before the SWRCB for approval and addition to the fundable category of the priority list.  Also, after gaining experience functioning under the priority list process, the Division will reevaluate its effectiveness and propose changes, if necessary.

The Water Recycling Loan Program currently operates under the Water Recycling Funding Guidelines adopted in April 1997.  The Division intends to develop regulations for its funding programs in 2001.  In the meantime, it is important for the SWRCB to affirm key elements for approval of applications for funding of water recycling projects.  Projects should demonstrate cost-effectiveness through an evaluation of technical, institutional, and financial feasibility and economic, environmental, and social factors.  The reclaimed water market for proposed projects should be supported by market assessments and market assurances.  Institutional arrangements and interagency agreements need to be concluded before funding approval.

POLICY ISSUE

Should the SWRCB approve the Water Recycling Construction Program Priority List with the provisions discussed above?

RWQCB IMPACT

Because of the availability of state funding for projects, the timing of some projects may be accelerated and have a minor impact on RWQCB workload for issuing water reclamation requirements.

FISCAL IMPACT

The Bond Law provides that three percent of the amount deposited in the Water Recycling Subaccount may be used to administer this program.  This funding source is sufficient to administer the Water Recycling Construction Program.  Adequate positions are included in the state fiscal year 2000/2001 budget for the Division to administer the program.

STAFF RECOMMENDATION

That the SWRCB adopt a resolution that would do the following:

1) Approve the Water Recycling Construction Program Priority List;

2) Limit the total funding assistance per project to $20 million;

3) Limit the grant funding to 25 percent of eligible costs, up to $5 million per project with the balance of the eligible project cost to be funded with a low interest loan; 

4) Limit the total subsidy of capital costs of a project when the funding from the Water Recycling Construction Program is combined with other state and federal funding to 45 percent;

5) Require agencies to demonstrate cost-effectiveness of proposed projects in applications for funding through an evaluation of technical, institutional, and financial feasibility and economic, environmental, and social factors; and

6) Require that reclaimed water market for proposed projects be supported by market assessments and market assurances and that any necessary interagency agreements be concluded before funding approval.

Policy Review 


Legal Review 


Fiscal Review 


STATE WATER RESOURCES CONTROL BOARD

RESOLUTION NO. 2001-

ADOPTION OF THE WATER RECYCLING CONSTUCTION PROGRAM

PROJECT PRIORITY LIST

WHEREAS:
1. The Safe Drinking Water, Clean Water, Watershed Protection and Flood Protection Act (Bond Law), Proposition 13, allocated $40,000,000 to the Water Recycling Subaccount to provide loans and grants for facilities planning, design and construction of water recycling projects;

2. The Bond Law also provided that unallocated funds and loan repayments from water recycling subaccounts of 1988 and 1996 bond laws be transferred and deposited into the 2000 Water Recycling Subaccount;

3. The Bond Law specifies that 60 percent of the Water Recycling Subaccount shall be allocated to six southern California counties, the Counties of Riverside, Ventura, Los Angeles, San Diego, Orange, and San Bernardino, and that 40 percent shall be allocated to the remaining counties;

4. The Bond Law specifies that 50 percent of the Water Recycling Subaccount shall be used for grants for design and construction of water recycling projects;

5. The Division of Clean Water Programs (Division) received questionnaires from local agencies interested in having water recycling projects placed on a priority list;

6. The total funding requests from local agencies requesting placement of water recycling projects on a priority list exceeds the funds available; and

7. The Division has prepared a draft Water Recycling Construction Program Project Priority List.

THEREFORE BE IT RESOLVED THAT:

The State Water Resources Control Board:

1. Adopts the Water Recycling Construction Program Priority List, with funding to be provided to projects within the categories of projects that have completed or are in the final stages of facilities planning and that augment the state's water supply or provide other local benefits, designated Priority Categories 1.A. and 1.B.;

2. Sets the maximum funding amount of a combined grant and loan per eligible water recycling project at $20 million;

3. Sets the grant funding to 25 percent of eligible costs, up to $5 million per project with the balance of the eligible project cost to be funded with a low interest loan;

4. Sets a limit on the combined subsidy of capital costs of a project, when the funding from the Water Recycling Construction Program is combined with other state and federal funding, to 45 percent;

5. Requires that agencies demonstrate cost-effectiveness of proposed projects in applications for funding through an evaluation of technical, institutional, and financial feasibility and economic, environmental, and social factors; and

6. Requires that reclaimed water market for proposed projects be supported by market assessments and market assurances and that any necessary interagency agreements be concluded before funding approval.

CERTIFICATION

The undersigned, Administrative Assistant to the Board, does hereby certify that the foregoing is a full, true, and correct copy of a resolution duly and regularly adopted at a meeting of the State Water Resources Control Board held on January 25, 2001.


Maureen Marché


Administrative Assistant to the Board







