THE CiTtYy oF SaAN DiEco

OFFICE OF THE INDEPENDENT BUDGET ANALYST REPORT

Date Issued: September 5, 2014 IBA Report Number: 14-31
Environment Committee Meeting Date: September 17, 2014
Item Number: TBD

Proposed Response to Grand Jury Report
“Politics and Water Do Not Mix - the Dark Side”

OVERVIEW

On May 20, 2014, the San Diego County Grand Jury filed a report entitled “Politics and Water
Do Not Mix — the Dark Side.” The report examined approaches taken by the City of San Diego
and the County Water Authority to ensure that the San Diego region maintains a reliable source
of drinking water.

The Grand Jury Report included six findings and seven recommendations. Of the seven
recommendations, five were directed to the City Council and the Mayor, and two were directed
to the San Diego County Water Authority. The Council, Mayor, and other respondents were
required to provide comments to the Presiding Judge of the San Diego Superior Court on each
applicable finding and recommendation within 90 days, or August 18, 2014. As August 18" fell
during Council’s summer recess, the Court granted a requested extension to October 17"

In responding to each Grand Jury finding, the City is required to either (1) agree with the finding
or (2) disagree wholly or partially with the finding. Responses to Grand Jury recommendations
must indicate whether the recommendation (1) has been implemented; (2) has not yet been
implemented, but will be in the future; (3) requires further analysis; or (4) will not be
implemented because it is not warranted or is not reasonable. Explanations for responses are
requested when applicable.

Our office has provided input and worked collaboratively with City staff in the Public Utilities
Department and the Mayor’s Office to develop a proposed joint response (see Attachment 1).
With regard to the findings, the proposed joint response addresses all six of the Grand Jury
report’s findings on behalf of the both the City Council and Mayor, and the five
recommendations that were directed to both the Council and Mayor.
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Proposed City Response to San Diego County Grand Jury Report
Entitled

“Politics and Water Do Not Mix, The Dark Side”

Pursuant to California Penal Code Section 933(c), the San Diego City Council and Mayor
provide the following responses to the findings and recommendations included in the above
referenced Grand Jury Report.

FINDINGS

Finding 01: Part of the future of San Diego’s local supply of water depends on desalination of
ocean water.

Response: The Mayor and City Council agree with the finding.

San Diego should maintain a diversified water supply portfolio which includes
conservation, grey water, groundwater, recycled water, and potable reuse in addition to
regional desalination projects.

Finding 02: Millions were spent to build a small-scale demonstration project to purify water; it
proved the efficacy and safety of potable water reuse.

Response: The Mayor and City Council agree with the finding.

Finding 03: The practice of conservation reduces the amount of water used, but also always
increases rates because infrastructure to deliver the water will have to cost more in order to
make up for revenue lost due to lower amounts of water being used.

Response: The Mayor and City Council partially disagree with the finding.

Prior to any rate increase, the Department prepares a financial projection and/or a Cost of
Service Study (COSS). The COSS and resulting financial plan and rate structure should
provide full cost recovery, but should also include the promotion of water conservation.
The studies factor in annual projections of the number of customers and water use. As
rates are determined by a number of factors, changes to any one factor may be mitigated
by changes in other factors.

Finding 04: Using water reserves during years when rainfall is below normal instead of
purchasing water from MWD only delays price hikes.



Response: The Mayor and City Council disagree with the finding.

One of the core missions of the Public Utilities Department is to operate and invest
wisely, while keeping impacts to ratepayers as a top priority. In an effort to provide
temporary rate relief to City water customers during the economic downturn, the
Department took a variety of steps, including implementing operational efficiencies,
refinancing prior bond issuances and using surplus water from our local reservoirs due to
the heavy rains in Fiscal Year 2011 to offset the increased price of its wholesale water
from the County Water Authority (CWA) and to defer the need for a rate increase in 2012
and 2013.

City Council policy states that the City shall maintain in its primary water storage
facilities approximately 7.2 months of the annual (rolling 12 months) water demands.
This water is to be used for emergencies, in the event of a substantial disruption or
interruption of imported water service. Since the implementation of this policy, the City
has met this requirement. At times when the City has available surplus water, the
Department will review its operations and balance the need to purchase imported water
against the effects of using local supplies, and will do what is most prudent to minimize
impacts to ratepayers.

Finding 05: Every gallon of recycled water used saves a gallon of drinking water.

Response: The Mayor and City Council agree with the finding.

Finding 06: San Diegans are now facing a nearly 15 percent increase in water rates to cover
losses incurred during 2012 and 2013.

Response: The Mayor and City Council disagree with the finding.

It is misleading to state that the approved rate increases were to cover losses in 2012 and
2013. The approved rate increases during this two year period are designed to cover the
increased cost of purchased water that had been temporarily absorbed by the Department
since January 1, 2012, as well as to maintain sufficient debt service coverage (DSC)
ratios. DSC ratios illustrate the Department’s ability to show it is producing enough
operating revenue to cover all operating costs associated with providing drinking water to
its customers on an annual basis. Additionally, a high DSC ratio shows that the
Department has ample operating revenues remaining to pay its annual debt service. The
Public Utilities Department, following recommendations from its Cost of Service
consultant, is targeting an aggregate 1.25X DSC ratio of net annual revenues to annual
debt service.



As stated above, through a combination of efficiencies and the use of local water, the
City was able to defer increases to our ratepayers during the period of the economic
downturn.

RECOMMENDATIONS

Recommendation 14-73: Stop funding NCWRP and move on to build full-sized plants.

Response: This recommendation will not be implemented, as it is neither warranted
nor reasonable.

The North City Water Reclamation Plant (NCWRP) must remain operational so the City
can continue to serve existing recycled water customers.

Upon acceptance of the Water Purification Demonstration Project Report (April 2013),
the City Council directed staff to prepare an implementation strategy for maximizing
potable reuse. Report to the City Council dated July 22, 2013 (Report No. 13-068)
summarizes the work plan for preparing such a strategy. Technical studies are a major
aspect of the work plan and will determine the feasibility of the Recycled Water Study’s
high-level facility concepts for achieving 83 mgd of potable reuse, and what size full-
scale plants can be.

Report No. 13-068 also describes grant-funded research of direct potable reuse (DPR)
techniques that are being conducted at the existing 1-mgd AWP Facility; the City’s
facility is the only one in the State where this type of research can be done. The DPR
research is critical to informing the regulators as they evaluate the regulatory feasibility
of DPR, and for developing potential DPR options for the City.

Recommendation 14-74: Establish realistic timelines based on likely funds available to move
forward with water projects.

Response: This recommendation has been implemented.

The Department is in the process of implementing the steps that were recommended in
the Water Purification Demonstration Project Report, referenced in the response to
recommendation 14-73, and the Recycled Water Study. This entails completing detailed
siting studies to determine if the facility locations identified in the Recycled Water Study
can accommodate the conceptualized facility capacities; preparing a schedule and
financing plan; developing a strategy for allocating potable reuse costs among local water
and wastewater funding sources; monitoring the development of indirect and direct
potable reuse regulations; public outreach and engagement; and continuing to operate the
AWP facility at North City.



The Department has issued a Request for Information as the first step in procuring a
Technical Services consultant to assist in the implementation of its Pure Water program,
which will provide for potable reuse of water in the City. The first phase of the Program
is being added to the City’s Consolidated Multi-year Capital Improvement Plan. The first
15 million gallons per day (mgd) of Pure Water is expected to come on-line by 2023. An
additional 68 mgd of Pure Water will be developed within the region by 2035.

Recommendation 14-75: Support the need for Capital Improvement Projects designated for
water management.

Response: This recommendation has been implemented.

The Department is adding the Pure Water Program to the City’s Consolidated Multi-year
Capital Improvement Plan.

Recommendation 14-76: All new construction should include dual plumbing so recycled water
can be used as it becomes available in their area.

Response: This recommendation requires further analysis.

The City’s 2010 Recycled Water Master Plan Update, accepted by the City Council in July
2012, included a market assessment to identify potential customers of non-potable recycled
water. According to the assessment:

e Estimated demands from all new potential customers is less than 10 mgd; the cost of
new recycled water facilities needed to deliver the water is estimated to be $430 to
$550 million (in 2001 dollars).

e New potential customers are widely dispersed across the service area, thus requiring
over 100 miles of new pipe.

These results show that expanding the recycled water system would be a high-cost/low-
impact strategy for increasing the use of recycled water. However, PUD actively
evaluates expanding purple pipe infrastructure when participation agreements with
interested users guaranteeing volume and duration can be reached. Additionally, the City
will continue to pursue new customers who can be served from existing infrastructure.

Recommendation 14-77: Establish policy that requires water rates go up to cover the new rate
when the cost of water purchased from MWD goes up.

Response: This recommendation will not be implemented, as it is neither warranted
nor reasonable.



Prior to any rate increase, the Department will prepare a financial projection and/or a
Cost of Service study which develops a financial plan that projects operating revenue,
expenses and capital costs for the enterprise fund. The plan considers future revenues
under existing rates, operation and maintenance expense, principal and interest expense
on debt, and capital improvement requirements to determine what increases if any are
required. Due to efficiencies in operations or changed circumstances automatic rate
increases may not be required.



POLITICS AND WATER DO NOT MIX
THE DARK SIDE

SUMMARY

The City of San Diego (City) provides drinking water to over 1.3 million people and presently
imports 85 percent of its water. The City needs reliable local drinking water and has no “silver
bullet” for supplying water to its residents.

The 2013-2014 San Diego County Grand Jury (Grand Jury) understands this, but it appears that
we are waiting for a “silver bullet” to solve our problems. The irony is that a silver bullet is
available but before it can be used to solve our problems someone needs to “pull the trigger.”

e The ongoing drought has led to historic restrictions in water supply deliveries. There are
continuing uncertainties with imported water supply reliability.

e The City must move forward to protect its citizens from the results of drought as
emphasized by the declaration of a drought emergency by Governor Brown and monetary
response from the federal government.

Clearly, drought in Northern California will affect the water supply in San Diego and Southern
California in general.

The past three Grand Juries have examined:

1. Water-use strategy.
2. The cost of water to ratepayers.
3. Reducing dependence on imported water.

The Grand Jury has considered six methods for increasing local water supplies. Only two would
make a significant difference; they are desalination and water purification. This report, while
reiterating the present water sources, will focus on the two most presently feasible sources,
desalination and water purification.

Desalination
Water Purification
Conservation

Local surface water
Groundwater
Recycled water

This report will emphasize that all the best long range plans and projects recommended by the
San Diego Public Utilities Department (SDPUD) and San Diego County Water Authority

! City Council’s Response dated 10/16/2013 to the 2012/2013 San Diego Grand Jury Report.
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(SDCWA) are of no avail unless the San Diego City Council approves the plans and funds the
actions needed to implement such plans. They need to “pull the trigger.” The real solution thus
lies in the hands of the City Council which must assume the mantle of leadership and provide
funding for future water projects. The statement “the buck stops here” applies to the City
Council.

The Grand Jury has had many interviews with water officials and here are some of the quotes
from those interviews:

e “What we need is for all of the stakeholders to be on the same page when it comes to
conservation.”

e “We are not at a level that any of these plans are actually practical.”

e When asked, of all of these plans, what is funded? The answer: “Nothing.”

“When it comes to taking on future projects, what makes it difficult is that in the future

we don’t know what the regulations will be that allow things to go forward.”

What is the real story on moving projects? “Leadership and political will is the answer.”

“Overall the level of confidence is low that things will get done.”

“Morale is low.”

“Feel good meetings waste time and prevents staff from doing meaningful work.”

If San Diego waits for the tipping point where buying water from Metropolitan Water District
(MWD) costs the same as desalination and water purification, it will be too late. Will this be
another part of this generation’s legacy of not planning for the future?

PROCEDURE
The Grand Jury interviewed personnel from SDCWA and SDPUD. In addition, the Grand Jury
reviewed reports from the following:
e San Diego City Engineering Department
San Diego County Water Authority
San Diego Public Utilities Department
Metropolitan Water District
City of San Diego Water Purification Demonstration Project
City Council’s Response dated 10/16/2013 to the 2012/2013 San Diego County Grand
Jury Report

e San Diego County Water Authority’s Response dated 8/1/13 to the 2012/2013 San Diego
County Grand Jury report

Reviewed the minutes from meetings of the following:
e San Diego City Council
e Natural Resources and Culture Committee
e San Diego County Water Authority

Reviewed press releases from the following:
e San Diego County Water Authority
e San Diego Public Utilities Department
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e San Diego City Council

The Grand Jury visited:
¢ North City Water Reclamation Plant
e The San Vicente Dam Project

DISCUSSION

Desalination

After the first year of construction, the Carlsbad Desalination Project is 25 percent complete and
on its way to producing water for the region, on time and on budget, in 2016.

Poseidon Water is developing the plant and pipeline with joint-venture contractor Kiewit Shea
Desalination. The project will deliver up to 50 million gallons a day of drought-proof, highly
reliable water that will become a core, day-to-day resource for the region. It is projected to meet
7 percent of San Diego County’s total water demand in 2020, and about one-third of all the water
generated locally.

In November 2012, the SDCWA signed a 30-year agreement to purchase at least 48,000 acre-
feet of desalinated seawater each year from Poseidon, as long as it meets pre-set quality and
quantity requirements. The SDCWA may purchase up to 56,000 acre-feet annually, enough to
serve about 112,000 typical single-family homes.

The reverse osmosis plant in Carlsbad will connect to the SDCWA's aqueduct via a 10-mile
pipeline through Carlsbad, Vista, and San Marcos. Pipeline installation is nearing completion in
San Marcos and Vista; construction in Carlsbad is under way and expected to be completed in
2015. In addition, the Water Authority is making about $80 million in upgrades to its own
facilities so it can deliver desalinated seawater into its Twin Oaks Valley Water Treatment Plant
for distribution throughout the region.?

Advantages

e We live next to the Pacific Ocean which is a reliable source of water; unlike rainfall,
which sometimes falls and sometimes does not, the ocean is always there. Desalination
offers a secure source of water.

e A desalination plant serves as a very flexible means of water output, allowing for
differing quantities of seawater to be processed according to the level of demand.

e Desalination water is safe, free of chemicals and salt. There are more than 17,000
desalination plants in operation today worldwide.?

Water Purification

2 San Diego County Water Authority “Carlshad Desalination Project” Jan. 10, 2014 http://www.sdcwa.org/issue-
desal
® Desalination By The Numbers-- http://idadesal.org/desalination-101/desalination-overview/
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The City’s long history with water purification is now paving the way for future local water
reliability. The City’s efforts to bring purified water to San Diego will increase the supply of the
available drinking water and decrease our dependence on imported water.

To determine the feasibility of a full-scale water purification project, a demonstration project was
operated from 2009 to 2013. Advanced water treatment technologies were examined at this pilot
facility for one year. Following the year-long testing, it was determined that water purification is
a viable option for San Diego. The results showed that the purified water met drinking water
quality standards set forth by the California Department of Public Health. The complete findings
and results of this demonstration project were documented in a report and shortly thereafter
adopted by the City Council.*

At this meeting, the City Council directed staff to undertake a number of new tasks. The full
report can be found online.® In the full report, the Advanced Water Purification Facility (AWPF)
was directed to continue to operate and test the water through Fiscal Years 2014 and 2015. The
City's cost for operations and electricity during this time is estimated to be $720,000. This will
allow AWPF to be available for public tours and to continue this aspect of public outreach.
There is actually another reason for this action which will be referred to later in this report.
According to the project report entitled Water Purification Plan; funds are available to build a
pipeline from the North City Water Reclamation Project (NCWRP) to San Vicente Reservoir.
This reservoir is owned by the City. A water official stated that the amount of water from
purification put into San Vicente will roughly equal the amount of evaporation averaged out
daily. This may substantiate a water official’s comment that the water pipeline will most likely
not be built, especially taking into the consideration the cost of the last seven hundred feet due to
elevation change.

The NCWRP, which has been proven to be safe and cost effective, would provide anywhere
from 15 million to 100 million gallons of drinking water per day, depending on the size of the
plant.

A full scale potable reuse facility would be beneficial in several ways. It would continue
operating for many years, producing at the very least two billion gallons of drinking water every
five months. The question becomes: Since millions of dollars have been spent to build a small-
scale demonstration plant that has proven the efficacy and safety of potable water reuse, why is
the City Council delaying moving forward with a much larger plant now?

The answer may be in the politics of water. A City water official provided an answer to the
Grand Jury, namely that the Environmental Protection Agency’s (EPA) waiver for the Point
Loma waste water treatment plant expires July 31, 2015. The waiver allows the Point Loma
Wastewater Treatment Plant to continue to discharge partially treated wastewater into the ocean
(“advanced primary treatment”) instead of upgrading to secondary treatment as required by the
Clean Water Act. The current waiver was granted on condition that the City recycles more water
and greatly reduces the amount of wastewater discharged at Point Loma. Thus, there is an urgent

* Request for Council Action, City of San Diego, Potable Reuse Project, 07/19/2013
http://docs.sandiego.gov/councilcomm_agendas_attach/2013/NRC 130731 7.pdf
5 -

Ibid
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need to continue the use of the demonstration plant in hopes of obtaining another renewal of the
EPA waiver.

“In order to avoid steep financial penalties and be forced to upgrade the Point Loma facilities at
great expense, the city will try to negotiate for yet another waiver by demonstrating its
commitment to divert ever-larger amounts of wastewater from Point Loma into a large-scale
potable reuse program.” °

The following charts represent the possible locations of the proposed full scale water purification
facilities and their pipeline configurations. Note that the proposals use 2035.

®NCWRP staff during a Grand Jury visit to NCWRP

SAN DIEGO COUNTY GRAND JURY 2013/2014 (filed May 20, 2013)



Figure 1 - Potable Reuse Facility Alternatives
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Conservation

Conservation is not new to the City of San Diego or any other water district in San Diego
County. Conservation is not a new source of water; it merely results in a new normal for usage
data. Why, with that in mind, would the City inform its citizens that it does not anticipate any
water-use restrictions for San Diego in 2014? “Thanks to strong regional conservation efforts

SAN DIEGO COUNTY GRAND JURY 2013/2014 (filed May 20, 2013)



and the investment the agencies have made in diversif:?/ing the region’s water supply portfolio,
we are in better shape than many parts of California.”

Conservation is important to San Diego and will continue to be important, because it is a semi-
arid to arid region and will become home for a significant share of the 20 million new residents
California will gain in the next two decades.® There will also be increased demands from
neighboring states for Colorado River water. But instead of mandating conservation, the
growing trend among water districts and agencies throughout the state, including Metropolitan
Water District of Southern California and its member agencies, is to market conservation as a
kinder, gentler lifestyle choice. It is also noted that the local water availability problem is not
solved simply by stating that Northern California has a more severe drought situation than
Southern California.’

The public is confronted with conflicting statements and mixed messages concerning
conservation by those local agencies which provide water. SDCWA officials in 2014 stated:
“San Diego should have a sufficient supply next year, eliminating the need to implement
restrictions on water use.”® A SDPUD representative advised that there are restrictions, but we
do not have the staff to enforce them. The Grand Jury also learned from SDPUD officials that
the conservation efforts of San Diego citizens have been impressive, with water consumption
now 15.3 percent lower than it was in 2007.

In January 2014, Governor Brown declared a drought emergency throughout California,
including a call for a voluntary statewide reduction in water consumption. A pamphlet published
by the Otay Water District in early 2014 states, “Severe drought in other parts of our state is still
a concern, but statewide advisories do not necessarily apply to San Diego County and our own
local water situation.”** With conflicting public statements from government officials, what is
the public supposed to believe? Several of these quotations send the message that San Diego
County does not have a current water problem and the can will appropriately be kicked down the
road. The public is ready to express concern about street potholes and broken sidewalks because
they impact their daily lives; on the other hand, the public appears to be complacent about the
water supply because they do not hear any alarms sounded by agencies responsible for providing
water. The citizenry will demand action only when restricted access to the use of water occurs.

Water agencies may be facing conflicting priorities, according to The Equinox Center: “Is
conservation the best answer when it comes to supply and cost savings? Although many water
utilities are doing what they can to promote the message of conservation, at the same time, they
have to cover their capital costs and operation costs. And one of the ways they do that is by
selling more water.”

"Press release City of San Diego Water Supply Is Stable, January 17, 2014 https://www.sandiego.gov/water/gen-
info/pressreleases/index.shtml

8 Aqueduct Magazine. Vol. 72, Issue 3, Summer 2006 http://www.public.asu.edu/~majansse/dor/Steed-
Blomquist%202006.pdf

® Ibid

19 press release City of San Diego Water Supply Is Stable, January 17, 2014 https://www.sandiego.gov/water/gen-
info/pressreleases/index.shtml

Otay Water District, Pipeline pamphlet, winter 2014
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There is a hue and cry from citizens who say, “Why do I conserve and use less water and still see
my bill continue to rise?” According to the Cost of Service study, “since 2008, the effective rate
that the City pays for purchased water from SDCWA has doubled. Infrastructure investments by
both SDCWA and Metropolitan Water District of Southern California, restricted allocations . . .
from the Colorado River, and the Bay-Delta all of which continue to drive costs up, while
declining sales reflect conservation efforts drive revenues down.” *2

According to a SDWA official, “This reduction in available deliveries means that Southern
California would likely have to take about another 100,000 acre feet of water out of storage to
meet demand. We were already expecting storage to come down several hundred thousand acre
feet if conditions were to remain dry”*®

Groundwater

Groundwater is a finite water source and will not grow at a rate necessary to keep up with the
demand needed for a larger population. Utilization of groundwater as a water supply to the San
Diego region requires the extraction of water from underground basins, known as aquifers.

The groundwater in the San Diego region is mostly saline brackish water. Brackish water
requires a more intense desalination treatment process. Although groundwater supplies are less
plentiful in the San Diego region than in some other areas of California, the SDCWA is still
exploring undeveloped supplies that may exist.

With an eye on politics, notice that the costs, timelines, and lengths of time to actually build and
start a water project don’t exactly evoke a sense of urgency in decision makers. We have the
classic “study, plan, estimate project cost, restudy, re-plan, re-estimate cost, etc.” syndrome,
which ultimately does nothing but delay the project.

Local Surface Water

Depending on rain water to increase our supply is like rolling the dice. Southern California’s
water cycle is drought, followed by flood, followed by drought. The rainfall in San Diego is just
above the desert threshold. Such dramatic weather episodes will likely get worse as the climate
changes. This means we need to be more proactive in our response to water management.
Historically in San Diego when it does rain a great deal, there is too much water that simply runs
off and ends up in the ocean.

Recycled Water (non-potable)

A number of water and wastewater agencies in San Diego County are implementing and
expanding their water recycling projects.** One acre foot of water is enough for two average
households for a year. Approximately 30,000 acre feet of recycled water (also known as “purple
pipe water”) are beneficially reused within the SDCWA's service area annually. This number is
projected to increase to over 43,000 acre feet per year by 2020.%

2Cost of Service Study City of San Diego, CA 5 September 2013
http://www.sandiego.gov/water/pdf/rates/jan20142015costofservicestudy.pdf

13 Jason Foster, director of public outreach and conservation with the San Diego County Water Authority.
YWater Reuse Association, http://www.watereuse.org/sections/california/sandiego

S\Water A Branch of Public Utilities, http://www.sandiego.gov/water/waterreuse/waterreusestudy/
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Water recycling is the use of treated and disinfected municipal wastewater to provide a water
supply suitable for non-drinking purposes. SDCWA uses recycled water to fill lakes, ponds, and
ornamental fountains; to irrigate parks, campgrounds, golf courses, freeway medians, community
greenbelts, school athletic fields, food crops, and nursery stock; and to control dust at
construction sites.

Recycled water can also be used in certain industrial processes and for flushing toilets and
urinals in non-residential buildings. As an example, there are a few local bio-tech firms that have
dual-plumbed their buildings to allow the use of recycled water for toilet and urinal flushing and
for use in their cooling towers.*®

One of the elements identified in the SDCWA'’s resource mix is the optimization of recycled
water use. Every gallon of recycled water used within the region reduces the need to import or
develop other water supplies.

STRICTLY POLITICS
On February 18, 2014, President Obama stated: “Water politics in California can be very
complicated.”

Throughout California’s colorful and sometimes chaotic history, water has always been at the
forefront because of the Golden State’s vast and mostly dry landscape. San Diego is no
exception. Recently it was noted in the Cost of Service Study*’ that historically, the City has
passed increased rates from SDCWA through to its customers.

SDCWA in late June 2012 authorized a 9.7 percent increase in its wholesale prices, mostly to
offset jumps in prices levied by its main provider, the Metropolitan Water District, and to cover
costs associated with projects designed to develop alternative supplies.

However, over the past two years (2012 and 2013), SDPUD has used one-time revenue sources,
implemented operational efficiencies, and identified additional local supplies to absorb the
SDCWA pass-through increases, which are estimated to be approximately $35 million.
Increases are anticipated to continue on an annual basis. Continuing to absorb these increases
creates a structural deficit that is not sustainable.

While a SDCWA official represents that all is well for 2014, we need to look beyond the next
365 days to assure an adequate water supply. The same official emphasized, “San Diego County
has adequate water supplies for 2014 due to large storage reserves, such as Diamond Valley Lake
in Hemet, which is currently at 72 percent capacity. In all, Southern California has 2.4 million
acre feet of water stored.” *®

The question that must be asked is why weren’t the costs passed on during the last two years?
Answer: It was politically decided to draw down local supplies rather than purchase imported
water, i.e., hold rates down rather than risk offending voters with higher water bills.

%\Water Reuse Association, http://www.watereuse.org/sections/california/sandiego
17 Cost of Service Study www.sandiego.gov/water/.../jan20142015costofservicestudy.
18 H

Ibid.
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Is it also a political issue to increase rates 7.25 percent next year and then 7.5 percent the
following year to cover failure to pass rate increases for 2 years, then claim these increases are
necessary to make up for this failure?

A Councilmember casting the only vote against the new rates, complained, “We’ve said all along
that we’ve absorbed the rate increases on ratepayers for the last two years, but in this case we’re
going back and trying to recover those rate increases — as if to suggest that SDPUD absorbing
the rate increase over the two years meant that in the future customers should never have to pay
the true cost of imported water.”*° Perhaps it was just political posturing.

Water agencies typically pass on the cost of wholesale rate increases, along with other costs,
such as electricity and infrastructure upgrades. While the City elected to draw the line on rate
increases, other water districts did not follow suit. Oceanside, Poway, Valley Center and
Sweetwater all raised rates.

An investigative news source claimed that the City had built a cushion by raising rates and not
finishing as many water projects as planned. Rates climbed between 16 percent and 22 percent
between July 1, 2005, and July 1, 2010, according to the nonprofit journalism center based at San
Diego State University.?

With no increases imposed for 2012 and 2013, the incoming mayor in 2014 was met with a
proposal to increase the water rates nearly 15 percent over the first two years of his new term.

There appears to be an assumption that San Diego may be in jeopardy of having its bond rating
affected unless water rates are not raised 7.25 percent in 2014 and then 7.50 percent in 2015, a
total of 14.75 percent. Other reasons offered for this rate hike are water infrastructure
investments, ongoing drought conditions and regulatory restrictions putting upward pressure on
purchased water costs.”*

As the years have gone by, water rates rose due to the need to import increasingly higher priced
water. The citizens of San Diego need a much clearer understanding as to why their SDPUD
operates the way it does. This would include transparency as to how projects are being
prioritized and are actually funded. Long range planning without priority stops at the City
Council level.

Historically, requests for rate hikes were routinely voted down by the City Council in order to
look better to the voters. What have resulted are the postponement of water infrastructure
projects, band aid repair jobs, and an ever increasing list of problems with water delivery and
wastewater management. The City’s water decisions are guided more by political considerations
than sound public policy that is in the best interest of the citizens of San Diego County.

19'san Diego City Council meeting minutes 10/09/2013
2 http://inewsource.org/?s=Feb+2010
?! 1bid
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While water from city reservoirs is cheaper, it is not all that plentiful. Of the 194,100 acre-feet
delivered by the City to its ratepayers in 2011-2012, just 25,758 acre-feet were drawn from its
own reservoirs. The rest was purchased from the SDCWA for $171.4 million.

As an example of water politics, the City plans to draw down two billion gallons of water from
City-owned Lake Morena over an approximate five month period. This will be at a substantial
detriment to the community and tourism at Lake Morena, as well as decreasing firefighting water
sources needed as the weather gets warmer and drier.

The City now plans to take that decision one step further. The City’s stated position is: “Now it
[Lake Morena] is only 4 percent full and 4 percent full it will stay. We intend to essentially run
the lake at about this current level as long as we possibly can so we can capture and use the local
runoff to the benefit of our rate payers,” “* The City owns the lake and is well within its rights to
do so; however, is this in the best interests of the citizens of San Diego County?

San Diego’s former mayor, Bob Filner, had stopped the drawdown. The interim mayor, Todd
Gloria, and new mayor, Kevin Faulconer, have restored it. A change in political power made a
difference in this water decision. The City actually had a chance to increase local storage due to
the recent storms in late February 2014, but political inaction prevented it.

The only feasible way we can increase our local water supply and rely less on MWD is through
water desalination and water purification. These options would also raise our water rates. It is
the conclusion of the Grand Jury that water will continue to be more expensive each year for the
foreseeable future.

FACTS AND FINDINGS

Fact: Desalination will make a substantial difference to San Diego’s local water supply.

Finding 01: Part of the future of San Diego’s local supply of water depends on desalination of
ocean water.

Fact: The purified water from the NCWRP drinking water passed quality standards set forth by
the California Department of Public Health.

Fact: The complete findings and results of the project were documented in a report and adopted
by the City Council.

Fact: The Advanced Water Purification Facility has been funded for Fiscal Years 2014 and
2015 and is estimated to cost $720,000.

Finding 02: Millions were spent to build a small-scale demonstration plant to purify water; it
proved the efficacy and safety of potable water reuse.

Fact: Conservation is a necessity for all San Diego County water districts.

230urnalism for the Common Good, http://inewsource.org/2014/03/06/lake-morena-reservoir-is-4-percent-full-and-
will-stay-that-way /
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Finding 03: The practice of conservation reduces the amount of water used, but also always
increases rates because infrastructure to deliver the water will have to cost more in order to make
up for revenue lost due to lower amounts of water being used.

Fact: The rainfall in San Diego amounts to just over the desert threshold.

Fact: San Diego is the third driest large city in the United States.

Finding 04: Using water reserves during years when rainfall is below normal instead of
purchasing water from MWD only delays price hikes.

Fact: Approximately 30,000 acre feet of recycled water are beneficially reused within the Water
Authority's service area annually.

Fact: There are a few local firms that have dual-plumbed their buildings to allow the use of
recycled water.

Finding 05: Every gallon of recycled water used saves a gallon of drinking water

Fact: Today imported water comprises 85percent of our water supply; 53 percent of that amount
is purchased from MWD.

Fact: Water rates were kept artificially low in 2012 and 2013 as a political decision to gain
favor from ratepayers.

Finding 06: San Diegans are now facing a nearly 15 percent increase in water rates to cover
losses incurred during 2012 and 2013.

RECOMMENDATIONS
The 2013-2014 San Diego Grand Jury recommends that the San Diego Mayor and San
Diego City Council:

14-73: Stop funding NCWRP and move on to build full-size plants.

14-74: Establish realistic timelines based on likely funds available to move forward
with water projects.

14-75: Support the need for Capital Improvement Projects designated for water
management.
14-76: All new construction should include dual plumbing so recycled water can be

used as it becomes available in their area.

14-77: Establish policy that requires water rates go up to cover the new rate when
the cost of water purchased from MWD goes up.
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The 2013-2014 San Diego Grand Jury recommends that the San Diego County Water
Authority:

14-78: Consider an economic reward for conservation measures taken by
ratepayers.
14-79: Be more transparent in their explanations of how and why projects are

prioritized and funded.

REQUIREMENTS AND INSTRUCTIONS

The California Penal Code §933(c) requires any public agency which the Grand Jury has
reviewed, and about which it has issued a final report, to comment to the Presiding Judge of the
Superior Court on the findings and recommendations pertaining to matters under the control of
the agency. Such comment shall be made no later than 90 days after the Grand Jury publishes its
report (filed with the Clerk of the Court); except that in the case of a report containing findings
and recommendations pertaining to a department or agency headed by an elected County official
(e.g. District Attorney, Sheriff, etc.), such comment shall be made within 60 days to the
Presiding Judge with an information copy sent to the Board of Supervisors.

Furthermore, California Penal Code §933.05(a), (b), (c), details, as follows, the manner in which
such comment(s) are to be made:
(a) As to each grand jury finding, the responding person or entity shall indicate one of the
following:
(1) The respondent agrees with the finding
(2) The respondent disagrees wholly or partially with the finding, in which case
the response shall specify the portion of the finding that is disputed and shall
include an explanation of the reasons therefor.
(b) As to each grand jury recommendation, the responding person or entity shall report
one of the following actions:
(1) The recommendation has been implemented, with a summary regarding the
implemented action.
(2) The recommendation has not yet been implemented, but will be implemented
in the future, with a time frame for implementation.
(3) The recommendation requires further analysis, with an explanation and the
scope and parameters of an analysis or study, and a time frame for the matter to
be prepared for discussion by the officer or head of the agency or department
being investigated or reviewed, including the governing body of the public agency
when applicable. This time frame shall not exceed six months from the date of
publication of the grand jury report.
(4) The recommendation will not be implemented because it is not warranted or is
not reasonable, with an explanation therefor.
(c) If a finding or recommendation of the grand jury addresses budgetary or personnel
matters of a county agency or department headed by an elected officer, both the agency
or department head and the Board of Supervisors shall respond if requested by the grand
jury, but the response of the Board of Supervisors shall address only those budgetary or
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personnel matters over which it has some decision making authority. The response of the
elected agency or department head shall address all aspects of the findings or
recommendations affecting his or her agency or department.

Comments to the Presiding Judge of the Superior Court in compliance with Penal Code §933.05
are required from:

Responding Agency Recommendations Due Date

Mayor, City of San Diego 14-73 through 14-77 08/18/14

City Council, City of San Diego ~ 14-73 through 14-77 08/18/14

San Diego County Water 14-78, 14-79 08/18/14
Authority
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