
TO: James L. App, City Manager 

FROM: Doug Monn, Public Works Director 

SUBJECT: Timing of Water Capital Projects 

DATE: November 15, 2011  

NEEDS: For City Council to establish priorities for water system capital projects.  

FACTS: 1. Water Fund reserves are being drawn down to pay operating and Nacimiento 
Water Project expenses due to delays in implementing adequate water rates.  
Additionally, water sales have dropped 23% since 2007 while operating and 
Nacimiento Water Project costs are increasing. 

2. Water rate increases adopted in April of this year go into effect on January 1, 
2012, with annual increases through January 1, 2016. 

3. As is evident on the attached tables, even with the adopted water rate 
adjustments over the next 5 years, the adjustments are not adequate to fund 
needed repair, replacement, and new facilities to serve the community. 

4. Two planned capital projects are of particular importance to the City:  a) a 
water treatment plant is needed to treat and deliver the City’s share of 
Nacimiento Water; and b) the 83-year-old 21st Street Reservoir is in poor 
condition and is at the end of its useful life. 

5. Timing and sequence of planned capital projects must consider the Water Fund 
status and the City’s ability to fund such construction (see Tables attached). 

ANALYSIS & 
CONCLUSION: Two projects that are critical to the water system operations are replacement of the 

21st Street Reservoir and construction of a water treatment plant: 

21st Street Reservoir  

Built in 1928 with the roof added in the 1950s, 21st Street Reservoir has been in 
use more then 80 years and is at the end of its life span. The substantial 
degradation of the reservoir inlets and outlets (gunnite tunnels), roof, and 
supporting structure are of particular concern.  

This 4 million gallon reservoir regulates water pressure throughout the entire 
west side.  It also provides firefighting water storage, regulates peak demand, and 
satisfies emergency water needs. An unplanned loss of the 21st Street Reservoir 
would trigger emergency operations consisting of mandatory water use 
restrictions and would significantly diminish our ability to respond in the event 
of fire or provide water for basic health and sanitation in the event of a 
significant supply disruption.  

The expected cost to replace the reservoir is $7.4 million.1 

1 All costs in 2011 dollars unless otherwise noted.  Capital costs inflated 4% per year to year of construction. 
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Water Treatment Plant  

The regional Nacimiento Water Project is up and running, however, the City 
needs a water treatment plant before introducing Nacimiento water into the 
system. 

Nacimiento water is key to reliably meeting summertime demands, improving 
water quality, and reducing demand on the groundwater basin.  Without a plant, 
the City runs the risk of outpacing its well production, particularly if water 
conservation relaxes, significant growth occurs, or well production declines due 
to ever increasing competition for groundwater. 

Various plant capacities have been considered over the years at varying costs: 

6 MGD Capacity $41 million 

Considered in 2008, a 6-million gallon per day (MGD) plant would 
serve a population of 44,000 and would include blending facilities to 
Main East and West Zones, full scale operations facility, and peaking 
capacity.   

4 MGD Capacity $25 million 

Considered in 2009, a 4 MGD plant would enable use of the full 
4,000 AFY Nacimiento entitlement and operate year-round but 
without peaking capacity. 

2 MGD Capacity $10.7 million  
(Phase II +4 MGD plant +$22.4 million) 

Now in consideration, a 2 MGD plant could be built with cash, 
operating only seasonally to meet peak demands.  This means that 
Nacimiento water would be supplied for 6 months out of the year to 
keep pace with warmer weather water demand.  This deviates from 
the City’s goals of providing consistent, softer supplies to customers 
and is a compromise approach given the delay in water rate 
adoption.  A later addition would be needed to bring total capacity 
to 6 MGD and to operate year-round. 

The varying size plants listed above are not all like-for-like so the costs vary.  For 
example, early plans for the treatment plant included more storage for blending 
with well water, backup power, landscaping and architectural treatments, etc.  
Constructing a Phase II +4 MGD treatment facility, for example, does not cost the 
same as the stand-alone 4 MGD plant because some site work and power 
provisions will have been installed in Phase I. 

The more affordable 2 MGD is a realistic first phase in water treatment that likely 
could be built with cash and ward off seasonal watering restrictions, followed by 
a plant expansion to satisfy City needs through build-out. 

Both the 21st Street Reservoir and the water treatment plant are important to the 
operations and reliability of the City’s water system, however, the Water Fund cannot 
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afford simultaneous undertakings (see attached Tables).  One will have to precede the 
other.  Considerations along that line: 

21st Street Reservoir First 

Replacing the 21st Street Reservoir project first would all but eliminate the risk of 
its collapse but would delay completion of the treatment plant. No plant would 
mean no Nacimiento water.  No Nacimiento water would result in ongoing 
watering restrictions, continuing water quality deficiencies, increasing pressure 
on the groundwater basin, and inadequate supplies to support growth.  Watering 
restrictions mean low water sales, low revenues, and pressure to cease building.   

Seasonal Treatment Plant First 

Building the 2 MGD seasonal treatment plant in FY 15/16 (the earliest that the 
Water Fund could afford it) would usher in Nacimiento.  This would provide 
supplies necessary to keep the City from imposing mandatory watering 
restrictions while allowing growth to occur until the additional capacity is 
constructed  It would mean delaying 21st Street Reservoir, extending the risk of a 
21st Street reservoir failure, then building the year-round treatment plant 
expansion once 21st Street is completed. 

Both Phases of Treatment First 

A third option would be to dedicate available resources to the phased treatment 
plant first, bringing on-line the year-round plant ahead of the 21st Street 
Reservoir project.  That would extend the risk of a 21st Street reservoir failure 
until 2021. 

POLICY 
REFERENCE: Water Master Plan, 2010 Urban Water Management Plan, Integrated Water 

Resources Plan, General Plan. 

FISCAL 
IMPACT: Having $20.7 million in reserves is insufficient to continue system operations, pay 

Nacimiento debt, and pay for both the 21st Street Reservoir replacement and a full-
scale water treatment plant right away.  The timing, sequence, and amount of 
borrowing are all discretionary, but in all cases, annual water rate increases beyond 
the adopted five year rate plan will be needed for water system operations.  It is 
important to note that these capital projects, even if fully built-out as described, will 
only have the capacity to serve development within the current City limits, as 
contemplated by the General Plan, and not any properties that could be annexed. 

The fiscal impacts of three capital project timing options were examined: 

1. Seasonal Treatment Plant First:  The Council could choose to make construction 
of a 2 MGD seasonal water treatment plant the first priority.  Under the financial 
projections (TTable 1), the seasonal plant could be operating by FY 15/16 and the 
City could replace the 21st Street Reservoir two years after that.  Improving the 
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treatment plant to a year-round 6 MGD plant could be completed in FY 21/22.  
Borrowing would be required and water rates would increase an average of 7.1% 
each year from 2017 to 2016 as shown in TTable 1.2 

2. 21st Street Reservoir First:  Alternatively, replacing the 21st Street Reservoir first 
and having it operational by FY 15/16 was also examined (TTable 2).  This would 
delay start-up of the 2 MGD seasonal treatment plant until FY 16/17, require the 
City to incur debt, and require future annual rate increases averaging 6.9% each 
year as shown in TTable 2.  

3. Year-Round Treatment Plant First:  Last, the Council could make the phased 
construction of the water treatment plant (2 MGD followed by a +4 MGD 
expansion) a priority and defer 21st Street Reservoir repairs until later.  This 
approach would also require borrowing and future annual rate increases 
averaging 8% per year as shown in TTable 3. 

Each forecast indicates Water Fund performance at the currently-adopted rates and 
fees, and then estimates the magnitude of required future borrowing and annual rate 
increases. 

Alternatives to these financial forecasts were examined such as: 

What would it take to build the treatment plant and 21st Street Reservoir on an all-
cash basis? –The City would have to increase water rates by more than 25% each year 
to avoid borrowing.  Such proposed increases would be subject to majority protest. 

Were there any other funding options considered to expedite construction of the 
treatment plant? - Yes, other municipal funding experts were asked about private 
financing in an effort to build a plant sooner while holding water rates steady.  It was 
determined that this would require either pledging money from the General Fund, 
resulting in unacceptable risk to the solvency of the City, or borrowing via the 
Wastewater Fund and increasing wastewater rates beyond needed levels, resulting in 
a difficult public message and probable failure of needed wastewater rate increases.  
While private financing may be available, it is unacceptably costly.  There are no 
other feasible funding alternatives.  

 The Water Fund has been hit hard by delayed rate implementation and low water 
sales.  The City needs both a new water treatment plant and 21st Street Reservoir 
repair to deliver Nacimiento water and to keep the storage system in good working 
order.  Current infrastructure planning does not encompass annexations; more water 
supply and completion of the combined 6 MGD treatment plant would be needed to 
serve any annexations. 

2 Water rate and fund balance forecasts shown in Tables 1, 2 and 3 are estimates only.  Factors such as 
actual capital project costs, water sales, pace of growth, inflation, etc. will impact the Water Fund such that 
future water rate analyses will be needed. 
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OPTIONS: a. City Council determines that construction of a 2 MGD seasonal water treatment 
plant is a priority such that next steps would be to: 

Authorize staff to begin contract negotiations with AECOM for final design 
of the plant (prior design work focused on the 4/6 MGD full capacity options 
– design of a smaller seasonal plant is yet to be done); 

Advertise for construction bids, award, and construction management 
services, and; 

Confirm the continuing validity of the February 2009 Negative Declaration 
for the project. 

Plan on similar steps for the 21st Street Reservoir as the next priority. 

b. City Council determines that replacement of the 21st Street Reservoir is a 
priority such that next steps would be to: 

Authorize final design for the reservoir project, and; 

Advertise for construction bids, award, and construction management 
services. 

Plan on similar steps for the 2 MGD seasonal water treatment plant as the 
next priority. 

c. City Council determines that construction of a phased year-round water 
treatment plant is a priority such that next steps would be to: 

Authorize staff to begin contract negotiations with AECOM for final design 
of the 2 MGD plant; 

Advertise for construction bids, award, and construction management 
services, and; 

Confirm the continuing validity of the February 2009 Negative Declaration 
for the project. 

Plan on similar steps for the +4 MGD additional capacity as the next priority. 

d. Amend, modify, or reject the above options. 

Prepared by:  Christopher Alakel, Water Division Manager, and  
Christine Halley, TJCross Engineers 
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