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Subject 
Authorize entering into a Seawater Desalination Program Agreement with the San Diego County Water Authority 
and its local retail agencies for the Carlsbad Seawater Desalination Project  

Description 
Board authorization is requested to enter into a Seawater Desalination Program (SDP) agreement with San Diego 
County Water Authority (SDCWA) and nine of its retail agencies to provide financial incentives for the proposed 
Carlsbad Seawater Desalination Project.  The project, described in Attachment 1, would produce and deliver 
56,000 acre-feet per year (AFY) of desalinated seawater for potable purposes, which would help achieve 
Metropolitan’s seawater desalination target of 150,000 AFY identified in the 2004 Integrated Resources Plan 
Update. 

Background 

In 2001, the Board adopted policy principles to provide direction for Metropolitan’s role in the development of 
both brackish water and seawater desalination (Attachment 2).  Shortly thereafter, the Board also approved 
Metropolitan’s Seawater Desalination Program and administrative guidelines (Attachment 3).   

This action is a follow-up to the Board’s July 2005 decision authorizing staff to enter into a SDP agreement with 
SDCWA for a 56,000-AFY project on the condition that staff return to the Board with a project description and 
environmental documentation for consideration when complete.  This project was one of five contemplated 
seawater desalination projects authorized by the Board in 2005 for inclusion in the SDP.  Metropolitan executed 
agreements with uniform terms for three proposed projects, each of which require subsequent board review of the 
project description and consideration of environmental documentation as projects become defined in the future.  

The Carlsbad project is the furthest developed of the five proposed seawater desalination projects and is projected 
to begin producing water as early as 2012.  Based on projections of the water produced and incentive payments 
that would be paid upon production, Metropolitan would expect to provide incentive funding near $350 million 
over the 25-year term of the proposed contract.  This would make the Carlsbad project one of the largest contracts 
in the history of Metropolitan’s Local Resources Program. 

Information reports addressing the proposed Carlsbad project were recently presented to both the Water Planning 
and Stewardship Committee and Special Committee on Desalination and Recycling on October 12, 2009 and 
October 27, 2009, respectively.   

Poseidon Resources LLC (Poseidon), a private Delaware limited liability company, develops and finances water 
infrastructure projects, primarily seawater desalination and wastewater reclamation projects.  Poseidon would 
own and operate the proposed project, which includes a seawater desalination treatment plant and transmission 
pipelines.  Poseidon intends to engage contractors to build and operate the project.  Construction is scheduled to 
begin in 2010 with project operation commencing in 2012.  While project operation would not be regulated by the 
California Public Utilities Commission, it must comply with regulations and permitting requirements from a 
number of California agencies including the Department of Public Health and the Regional Water Quality Control 
Board.   

Under separate agreements, Poseidon would sell water from the project to nine SDCWA retail member agencies: 
Carlsbad Municipal Water District, Santa Fe Irrigation District, Valley Center Municipal Water District, 
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Vallecitos Water District, Rincon del Diablo Municipal Water District, Olivenhain Municipal Water District, 
Sweetwater Authority, city of Oceanside, and Rainbow Municipal Water District.  Water would be delivered to 
these agencies via project transmission pipelines or through SDCWA’s distribution system as blended or 
exchanged supplies.  SDCWA is currently developing separate agreements with the nine local retail agencies to 
facilitate pass-through of incentives and integrate deliveries with SDCWA’s system operations.   

Status of Environmental Documentation  

The city of Carlsbad, which is the lead agency under CEQA guidelines, certified the project’s environmental 
documentation in 2006.  A group of environmental organizations filed lawsuits to stop the project, challenging 
permitting and related approvals of the project by the California Coastal Commission, State Lands Commission, 
and San Diego Regional Water Quality Control Board.  In September 2009, the city of Carlsbad issued an 
Addendum to the Final EIR to address impacts from a minor project site modification.  On October 16, a group of 
environmental organizations sued the city of Carlsbad, alleging that the Addendum was insufficient under CEQA.  
Poseidon has obtained favorable rulings in several of these actions, but some have not yet been finally resolved.  
The proposed SDP Agreement provides that all legal issues must be resolved before Metropolitan provides 
incentive funding for the project.   

Proposed Metropolitan Agreement 

The proposed agreement for the Carlsbad project would be executed by 11 parties comprised of Metropolitan, 
SDCWA, and nine retail water agencies within its service area.  SDCWA would be responsible for coordinating 
with the local retail agencies, providing project cost and water delivery data to Metropolitan, and distributing 
program incentives to the retail agencies.  Metropolitan, SDCWA and the nine local retail agencies have drafted 
agreement terms summarized in Attachment 4.  These terms are consistent with the uniform terms for the five 
seawater projects approved by the Board in 2005.  A full copy of the prepared agreement is available upon request 
from the Board Executive Secretary. 

Because the project would be owned by a private entity without a direct contractual relationship to Metropolitan, 
Metropolitan’s agreement requires amendments to water purchase agreements executed between Poseidon and the 
nine local retail water agencies to: (1) provide Metropolitan with direct auditing rights of Poseidon’s project cost 
records; (2) ensure access by Metropolitan and member agencies to intellectual property developed through the 
project; and (3) require Poseidon to defend and indemnify Metropolitan against any claims or liability arising 
from construction or operation of the project.  The agreement would make Metropolitan’s incentive obligation 
contingent upon continued existence and application of these critical terms in Poseidon’s retail water purchase 
agreements.  Other terms of the agreement include cost-accounting methodologies, disclosure, record-keeping, 
and audit.  Carlsbad Municipal Water District would serve as the clearinghouse agency for obtaining financial 
cost data from Poseidon and submitting documentation through SDCWA to Metropolitan for the purposes of 
agreement administration. 

Under the agreement, Metropolitan’s incentive payments would equal the difference between the project’s unit 
cost and Metropolitan’s full-service treated water rate, up to a maximum of $250 per acre-foot of delivered project 
water.  Incentive credits would be provided monthly to the SDCWA and must be passed on to the nine local retail 
agencies participating in the agreement.  The proposed agreement describes eligible cost components and 
procedures for reporting project costs and deliveries.  Staff would monitor costs and deliveries on a monthly basis 
and reconcile with project accounting records at least annually. 

Policy Options and Analysis 

Presently, Metropolitan is in the process of updating its Integrated Resources Plan (IRP), which was last adopted 
by the Board in 2004.  The IRP is Metropolitan’s adopted strategy for securing water resources for the future.  
Included in the updated IRP will be water resources targets to guide Metropolitan’s future water supply planning 
and implementation actions.  The 2004 IRP included the development of up to 150,000 acre-feet per year of 
seawater desalination through a local resources incentive approach (Local Resources Program), whereby 
Metropolitan utilizes revenues collected through its Water Stewardship Rate to incentivize the local development 
of seawater desalination, water recycling and groundwater recovery.  The IRP Update is expected to be completed 
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in April 2010.  The IRP Update will address whether the target for seawater desalination should be adjusted, and 
also address Metropolitan’s role in the development of seawater desalination, including whether Metropolitan 
should provide incentives (funded through the Water Stewardship Rate) to local agencies to implement projects, 
pursue the development of regional projects, enter into equity partnerships with member agencies, or pursue other 
possible options. 

As part of public comments at the October 27, 2009 Special Committee on Desalination and Recycling, a group 
of member agency general managers recommended that Metropolitan move forward with the proposed agreement 
provided that it include provisions set forth in Attachment 5.  Proponents of the recommendation included the 
general managers of the cities of Beverly Hills and Torrance, Inland Empire Utilities Agency, Las Virgenes 
Municipal Water District, Municipal Water District of Orange County, Three Valleys Municipal Water District, 
West Basin Municipal Water District and Western Municipal Water District.  The proposed conceptual language 
would condition the Carlsbad agreement upon: (1) continuation of the Local Resources Program (LRP); and 
(2) continuation of the Water Stewardship Rate applicable to all water conveyed in Metropolitan’s distribution 
system.  Based on the proposal, discontinuance or substantial modification of either Metropolitan’s LRP or the 
Water Stewardship Rate in the future would result in termination of the agreement along with the incentive 
payments.  Existing LRP agreements without such provisions would presumably continue. 

There were also suggestions by some members of the Board to defer action on the proposed project pending 
adoption of the IRP Update, currently scheduled for completion by April 2010.  In light of these policy issues, 
staff has prepared three options for board consideration:   

1. Authorization pursuant to existing board policies.  The project agreement would move forward as 
currently drafted without delay based on existing board policies, on current IRP targets and the rationale 
that development of local resources through the LRP meets a critical need for addressing regional supply 
reliability concerns; 

2. Authorization of agreement upon adoption of principles described in Attachment 5.  This approach 
allows for agreement termination, depending on future funding of the LRP and composition and 
application of the Water Stewardship Rate.  This approach would allow the project to move forward while 
ensuring a sufficient revenue stream to provide financial incentives for the project; and 

3. Deferral of action pending board adoption of the IRP Update.  Deferral would allow for an updated 
assessment of appropriate resource targets for seawater desalination and an updated definition of 
Metropolitan’s role in pursuing seawater desalination.  

Each of these options has merit.  Proceeding under Metropolitan’s current policy approach would move the 
project forward on a timely basis.  However, some member agencies have raised concerns about entering into one 
of the largest LRP agreements in Metropolitan’s history while the Board is debating the future of the Water 
Stewardship Rate, which serves as the source of funds for this agreement (and other LRP and SDP agreements).  
The option of conditioning incentives for this program on future board policies maintaining the revenue stream 
would address that concern, but it raises equity issues when no other LRP program has been similarly 
conditioned.  One way to address this concern is to seek amendments to existing SDP agreements to conform 
them to the proposed language.  Deferral of any action until completion of the IRP would allow the Board to 
consider the future of Metropolitan’s LRP and rate structure before making such a substantial, long-term financial 
commitment.  However, this is not recommended because it would delay the Carlsbad project.  Given the current 
water supply situation, deferral of any promising water supply project at this time is not recommended.   

In consideration of the above policy issues, staff recommends Option #2, which would condition incentive 
payments for the Carlsbad project upon continuation of the Water Stewardship Rate (including application on all 
water delivered by Metropolitan) and the LRP program.  Staff further recommends that this provision be included 
in all existing and future SDP agreements.  This would require the Board to amend the other existing agreements 
with the member agencies either now or when those project agreements are brought forward to the Board for 
CEQA compliance.  Staff also recommends that the Board consider the merits of adding similar provisions to all 
future LRP agreements or perhaps just to agreements over a certain dollar threshold where it would be prudent to 
ensure there were sufficient revenues to fund a substantial long-term commitment. 
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Policy 
By Minute Item 44356, dated February 13, 2001, the Board approved brackish and seawater desalination policy 
principles. 
By Minute Item 44578, dated August 20, 2001, the Board approved the Seawater Desalination Program and 
administrative guidelines. 
By Minute Item 45115, dated December 10, 2002, the Board authorized finalizing contracts terms and principles 
for Seawater Desalination Program agreements. 
By Minute Item 46307, dated July 12, 2005, the Board authorized entering into a Seawater Desalination Program 
agreement with San Diego County Water Authority. 

California Environmental Quality Act (CEQA) 
CEQA determination for Options #1 and #2: 

Pursuant to the provisions of CEQA and the State CEQA Guidelines, the city of Carlsbad, acting as Lead Agency, 
prepared and processed a Final Environmental Impact Report (Final EIR) for the proposed project.  The Final EIR 
was certified and the project was approved by the Lead Agency on June 13, 2006.  The Lead Agency also 
approved the Findings of Fact, the Statement of Overriding Considerations (SOC), and the Mitigation Monitoring 
and Reporting Program (MMRP).  Metropolitan, as a Responsible Agency under CEQA, is required to review and 
consider the information in the certified Final EIR (as it pertains to resource areas that are within Metropolitan’s 
jurisdiction), prior to approval of the formal terms and conditions for the proposed agreement.  The environmental 
documentation is provided in Attachment 6 and also is available in the Board Executive Secretary’s office for 
review. 

On June 24, 2009, Metropolitan, acting as a Responsible Agency, prepared an addendum to the Final EIR to 
document the proposed minor modifications to the approved project detailed in this board letter for the proposed 
agreement (Section 15164 of the State CEQA Guidelines).  The minor modification of the project is 
Metropolitan’s provision of financial assistance through the SDP incentive agreement for the production of 
desalinated water as a supplemental source of potable water for the region.  CEQA and the State CEQA 
Guidelines require the preparation of an addendum to a previously certified EIR if changes or additions are 
necessary but none of the conditions described in Section 15162 of the State CEQA Guidelines calling for the 
preparation of a subsequent EIR have occurred (Section 15164 of the State CEQA Guidelines).  The proposed 
modifications to the previously approved project also do not meet any of the conditions requiring the preparation 
of a supplement to an EIR (State CEQA Guidelines, Section 15163).  Instead, the proposed modifications require 
only minor changes or additions to the evaluation in the certified Final EIR to make it adequate under CEQA.  
None of the proposed modifications would result in significant adverse impacts beyond those impacts already 
disclosed in the original Final EIR.  The Board must verify that the addendum reflects Metropolitan’s independent 
judgment and analysis. 

The CEQA determination is: (1) review and consider information provided in the certified 2006 Final EIR, 
(2) determine that the addendum prepared by Metropolitan has been completed in compliance with CEQA and the 
State CEQA Guidelines, (3) determine that the Board has reviewed and considered the information contained in 
the addendum with the Final EIR and find that there is no substantial evidence that the proposed modifications to 
the previously approved project will create any new significant impacts, (4) determine that the addendum reflects 
Metropolitan’s independent judgment and analysis, and (5) approve the addendum. 

CEQA determination for Option #3: 

None required 
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Board Options 
Option #1 

Adopt the CEQA determination and authorize the General Manager to enter into an SDP agreement with 
SDCWA and its retail water agencies for 56,000 AFY under terms included in this letter. 
Fiscal Impact: Metropolitan would provide up to $350 million for the production of about 
1.4 million acre-feet of desalinated seawater over 25 years.  On an annual basis, Metropolitan would provide 
up to $14 million as part of the projected annual budget.  Incentives would be funded from Metropolitan’s 
Water Stewardship Fund and are factored into Metropolitan’s long-term budget, which includes provisions for 
supply development uncertainty. 
Business Analysis: Metropolitan’s service area would benefit from 56,000 AFY of desalinated seawater, 
increasing regional reliability.   

Option #2 
Adopt the CEQA determination and authorize the General Manager to enter into an SDP agreement with 
SDCWA and its retail water agencies for 56,000 AFY under terms included in this letter provided that the 
SDP agreement will terminate if Metropolitan determines that it will no longer (i) provide incentives or other 
financial support to its member agencies for seawater desalination, water recycling or groundwater recovery 
projects through the Local Resources Program, Seawater Desalination Program or similar programs; or 
(ii) utilize the Water Stewardship Rate, or a similar charge to fund the Local Resources Program, Seawater 
Desalination Program or other similar programs; or (iii) includes the Water Stewardship Rate as a charge for 
all water conveyed on the system.   
Fiscal Impact: Metropolitan would provide up to $350 million for the production of about 
1.4 million acre-feet of desalinated seawater over 25 years.  On an annual basis, Metropolitan would provide 
up to $14 million as part of the projected annual budget.  Incentives would be funded from Metropolitan’s 
Water Stewardship Fund and are factored into Metropolitan’s long-term budget, which includes provisions for 
supply development uncertainty. 
Business Analysis: Option #2 would have the same water outcome as Option #1 except that incentive 
payments for the Carlsbad project would cease if Metropolitan’s LRP and/or SDP are terminated or Water 
Stewardship Rate no longer funds such projects. 

Option #3 
Defer action to execute an SDP agreement for the proposed project pending board adoption of the Integrated 
Resources Plan Update. 
Fiscal Impact: None 
Business Analysis: Approval to execute an agreement for the proposed project would be delayed until after 
completion and board adoption of the IRP Update, currently scheduled for April 2010, potentially 
jeopardizing project start-up and financing. 
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Staff Recommendation 
Option #2 
 
 

 11/4/2009 
Stephen N. Arakawa 
Manager, Water Resource Management 

Date 

 
 
 

 11/4/2009 
Jeffrey Kightlinger 
General Manager 

Date 
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PROJECT DESCRIPTION 
 

Carlsbad Seawater Desalination Project 
 

Overview 

Poseidon Resources LLC (Poseidon), a Delaware limited liability company, plans to construct and operate capital 
facilities collectively known as the Carlsbad Seawater Desalination Project (Project).  The Project will treat about 
56,000 acre-feet per year (AFY) of seawater to potable standards and sell that water to San Diego County Water 
Authority’s (SDCWA) local retail agencies (LRAs) for beneficial use within SDCWA’s and Metropolitan’s 
service area.  The desalination facility will be located adjacent to the existing Encina Power Station (Power 
Station), immediately south of the Agua Hedionda Lagoon within the City of Carlsbad in northern San Diego 
County.  Poseidon has entered into a Ground Lease and Easement Agreement with the Cabrillo Power I LLC (a 
subsidiary of NRG Energy Inc.), the owner of the Power Station, for a parcel of about 5.7 acres for the 
construction and operation of the treatment plant. 

Project Facilities 

The Project consists of a seawater desalination treatment plant and transmission pipelines designed to produce and 
deliver 56,000 AFY of treated water to LRAs.  The desalination process includes pretreatment, reverse osmosis 
desalination, and disinfection and product water stabilization. The Project will use the existing Power Station’s 
cooling water discharge outfall for its seawater intake and disposal of brine generated by the treatment process 
pursuant to a permit issued by the San Diego Regional Water Quality Control Board.  If the Power Station 
converts to alternative cooling mechanisms as planned in the future or is offline, the project would use the 
existing Power Station intake structure for seawater supply and would be entirely responsible for mitigating 
impacts related to its use.  Figure 1 shows the location of treatment plant and intake and outfall structures. 

Project transmission pipelines would deliver water from the seawater desalination plant to the cities of Carlsbad, 
Vista, Oceanside, and San Marcos and connect to SDCWA’s and Vallecitos Water District’s potable water 
distribution systems.   A second Project pipeline would be constructed to supply water to Carlsbad Municipal 
Water District’s Santa Fe Reservoir.  Other LRAs will receive Project water through SDCWA’s distribution 
system as blended or exchanged supplies.  Figure 2 shows the project transmission pipelines location. 

Mitigation 

As part of the permits approved by the California Coastal Commission and Regional Water Quality Control 
Board, Poseidon will restore about 55 acres of land that would be dedicated to wetlands to offset the marine life 
impacts from project operation.  Further, the California Coastal Commission approval requires Poseidon to take 
measures to mitigate net greenhouse gas emissions. 

Source of Water and Brine Discharge 

Seawater from the Pacific Ocean would be the sole source of water for the Project.  The Power Station’s intake is 
located in Agua Hedionda Lagoon, a semi-confined estuary.  Seawater flows through the lagoon to the Power 
Station intake. 

The existing Power Station draws up to 695,000 AFY of cooling water from the Agua Hedionda Lagoon, which is 
a dredged embayment specifically developed and managed to support the Power Station.  Seawater from the 
Pacific Ocean enters the Lagoon through an open channel at the Lagoon’s northern boundary.  Heated cooling 
water from the Power Station is discharged into an open channel at the Lagoon’s southern boundary and flows 
into the surf zone of the Pacific Ocean.  
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Two operating scenarios regarding intake and discharge are contemplated for the proposed desalination plant: 

• Scenario One:  Under this scenario, the Power Station would continue operating with its existing once-
through cooling system.  At full capacity, the desalination plant would initially process about 
112,000 AFY, of which 56,000 would be low-salt-content potable water and 56,000 AFY would be 
concentrated brine that would be discharged for disposal into the ocean.  Heated seawater discharged 
from the Power Station would be the source of water to the desalination plant.  Concentrated brine from 
the desalination plant would be blended with the Power Station’s discharge water in the southerly open 
channel flowing into the surf zone of the Pacific Ocean.  

• Scenario Two:  Under this scenario, the desalination plant would operate at the same production levels, 
but the Power Station would either have gone out of production or would have converted to an alternative, 
non-seawater source of cooling.  The desalination plant would draw about 112,000 AFY of water directly 
from Agua Hedionda Lagoon for production of 56,000 AFY of potable water and discharge brine to the 
southerly open channel.  To meet water quality requirements for discharge, the Project would have to 
pump an additional 228,000 AFY of seawater to “blend down” the brine before discharging into the 
Pacific Ocean.   

Project Users 

Poseidon has entered into separate contracts with the LRAs listed below for the purchase of the Project water: 
   

List of LRAs and Contract Information with Poseidon 
Public Water Agency Contract Amount 

(AFY) 
Contract Execution 

Date 
Carlsbad Municipal Water District 16,000 – 25,100 September 2004 
Valley Center Municipal Water District 7,500 December 2005 
Rincon del Diablo Municipal Water District 4,000 March 2006 
Sweetwater Authority 2,400 January 2007 
Rainbow Municipal Water District 7,500 July 2007 
Vallecitos Water District 7,500 September 2007 
Santa Fe Irrigation District 2,000 September 2007 
Olivenhain Municipal Water District * up to 5,000 October 2007 
City of Oceanside * up to 5,000 December 2007 

Total 56,000  
 

* These public water agencies have agreed to receive variable amounts of water from the Project 
depending on the amount of Project water used by Carlsbad Municipal Water District. 
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Figure 1 – Seawater Desalination Treatment Plant Location 
 

 
 
 

Figure 2 – Distribution System Map 
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The Metropolitan Water District of Southern California
Policy Principles for

Brackish and Seawater Desalination
Adopted February 13, 2001

Whereas Metropolitan and its member agencies have a responsibility to provide adequate, reliable, high
quality water supplies to meet the current and projected water demands in Southern California; and

Whereas the population and the corresponding demand for water in Southern California are both
expected to increase by about 50 percent over the next 20 years; and

Whereas Southern California’s economy is dependent on a reliable, high quality water supply and that
the economy is expected to continue to grow further increasing the demand for additional water supplies
over the next 20 years; and

Whereas Southern California currently relies on imported water for about half its drinking water supply;
and

Whereas Southern California is increasingly having to look toward alternative water supplies rather than
the additional development of its current imported supplies; and

Whereas Southern California is an arid region whose natural, high quality, reliable sources of fresh
water are limited; and

Whereas Southern California borders the Pacific Ocean; and

Therefore, Metropolitan, in its search for reliable, cost-effective, high quality water acquired through
environmentally sensitive means, shall coordinate with the member agencies the development of
brackish water and seawater desalination (desalination) consistent with the following policy principles.

1. In its IRP analysis, Metropolitan shall consider development of full-scale desalination on an
incremental basis, in advance of the projected need for desalination, for the purpose of
developing regional expertise in this resource rather than anticipating the initial development of
multiple full-scale desalination projects concurrently.

2. Metropolitan will seek to develop financial plans for desalination that combine federal, state,
Metropolitan and other regional and local funding, and ensure that benefits including water
quality and reliability are commensurate with investments from those sources.

Metropolitan may partner with public and private entities for the development of desalination.
Metropolitan will seek these partnerships through competitive processes to help further lower the
costs for this resource.

3. Metropolitan may pursue activities critical to the development of desalination, such as land or
other property acquisition, that may be necessary in advance of the planning horizons established
for the resource.
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4. Metropolitan will lead in the development of legislative strategies that, in coordination with the
member agencies, build consensus amongst federal, state, and local policy makers to secure
decisions favorable to the development of desalination for the region.  These strategies will
address:

a. Funding in the form of grants and/or loans from various sources.

b. Legislation that facilitates the components of the development process for desalination,
such as financing, permitting, constructing and operating.

c. Informing and educating various constituencies on the critical role that desalination plays
for the region’s future.

5. Metropolitan will promote desalination research and innovation through partnerships that
competitively fund projects that provide benefits to the development of desalination for the
region.
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SEAWATER DESALINATION PROGRAM

ADMINISTRATIVE GUIDELINES

A. Policy Principles and Action Plan

In February 2001, Metropolitan�s Board of Directors (Board) adopted policy principles which
define a strategy for the development of brackish and seawater desalination.  Subsequently,
staff developed an action plan in May 2001 for development of seawater desalination in
Metropolitan�s service area.  The policy principles and action plan have served as tenets for
defining administrative guidelines for the development of cost-effective seawater desalination
in a manner consistent with the region�s overall water supply reliability needs.  Key goals are:

• Assist local projects that improve regional water supply reliability and avoid or defer
MWD capital expenditures;

• Emphasize cost-efficient participation in projects;

• Financial assistance to sponsoring member agencies of up to $250 per acre-foot based on
project production for agreement terms up to 25 years; and

• Schedule project production according to regional need.

Participation in specific projects would be recommended by a review committee based on its
assessment of project attributes under a competitive solicitation process.  The commitment to
participate in each project will be subject to Board approval.  Agreements will include
performance provisions to emphasize cost-efficiency and reliable production.

B. Integrated Resources Plan Targets

Metropolitan�s Integrated Resource Plan (IRP) identified goals for a diverse mix of six local and
imported water resource elements optimized to meet future supply reliability in a cost-effective
manner.  The IRP sets initial targets for resource development that the region must achieve for
water supply reliability through the year 2020.

Staff has identified a preliminary seawater desalination target for a competitive solicitation
process.  Program implementation, subject to Board approval, would initially pursue up to
50,000 acre-feet per year of sustained production and count towards a future seawater
desalination target to be established as part of the IRP update.

C. Request for Proposals

Metropolitan would invite participation in the seawater desalination program through a
competitive solicitation process.  The program would be open to public and private water
entities.  Proposals for consideration must be made through and supported by a Metropolitan
member agency.
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It is anticipated that Metropolitan would issue a Request for Proposals (RFP) for seawater
desalination development in November 2001 with proposals due at the end of the fiscal year.
Respondents will be required to submit statements of interest within three months following the
November 2001 issuance of the RFP.  The RFP will include a summary of draft agreement terms
that will serve as the basis for entering into a joint participation agreement.  Specific respondents
that are most responsive to the RFP in their statements of interest will then be invited to submit
detailed proposals.  Proposals would be due at the end of the fiscal year.

D. Evaluation and Selection Process

Statements of interest and proposals will be objectively evaluated by a review committee to
identify a project or mix of projects that best meets the region�s needs and provides the best
return on investment consistent with the RFP.  The committee would have the discretion to
recommend a project mix that meets more or less than the targeted production amounts.

E. Criteria for Review Committee Evaluation

Project sponsors will be invited to submit proposals for evaluation by the review committee
using criteria that may include but is not limited to the following:

• Regional water supply benefits
• Regional MWD facility benefits
• Cost to Metropolitan
• Operational reliability
• Project feasibility

Weighting for each ranking factor will be developed and provided in the RFP based on
current water resource planning objectives.  The review committee may apply its judgment
in recommending a project or mix of projects that best serve the region.  For each specified
criterion, comment and scoring guidelines would be provided to the review committee to assist
in evaluating project proposals and preparing written comments.

F. Performance Provisions

Performance provisions will be incorporated into all seawater desalination agreements.
These provisions would allow Metropolitan to adjust or withdraw financial commitments to
projects that fail to meet development and production targets.  Key milestones include start
of construction, start of production and minimum production targets at specified periods
throughout the term of the agreement.  Failure to meet the performance provisions would
result in adjustments to the amount of production Metropolitan would support and in
extreme cases, withdrawal of Metropolitan�s financial commitment to the project.

G. California Environmental Quality Act

Project sponsors would be responsible for developing environmental documentation, in
compliance with the California Environmental Quality Act (CEQA), associated with their
proposed projects.  Metropolitan would function as a Responsible Agency, as defined by CEQA,
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for such projects due to its financial contribution to proposed seawater desalination projects.
Metropolitan�s Board would be required to review and consider information contained in each
prospective project�s environmental documentation prior to approving Metropolitan�s
participation in that project.

H. Metropolitan Board Approval

Staff would report the review committee�s findings by September 2002 and seek Board approval
to proceed with the shortlisted projects under the RFP and finalize agreement terms.  Projects
would then be submitted to the Board for approval on an individual project basis upon
completion of environmental documentation.  It is estimated that proposal review and agreement
negotiations would take about a year to complete followed by up to three years of detailed design
and construction.  Based on this preliminary schedule, project production could occur by 2007. A
deadline date for executing agreements will be established after which project proponents would
have to resubmit their project proposals to subsequent RFPs in order to be considered for
participation.

I. Reporting Requirements

To help streamline the Board�s agenda, quarterly progress reports and updates will be made to
the Board�s Water Planning, Quality and Resources Committee.
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Proposed Agreement Terms 
 

Background 
In 2005, the Board authorized staff to enter into Seawater Desalination Program (SDP) agreements with five 
member agencies for the development of seawater desalination within their respective service areas.  In 
collaboration with the member agencies, Metropolitan developed uniform agreement terms and has entered into 
agreements with three agencies -- Long Beach Water Department, Municipal Water District of Orange County, 
and West Basin Municipal Water District.  Each agreement is conditioned upon the Metropolitan Board’s 
approval of a detailed project description and environmental documentation for the proposed projects.  A SDP 
agreement with San Diego County Water Authority (SDCWA) for the Carlsbad Seawater Desalination Project 
(Project) has not yet been executed, principally because project water delivery arrangements and other project 
development issues were not finalized or resolved until recently. 

AGENCY Proposed Yield (AFY) Status 

LADWP 28,000  

Long Beach 10,000 (Agreement executed) 

MWDOC 28,000 (Agreement executed)  

SDCWA 56,000  

WBMWD 20,000 (Agreement executed)  

Total 142,000  

Uniform Terms 

SDP uniform agreement terms include the following: 

1. Agreement term of 25 years after project begins operation with termination no later than 2040. 

2. No ownership interest by Metropolitan in project or responsibility for project design and operation. 

3. Rate Structure Integrity provision. 

4. Sliding scale incentives up to $250 per acre-foot, calculated annually based on actual project unit costs 
above Metropolitan’s full service treated water rate. 

5. Pay for performance – financial incentives paid only for water a project actually produces and delivers 
project water that reduce demand on Metropolitan’s imported water supplies and generates a regional 
benefit. 

6. Metropolitan’s standard criteria for allowable project costs, record-keeping and auditing, invoicing, 
credits to member agencies, verification of project cost reports, and billing reconciliations. 

7. Project changes affecting eligible costs valid only after prior written consent of Metropolitan. 

8. Payment obligation conditioned upon full compliance with CEQA and other environmental laws. 

9. Project water must provide regional benefit and may not be transferred outside Metropolitan’s service 
area. 

10. Performance deadlines for project construction and operation that would allow Metropolitan to maintain, 
adjust, or withdraw its financial commitment. 

11. Intellectual property developed during the course of this project would be available to all member 
agencies at no additional cost. 

12. Defense and indemnification of Metropolitan for liabilities arising from project implementation. 
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Project-specific terms: 

1. Pre-conditions to Metropolitan’s participation: 

a. Completed licensing of intellectual property that Poseidon develops through the project to 
Metropolitan, member agencies, and all sub-agencies. 

b. Metropolitan’s approval of a metering plan for the project and its distribution system. 

c. Amendment and enforcement of new terms in Poseidon’s retail water delivery agreements: 

i. Full disclosure, record-keeping, and auditing rights by Metropolitan (and SDCWA) 
of Poseidon’s project cost records. 

ii. Defense and indemnification by Poseidon of Metropolitan (and SDCWA) for any 
claims or liabilities arising from the project’s construction and operation. 

iii. Metropolitan may enforce Poseidon’s obligations directly through legal action. 

2. Responsibilities 

a. Carlsbad Municipal Water District to be responsible for obtaining, maintaining, and 
providing project cost and delivery information to SDCWA. 

b. SDCWA to provide Metropolitan with monthly invoices and certified statements of project 
deliveries, eligible costs, and pass-through of incentives to local retail agencies. 

3. Termination provisions 

a. Automatic termination if: 

i. Poseidon enters bankruptcy. 

ii. Poseidon’s assets are subject to judicial seizure or receivership.    

iii. Without Metropolitan’s prior written consent, Poseidon reorganizes into a new legal 
entity or changes ownership. 

b. Metropolitan has right to terminate agreement if: 

i. Poseidon’s contracts with retail agencies are terminated or amended to limit 
Poseidon’s required obligations to Metropolitan. 

ii. SDCWA or any other party breaches terms of the agreement, if not cured within 90 
days of notice. 

iii. Operation of the project impairs Metropolitan’s existing water supply entitlements. 

c. Metropolitan to reasonably consider whether to allow Carlsbad to perform for Poseidon if 
Carlsbad exercises rights (in its contract with Poseidon) to purchase, own, or operate the 
project. 

4. Dispute resolution provisions to establish process for resolving disputes between Metropolitan, 
SDCWA, and local retail agencies under the agreement. 
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Member Agency Proposal to Seawater Desalination Incentive Agreement 
 
At the Special Committee on Desalination and Recycling on October 27, 2009, the following proposal 
was presented and represents the perspectives of several member agency general managers.   
 
CONCEPTUAL LANGUAGE FOR LRP AGREEMENT AMENDMENT 
Authorization to enter into a Local Resources Program agreement for seawater desalination, water 
recycling, or groundwater recovery projects (in this case, with SDCWA and nine retail agencies for 
seawater desalination) would be contingent upon the LRP remaining in place, and the Water 
Stewardship Rate, which funds the LRP and conservation, remains in effect and continues to apply to 
every acre-foot of water conveyed or delivered through the Metropolitan Water District system. 
 
SUGGESTED OPTIONS FOR METROPOLITAN BOARD  
 
• Option #1: Current Anticipated Recommendation 

Authorize the General Manager to enter into a Seawater Desalination Program agreement with the 
San Diego County Water Authority, and nine retail water agencies within SDCWA’s service area. 
 

• Option#2:  Contingency Option 
Authorization contingent upon above language. 

 
• Option#3:  Deferment Option 

Defer execution of a Seawater Desalination Program agreement with SDCWA and nine retail water 
agencies until after the development of a long-term policy addressing the future role of Metropolitan 
in the development of local projects, including the use of the LRP, and the cost of service rate 
structure which provides funding for the LRP. 
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