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 Clean Energy Capital provides investment banking and financial advisory 
services to participants in the water and energy infrastructure sectors. 

 CEC is a registered Municipal Financial Advisor

 CEC has advised on more than $16 billion in financing closings since our 
inception in 2008

 Specialty practice in water desalination

 Our clients include many of the leading county water districts in 
California:
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Clean Energy Capital



 CEC advises the San Diego County Water Authority on the 50 mgd    
Carlsbad Desalination Project
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Carlsbad Desalination Project

 CEC services included:

 Negotiation of Water Purchase 
Agreement

 Determination of cost of water

 Global arranger for $1billion project 
financing

 Ongoing support

OperatorWater Purchaser Water Provider

Water Purchase 

Agreement

O&M

Agreement



 Montecito Water District has engaged Clean Energy Capital as its Financial 
Advisor

 CEC will support MWD in implementing a Water Purchase Agreement 
with the City of Santa Barbara

 Provide unbiased independent expertise on potential deal terms

 David M. Moore is leading this engagement

 Founder and managing director of CEC

 More than 30 years professional experience in public finance, project 
finance, and public-private-partnerships

 Leader of water desalination practice

 AB from Harvard / PhD from Cal Berkeley – dissertation compared 
municipal and investor-owned utilities
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Financial Advisor to MWD
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Water Purchase Agreement Background

2014 –
May 2015

• MWD began conversations with the City of Santa Barbara (the “City”) 
regarding desalination

• MWD provided support for potential regionalization of the City’s 
Charles E. Meyer Desalination Plant (the “Desal Plant”)

June/July 
2015

• MWD formally requested that the City provide it with water through a 
long-term Water Purchase Agreement

• MWD and the City receive positive initial feedback from regulatory 
authorities on regionalization of the Desal Plant

Sept 2015 • City Council authorized staff to initiate discussions with MWD towards 
a Water Purchase Agreement

April 2016 • City and MWD reported general alignment with MWD on a draft term 
sheet for a Water Purchase Agreement

Sept 2016 • MWD and City executed a market-standard Reimbursement 
Agreement providing partial funding of the City’s costs of developing a 
Water Purchase Agreement

• Phase I funding commenced, setting stage for continuance of term 
sheet negotiations toward a Water Purchase Agreement



Purpose of Presentation
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 Provide an overview of the Desal Plant and water conveyance requirements

 Summarize terms of the Reimbursement Agreement

 Summarize points of alignment and open issues

 Outline MWD’s objectives for Phase I funding under the Reimbursement 
Agreement, and preconditions for advancing to Phase II

 Provide a preliminary cost estimate for water

 Provide a timetable with milestones

This presentation was reviewed by City staff
and reflects their input



Charles E. Meyer Desalination Plant
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 The City has contracted with IDE Americas to design, build and operate the 
Desal Plant. The Design-Build-Operate contract provides for:

 Initial capacity:  3 trains with combined minimum capacity of 3,125 AFY 

 Expansion capacity:  Up to the permit capacity of 10,000 AFY

 Plant is currently expected to commence operations in January 2017

Pre-demolition aerial view of the Desal Plant

DBO ContractorOwner
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Cost of Initial Facility (3,125 AFY capacity)

Capital Cost • $55 million State Revolving Fund loan
• To be repaid over 20 years with interest 

whether or not the Plant operates
• $47 million to IDE plus $8 million to 

reimburse City’s costs of permitting, 
design, and misc.

• $3.2 million annual debt service
• $61 million capital costs cited in City’s Desal 

FAQs document
• City is determining final cost of restart

Operations & 
Maintenance 
(O&M) Cost

• $1.4 million annual payments to IDE for 
maintenance in standby mode

• $2.7 million additional annual payments for 
operation at full production

• $4.1 million total annual O&M budget for full 
production of 3,125 AFY

Fixed C
osts

(payable w
hether or not D

esal 
Plant is operating)

Variable C
osts

(Fluctuates w
ith 

w
ater volum

e)



Modular Design
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 The City has informed MWD that the City will require all of the 3-train initial 
operating volume of 3,125 AFY for its own service area (approximately 30% of 
the City’s demand)



Modular Design
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 MWD intends to commit to 1,250 AFY

 MWD seeks an option for an additional 1,250 AFY
One to Two 
Additional Trains



Water Conveyance
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 Water provided to MWD is expected to be conveyed from the Desal Plant to 
the existing South Coast Conduit (SCC) through a new conveyance pipeline to 
be owned and operated by the City

 Limited delivery may be made at Old Coast Highway through existing City-
owned pipeline

Charles E. Meyer 
Desalination Plant

Old Coast Highway

Cater Treatment 
Plant

Barker Pass and 
Sycamore Canyon Rd



Why a Desal Plant?
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 The Desal Plant is expected to provide a reliable, drought-proof supply to a 
region with limited, alternative water resources

 The Desal Plant:

 Takes advantage of prior siting, permitting, and infrastructure development

 Uses technology advancements to lower operating costs, for example using 
approximately 40% less energy than the original design

 Potential regionalization benefits both MWD and the City

 MWD receives water cheaper and faster than a stand-alone facility

 City reduces cost to City’s ratepayers and reduces risk



Risks of Desalination (and Mitigants)
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Risks Mitigants

Cost of water • Cost is reduced by favorable borrowing terms, technology 
advances, and prior investment in the Desal Plant

• Cost may be further reduced through economies of scale 
achieved through regionalization

Need for water 
in wet years

• “Standby” operational mode reduces costs

Environmental 
Impact

• The Plant is permitted to commence operations
• Potentially significant impacts have been mitigated to less-than-

significant levels

Change in Law • The risk that future change in law and/or permitting 
requirements may increase production costs affects all water 
supply resources

Regionalization mitigates these risks to the City and MWD
through risk-sharing



Benefits of Regional Use
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Benefits for the City Benefits for MWD
• Desal Plant expansion is expected to 

lower the unit cost of water

• The Water Purchase Agreement will 
provide the City with a material new 
revenue source to cover the City’s 
fixed and variable costs of MWD’s 
participation

• Regionalization increases likelihood of 
future governmental/regulatory 
approvals and grant funding

• Flexible supply provisions will allow 
the City to optimize its water portfolio

• The Desal Plant is the most rapidly-
deployable new source of reliable 
drought-proof water

• The Desal Plant is a cost-effective 
alternative to development of an MWD 
stand-alone facility

• MWD can use 1,250 – 2,500 AFY 
permanently as a baseload source of 
water

Benefits for both Parties
• Continues a long history of collaboration for nearly a century

• Enhances prospects for future projects of mutual benefit



Role of Desal in MWD’s Water Supply
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 MWD engaged Michael Baker International (“MBI”) to assess how desalinated 
water could augment MWD’s water supply, in both dry and normal water years

 MBI appropriately assumes that a “take or pay” Water Purchase Agreement will 
require MWD to incorporate the continuous use of Desal as a “base load” water 
supply

 MBI’s June 2016 report concluded that:

 Acquiring 1,250 AFY or 2,500 AFY will diversify MWD’s water supply, providing supply 
security and reliability in the near and long term

 Desal reduces MWD’s reliance on uncertain surface water availability

 Effective integration is subject to establishing sufficient storage and banking

 MWD should analyze and consider the financial obligations associated with the 
proposed Water Purchase Agreement

The remainder of this presentation 
addresses this issue



Reimbursement Agreement
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 Reimbursement agreements are customary for this type of project

 Regionalization requires the City to incur certain costs in that it wouldn’t 
otherwise incur

 Legal costs of contract development

 Design, engineering, and permitting

 MWD has agreed to provide partial reimbursement to the City through a 
Reimbursement Agreement

 Reimbursement payments to the City are non-refundable

 MWD has mitigated its cost exposure through a two-phase funding structure in 
which only Phase 1 is committed

 Phase 2 is not yet fully defined or committed



Reimbursement Agreement
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Phase 1
(Treatment)

Phase 2
(Conveyance Pipeline)

• Legal costs for Water 
Purchase Agreement

• Legal and consultant
costs to negotiate Desal 
Plant expansion with IDE

• Related modeling, 
engineering and 
planning costs

• Costs of design, 
development, and 
permitting of the new 
Conveyance Pipeline 
and related infrastructure

Phase 1 – up to $193,594

Phase 2 – est. $334,303

MWD’s share of costs:



Water Purchase Agreement
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Roles of MWD Roles of the City
• Commit to purchase 

water from the City for 
term of the Agreement

• Pay for committed 
volume of water in every 
year, whether or not 
water is needed

• Support the City in 
regulatory proceedings

• Design, build, finance,
own, operate and 
maintain the Plant and 
Conveyance Pipeline, all 
within City jurisdiction

• Control decisions over 
Plant and Pipeline 
operations

• Commit to supply water 
to MWD for term of the 
Agreement

Water Delivery Commitment

“Take or Pay” Purchase Commitment



Key Terms of the Water Purchase Agreement
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Term MWD Position City Position
1. Initial Term of 

Agreement
• 20 year term, matching term of SRF Loan

2. Extension 
Term(s)

• Extension rights for as long 
as Plant is operable

• Cost of water during any 
extension term should reflect 
the amortization of fixed costs 
during the Initial Term

• Extension by mutual 
agreement

• Details to be developed

3. Initial Volume • 1,250 Acre-Feet per Year (AFY)

4. Additional 
Volume

• MWD option to increase 
volume to 2,500 AFY

• Willing to continue to discuss 
option of up to 2,500 AFY

= Open Issues= Alignment



Key Terms of the Water Purchase Agreement
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Term MWD Position City Position
5. Water Source • From any source at City’s discretion

6. Water Quality • Must meet all legal requirements

7. Water Pricing 
Principles

• Pricing will be based on an allocation of fixed and variable 
costs of Plant and Pipeline

• Costs incurred that benefit both parties shall be shared 
proportionately

• Costs that benefit only one party shall be paid for by that 
party

• Details to be developed



Key Terms of the Water Purchase Agreement
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Term MWD Position City Position
8. Water Pricing 

Implementation: 
Allocation of 
Fixed Plant 
Costs

• MWD pays a moveable
percentage based on the 
ratio of MWD’s obligation to 
total Desal Plant capacity that 
is adjusted when plant 
capacity increases

• For example:
1,250 AFY
4,375 AFY

• Percentage is applied to the 
then-current Fixed Plant 
Costs applicable each year

• MWD pays a fixed 
percentage of initial facility 
costs, regardless of Desal 
Plant capacity

• Specifically:
1,250 AFY
3,125 AFY

• Percentage is fixed and never
changes

= 28.6%

= 40%

Difference in approaches could increase MWD’s cost of water 
by $250,000 – $500,000 annually ($200 – $400 / AF)



Key Terms of the Water Purchase Agreement
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Term MWD Position City Position
9. Water Pricing 

Implementation: 
Allocation of 
Conveyance 
Pipeline Costs

• Details will be developed during Phase 2

• 100% allocation to MWD is 
predicated on sole use by 
MWD

• Right of use by the City would  
require proportional sharing 
of costs

• 100% allocation to MWD
• City pays for incremental cost 

to size Pipeline for future 
needs

10. Water Pricing 
Implementation:
Variable Costs

• Variable costs to be allocated on a movable percentage
based on the ratio of MWD’s water use to total Desal Plant 
production

• Need to determine variable cost if City supplies MWD with 
water from another source



Other Terms to be Developed
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 Water Delivery

 Point of delivery

 Start Date

 Month-to-month scheduling

 Restrictions on Desal Plant sale or closure

 City generally requires unrestricted rights of control over Desal Plant 
operations

 MWD seeks approval rights for any Desal Plant sale or closure during term 
of the Water Purchase Agreement

 Other customary terms for a long-term Water Purchase Agreement



Preliminary Cost Estimates
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Low Estimate High Estimate
Cost of Water ‐ Low Estimate ($/AF)
MWD Share of Plant Capital Cost $982 $1,196
MWD Share of Pipeline Capital Cost $225 $642
MWD Share of Annual O&M $1,143 $1,237
Contingency $261 $543
Cost of Water ‐ Low Estimate ($/AF) $2,611 $3,617

Assumptions:
1. Low estimate assumes: (i) Plant capital cost equal to $55 million amortized over 20years at 1.663% plus $6 million amortized over 20 years at 5%, allocated to 
MWD on a moveable percentage basis, (ii) MWD's portion of pipeline capital cost of $3.5 million amortized over 20 years at 5%, (iii) Initial Plant O&M of $4.1 
million plus incremental Plant O&M of $0.9 million per additional train allocated to MWD on a moveable percentage basis, and (iv) a 10% contingency factor to 
cover cost overruns, additional MWD costs, and miscellaneous.

2. High estimate assumes: (i) Plant capital cost equal to $55 million amortized over 20years at 1.663% plus $6 million amortized over 20 years at 5%, allocated to 
MWD based on initial 3‐train plant, (ii) MWD's portion of pipeline capital cost of $10 million amortized over 20 years at 5%, (iii) Initial Plant O&M of $4.1 million 
plus incremental Plant O&M of $1.2 million per additional train with fixed portion allocated to MWD based on intial 3‐train plant and variable portion allocated 
to MWD on a moveable percentage basis, and (iv) a 15% contingency factor.

3. Amounts are expressed in 2016 dollars and assume continuous operations and no material expenses in addition to those cited above (i.e. no adverse material 
changes, capital modifications, etc.)



Cost of Water and Rate Impact
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 The preliminary cost estimates set forth on the previous page represent the 
estimated range of costs MWD might pay to the City and should not be 
construed as representing the rate impact on MWD customers

 The cost of water purchased from the City will be finalized as the Water 
Purchase Agreement is negotiated

 Plant capital and O&M costs will be developed during Phase 1

 Conveyance Pipeline capital and O&M costs will be developed during 
Phase 2

 The rate impact to MWD customers will be simultaneously developed

 Rate-setting is complex, involving multiple factors

 MWD is working with a rate-setting consultant to prepare rate impact 
estimates

 MWD will provide updated quantitative analysis when available



Cost Savings Opportunities
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 The following cost-savings opportunities will be a primary focus for MWD:

 Allocation of Desal Plant and Conveyance Pipeline costs

 Potential water deliveries through Old Coast Highway using existing City 
pipeline

 Potential for above-nameplate water production from Desal Plant

 Alignment and design for to-be-constructed conveyance pipeline



MWD Expectations for Phase 1
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 Satisfactory resolution of the open issues summarized in this presentation is an 
MWD requirement for entering into a Water Purchase Agreement

 Progress on material terms of the Water Purchase Agreement, indicating a 
likelihood of fair and reasonable agreement being reached, before advancing 
to Phase 2

 MWD expects the City to provide transparency into cost structure, including but 
not limited to the Phase 1 documents, so that MWD can independently verify 
water costs

 Some issues relating to the conveyance pipeline may not be fully resolved until 
Phase 2



Timeline / Next Steps
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 Negotiate DB Contract amendment

 Finalize IDE costs for plant expansion

 MWD cost due diligence

 Negotiation of Water Purchase Agmt

 Staff to report Phase 1 outcome to 
MWD Board

 Targeted commencement of water 
deliveries

Concurrent activities running 
through year-end 2016

First quarter 2017

Second quarter 2018
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This presentation has been prepared by Clean Energy Capital Securities LLC ("CEC"). No responsibility is taken or accepted by CEC for
the adequacy, completeness or accuracy of the assumptions on which it is based and all liability therefore is expressly excluded.

Any projections or other estimates in these materials, including estimates of returns, cash flows or performance, are forward looking
statements based upon certain assumptions and are preliminary in nature. Actual results are difficult to predict and may depend upon
factors beyond CEC's control or ability to predict. Actual events may differ from those assumed and changes to any assumptions may
have a material impact on any projections or estimates.

CIRCULAR 230 DISCLOSURE
TO ENSURE COMPLIANCE WITH REQUIREMENTS IMPOSED BY THE INTERNAL REVENUE SERVICE, WE INFORM YOU THAT (A)
ANY UNITED STATES FEDERAL TAX ADVICE CONTAINED HEREIN (INCLUDING ANY ATTACHMENTS OR ENCLOSURES) WAS
NOT INTENDED OR WRITTEN TO BE USED, AND CANNOT BE USED, FOR THE PURPOSE OF AVOIDING UNITED STATES
FEDERAL TAX PENALTIES, (B) ANY SUCH ADVICE WAS WRITTEN TO SUPPORT THE PROMOTION OR MARKETING OF THE
TRANSACTIONS OR MATTERS ADDRESSED HEREIN AND (C) ANY TAXPAYER TO WHOM THE TRANSACTIONS OR MATTERS
ARE BEING PROMOTED, MARKETED OR RECOMMENDED SHOULD SEEK ADVICE BASED ON ITS PARTICULAR
CIRCUMSTANCES FROM AN INDEPENDENT TAX ADVISOR.

Thank you!

David M. Moore 
Managing Director

Clean Energy Capital
dmoore@cleanenergycap.com

www.cleanenergycap.com


