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From: Peter Drekmeier
To: bawscaboardofdirectors
Subject: SFPUC Rationing
Date: Tuesday, March 25, 2025 10:21:22 AM
Attachments: Water Supply Agreement.pdf

Dear Chair Chambers, BAWSCA Board and Staff:

I’ve spoken with several people from BAWSCA member agencies who agree that the Design
Drought probably isn’t justified, but they believe that if the SFPUC says it might impose
extreme rationing, then they have to be prepared. In reality, it would be very difficult for the
SFPUC to impose rationing above 20% without the consent of the wholesale customers. The
Water Supply Agreement states on page 18: 
 

“For Regional Water System shortages in excess of 20%, San Francisco shall (a) follow
the Tier 1 Shortage Plan allocations up to the 20% reduction, (b) meet and discuss how
to implement incremental reductions above 20% with the Wholesale Customers, and (c)
make a final determination of allocations above the 20% reduction. After the SFPUC
has made the final allocation decision, the Wholesale Customers shall be free to
challenge the allocation on any applicable legal or equitable basis.”

 
Imagine what would happen if the SFPUC tried to impose rationing above 20%. People would
visit Crystal Springs Reservoir and see that it was virtually full. They might visit Hetch
Hetchy or another SFPUC reservoir and witness similar conditions. Prolonged droughts
impact the SFPUC’s water bank at Don Pedro Reservoir, which was established to maintain
high storage in the SFPUC’s reservoirs. If the SFPUC were to attempt to impose rationing
above 20%, there would be an uproar, and they would be forced to acknowledge how much
water they had in storage – likely enough to last at least three years.

I’m attaching the Water Supply Agreement.

-Peter

-----------------------
Peter Drekmeier
Policy Director
Tuolumne River Trust
peter@tuolumne.org

mailto:peter@tuolumne.org
mailto:bawscaboardofdirectors@bawsca.org
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1.02 Parties   


The parties to this Agreement are the City and County of San Francisco and such of the 


following entities (all of which purchase water from San Francisco) as have executed this 


Agreement: 


Alameda County Water District  


California Water Service Company 


City of Brisbane 


City of Burlingame 


City of Daly City 


City of East Palo Alto 


City of Hayward 


City of Menlo Park 


City of Millbrae 


City of Milpitas 


City of Mountain View 


City of Palo Alto 


City of Redwood City 


1.01 Definitions  
The capitalized terms used in this Agreement shall have the meanings set forth in 


Attachment A. 


Article 1. Parties, Effective Date, and Defined Terms 


 


Both San Francisco, as the Regional Water System owner and operator, and its Wholesale 


Customers share a commitment to the Regional Water System providing a reliable supply of 


high quality water at a fair price, and achieving these goals in an environmentally sustainable 


manner.   


WHOLESALE WATER SUPPLY AGREEMENT 


Introductory Statement 
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1.03 Effective Date  


The entities listed above which have executed this Agreement shall be collectively referred to as 


the “Wholesale Customers.” 


C. If by September 1, 2009 this Agreement has been approved by fewer than all of 


the entities listed in Section 1.02 or fewer than all of such entities (other than the City of 


Hayward) have entered into an Individual Water Sales Contract, but it has been approved by 


entities representing at least 75% in number and 75% of the water purchased from SFPUC by 


B. If San Francisco and all of the entities listed in Section 1.02 approve this 


Agreement and (except for the City of Hayward) an Individual Water Sales Contract on or before 


July 1, 2009, the effective date shall be July 1, 2009.  If San Francisco and all of the entities 


listed in Section 1.02 approve this Agreement and (except for the City of Hayward) an Individual 


Water Sales Contract after July 1, 2009 but on or before September 1, 2009, the effective date 


shall be the date on which the last entity listed in Section 1.02 approves this Agreement and, if 


required, an Individual Water Sales Contract. 


A. Except as provided in subsection C, this Agreement shall become effective only 


when it has been approved by San Francisco and by each of the entities listed in Section 1.02 


and when San Francisco and each of those entities (except for the City of Hayward) have 


entered into an Individual Water Sales Contract as provided in Section 9.01. 


City of San Bruno 


City of San José  


City of Santa Clara 


City of Sunnyvale 


Coastside County Water District 


Estero Municipal Improvement District 


Guadalupe Valley Municipal Improvement District 


Mid-Peninsula Water District 


North Coast County Water District 


Purissima Hills Water District  


Skyline County Water District  


Stanford University 


Town of Hillsborough 


Westborough Water District  
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D. The provisions of Article 9 that apply to fewer than all Wholesale Customers (i.e., 


Sections 9.02 - 9.07) shall not become effective unless San Francisco and the entity to which 


the section applies have each approved (1) this Agreement, and (2) the underlying Individual 


Water Sales Contract, unless otherwise provided in Article 9.  This provision does not affect the 


continued enforceability of provisions in those sections that derive from independently 


enforceable judgments, orders or agreements. 


all listed agencies during FY 2007-08 (i.e., 173.39 MGD), then San Francisco shall have the 


option to waive the requirement in subsection A that all listed agencies have approved this 


Agreement and an Individual Water Sales Contract as a condition precedent to this Agreement 


and any Individual Water Sales Contract becoming effective.  San Francisco shall have 60 days 


from September 1, 2009 (i.e., until October 31, 2009) within which to decide whether or not to 


waive the condition.  If San Francisco decides to waive the condition, those listed agencies that 


have approved this Agreement and Individual Water Sales Contract before October 31, 2009 


will be bound thereby and this Agreement and Individual Water Sales Contracts will become 


effective as to them, as of the date of San Francisco’s waiver.  For purposes of determining 


whether listed agencies that have approved this Agreement represent at least 75% of the water 


purchased during FY 2007-08, the quantity of water attributable to each listed entity shall be as 


set forth on Attachment B. 
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C. After the expiration of the Term, and, if applicable, the Extension Terms, this 


Agreement may be renewed by mutual consent of the parties, subject to any modifications 


thereof which may be determined at that time.  If fewer than all of the parties desire to renew 


this Agreement beyond its Term, with or without modifications, the SFPUC and the Wholesale 


B. In December 2036, the SFPUC may provide written notice to the Wholesale 


Customers that it is willing to extend the Term of this Agreement.  Between January 1, 2037 and 


June 30, 2037, any Wholesale Customer may accept the SFPUC's offer to extend the Term by 


providing a written notice of extension to the SFPUC.  If such notices of extension are received 


from Wholesale Customers representing at least two-thirds in number as of June 30, 2037 and 


seventy five percent (75%) of the quantity of water delivered by the SFPUC to all Wholesale 


Customers during fiscal year 2035-36, the Term shall be extended for another five (5) years 


("Second Extension Term"), through June 30, 2044.  No party to this Agreement which does not 


wish to remain a party during the Extension Term shall be compelled to do so by the actions of 


other parties under this section. 


A. In December 2031, the SFPUC may provide written notice to the Wholesale 


Customers that it is willing to extend the Term of this Agreement.  Between January 1, 2032 and 


June 30, 2032, any Wholesale Customer may accept the SFPUC's offer to extend the Term by 


providing a written notice of extension to the SFPUC.  If such notices of extension are received 


from Wholesale Customers representing at least two-thirds in number as of June 30, 2032 and 


seventy five percent (75%) of the quantity of water delivered by the SFPUC to all Wholesale 


Customers during fiscal year 2030-31, the Term shall be extended for another five (5) years 


("First Extension Term"), through June 30, 2039.  No party to this Agreement which does not 


wish to remain a party during the Extension Term shall be compelled to do so by the actions of 


other parties under this section. 


2.02 Extension and Renewal of Term 


2.01 Term   


The term ("Term") of this Agreement shall be twenty five (25) years.  The Term shall 


begin on July 1, 2009, regardless of whether the Effective Date is before or after that date, and 


shall end on June 30, 2034.  Except as provided in Article 9, the term of all Individual Water 


Sales Contracts shall also begin on July 1, 2009 and end on June 30, 2034. 


Article 2. Term; Amendments During Term 


1840795.8  







 
 
 


 -5- 


4. When an amendment has been approved by San Francisco and the 


number of Wholesale Customers required in Section 2.03.A.2, San Francisco shall notify each 


of the Wholesale Customers in writing of the amendment's adoption.  Notwithstanding any 


provision of law or this Agreement, any Wholesale Customer that claims that the amendment 


violates its Fundamental Rights under Section 2.03.A.3, shall have 30 days from the date San 


Francisco delivers the notice of its adoption in which to challenge the amendment’s validity 


through a judicial action.  If no such action is filed within 30 days, the amendment shall be finally 


and conclusively deemed to have been adopted in compliance with this section. 


3. No amendment which adversely affects a Fundamental Right of a 


Wholesale Customer may be made without the written consent of that customer.  Amendments 


to Article 5 which merely affect the allocation of costs between City Retail customers on the one 


hand and Wholesale Customers collectively on the other, and amendments to Articles 6 and 7 


which merely alter budgetary, accounting and auditing procedures do not affect Fundamental 


Rights and may be made with the consent of parties meeting the requirements of Section 


2.03.A.2. 


2. This Agreement may also be amended with the written consent of San 


Francisco and of Wholesale Customers representing at least two-thirds in number (i.e., 18 as of 


July 1, 2009) and seventy five percent (75%) of the quantity of water delivered by San Francisco 


to all Wholesale Customers during the fiscal year immediately preceding the amendment. 


1. Notwithstanding the provisions of Sections 2.03.A.2 and 2.03.A.3, any 


provision of Article 9 which applies only to an individual Wholesale Customer may be amended 


with the written concurrence of San Francisco and the Wholesale Customer to which it applies; 


2.03 Amendments   


Customers who wish to extend the Agreement shall be free to do so, provided that no party to 


this Agreement which does not wish to become a party to such a renewed Agreement shall be 


compelled to do so by the actions of other parties under this section. 


B. Amendments to Article 9 


A. Amendments to Agreement; General 
1. This Agreement may be amended with the written consent of all parties. 
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Attachment   Name


3. If the dispute cannot be resolved and San Francisco and the Wholesale 


Customer involved elect to proceed with the amendment, either San Francisco or the Wholesale 


Customer shall given written notice of such election to each Wholesale Customer that has 


objected.  Any Wholesale Customer that has objected to such amendment shall have 30 days 


from receipt of this notice within which to commence an action challenging the validity of such 


amendment, and such amendment shall be deemed effective as of the end of this 30-day period 


unless restrained by order of court. 


2. Before making any such amendment effective, San Francisco shall give 


notice, with a copy of the text of the proposed amendment, to all other Wholesale Customers.  


The Wholesale Customers shall have 30 days in which to object to the amendment on the 


ground that it is not permissible under this subsection.  If no such objection is received by San 


Francisco, the proposed amendment shall become effective.  If one or more Wholesale 


Customers object to the amendment, San Francisco, the individual Wholesale Customer with 


which San Francisco intends to effect the amendment, and the Wholesale Customer(s) which 


lodged the objection shall meet to discuss the matter. 


provided that the amendment will not, directly or indirectly, adversely affect the Fundamental 


Rights of the other Wholesale Customers. 


C. Amendments to Attachments.  The following attachments may be amended 


with the written concurrence of San Francisco and BAWSCA on behalf of the Wholesale 


Customers: 


P Management Representation Letter 


N-2 Wholesale Revenue Requirement Schedules 


N-1 Balancing Account/Rate Setting Calculation Table  


L-1 Identification of WSIP Projects as Regional/Retail 


J Water Use Measurement and Tabulation 


G January 2006 Water Quality Notification and Communications Plan 


N-3 Schedule of Projected Water Sales, Wholesale Revenue Requirement and 
Wholesale Rates  
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Amendments to these attachments shall be approved on behalf of San Francisco by the 


Commission and on behalf of BAWSCA by its Board of Directors, unless the Commission by 


resolution delegates such authority to the General Manager of the SFPUC or the Board of 


Directors by resolution delegates such authority to the General Manager/CEO of BAWSCA. 


D. Amendments to Individual Water Sales Contracts.  Individual Water Sales 


Contracts described in Section 9.01 may be amended with the written concurrence of San 


Francisco and the Wholesale Customer which is a party to that Individual Water Sales Contract; 


provided that the amendment is not inconsistent with this Agreement or in derogation of the 


Fundamental Rights of other Wholesale Customers under this Agreement. 
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D. Notwithstanding the Supply Assurance established by this section, the Individual 


Supply Guarantees identified in Section 3.02 and the Individual Water Sales Contracts, the 


amount of water made available by San Francisco to the Wholesale Customers is subject to 


reduction, to the extent and for the period made necessary by reason of water shortage, 


Drought, Emergencies, or by malfunctioning or rehabilitation of facilities in the Regional Water 


System.  Any such reduction will be implemented in accordance with Section 3.11.  The amount 


of water made available to the Wholesale Customers may not be reduced, however, merely 


because the water recycling and groundwater projects which the WSIP envisions to be 


constructed within San Francisco, or the conservation programs intended to reduce water use 


C. The Supply Assurance is perpetual and shall survive the expiration or earlier 


termination of this Agreement.  Similarly, the Individual Supply Guarantees identified in Section 


3.02 and/or the Individual Water Sales Contracts are perpetual and shall survive the expiration 


or earlier termination of this Agreement or the Individual Water Sales Contracts. 


B. Both the Supply Assurance and the Individual Supply Guarantees identified in 


Section 3.02 are expressed in terms of daily deliveries on an annual average basis and do not 


themselves constitute a guarantee by San Francisco to meet peak daily or hourly demands of 


the Wholesale Customers, irrespective of what those peak demands may be.  The parties 


acknowledge, however, that the Regional Water System has been designed and constructed to 


meet peak daily and hourly demands and that its capacity to do so has not yet been reached.  


San Francisco agrees to operate the Regional Water System to meet peak requirements of the 


Wholesale Customers to the extent possible without adversely affecting its ability to meet peak 


demands of Retail Customers.  This Agreement shall not preclude San Francisco from 


undertaking to meet specific peak demand requirements of individual Wholesale Customers in 


their Individual Water Sales Contracts. 


A. San Francisco agrees to deliver water to the Wholesale Customers up to the 


amount of the Supply Assurance.  The Supply Assurance is for the benefit of the entities listed 


in Section 1.02, irrespective of whether or not they have executed this Agreement.  Water 


delivered by San Francisco to Retail Customers shall not be included in the Supply Assurance.  


Until December 31, 2018, the foregoing commitment is subject to Article 4. 


3.01 Supply Assurance 


Article 3. Water Supply 
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by Retail Customers that are included in the WSIP, do not generate the yield or savings (10 


MGD combined) anticipated by San Francisco. 


3.02 Allocation of Supply Assurance 


A. Pursuant to Section 7.02 of the 1984 Agreement, a portion of the Supply 


Assurance has been allocated among 24 of the 27 Wholesale Customers.  These Individual 


Supply Guarantees are also expressed in terms of annual average metered deliveries of 


millions of gallons per day and are listed in Attachment C. 


B. Three Wholesale Customers do not have Individual Supply Guarantees.  The 


cities of San Jose and Santa Clara do not have an Individual Supply Guarantees because San 


Francisco has provided water to them on a temporary and interruptible basis as described in 


Sections 4.05 and 9.06.  The City of Hayward does not have an Individual Supply Guarantee 


because of the terms of the 1962 contract between it and San Francisco, as further described in 


Section 9.03. 


C. If the total amount of water delivered by San Francisco to Hayward and to the 


Wholesale Customers that are listed on Attachment C exceeds 184 MGD over a period of three 


consecutive fiscal years (i.e., July 1 through June 30), then the Individual Supply Guarantees of 


those Wholesale Customers listed on Attachment C shall be reduced pro rata so that their 


combined entitlement and the sustained use by Hayward does not exceed 184 MGD.  The 


procedure for calculating the pro rata reduction in Individual Supply Guarantees is set out in 


Attachment D.  


1. The provisions of this subsection C are not in derogation of the 


reservation of claims to water in excess of the Supply Assurance which are contained in Section 


8.07.  Nor do they constitute an acknowledgement by Wholesale Customers other than 


Hayward that San Francisco is obligated or entitled to reduce their Individual Supply 


Guarantees in the circumstances described herein.  The provisions of this subsection C shall, 


however, be operative unless and until a court determines that its provisions violate rights of the 


Wholesale Customers derived independently of this Agreement.   


2. The foregoing paragraph is not intended to and shall not constitute a 


contractual commitment on the part of San Francisco to furnish more water than the Supply 


Assurance to the Wholesale Customers or a concession by San Francisco that the provisions of 


this subsection violate any rights of the Wholesale Customers.  
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D. Notwithstanding the reservation of claims contained in Sections 3.02.C and 8.07, 


it shall be the responsibility of each Wholesale Customer to limit its purchases of water from 


San Francisco so as to remain within its Individual Supply Guarantee.  San Francisco shall not 


be liable to any Wholesale Customer or be obligated to supply more water to any Wholesale 


Customer individually or to the Wholesale Customers collectively than the amount to which it or 


they are otherwise entitled under this Agreement due to the use by any Wholesale Customer of 


more water than the amount to which it is entitled under this Agreement. 


E. San Francisco shall install such new connections between the Regional Water 


System and the distribution system of any Wholesale Customer that are necessary to deliver 


the quantities of water to which the Wholesale Customer is entitled under this Agreement.  San 


Francisco shall have the right to determine the location of such connections, in light of the need 


to maintain the structural integrity of the Regional Water System and, where applicable, the 


need to limit peaking directly off of Regional Water System pipelines by a Wholesale Customer's 


individual retail customers, the need to ensure that a Wholesale Customer's individual retail 


customers have access to alternative sources of water in the event of a reduction in San 


Francisco's ability to provide them with water, and other factors which may affect the desirability 


or undesirability of a particular location.  San Francisco's decisions regarding the location of 


new connections and the location, size and type of any new meters shall not be reviewable by a 


court except for an abuse of discretion or failure to provide a Wholesale Customer with 


connections and meters adequate to deliver the quantity of water to which it is entitled under 


this Agreement. 


3.03 Wholesale Customer Service Areas 


A. Each of the Individual Water Sales Contracts described in Section 9.01 will 


contain, as an exhibit, a map of the Wholesale Customer’s service area.  A Wholesale 


Customer may not deliver water furnished to it by San Francisco outside the boundary of its 


service area without the prior written consent of San Francisco, except for deliveries to another 


Wholesale Customer on an emergency and temporary basis pursuant to Section 3.07.B. 


B. If a Wholesale Customer wishes to expand its service area, it shall request San 


Francisco's consent to the expansion and provide information reasonably requested by San 


Francisco about the amount of water projected to be purchased from San Francisco to meet 


demand within the area proposed to be added to the service area. 







 
 
 


 -11- 1840795.8  


C. San Francisco may refuse a Wholesale Customer's request to expand its service 


area on any reasonable basis.  If San Francisco denies a request by a Wholesale Customer to 


expand its service area, or fails to act on the request for six months after it has been submitted, 


the Wholesale Customer may challenge San Francisco's denial or delay in court.  Such a 


challenge may be based on the Wholesale Customers’ claim, reserved in Section 8.07, that San 


Francisco is obligated under federal or state law to furnish water, included within its Individual 


Supply Guarantee, to it for delivery outside its then-existing service area and that it is entitled to 


enlarge its service area to supply water to such customers.  San Francisco reserves the right to 


contest any such claim on any applicable ground.  This subsection does not apply to San Jose 


and Santa Clara, whose maximum service areas are fixed pursuant to Section 9.06. 


D. This section will not prevent San Francisco and any Wholesale Customer, other 


than San Jose and Santa Clara, from agreeing in an Individual Water Sales Contract or an 


amendment thereto that: 


• the Wholesale Customer may expand its service area without 
subsequent San Francisco approval to a definitive size but no larger, 
or  


• the Wholesale Customer will not expand its service area beyond its 
present limits without San Francisco approval 


and waiving the provisions of this section with respect to any additional expansion. 


E. If two or more Wholesale Customers agree to adjust the boundaries of their 


respective service areas so that one assumes an obligation to serve customers in an area that 


was previously within the service area of another Wholesale Customer, they may also 


correspondingly adjust their respective Individual Supply Guarantees.  Such adjustments are 


not subject to the requirements of Section 3.04 and shall require only the consent of San 


Francisco and the Wholesale Customers involved, so long as the Supply Assurance and the 


Individual Supply Guarantees of other Wholesale Customers are not affected.  Service area 


boundary adjustments that would result in the expansion of any California Water Service 


Company service areas are subject to the requirements of Section 9.02.D.  Any adjustment of 


service area boundaries that would result in the supply of water in violation of this Agreement or 


the Act shall be void. 


F. San Francisco acknowledges that it has heretofore consented in writing to 


deliveries of water by individual Wholesale Customers outside their service area boundaries and 
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agrees that nothing in this Agreement is intended to affect such prior authorizations, which 


remain in full force and effect according to their terms.  Such authorizations shall be identified in 


the Individual Water Sales Contracts.   


3.04 Permanent Transfers of Individual Supply Guarantees 


A. A Wholesale Customer that has an Individual Supply Guarantee may transfer a 


portion of it to one or more other Wholesale Customers, as provided in this section. 


B. Transfers of a portion of an Individual Supply Guarantee must be permanent.  


The minimum quantity that may be transferred is 1/10th of a MGD. 


C. Transfers of portions of Individual Supply Guarantees are subject to approval by 


the SFPUC.  SFPUC review is limited to determining (1) whether a proposed transfer complies 


with the Act, and (2) whether the affected facilities in the Regional Water System have sufficient 


capacity to accommodate delivery of the increased amount of water to the proposed transferee. 


D. The participants in a proposed transfer shall provide notice to the SFPUC 


specifying the amount of the Individual Supply Guarantee proposed to be transferred, the 


proposed effective date of the transfer, which shall not be less than 60 days after the notice is 


submitted to the SFPUC, and the Individual Supply Guarantees of both participants resulting 


from the transfer.  The SFPUC may require additional information reasonably necessary to 


evaluate the operational impacts of the transfer.  The SFPUC will not unreasonably withhold or 


delay its approval; if the SFPUC does not act on the notice within 60 days, the transfer will be 


deemed to have been approved. 


E. Within 30 days after the transfer has become effective, both the transferor and 


the transferee will provide notice to the SFPUC and BAWSCA.  By September 30 of each year 


during the Term, the SFPUC and BAWSCA will prepare an updated Attachment C to reflect 


transfers occurring during the immediately preceding fiscal year. 


F. Amounts transferred will remain subject to pro rata reduction under the 


circumstances described in Section 3.02.C and according to the formula set forth in 


Attachment D. 


3.05 Restrictions on Resale 


Each Wholesale Customer agrees that it will not sell any water purchased from San 


Francisco to a private party for resale by such private party to others in violation of the Act. 
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Each Wholesale Customer also agrees that it will not sell water purchased from San 


Francisco to another Wholesale Customer without prior written approval of the SFPUC, except 


on a temporary and emergency basis as permitted in Section 3.07.B.2.  The SFPUC agrees that 


it will not unreasonably withhold its consent to a request by a Wholesale Customer to deliver 


water to another Wholesale Customer for resale. 


3.06 Conservation; Use of Local Sources; Water Management Charge 


A. In order to support the continuation and expansion of water conservation 


programs, water recycling, and development of alternative supplies within the Wholesale 


Customers’ service areas, the SFPUC will, if requested by BAWSCA, include the Water 


Management Charge in water bills sent to Wholesale Customers.  The SFPUC will deliver all 


Water Management Charge revenue to BAWSCA monthly and shall deliver an annual 


accounting of Water Management Charge revenue to BAWSCA within 90 days after the end of 


each fiscal year.  The SFPUC’s obligations to collect and deliver Water Management Charge 


revenue to BAWSCA under this subsection are conditioned on BAWSCA’s delivery to the 


SFPUC of an annual report describing the projects and programs on which Water Management 


Charge funds received from the SFPUC during the previous fiscal year were expended and an 


estimate of the amount of water savings attributable to conservation programs and of the yield 


of alternative supplies developed.  This report will be due within 180 days after the end of each 


fiscal year during which Water Management Charge funds were received. 


B. The SFPUC will work together with BAWSCA to explore ways to support water 


conservation programs, recycling projects, and conjunctive use alternatives outside the 


Wholesale Service Area, in particular projects and programs that have the potential to increase 


both flows in the lower Tuolumne River (downstream of New Don Pedro Reservoir) and water 


deliveries to the Regional Water System. 


C. Each Wholesale Customer shall take all actions within its legal authority related 


to water conservation that are necessary to insure that the SFPUC (a) remains eligible for (i) 


state and federal grants and (ii) access to the Drought Water Bank operated by the California 


Department of Water Resources, as well as other Drought-related water purchase or transfer 


programs, and (b) complies with future legal requirements imposed on the Regional Water 


System by the federal government, the State, or any other third party as conditions for receiving 


funding or water supply. 
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D. San Francisco and each Wholesale Customer agree that they will diligently apply 


their best efforts to use both surface water and groundwater sources located within their 


respective service areas and available recycled water to the maximum feasible extent, taking 


into account the environmental impacts, the public health effects and the effects on supply 


reliability of such use, as well as the cost of developing such sources. 


3.07 Restrictions on Purchases of Water from Others; Minimum Annual Purchases  
A. Each Wholesale Customer (except for Alameda County Water District and the 


cities of Milpitas, Mountain View and Sunnyvale) agrees that it will not contract for, purchase or 


receive, with or without compensation, directly or indirectly, from any person, corporation, 


governmental agency or other entity, any water for delivery or use within its service area without 


the prior written consent of San Francisco. 


B. The prohibition in subsection A does not apply to: 


1. recycled water; 


2. water necessary on an emergency and temporary basis, provided that the 


Wholesale Customer promptly gives San Francisco notice of the nature of the emergency, the 


amount of water that has been or is to be purchased, and the expected duration of the 


emergency; or 


3. water in excess of a Wholesale Customer’s Individual Supply Guarantee. 


C. Alameda County Water District and the cities of Milpitas, Mountain View and 


Sunnyvale may purchase water from sources other than San Francisco, provided that San 


Francisco shall require that each purchase a minimum annual quantity of water from San 


Francisco.  These minimum quantities are set out in Attachment E and shall also be included in 


the Individual Water Sales Contracts between San Francisco and each of these four Wholesale 


Customers.  The minimum purchase requirement in these Individual Water Sales Contracts will 


be waived during a Drought or other period of water shortage if the water San Francisco makes 


available to these Wholesale Customers is less than its minimum purchase quantity. 


3.08 Water Quality 


A. San Francisco shall deliver treated water to Wholesale Customers (except 


Coastside County Water District, which receives untreated water from Crystal Springs and 


Pilarcitos Reservoirs) that complies with primary maximum contaminant level and treatment 
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technique standards at the regulatory entry points designated in the San Francisco Regional 


Water System Domestic Water Supply Permit (currently Permit No. 02-04-04P3810001) issued 


by the California Department of Public Health (CDPH). 


B. San Francisco will provide notice to the Wholesale Customers in accordance with 


the Water Quality Notification and Communications Plan (current version dated January 2006), 


attached hereto as Attachment G.  San Francisco will regularly update its plan in consultation 


with the Wholesale Customers and the CDPH.  The next update will be completed one year 


after the Effective Date and include expanded coverage of secondary maximum contaminant 


level exceedances and water quality communication triggers.  The plan will note that the 


Wholesale Customers will receive the same notification no later than the San Francisco water 


system (currently Permit No. 02-04-01P3810011) except for distribution-related issues.   


C. San Francisco and the Wholesale Customers will establish a Water Quality 


Committee.  The Water Quality Committee will meet at least quarterly to collaboratively address 


water quality issues, such as Water Quality Notification and Communications Plan updates, 


regulatory issues, and water quality planning studies/ applied research.  San Francisco and 


each Wholesale Customer will designate a representative to serve on the committee.  There will 


be a Chair and Vice Chair position for the Water Quality Committee.  The Chair and Vice Chair 


positions will be held by San Francisco and the Wholesale Customers and rotate between them 


on an annual basis. 


3.09 Completion of WSIP 


San Francisco will complete construction of the physical facilities in the WSIP by 


December 31, 2015.  The SFPUC agrees to provide for full public review and comment by local 


and state interests of any proposed changes that delay previously adopted project completion 


dates or that delete projects.  The SFPUC shall meet and consult with BAWSCA before 


proposing to the Commission any changes in the scope of WSIP projects which reduce their 


capacity or ability to achieve adopted levels of service goals.  The SFPUC retains discretion to 


determine whether to approve the physical facilities in the WSIP until after it completes the 


CEQA process as set forth in Section 4.07. 


3.10 Regional Water System Repair, Maintenance and Operation 


A. San Francisco will keep the Regional Water System in good working order and 


repair consistent with prudent utility practice. 
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B. San Francisco will submit reports to its Retail and Wholesale Customers on the 


"State of the Regional Water System," including reports on completed and planned 


maintenance, repair or replacement projects or programs, by September of every even-


numbered year, with reports to start in September 2010.   


C. San Francisco will cooperate with any audit of the SFPUC's asset management 


practices that may be initiated and financed by BAWSCA or the Wholesale Customers.  


BAWSCA may contract with third parties to conduct the audits.  San Francisco will consider the 


findings and recommendations of such audits and will provide a written response indicating 


agreement with the recommendations, or disagreement with particular recommendations and 


the reasons why, within 90 calendar days after receipt. 


D. San Francisco will continue to operate its reservoirs in a manner that assigns 


higher priority to the delivery of water to the Bay Area and the environment than to the 


generation of electric power.  The SFPUC, as the Regional Water System operator, is solely 


responsible for making day-to-day operational decisions. 


3.11 Shortages 


A. Localized Water Reductions.  Notwithstanding San Francisco's obligations to 


deliver the Supply Assurance to the Wholesale Customers collectively and the Individual Supply 


Guarantees to Wholesale Customers individually, San Francisco may reduce the amount of 


water available or interrupt water deliveries to specific geographical areas within the Regional 


Water System service area to the extent that such reductions are necessary due to 


Emergencies, or in order to install, repair, rehabilitate, replace, investigate or inspect equipment 


in, or perform other maintenance work on, the Regional Water System.  Such reductions or 


interruptions may be imposed by San Francisco without corresponding reductions or 


interruptions in the amount of water available to SFPUC water users outside the specific 


geographical area where reductions or interruptions are necessary, if the system's ability to 


supply water outside the specific geographical area has not been impaired.  In the event of such 


a reduction or interruption, San Francisco will restore the supply of water to the specific 


geographical area as soon as is possible.  Except in cases of Emergencies (during which oral 


notice shall be sufficient), San Francisco will give the affected Wholesale Customer(s) 


reasonable written notice of such localized reductions or interruptions, the reasons therefor, and 


the probable duration thereof. 
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B. System-Wide Shortages and SFPUC Response to Regional Emergencies.  
Following a major system emergency event, the SFPUC will work closely with its Wholesale 


Customers to monitor customer demand, including the demand source. In the event that any 


individual Wholesale Service Area or Retail Service Area customer’s uncontrolled distribution 


system leaks could result in major water waste and endanger the supply provided by the 


Regional Water System as a whole, flow through some customer connections may need to be 


temporarily reduced or terminated.  SFPUC will work closely with customers to assess the 


nature of the demand (e.g. fire-fighting versus leakage), so that public health and safety 


protection can be given top priority. 


1. All emergencies that require use of non-potable source water will require 


use of chlorine, or other suitable disinfectant, if feasible. 


2. San Francisco will use its best efforts to meet the seismic reliability and 


delivery reliability level of service goals adopted by the Commission in conjunction with the 


WSIP.  San Francisco will distribute water on an equitable basis throughout the Regional Water 


System service area following a regional Emergency, subject to physical limitations caused by 


damage to the Regional Water System.   


3. San Francisco's response to Emergencies will be guided by the then-


current version of the ERRP.  The SFPUC shall periodically review, and the Commission may 


amend, the ERRP to ensure that it remains an up-to-date and effective management tool.   


4. The SFPUC will give the Wholesale Customers notice of any proposal to 


amend the ERRP in a manner that would affect them.  The notice will be delivered at least thirty 


days in advance of the date on which the proposal is to be considered by the Commission and 


will be accompanied by the text of the proposed amendment.   


C. Shortages Caused by Drought; Acquisition of Dry Year Supplies.  
Notwithstanding San Francisco's obligations to deliver the Supply Assurance to the Wholesale 


Customers collectively and the Individual Supply Guarantees to Wholesale Customers 


individually, San Francisco may reduce the amount of water available to the Wholesale 


Customers in response to Drought.   


1. The Tier 1 Shortage Plan (Attachment H) will continue to be used to 


allocate water from the Regional Water System between Retail and Wholesale Customers 


during system-wide shortages of 20% or less.   







 
 
 


 -18- 1840795.8  


2. San Francisco and the Wholesale Customers may negotiate in good faith 


revisions to the Tier 1 Shortage Plan to adjust for and accommodate anticipated changes due to 


demand hardening in the SFPUC's Wholesale and Retail Service Areas.  Until agreement is 


reached, the current Tier 1 Shortage Plan will remain in effect.   


3. The SFPUC will honor allocations of water among the Wholesale 


Customers (“Tier 2 Allocations”) provided by BAWSCA or if unanimously agreed to by all 


Wholesale Customers.  If BAWSCA or all Wholesale Customers do not provide the SFPUC with 


Tier 2 Allocations, then the SFPUC may make a final allocation decision after first meeting and 


discussing allocations with BAWSCA and the Wholesale Customers.  For Regional Water 


System shortages in excess of 20%, San Francisco shall (a) follow the Tier 1 Shortage Plan 


allocations up to the 20% reduction, (b) meet and discuss how to implement incremental 


reductions above 20% with the Wholesale Customers, and (c) make a final determination of 


allocations above the 20% reduction.  After the SFPUC has made the final allocation decision, 


the Wholesale Customers shall be free to challenge the allocation on any applicable legal or 


equitable basis. 


4. San Francisco will use its best efforts to identify potential sources of dry 


year water supplies and establish the contractual and other means to access and deliver those 


supplies in sufficient quantity to meet a goal of not more than 20 percent system-wide shortage 


in any year of the design drought.   


5. San Francisco will cooperate with BAWSCA to improve water supply 


reliability.  As an example of such cooperation, San Francisco may invite a representative of 


BAWSCA to attend and participate in meetings with third parties for development of dry year 


water supplies.  If San Francisco does not invite a BAWSCA representative to attend a specific 


scheduled meeting, it will promptly (within 30 days of any such meeting) provide BAWSCA with 


a written or oral report on the meeting, including any decisions reached at it, as well as 


information about planned subsequent meetings.  Progress in securing dry year water supplies 


will be reported to the SFPUC and the BAWSCA board of directors during the first quarter of 


each calendar year. 


3.12 Wheeling of Water from Outside SFPUC System   
Subject to the Wheeling Statute, the SFPUC will not deny use of Regional Water System 


unused capacity for wheeling when such capacity is available for wheeling purposes during 
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periods when the SFPUC has declared a water shortage emergency under Water Code Section 


350 if the following conditions are met: 


A. The transferor pays reasonable charges incurred by the SFPUC as a result of the 


wheeling, including capital, operation, maintenance, administrative and replacement costs (as 


such are defined in the Wheeling Statute). 


B. Wheeled water that is stored in the Regional Water System spills first. 


C. Wheeled water will not unreasonably: (1) impact fish and wildlife resources in 


Regional Water System reservoirs; (2) diminish the quality of water delivered for consumptive 


uses; or (3) increase the risk of exotic species impairing Regional Water System operations.  


The transferor may at its own expense provide for treatment to mitigate these effects. 


D. Priority will be given to wheeling by Wholesale Customers or BAWSCA over 


arrangements for third-party public entities. 


3.13 Limits on New Customers  


A. New Wholesale Customers Prior to December 31, 2018.  Until December 31, 


2018, San Francisco will not enter into contracts to supply water to any entity other than a 


Wholesale Customer (whether permanent or temporary, firm or interruptible) unless: 


1. It completes any necessary environmental review under CEQA of the 


proposed new wholesale water service obligations as provided in Section 4.07;  


2. It concurrently completes any necessary environmental review under 


CEQA as provided in Section 4.07 and commits to make both San Jose and Santa Clara 


permanent customers with Individual Supply Guarantees equal to at least 9 MGD; and 


3. This Agreement is amended to incorporate any commitments to proposed 


new wholesale customers and to San Jose and Santa Clara, and to address the effects, if any, 


of the new customer(s) on water supply reliability, water quality and cost to existing customers 


of the Regional Water System. 


B. New Wholesale Customers After December 31, 2018.  As of January 1, 2019, 


San Francisco will not enter into contracts to supply water to any entity other than a Wholesale 


Customer (whether permanent or temporary, firm or interruptible) unless: 
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1. It completes any necessary environmental review under CEQA of the 


proposed new wholesale water service obligations as provided in Section 4.07;  


2. It concurrently completes any necessary environmental review under 


CEQA as provided in Section 4.07 and commits to make both San Jose and Santa Clara 


permanent customers with Individual Supply Guarantees equal to at least 9 MGD; 


3. Doing so increases the reliability of the Regional Water System; and  


4. This Agreement is concurrently amended (a) to reflect that increased 


reliability by means of an increased commitment by San Francisco to deliver water during 


Droughts and (b) to address the effects, if any, of the new customer(s) on water supply, water 


quality and cost to existing customers of the Regional Water System. 


C. New Retail Customers.  San Francisco may enter into new retail water service 


obligations outside of the City and County of San Francisco: 


1. Only in Alameda, San Mateo, Santa Clara, San Joaquin and Tuolumne 


Counties; 


2. That are within or immediately adjacent to areas in which it currently 


serves other Retail Customers; and 


3. Until the aggregate additional demand represented by the new retail 


customers reaches 0.5 MGD. 


The limitations on serving new Retail Customers described in this subsection do not 


apply to historical obligations to supply water that may be contained in prior agreements 


between the SFPUC or its predecessor the Spring Valley Water Company, and individual users 


or property owners located adjacent to Regional Water System transmission pipelines. 


D. Water Exchanges and Cost Sharing Agreements with Other Water 
Suppliers.  Subject to completion of necessary environmental review under CEQA, San 


Francisco may at any time enter into water exchanges or cost sharing agreements with other 


water suppliers to enhance dry year or normal year water deliveries, provided that San 


Francisco cannot incur new water service obligations to such other water suppliers unless the 


requirements for taking on new wholesale customers in subsections A and B above are met. 
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3.14 Measurement of Water 
A. The parties recognize that continuous and accurate measurement of water 


deliveries to and from the Regional Water System and maintenance of complete and accurate 


records of those measurements is necessary (1) for the costs of the Regional Water System to 


be allocated in accordance with this Agreement, (2) for implementation of other provisions of 


this Agreement, and (3) for effective operation and maintenance of a water system serving a 


large urbanized region. 


B. It is the responsibility of the SFPUC to obtain and record these measurements.  


To do so, the SFPUC shall install, maintain and operate measuring and recording equipment at 


the following locations: (1) inputs to the Regional Water System from all water sources (“System 


Input Meters”), (2) internal flow meters to support operation of the Regional Water System (“In-


Line Meters”), (3) deliveries to the City at the San Francisco-San Mateo County line (“County-


Line Meters”) and to three reservoirs in San Francisco (“In-City Terminal Reservoir Meters”), 


(4) deliveries to SFPUC Retail Customers located outside the boundaries of the City, and 


(5) deliveries to the Wholesale Customers, as described and illustrated in Attachment J. 


C. The SFPUC shall inspect, test, service, and calibrate the measuring and 


recording equipment installed at the locations described in subsection B and will repair or 


replace them when necessary, in order to ensure that their accuracy is consistent with 


specifications provided in Attachment J. 


D. The SFPUC shall continue to contract with a qualified independent metering 


consultant to perform periodic inspection, testing, servicing and calibration of the County-Line 


Meters, the In-City Terminal Reservoir Meters, and the System Input and In-Line Meters 


described in Attachment J, as well as the portion of the SFPUC’s Supervisory Control and Data 


Acquisition (SCADA) system that utilizes the flow signals produced by that measuring and 


recording equipment.  The method, schedule and frequency for calibration and maintenance of 


the County-Line Meters and the In-City Terminal Reservoir Meters are specified in 


Attachment J.  The SFPUC shall provide copies of the metering consultant's reports to 


BAWSCA. 


E. System Input Meters measure water deliveries into the Regional Water System 


from sources such as Hetch Hetchy and the SFPUC’s water treatment plants.  System Input 


Meters also measure deliveries from the Regional Water System to outside sources or from 
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such sources to the Regional Water System through interties with the Santa Clara Valley Water 


District and the East Bay Municipal Utility District.  In-Line Meters measure internal system flows 


and are located on the Bay Division Pipelines and other main transmission pipelines.  These 


meters are collectively referred to as the “System Input and In-line Meters.”  Similar to the 


County-Line Meters, the System Input and In-Line Meters have secondary metering equipment, 


such as differential pressure transmitters and flow recorders.  The System Input and In-Line 


Meters, and all associated secondary metering equipment, shall be calibrated and maintained 


according to the method, schedule, and frequency specified in the Procedures Manual 


described in subsection G, below.   


F. The locations of the smaller and more numerous meters described in subsection 


B (4) and (5) are not illustrated in Attachment J; however, they are also critical in the 


determination of cost allocations, and accordingly require continued maintenance and 


calibration.  It is the responsibility of the SFPUC to maintain the accuracy of these meters and 


their secondary metering equipment.  


G. The SFPUC will prepare a Procedures Manual which will describe in detail the 


procedures for periodic inspection, testing, servicing and calibration of the measuring and 


recording equipment described in subsection B.  Once the Procedures Manual is completed, the 


SFPUC and BAWSCA may agree that it should supersede some or all of the requirements in 


Attachment J regarding the County-Line and the In-City Terminal Reservoir Meters.  Unless and 


until such an agreement is reached and documented, however, the requirements in 


Attachment J, Section D will continue in force as minimum standards for meter maintenance 


and calibration of the County-Line and In-City Terminal Reservoir Meters (subject to 


modification under the circumstances described in Attachment J, Section A.4). 


H. If BAWSCA and the SFPUC are unable to agree on the water use calculations 


required by Attachment J for a particular year, the Wholesale Customers may file a demand for 


arbitration challenging the SFPUC's determination of the Wholesale Revenue Requirement for 


that year on the basis of its reliance on disputed water use calculations.  Such a challenge must 


be brought in the manner and within the time specified in Section 8.01. 


3.15 New Sources of Water Supply to Maintain Supply Assurance 


A. Urgent Reductions of Existing Surface Water Supplies.  Sudden and 


unanticipated events may require San Francisco to act promptly to protect the health, safety and 
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economic well-being of its Retail and Wholesale Customers.  Such sudden events include, but 


are not limited to drought, earthquakes, terrorist acts, catastrophic failures of facilities owned 


and operated by San Francisco, and other natural or man-made events.  If such events diminish 


San Francisco’s ability to maintain the Supply Assurance, San Francisco may increase the 


Wholesale Revenue Requirement to pay for planning, evaluation and implementation of 


replacement sources of supply when such needs arise and without the prior approval of the 


Wholesale Customers.  San Francisco will keep the Wholesale Customers informed of actions 


being taken under this subsection, progress made, and contingency actions the Wholesale 


Customers may need to consider taking.  To the extent appropriate and applicable, San 


Francisco will act in accordance with Section 3.11 and the ERRP.  Nothing in this subsection 


limits San Francisco’s obligations under Section 3.11 to pursue additional sources of supply to 


augment supplies available during drought. 


B. Non-Urgent Reductions of Existing Surface Water Supplies.  Climate 


change, regulatory actions and other events may impact San Francisco’s ability to maintain the 


Supply Assurance from its existing surface water supplies, but on timescales long enough to 


permit San Francisco to collaborate with its Wholesale Customers on how best to address 


possible impacts to water supply.  If such events diminish San Francisco’s ability to maintain the 


Supply Assurance, San Francisco may increase the Wholesale Revenue Requirement to pay 


for planning, evaluation and implementation of replacement sources of supply when such needs 


arise and without the prior approval of the Wholesale Customers.  San Francisco will keep the 


Wholesale Customers informed of actions being taken under this subsection, progress made, 


and contingency actions the Wholesale Customers may need to consider taking.  San Francisco 


will solicit input and recommendations from BAWSCA and the Wholesale Customers, and take 


those recommendations into consideration.  Prior to Commission approval of plans or taking 


other actions that would impact the Wholesale Revenue Requirement, San Francisco will hold a 


public hearing to receive written and oral comments.  Nothing in this subsection modifies San 


Francisco’s obligation to maintain the ability to provide the Supply Assurance under this 


Agreement. 


3.16 New Sources of Water Supply to Increase Supply Assurance 


A. Surface Water Supplies From Existing Watersheds After 2018.  The 


Commission action in SFPUC Resolution Number 08-0200, adopted October 30, 2008 requires 


certain decisions by San Francisco regarding whether to supply more than 265 MGD from its 
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watersheds following 2018. Such decisions are to be made by December 31, 2018, subject to 


the exercise of San Francisco's retained CEQA discretion in Section 4.07.  San Francisco's 


future decisions may include an offer to increase the Supply Assurance at the request of some 


or all of its Wholesale Customers.  Costs associated with providing additional water from its 


existing water supplies in San Mateo, Santa Clara, Alameda, Tuolumne, and Stanislaus 


Counties shall be allocated to Wholesale and Retail Customers as described in Article 5.  


B. New Water Supplies.  If San Francisco seeks to develop additional water 


supplies from new sources to increase the Supply Assurance available to Wholesale 


Customers, studies and resulting water supply projects will be conducted jointly with BAWSCA 


under separate agreement(s) specifying the purpose of the projects, the anticipated regional 


benefits and how costs of studies and implementation will be allocated and charged. Nothing in 


this agreement shall serve as precedent for the allocation of such new supply capital costs 


between Retail and Wholesale Customers or associated operational expenses, which shall only 


occur following approval of both parties and amendment of this Agreement, if necessary, under 


Section 2.03. 


3.17 Westside Basin Conjunctive Use Program 


Subject to completion of necessary CEQA review as provided in Section 4.07, the 


SFPUC may enter into an agreement with the cities of Daly City and San Bruno and the 


California Water Service Company, South San Francisco Service Area ("Participating 


Pumpers") governing the operation of the South Westside Basin Conjunctive Use Program 


(“Program”), a WSIP Project.  The Program would produce Regional benefits for all customers 


of the Regional Water System by making use of available groundwater storage capacity in the 


Southern portion of the Westside Basin through the supply of additional surface water (“In Lieu 


Water”) to the Participating Pumpers from the Regional Water System, in exchange for a 


corresponding reduction in groundwater pumping at existing wells owned by the Participating 


Pumpers.  The new groundwater supply that would accrue to storage as a result of delivery of In 


Lieu Water would then be recovered from the SFPUC basin storage account during water 


shortages using new SFPUC Regional Program wells operated by the Participating Pumpers 


and the SFPUC.  Program annual operations and maintenance expenses and water supplies 


are expected to be allocated as follows: 
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A. All In Lieu Water delivered to the Participating Pumpers shall be (1) temporary 


and interruptible in nature and (2) at the sole discretion of the SFPUC based on the total volume 


of water available to the Regional Water System.    


B. All In Lieu Water delivered to the Participating Pumpers shall be considered a 


delivery of water to storage and shall not be construed to affect or increase the Individual 


Supply Guarantees of these wholesale customers or to otherwise entitle them to any claim of 


water in excess of their Individual Supply Guarantees or their Interim Supply Allocations.  


Furthermore, Environmental Enhancement Surcharges authorized under Section 4.04 will not 


be applied by the SFPUC to any quantity of In Lieu Water that is delivered to the Participating 


Pumpers, but will instead be based solely on Participating Pumper water deliveries in excess of 


their respective Interim Supply Allocations.  


C. Any operations and maintenance expenses incurred by the Participating 


Pumpers and the SFPUC that are related to the operation of Regional Program wells and 


related assets shall be included as Regional pumping expenses under Section 5.05.B  and 


included as part of the Wholesale Revenue Requirement.  For rate setting purposes, estimated 


Regional Program operation and maintenance expenses shall be used as set forth in Section 


6.01.  Operations and maintenance expenses associated with the Participating Pumpers' 


existing wells that do not provide Regional benefits shall not be included in the Wholesale 


Revenue Requirement.  On a case-by-case basis, the SFPUC may include Participating 


Pumper existing well operation and maintenance expenses in the Wholesale Revenue 


Requirement provided that such expenses (1) are solely attributable to Regional Program 


operations and (2) are not caused by the Participating Pumper's failure to operate and maintain 


its existing wells in a reasonable and prudent manner consistent with water utility industry 


standards. 


D. The SFPUC will audit operations and maintenance expenses submitted by the 


Participating Pumpers for reimbursement to confirm that such costs were incurred as a result of 


operating Regional Program wells and related assets.  Costs associated with the use of 


Program facilities for Direct Retail or Direct Wholesale purposes, or that do not otherwise 


provide Regional benefits, shall not be included in the Wholesale Revenue Requirement.  The 


SFPUC is responsible for resolving disputes with the Participating Pumpers concerning expense 


allocations.  Program expense documentation, including documentation of negotiation and 


settlement of disputed costs, will be available for review during the Compliance Audit described 
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in Section 7.04.  The Wholesale Customers may dispute the SFPUC’s resolution of expense 


allocations through the arbitration provisions in Section 8.01 of this Agreement.     


E. The SFPUC may direct the Participating Pumpers to recover water from the 


SFPUC basin storage account for any type of shortage referenced in Section 3.11.  Water 


recovered from the SFPUC basin storage account using Regional Program wells may be used 


for (1) the benefit of all Regional Water System customers; (2) Retail Customers; or (3) one or 


more of the Participating Pumpers.  The Wholesale Revenue Requirement shall only include 


operations and maintenance expenses incurred due to the operation of Program wells for 


Regional benefits. 


F. All water recovered from the SFPUC basin storage account by the Participating 


Pumpers and by the SFPUC for delivery to Retail Customers during Shortages caused by 


Drought shall be used to free up a comparable volume of surface water from the Regional 


Water System for allocation in accordance with the Tier 1 Shortage Plan. 


G. If the Program is terminated for any reason, including breach of the Program 


agreement by the Participating Pumpers or SFPUC, or due to regulatory action or legal action, 


then 


1. Any water remaining SFPUC Regional storage account shall be used for 


the benefit of all customers of the Regional Water System;  


2. Outstanding eligible operations and maintenance expenses, including 


costs incurred during recovery of remaining stored water, will be allocated as provided in this 


section; and  


3. The Wholesale Customers will be credited with their share of proceeds 


from disposition of Program facilities or reimbursed their share of such capital costs for any 


Program facilities which are retained by the SFPUC for Direct Retail benefit and not used for the 


benefit of the Wholesale Customers, on the basis of (a) original cost less depreciation and 


outstanding related Indebtedness or (b) original cost less accumulated depreciation for revenue 


funded Regional Program facilities.   
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Article 4. Implementation of Interim Supply Limitation. 


4.01 Interim Supply Limitation Imposed by SFPUC   


In adopting the WSIP in Res. No. 08-0200, the Commission included full implementation 


of all proposed WSIP capital improvement projects to achieve level of service goals relating to 


public health, seismic safety, and delivery reliability, but decided to adopt a water supply 


element that includes the Interim Supply Limitation.  This article describes how the Parties will 


implement the Interim Supply Limitation imposed by the SFPUC between the Effective Date and 


December 31, 2018.   


4.02 Retail and Wholesale Customer Allocations Under Interim Supply Limitation   


The Interim Supply Limitation is allocated as follows between Retail and Wholesale 


Customers: 


Retail Customers' allocation: 81 MGD 


Wholesale Customers' allocation: 184 MGD 


 


The Wholesale Customers' collective allocation of 184 MGD under the Interim Supply 


Limitation includes the demand of the cities of San Jose and Santa Clara, whose demand is not 


included in the Supply Assurance, as provided in Section 3.02.B.  By December 31st, 2010, the 


Commission will establish each Wholesale Customer's Interim Supply Allocation at a public 


meeting. 


4.03 Transfers of Interim Supply Allocations 


A. Any Wholesale Customer, including Hayward, may transfer a portion of its 


Interim Supply Allocation to one or more other Wholesale Customers, as provided in this 


section. All Wholesale Customers are also eligible transferees, including California Water 


Service Company up to its Individual Supply Guarantee. 


B. Transfers of a portion of an Interim Supply Allocation must be prospective.  The 


duration of a transfer cannot be less than the balance of the fiscal year.  The minimum quantity 


that may be transferred is 1/10th of a MGD. 


C. Transfers of portions of Interim Supply Allocations are subject to approval by the 


SFPUC.  SFPUC review is limited to determining (1) whether a proposed transfer complies with 
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the Act, and (2) whether the affected facilities in the Regional Water System have sufficient 


capacity to accommodate delivery of the increased amount of water to the proposed transferee. 


D. The participants in a proposed transfer shall provide notice to the SFPUC 


specifying the amount of the Interim Supply Allocation proposed to be transferred and the 


proposed effective date of the transfer, which shall not be less than 60 days after the notice is 


submitted to the SFPUC.  The SFPUC may require additional information reasonably necessary 


to evaluate the operational impacts of the transfer.  The SFPUC will not unreasonably withhold 


or delay its approval; if the SFPUC does not act on the notice within 60 days, the transfer will be 


deemed to have been approved. 


E. Within 30 days after the transfer has become effective, both the transferor and 


the transferee will provide written notice to the SFPUC and BAWSCA.   


F. Transfers of Interim Supply Allocations shall continue in effect until the earlier of 


(1) delivery of written notice to the SFPUC by the transfer participants that the transfer has been 


rescinded or (2) December 31, 2018. 


4.04 Environmental Enhancement Surcharge 


A. Establishment of Environmental Enhancement Surcharge.  Beginning with 


wholesale water rates for fiscal year 2011-2012, and continuing for the duration of the Interim 


Supply Limitation, the Commission will establish the Environmental Enhancement Surcharge 


concurrently with the budget-coordinated rate process set forth in Article 6 of this Agreement.  


The monetary amount of the Environmental Enhancement Surcharge per volume of water, such 


as dollars per acre-foot, will be equivalent for Retail Customer use in excess of 81 MGD and 


Wholesale Customer use in excess of 184 MGD.  The Environmental Enhancement Surcharge 


will be simple to calculate so that Wholesale Customers can estimate potential surcharges for 


budgeting purposes and establish retail rates within their service areas.   


B. Application of Environmental Enhancement Surcharge.  Beginning in fiscal 


year 2011-12, the Environmental Enhancement Surcharge will be levied only if and when 


combined Retail Customer and Wholesale Customer purchases exceed the Interim Supply 


Limitation of 265 MGD and if the fund described in subsection D below has been established by 


the San Francisco Board of Supervisors.  In that event, the Environmental Enhancement 


Surcharge will apply to Retail Customers for use in excess of 81 MGD and to individual 
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Wholesale Customers for use in excess of their Interim Supply Allocations established by the 


Commission pursuant to Section 4.02.   


1. Environmental Enhancement Surcharges related to the Retail Customers’ 


use in excess of their 81 MGD Retail Customer Allocation will be paid by the SFPUC, and no 


portion of such surcharges may be allocated to Wholesale Customers.  The method of 


recovering the Environmental Enhancement Surcharges imposed upon Retail Customers shall 


be within the sole discretion of the SFPUC.   


2. Environmental Enhancement Surcharges related to the individual 


Wholesale Customers’ use in excess of their respective Interim Supply Allocations will be paid 


to the SFPUC by individual Wholesale Customers. 


C. Collection of Environmental Enhancement Surcharge.  Notwithstanding the 


budget-coordinated rate setting process contemplated in Article 6 of this Agreement, the 


Environmental Enhancement Surcharge for any given year will be determined retrospectively 


based on actual annual usage during the fiscal year in excess of the Interim Supply Allocation 


and paid in equal monthly installments over the remainder of the immediately following fiscal 


year.   


D. Establishment of Fund for Environmental Enhancement Surcharge 
Proceeds.  Environmental Enhancement Surcharges paid by the SFPUC and by Wholesale 


Customers will be placed into a restricted reserve fund.  The SFPUC will request the San 


Francisco Board of Supervisors to establish this fund by ordinance and, if adopted, the fund will 


be subject to the following restrictions: 


1. Interest earnings will stay in the reserve fund.   


2. The reserve fund shall (a) be subject to automatic appropriation; (b) 


require unexpended and unencumbered fund balances to be carried forward from year to year; 


and (c) not be transferred to the San Francisco General Fund. 


3. The reserve fund may be used only for specific environmental restoration 


and enhancement measures for the Sierra and local watersheds, such as those included in the 


Watershed Environmental Improvement Program. 


4. Environmental Enhancement Surcharge proceeds shall be expended in 


an expeditious manner.  Any Environmental Enhancement Surcharge proceeds that remain in 
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the reserve fund as of December 31, 2018 shall be used to complete projects previously 


approved under subsection E.  Upon completion of the identified projects, the balance of any 


unexpended sums in the reserve fund shall be distributed to BAWSCA and the SFPUC in 


proportion to the total amount of surcharges assessed to the Wholesale and Retail Customers, 


respectively. 


E. Use of Environmental Enhancement Surcharge Proceeds.  Specific uses of 


Environmental Enhancement Surcharges will be decided by the SFPUC and BAWSCA General 


Managers following input from environmental stakeholders and other interested members of the 


public.  If parties are unable to agree, then they will jointly select a third person to participate in 


making the decision.  


4.05 San Jose/ Santa Clara Interim Supply Allocation and Process for Reduction/ 
Termination.   


San Francisco will supply a combined annual average of 9 MGD to the cities of San 


Jose and Santa Clara through 2018.  Water supplied by San Francisco may only be used in the 


existing defined service areas in the northern portions of San Jose and Santa Clara shown on 


Attachment Q.  San Francisco may reduce the quantity of water specified in this section when it 


establishes the Interim Supply Allocations for Wholesale Customers in Section 4.02.  The 


establishment of Interim Supply Allocations for San Jose and Santa Clara shall not be 


considered a reduction of supply within the meaning of this section, provided that the Interim 


Supply Allocations assigned to San Jose and Santa Clara do not effect a reduction greater than 


the aggregate average reduction in Individual Supply Guarantees for Wholesale Customers that 


have such guarantees.  The application of Interim Supply Allocations to San Jose and Santa 


Clara is subject to the following provisions: 


A. In December 2010 and in each December thereafter through 2017, the SFPUC 


shall prepare and the Commission shall consider, at a regularly scheduled public meeting, a 


Water Supply Development Report detailing progress made toward meeting the Interim Supply 


Limitation by June 30, 2018. 


B. The annual Water Supply Development Report shall be based on water purchase 


projections and work plans for achieving the Interim Supply Limitation in the Retail and 


Wholesale Service Areas.  The projections and work plans will be prepared by the SFPUC for 
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the Retail Customers and by BAWSCA for the Wholesale Customers, respectively, and 


submitted to the Commission in June of each year beginning in 2010. 


C. If the Commission finds that the projections in the Water Supply Development 


Report show that the Interim Supply Limitation will not be met by June 30, 2018, as a result of 


Wholesale Customers' projected use exceeding 184 MGD, the Commission may issue a 


conditional five-year notice of interruption or reduction in supply of water to San Jose and Santa 


Clara. 


D. Upon issuance of the conditional notice of interruption or reduction, the SFPUC 


will prepare a new analysis of water supply that will be utilized by the San Francisco Planning 


Department in its preparation of any necessary documentation under CEQA pursuant to 


Section 4.07 on the impacts of interrupting or reducing service to San Jose and Santa Clara. 


E. Such notice of interruption or reduction will be rescinded if the Commission finds, 


based upon a subsequent annual Water Supply Development Report, that sufficient progress 


has been made toward meeting the Interim Supply Limitation or projections show that the 


Interim Supply Limitation will be met by June 30, 2018. 


F. In no case shall any interruption or reduction of service to San Jose or Santa 


Clara pursuant to this section become effective less than two years from the completion of the 


CEQA process (not including resolution of any appeals or litigation) or five years from the 


notice, whichever is longer.  If the five-year notice is issued after 2013, such interruption or 


reduction would occur after 2018. 


G. If deliveries to San Jose and Santa Clara are interrupted, existing turnout 


facilities to San Jose and Santa Clara will remain in place for possible use during emergencies. 


H. San Francisco and the cities of San Jose and Santa Clara will cooperate with 


BAWSCA and the Santa Clara Valley Water District in the identification and implementation of 


additional water sources and conservation measures for the cities’ service areas that are 


relevant to the water supply and the possible offer of permanent status for the two cities by the 


SFPUC.   


4.06 San Francisco Decisions in 2018 Regarding Future Water Supply 


A. By December 31, 2018, San Francisco will have completed any necessary 


CEQA review pursuant to Section 4.07 that is relevant to making San Jose and Santa Clara 
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permanent customers of the Regional Water System and will decide whether or not to make 


San Jose and Santa Clara permanent customers of the Regional Water System.  San Francisco 


will make San Jose and Santa Clara permanent customers only if, and to the extent that, San 


Francisco determines that Regional Water System long term water supplies are available.  In 


the event that San Francisco decides to afford permanent status to San Jose and Santa Clara, 


this Agreement will be amended pursuant to Section 2.03. 


B. By December 31, 2018, San Francisco will have completed any necessary 


CEQA review pursuant to Section 4.07 and will decide how much water if any, in excess of the 


Supply Assurance it will supply to Wholesale Customers from the Regional Water System to 


meet their projected future water demands until the year 2030, and whether to offer a 


corresponding increase in the Supply Assurance as a result of its determination.   


4.07 Retained Discretion of SFPUC and Wholesale Customers 


A. This Agreement contemplates discretionary actions that the SFPUC and the 


Wholesale Customers may choose to take in the future that could result in physical changes to 


the environment ("Discretionary Actions").  The Discretionary Actions include decisions to:  


1. Develop additional or alternate water resources by the SFPUC or one or 


more Wholesale Customers;  


2. Implement the physical facilities comprising the WSIP by December 31, 


2015;  


3. Approve wheeling proposals by Wholesale Customers;  


4. Approve new wholesale customers and water exchange or cost sharing 


agreements with other water suppliers;  


5. Provide additional water to San Jose and/or Santa Clara;  


6. Offer permanent status to San Jose and/or Santa Clara;  


7. Reduce or terminate supply to San Jose and/or Santa Clara;  


8. Provide additional water to Wholesale Customers in excess of the Supply 


Assurance to meet their projected future water demands; and  
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9. Offer a corresponding volumetric increase in the Supply Assurance.   


The Discretionary Actions may require the SFPUC or Wholesale Customers to prepare 


environmental documents in accordance with CEQA prior to the SFPUC or the Wholesale 


Customers determining whether to proceed with any of the Discretionary Actions.  Accordingly, 


and not withstanding any provision of this Agreement to the contrary, nothing in this Agreement 


commits the SFPUC or the Wholesale Customers to approve or carry out any Discretionary 


Actions that are subject to CEQA.  Furthermore, the SFPUC’s or Wholesale Customers’ 


decisions to approve any of these Discretionary Actions are subject to the requirement that San 


Francisco and each Wholesale Customer, as either a  “Lead Agency” (as defined in Section 


21067 of CEQA and Section 15367 of the CEQA Guidelines) or a “Responsible Agency” (as 


defined in Section 21069 of CEQA and Section 15381 of the CEQA Guidelines) shall have 


completed any CEQA-required environmental review prior to approving a proposed 


Discretionary Action. 


B. In considering any proposed Discretionary Actions, the SFPUC and Wholesale 


Customers retain absolute discretion to:  (1) make such modifications to any of the proposed 


Discretionary Actions as may be necessary to mitigate significant environmental impacts; (2) 


select feasible alternatives to the proposed Discretionary Actions that avoid significant adverse 


impacts; (3) require the implementation of specific measures to mitigate the significant adverse 


environmental impacts as part of the decision to approve the Discretionary Actions; (4) balance 


the benefits of the proposed Discretionary Actions against any significant environmental impacts 


before taking final actions to approve the proposed Discretionary Actions if such significant 


impacts cannot otherwise be avoided or (5) determine not to proceed with the proposed 


Discretionary Actions. 
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Article 5. Wholesale Revenue Requirement  


5.01 Scope of Agreement   
This Article shall be applicable only to the water rates charged by San Francisco to the 


Wholesale Customers.  Nothing contained in this Agreement shall limit, constrain, or in any way 


affect the rates which San Francisco may charge for water sold to Retail Customers or the 


methodology by which such rates are determined. 


5.02 General Principles 


This Article sets forth the method by which the Wholesale Customers’ collective share of 


expenses incurred by the SFPUC in delivering water to them will be determined.  This collective 


share is defined as the “Wholesale Revenue Requirement.” 


A. The SFPUC currently operates several enterprises, including the Water 


Enterprise, the Wastewater Enterprise, and the Hetch Hetchy Enterprise. 


B. The Wastewater Enterprise is responsible for treating sewage within San 


Francisco and provides no benefit to the Wholesale Customers. 


C. The Hetch Hetchy Enterprise is responsible for storing and transmitting water to 


the Water Enterprise, generating hydroelectric power and transmitting it to San Francisco, 


generating electric power within San Francisco, and distributing electricity and steam heat within 


San Francisco.  Its water supply operations provide benefits to the Wholesale Customers. 


D. The Water Enterprise delivers water to both Retail Customers, which are located 


both within and outside San Francisco, and to the Wholesale Customers, all of which are 


located outside San Francisco. 


E. This Article implements two general principles as follows: (1) the Wholesale 


Customers should not pay for expenses of SFPUC operations from which they receive no 


benefit and (2) the Wholesale Customers should pay their share of expenses incurred by the 


SFPUC in delivering water to them on the basis of Proportional Annual Use unless otherwise 


explicitly provided in this Agreement. 


F. To implement these general principles, the Wholesale Revenue Requirement will 


consist of, and be limited to, the Wholesale Customers’ shares of the following categories of 


expense: 
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1. Capital cost recovery of Water Enterprise Existing Assets, and Hetch 


Hetchy Enterprise Existing Assets classified as Water-Only and the Water-Related portion of 


Joint assets (Section 5.03) 


2. Contribution to the capital cost of Water Enterprise New Regional Assets 


(Section 5.04) 


3. Water Enterprise operation and maintenance expenses, including power 


purchased from the Hetch Hetchy Enterprise that is used in the operation of the Water 


Enterprise (Section 5.05) 


4. Water Enterprise administrative and general expenses (Section 5.06) 


5. Water Enterprise property taxes (Section 5.07) 


6. The Water Enterprise’s share of the Hetch Hetchy Enterprise’s operation 


and maintenance, administrative and general, and property tax expenses (Section 5.08) 


7. The Water Enterprise’s share of the Hetch Hetchy Enterprise’s capital 


cost of New Assets classified as Water-Only and the Water-Related portion of Joint Assets 


(Section 5.09) 


In each of these cost categories, Direct Retail Expenses will be allocated entirely to 


Retail Customers.  Direct Wholesale Expenses will be allocated entirely to the Wholesale 


Customers.  Regional Expenses will be allocated between Retail Customers and Wholesale 


Customers as provided in this Article. 


G. For purposes of establishing the rates to be charged Wholesale Customers, 


expenses will be based on the budget for, and estimates of water purchases in, the following 


fiscal year, as provided in Article 6.  For purposes of accounting, the Wholesale Revenue 


Requirement will be determined on the basis of actual expenses incurred and actual water use, 


as provided in Article 7. 


H. In addition, rates charged to Wholesale Customers may include the Wholesale 


Customers’ contribution to a Wholesale Revenue Coverage Reserve, as provided in Section 


6.06, which is not included in the Wholesale Revenue Requirement itself. 
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5.03 Capital Cost Recovery - Existing Regional Assets 


A. SFPUC has previously advanced funds to acquire or construct Existing Assets 


used and useful in the delivery of water to both Wholesale Customers and Retail Customers.  


The Parties estimate that the Wholesale Customers’ share of the net book value of these 


assets, as of the expiration of the 1984 Agreement on June 30, 2009, will be approximately 


$366,734,424, as shown on Attachment K-1. 


B. In addition, SFPUC has also previously advanced funds received from Retail 


Customer revenues to acquire or construct assets included in Construction-Work-In-Progress 


(CWIP) as of June 30, 2009.  The Parties estimate that the Wholesale Customers’ share of the 


book value of these revenue funded capital expenditures, as of the expiration of the 1984 


Agreement on June 30, 2009, will be approximately $15,594,990, as shown on Attachment K-2.  


The Wholesale Customers shall pay their share of the cost of Existing Assets and revenue-


funded CWIP by amortizing the amounts shown on Attachment K-1 and Attachment K-2 over 25 


years at an interest rate of 5.13 percent.  The amounts to be included in the Wholesale 


Revenue Requirement pursuant to this section shall be the sum of the annual principal and 


interest amounts shown on Attachments K-3 (for Water Enterprise Regional Assets and the one 


Direct Wholesale Asset) and K-4 (for Hetch Hetchy Enterprise Water-Only Assets and the 


Water-Related portion [45 percent] of Joint assets) calculated on the basis of monthly 


amortization of principal as set forth on Attachments K-3 and K-4. 


C. In addition, the Commission has previously appropriated funds, advanced 


through rates charged to Retail Customers, for construction of capital projects.  Some of these 


projects are active, and have unexpended balances of appropriated funds that are not included 


in CWIP as of June 30, 2009.  These projects, and the associated balances, are shown on 


Attachment K-5.  Expenditures of funds from these balances during FY 2009-10, FY 2010-11 


and FY 2011-12 will be reviewed in FY 2012-13.  The SFPUC will prepare a report showing the 


amount expended in each year on each project and the total expended during all years on all 


projects that are categorized as Regional or, in the case of Hetch Hetchy Enterprise, are 


categorized as either Water-Only or Joint.  The wholesale share of that total will be determined 


using the allocation principles in this Agreement based on Proportional Water Use during those 


three years.  The result, plus accrued interest at the rate specified in Section 6.05.B, will be 


calculated by the SFPUC and its calculation reviewed by the Compliance Auditor as part of the 


Compliance Audit for FY 2012-13.  The audited total will be paid based on a schedule of level 


annual principal and interest amounts over ten years at an interest rate of 4.00%, calculated on 
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a monthly amortization basis.  All or any portion of the balance may be prepaid.  The first year’s 


payment will be included in the Wholesale Revenue Requirement for FY 2014-15. 


D. The Parties agree that the Wholesale Customers’ share of the net book values of 


Existing Regional Assets as of June 30, 2008 as shown on Attachment K-1 are accurate. The 


compliance audit conducted on the calculation of the FY 2008-09 Suburban Revenue 


Requirement required by the 1984 Agreement will determine the actual amounts of depreciation 


on, and capital additions to, plant in service during that fiscal year.  Those amounts will be 


compared to the corresponding estimates shown on Attachments K-1 and K-2.  The differences 


will be added to or subtracted from the estimated asset values shown on Attachments K-1 and 


K-2 and the amortization schedules in Attachments K-3 and K-4 will be recalculated.  The 


wholesale allocation factors shall be fixed at 70.1% for the Water Enterprise Existing Assets and 


64.2% for Hetch Hetchy Enterprise Existing Assets for both the preliminary and final payment 


schedules.  The SFPUC will prepare and provide to the Wholesale Customers revised 


Attachments K-1 through K-4 based on the Wholesale Customers’ share of the net book value 


of the assets placed in service as of June 30, 2009 used to provide water service to the 


Wholesale Customers and the net book value of revenue-funded CWIP expended as of June 


30, 2009.  The revised Attachments K-1 through K-4 shall be approved by the General Manager 


of the SFPUC and the General Manager/CEO of BAWSCA and will be substituted for the 


original Attachments K-1 through K-4. 


E. The original Attachments K-1 through K-4, based on estimates, shall be used for 


estimating the Wholesale Revenue Requirement for the fiscal year beginning July 1, 2009.  The 


revised Attachments, based on audited actuals, shall be used to determine the actual 


Wholesale Revenue Requirement for FY 2009-10 and to determine the Wholesale Revenue 


Requirement(s) in all subsequent years, except as may be provided elsewhere in this 


Agreement.    


F. The Wholesale Customers, acting through BAWSCA, may prepay the remaining 


unpaid Existing Assets principal balance, in whole or in part, at any time without penalty or early 


payment premium.  Any prepayments will be applied in the month immediately following the 


month in which the prepayment is made and the revised monthly amount(s) will be used to 


calculate the Wholesale Revenue Requirement.  Any partial prepayments must be in an amount 


at least equal to $10 million.  In the event of a partial prepayment, an updated schedule for the 


remaining payments shall be prepared reflecting the unpaid balance after prepayment, 
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amortized through the end of FY 2034, calculated as provided in this section.  The updated 


schedule, approved by the General Manager of the SFPUC and the General Manager/CEO of 


BAWSCA, will be substituted for Attachment K-3 and/or Attachment K-4. 


5.04 Capital Cost Contribution - New Regional Assets 


A. Debt-Funded Capital Additions.  The Wholesale Customers shall pay the 


wholesale share of Net Annual Debt Service for new Regional Assets.  The Regional projects in 


the WSIP are identified in Attachment L-1. 


1. The amount of Net Annual Debt Service for New Regional Assets will be 


determined for each series of Indebtedness issued.  Until the proceeds of a particular series are 


Substantially Expended, the amount attributable to specific projects will be based on the 


expected use of proceeds shown in the “Certificate Regarding Use of Proceeds” executed by 


the SFPUC General Manager on behalf of the Commission in connection with the sale of the 


Indebtedness, provided such certificate identifies the use of proceeds at a level of detail 


equivalent to that shown on Attachment L-2, which is a copy of the certificate prepared for the 


2006 Revenue Bonds, Series A.  If a certificate does not identify the use of proceeds at that 


level of detail, the SFPUC General Manager shall prepare and execute a separate certificate 


which does identify the use of proceeds at the level of detail shown on Attachment L-2 and 


deliver it to BAWSCA within 15 days from the closing of the sale of the Indebtedness. 


2. After the proceeds of a series are Substantially Expended, the SFPUC 


General Manager will prepare and execute a certificate showing the actual expenditure of 


proceeds at a level of detail equivalent to the initial General Manager certificate.  The resulting 


allocation of Net Debt Service to New Regional Assets for a series of bonds will be used in the 


fiscal year in which the proceeds have been Substantially Expended and thereafter.  Differences 


between the amount of Net Debt Service paid by Wholesale Customers prior to that year and 


the amount of Net Debt Service that they should have paid during that time based on the actual 


expenditure of proceeds will be taken into account in calculation of the balancing account for the 


fiscal year in which the proceeds were Substantially Expended.  The application of the 


remaining proceeds shall be proportionate to the allocation of the Net Debt Service to New 


Regional Assets. 


3. The Wholesale Customers’ share of Net Annual Debt Service for the New 


Regional Assets that are categorized as Direct Wholesale will be 100 percent.  (None of the 
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projects in the WSIP are categorized as Direct Wholesale.)  The Wholesale Customers’ share of 


Net Annual Debt Service for all other New Regional Assets will be determined each year and 


will be equal to the Wholesale Customers’ Proportional Annual Use. 


4. If Indebtedness is issued by the SFPUC to refund the 2006 Revenue 


Bonds, Series A or to refund any other long-term Indebtedness issued after July 1, 2009, the 


Net Annual Debt Service attributable to proceeds used for refunding will be allocated on the 


same basis as the Indebtedness being refunded. 


5. The SFPUC will prepare an annual report showing for each issue of 


Indebtedness and through the most recently completed fiscal year: (1) net financing proceeds 


available to pay project costs, (2) actual earnings on proceeds, (3) actual expenditures by 


project.  The report shall be substantially in the form of Attachment L-3 and shall be delivered to 


BAWSCA on or before November 30 of each year, commencing November 2009. 


6. In addition to Net Debt Service, Wholesale Customers will pay a 


proportionate share of annual administrative costs associated with Indebtedness, such as bond 


trustee fees, credit rating agency fees, letter of credit issuer fees, San Francisco Revenue Bond 


Oversight Committee fees, etc., but only to the extent such fees are neither paid from proceeds 


of Indebtedness nor included in SFPUC operation and maintenance or administrative and 


general expenses. 


B. Revenue-Funded Capital Additions.  The Wholesale Customers shall pay the 


wholesale share of the appropriation contained in the SFPUC annual budget for each year to be 


used to acquire or construct New Regional Assets.  If such appropriations are reimbursed from 


proceeds of Indebtedness, the Wholesale Customers will be credited for prior payments made 


under this Section 5.04.B. 


The Wholesale Customers’ share of the annual appropriation for revenue-funded New 


Regional Assets that are categorized as Direct Wholesale will be 100 percent.  (None of the 


Repair and Replacement projects in the SFPUC’s most recent capital improvement program 


updated on February 10, 2009, is categorized as Direct Wholesale.)  The Wholesale Customers’ 


share of the annual appropriation for all other revenue-funded New Regional Assets will be 


determined each year and will be equal to the Wholesale Customers’ Proportional Annual Use 


in each fiscal year.  The amount appropriated in each fiscal year for the wholesale share of New 







 
 
 


 -40- 1840795.8  


Regional Assets shall be contributed to the Wholesale Capital Fund described in Section 6.08 


and reported on and administered as shown in that section and Attachments M-1 through M-3. 


5.05 Water Enterprise Operation and Maintenance Expenses 


There are five categories of Water Enterprise Operation and Maintenance Expenses, 


described below: 


A. Source of Supply   


1. Description:  This category consists of the costs of labor, supervision and 


engineering; materials and supplies; and other expenses incurred in the operation and 


maintenance of collecting and impounding reservoirs, dams, wells and other water supply 


facilities located outside San Francisco; watershed protection; water supply planning; and the 


purchase of water. 


2. Allocation:  Direct Retail expenses, including water supply planning for 


Retail operations (such as City Retail water conservation programs), will be assigned to the 


Retail Customers.  Regional expenses will be allocated between Retail Customers and 


Wholesale Customers on the basis of Proportional Annual Use.  Direct Wholesale expenses will 


be assigned to the Wholesale Customers.  (As of the Effective Date there are no Direct 


Wholesale expenses in the Source of Supply category.) 


B. Pumping 


1. Description:  This category consists of the costs of labor, supervision and 


engineering; materials and supplies; and other expenses incurred in the operation and 


maintenance of water pumping plants, ancillary structures and equipment and surrounding 


grounds; and fuel and power purchased for pumping water. 


2. Allocation:  Direct Retail expenses will be assigned to the Retail 


Customers.  Regional expenses will be allocated between Retail Customers and Wholesale 


Customers on the basis of Proportional Annual Use.  Direct Wholesale expenses will be 


assigned to the Wholesale Customers.  (As of the Effective Date there are no Direct Wholesale 


expenses in the Pumping category.) 


C. Treatment   
1. Description:  This category consists of the costs of labor, supervision and 


engineering; materials and supplies and other expenses incurred in the operation and 
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maintenance of water treatment plants and drinking water quality sampling and testing.  The 


cost of water quality testing will not include expenses incurred on behalf of the Wastewater 


Enterprise. Any remaining costs, after adjusting for the Wastewater Enterprise, will be reduced 


by the amount of revenue received for laboratory analyses of any type performed for agencies, 


businesses and/or individuals other than the Water and Hetch Hetchy Enterprises. 


2. Allocation:  Direct Retail expenses will be assigned to the Retail 


Customers.  Regional expenses will be allocated between Retail Customers and Wholesale 


Customers on the basis of Proportional Annual Use.  Direct Wholesale expenses will be 


assigned to the Wholesale Customers.  (As of the Effective Date there are no Direct Wholesale 


expenses in the Treatment category.) 


D. Transmission and Distribution 


1. Description:  This category consists of the cost of labor, supervision and 


engineering; materials and supplies; and other expenses incurred in the operation and 


maintenance of transmission and distribution pipelines, appurtenances, meters (other than 


those expenses payable by individual Wholesale Customers pursuant to Section 5.10.C.3), 


distribution reservoirs storing treated water, craft shops and auto shops servicing vehicles used 


for operation and maintenance of the Regional Water System rather than for Direct Retail 


facilities, and miscellaneous facilities related to the transmission and distribution of water. 


2. Allocation:  Direct Retail Transmission and Distribution expenses will be 


assigned to the Retail Customers.  Regional Transmission and Distribution expenses will be 


allocated between Retail and Wholesale Customers on the basis of Proportional Annual Use.  


Expenses incurred for the operation and maintenance of three terminal reservoirs, i.e., Sunset 


Reservoir (North and South Basins), University Mound Reservoir (North and South Basins), and 


Merced Manor Reservoir, as well as transmission pipelines delivering water to them, are 


classified as Regional expenses notwithstanding the location of the reservoirs within San 


Francisco.  Direct Wholesale expenses will be assigned to the Wholesale Customers.  (As of 


the Effective Date the only Direct Wholesale expenses in the Transmission and Distribution 


category are associated with the Palo Alto pipeline.)  
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E. Customer Services  
1. Description:  This category consists of labor; materials and supplies; and 


other expenses incurred for meter reading, customer record keeping, and billing and collection 


for the Water Enterprise. 


2. Allocation:  Customer Services expenses will be allocated among the 


Water Enterprise, the Wastewater Enterprise, and Hetch Hetchy Water and Power in proportion 


to the time spent by employees in Customer Services for each operating department/enterprise.  


The Water Enterprise’s share of Customer Services expense will be allocated 98 percent to the 


Retail Customers and two percent to the Wholesale Customers, as illustrated on Attachment N-


2, Schedule 1. 


5.06 Water Enterprise Administrative and General Expenses 


Administrative and General expenses consist of the Water Enterprise’s share of the cost 


of general government distributed through the full-cost Countywide Cost Allocation Plan, the 


services of SFPUC support bureaus, Water Enterprise administrative and general expenses that 


cannot be directly assigned to a specific operating and maintenance category, and the cost of 


the Compliance Audit.  These four subcategories, and the method by which costs in each are to 


be calculated and allocated, are as follows: 


A. Countywide Cost Allocation Plan   


1. Description:  This subcategory consists of the Water Enterprise’s share of 


the costs of San Francisco general government and other City central service departments 


which are not directly billed to the Water Enterprise or other operating departments.  All San 


Francisco operating departments are assigned a prorated share of these costs through the full-


cost Countywide Cost Allocation Plan (COWCAP) prepared annually by the San Francisco 


Controller. 


2. Allocation:  The Water Enterprise’s assigned share of central government 


costs as shown in the annual full-cost COWCAP prepared by the San Francisco Controller, will 


be allocated between Retail Customers and Wholesale Customers on the basis of the 


composite percentage of the allocated expenses in the five categories of operation and 


maintenance expense described in Section 5.05.  The composite wholesale percentage shown 


on Attachment N-2, Schedule 1 is 42.07 percent, derived by dividing the wholesale share of 
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Operation and Maintenance expenses ($46,573,883) by total Operation and Maintenance 


expenses ($110,700,133). 


B. Services of SFPUC Bureaus 


1. Description:  This subcategory consists of the support services provided 


to the Water Enterprise by the SFPUC Bureaus, which presently consist of the General 


Manager’s Office, Business Services, External Affairs, and Infrastructure Bureau.  Business 


Services presently includes Financial Services, Information Technology Services, Human 


Resource Services, Fleet Management, and Customer Services. 


2. Allocation:  There are three steps involved in determining the Wholesale 


Customers’ share of SFPUC Bureau costs. 


a. Step One:  Bureau expenses which have either been recovered 


separately or which provide no benefit to Wholesale Customers will be excluded.  Examples of 


Bureau expenses recovered separately include (1) Customer Services expenses, which are 


recovered as provided in Section 5.05.E, and (2) Infrastructure expenses, which are assigned to 


individual projects and capitalized.  An example of a Bureau expense that provides no benefit to 


Wholesale Customers is Information Technology Services expenses for support of the San 


Francisco Municipal Railway.  In addition, the SFPUC will continue its practice of assigning City 


Attorney Office expenses charged to the General Manager's Office for projects or lawsuits that 


relate to only one enterprise directly to that enterprise.  For example, costs related to a lawsuit 


involving the Wastewater Enterprise will not be assigned to the Water Enterprise. 


b. Step Two:  Bureau expenses adjusted as provided in Step One 


will be allocated among the Water Enterprise, the Wastewater Enterprise and the Hetch Hetchy 


Enterprise on the basis of the actual salaries of employees in each enterprise or department, as 


illustrated on Attachment N-2, Schedule 7. 


c. Step Three:  The amount allocated to the Water Enterprise 


through Step Two will be allocated between Retail Customers and Wholesale Customers on the 


basis of Proportional Annual Use.   
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C. Water Enterprise Administrative and General   
1. Description:  This category includes expenses incurred by the Water 


Enterprise that are not readily assignable to specific operating divisions.  This category includes 


the following expenses: 


a. Water Administration:  This includes the costs of labor and other 


expenses of the administrative section of the Water Enterprise, supervision and engineering 


expenses, professional services, travel and training, equipment purchases, and materials and 


supplies not directly assignable to a specific operating unit. 


b. Services Provided by Other City Departments:  This includes 


charges of other San Francisco departments directly billed to the Water Enterprise 


administration by other San Francisco departments for services ordered by the Water 


Enterprise, such as legal services, risk management, telecommunications, employee relations, 


purchasing, mail services, and workers compensation claims paid. 


c. Litigation and Claims Paid:  This includes charges incurred for 


attorney services and claims and judgments paid in litigation arising from the operation of the 


Water Enterprise.  


2. Allocation:  In each of these three subcategories, expenses that benefit 


only Retail Customers will be excluded.  For example, the cost of claims and judgments 


resulting from a break in or leak from pipelines or reservoirs in the Retail Service Area (with the 


exception of the three terminal reservoirs and pipelines delivering water to them) will be 


assigned to the Retail Customers.  Remaining Water Enterprise Administrative and General 


expenses will be allocated between Retail Customers and Wholesale Customers on the basis of 


the composite percentage of allocated operation and maintenance expense categories 


described in Section 5.05. 


D. Compliance Audit.  The cost of the Compliance Audit described in Section 7.04 


will be assigned 50 percent to the Retail Customers and 50 percent to the Wholesale 


Customers. 
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5.07 Water Enterprise Property Taxes 


A. Description:  This category consists of property taxes levied against property 


owned by San Francisco located in Alameda, San Mateo and Santa Clara counties and used 


and managed by the SFPUC. 


B. Allocation:  All property taxes paid, net of (1) reimbursements received from 


lessees and permit holders, and (2) refunds from the taxing authority, are Regional expenses.  


Net property taxes will be allocated between Retail Customers and Wholesale Customers on 


the basis of Proportional Annual Use. 


5.08 Hetch Hetchy Enterprise Expenses 


A. Introduction.  There are two steps involved in determining the amount of the 


Wholesale Customers’ share of Hetch Hetchy Enterprise expenses. 


1. The first step is to determine the Water Enterprise’s share of Hetch 


Hetchy Enterprise operation expenses, maintenance expenses, administrative and general 


expenses, and property taxes. 


2. The second step is to determine the Wholesale Customers’ share of 


expenses allocable to the Water Enterprise. 


B. Determination of the Water-Related Portion of Hetch Hetchy Enterprise 
Expenses 


1. Operation and Maintenance Expenses:  This category consists of the cost 


of labor, materials and supplies, and other expenses incurred in operating and maintaining 


Hetch Hetchy Enterprise physical facilities.   


a. Description: Expenses associated exclusively with the production 


and distribution of hydroelectric power (e.g., generating plants and power transmission lines and 


towers, transformers and associated electric equipment, purchased power, wheeling charges, 


rental of power lines, etc.) are categorized as Power-Only and are allocated to power.  


Expenses associated exclusively with the operation and maintenance of facilities that serve only 


the water function (e.g., water transmission pipelines and aqueducts, activities related to 


compliance with federal and state drinking water quality laws, etc.) are categorized as Water-


Only and are allocated entirely to water.  Expenses associated with the operation and 


maintenance of facilities that serve both the water and power functions (e.g., dams, security 
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programs, etc.) are categorized as Joint and are reallocated as 55 percent Power-Related and 


45 percent Water-Related.   


2. Administrative and General Expenses:  There are three subcategories of 


Hetch Hetchy Enterprise Administrative and General expenses. 


a. Full-Cost Countywide Cost Allocation Plan:  This subcategory 


consists of the cost of San Francisco general government and other City central service 


departments which are not directly billed to operating departments but allocated through the full-


cost Countywide Cost Allocation Plan described in Section 5.06.A.  Costs in this subcategory 


are classified as Joint, and are reallocated as 55 percent Power-Related and 45 percent Water-


Related. 


b. SFPUC Bureau Costs:  This subcategory consists of the expenses 


described in Section 5.06.B.  One hundred percent of Customer Services expenses allocated to 


the Hetch Hetchy Enterprise are categorized as Power-Only.  The remaining amount of Bureau 


expenses allocated to the Hetch Hetchy Enterprise pursuant to Section 5.06.B will be 


reallocated between power and water in proportion to the salaries of Hetch Hetchy Enterprise 


employees assigned to each function as shown on Attachment N-2, Schedule 7.1. 


c. Other Administrative and General:  This subcategory includes 


payments to the United States required by the Act, labor, supervision and engineering and other 


costs not readily assignable to a specific operation or maintenance function or program.  Costs 


related to power administration (such as long range planning and policy analysis for energy 


development, administration of power contracts, and administration of work orders to City 


departments for energy services) are Power-Only costs.  Costs related to water administration 


(such as legal and professional services for the protection of the City's water rights) are Water-


Only costs and will be assigned to the Water Enterprise.  Costs related to both power 


administration and water administration (such as general administration, office rents, office 


materials and supplies, and services of other City departments benefitting to both power and 


water are Joint administrative and general costs and are reallocated as 55 percent Power-


Related and 45 percent Water-Related. 


3. Property Taxes.  This category consists of property taxes levied against 


property owned by San Francisco in Tuolumne, Stanislaus, San Joaquin, and Alameda counties 


and operated and managed by the Hetch Hetchy Enterprise.   
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Allocation: Property taxes are classified as Joint costs.  They will be reallocated as 55 


percent Power-Related and 45 percent Water-Related.  


C. Calculation of Wholesale Customers’ Share of Hetch Hetchy Enterprise 
Expenses.  The Water Enterprise’s share of Hetch Hetchy Enterprise expenses consist of 100 


percent of Water-Only expenses and the Water-Related portion (45%) of Joint expenses. 


The Wholesale Customers’ share of the sum of the Water Enterprise’s share of Hetch 


Hetchy Enterprise expenses determined under subsection B shall be calculated by multiplying 


that dollar amount by Adjusted Proportional Annual Use. 


5.09 Hetch Hetchy Enterprise Capital Costs 


A. Introduction.  Wholesale Customers are also allocated a share of Hetch Hetchy 


Enterprise capital costs. 


B. Components of Capital Costs.  The components of Hetch Hetchy Enterprise 


capital costs are as follows: 


1. Existing Assets Cost Recovery.  The Wholesale Customers’ repayment of 


their share of Hetch Hetchy Existing Assets (Water-Only and the Water-Related portion [45 


percent] of Joint assets) is shown on Attachment K-4 accompanying Section 5.03. 


2. Debt Service on New Assets.  The Water Enterprise will be assigned 100 


percent of Net Annual Debt Service attributable to acquisition and construction of New Hetch 


Hetchy Enterprise assets that are Water-Only and the Water-Related portion (45 percent) of Net 


Annual Debt Service on New Hetch Hetchy Enterprise Joint assets.  The provisions of Section 


5.04.A apply to debt service on New Hetch Hetchy Enterprise assets. 


3. Revenue-Funded Capital Additions.  The Water Enterprise will be 


assigned 100 percent of capital expenditures from revenues for New Hetch Hetchy Enterprise 


assets that are Water-Only and the Water-Related portion (45 percent) of such expenditures for 


new Hetch Hetchy Enterprise Joint assets.  The provisions of Section 5.04.B apply to the 


payment of New revenue-funded Hetch Hetchy Enterprise assets. 


C. Calculation of Wholesale Customers’ Share of Hetch Hetchy Enterprise 
Capital Costs.  The Wholesale Customers’ share of the Net Annual Debt Service and revenue 


funded capital expenditures determined under subsections B.2 and 3 shall be calculated by 


multiplying that dollar amount by Adjusted Proportional Annual Use.  
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5.10 Additional Agreements Related to Financial Issues 


A. Wholesale Customers Not Entitled to Certain Revenues.  The Wholesale 


Customers have no entitlement to any of the following sources of revenue to the SFPUC. 


1. Revenues from leases or sales of SFPUC real property. 


2. Revenues from the other utility services such as the sale of electric 


power, natural gas and steam. 


3. Revenues from the sale of water to customers and entities other than the 


Wholesale Customers. 


4. Revenues earned from the investment of SFPUC funds other than funds 


contributed by the Wholesale Customers to the Wholesale Revenue Coverage Reserve 


described in Section 6.06 or the Wholesale Capital Fund described in Section 6.08.  Wholesale 


Customers are also entitled to the benefit of earnings on proceeds of Indebtedness (through 


expenditure on New Regional Assets and /or application to Debt Service) and to interest on the 


Balancing Account as provided in Section 6.05.B. 


5. Revenues not related to the sale of water. 


B. Wholesale Customers Not Charged with Certain Expenses.  The Wholesale 


Customers will not be charged with any of the following expenses: 


1. Capital costs for assets constructed or acquired prior to July 1, 1984 other 


than Existing Asset costs that are repaid pursuant to Section 5.03. 


2. Expenses incurred by the SFPUC for generation and distribution of 


electric power, including Hetch Hetchy Enterprise Power-Only expenses and the Power-Related 


share of Hetch Hetchy Enterprise Joint expenses. An exception to this is Regional energy costs 


incurred by the Water Enterprise, for which Wholesale Customers are charged on the basis of 


Proportional Annual Use. 


3. Expenses incurred by SFPUC in providing water to Retail Customers. 


4. Expenses associated with the SFPUC’s accruals or allocations for 


uncollectible Retail Water accounts. 
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5. Attorneys’ fees and costs incurred by the Wholesale Customers that a 


court of competent jurisdiction orders San Francisco to pay as part of a final, binding judgment 


against San Francisco as provided in Section 8.03.B.2. 


6. Any expenses associated with funding any reserves (other than the 


required Wholesale Revenue Coverage Reserve described in Section 6.06) accrued and not 


anticipated to be paid within one year unless such reserve is established by mutual agreement 


of the SFPUC and BAWSCA. 


7. Any expenses accrued in respect to pending or threatened litigation, 


damage or personal injury claims or other loss contingencies unless projected to be paid within 


one year.  Otherwise, such expenses will be charged to the Wholesale Customers when 


actually paid. 


8. Any expense associated with installing, relocating, enlarging, removing or 


modifying meters and service connections at the request of an individual Wholesale Customer. 


9. The Retail Customers’ portion of any Environmental Enhancement 


Surcharges imposed to enforce the Interim Supply Limitation set forth in Section 4.04. 


C. Revenues Not Credited to Payment of Wholesale Revenue Requirement.  
The following payments by Wholesale Customers, individually or collectively, are not credited as 


Wholesale revenues for purposes of Section 6.05.B: 


1. Payments by individual Wholesale Customers of the Environmental 


Enhancement Surcharge imposed to enforce the Interim Supply Limitation set forth in Section 


4.04. 


2. Payments of attorneys’ fees and costs incurred by San Francisco that a 


court of competent jurisdiction orders the Wholesale Customers to pay as part of a final, binding 


judgment against the Wholesale Customers, as provided in Section 8.03.B.3. 


3. Payments by individual Wholesale Customers for installation, relocation, 


enlargement, removal or modification of meters and service connections requested by, and 


charged to, a Wholesale Customer. 


4. Payments applied to the amortization of the ending balance in the 


balancing account under the 1984 Agreement, pursuant to Section 6.05.A. 
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5. Payments of the Water Management Charge which are delivered to 


BAWSCA pursuant to Section 3.06. 


6. Payments directed to the Wholesale Revenue Coverage Reserve 


pursuant to Section 6.06. 


7. Prepayments authorized by Sections 5.03.C and 5.03.F. 


D. Other 
1. The Wholesale Customers will receive a proportional benefit from funds 


received by the SFPUC from (a) governmental grants, rebates, reimbursements or other 


subventions, (b) private-sector grants for Regional capital or operating purposes of the Water 


Enterprise and the Water-Only and Water-related portion of Joint Hetch Hetchy Water 


Enterprise expenses, or (c) a SFPUC use of taxable bonds. 


2. The Wholesale Customers will receive a proportionate benefit from 


recovery of damages, including liquidated damages, by SFPUC from judgments against or 


settlements with contractors, suppliers, sureties, etc., related to Regional Water System projects 


and the Water-Only and Water-Related portion of Joint Hetch Hetchy Enterprise projects. 


3. The SFPUC will continue to charge Wholesale Customers for assets 


acquired or constructed with proceeds of Indebtedness on which Wholesale Customers paid 


Debt Service during the Term of this Agreement on the “cash” basis (as opposed to the “utility” 


basis) after the expiration or earlier termination of this Agreement.  The undertaking in this 


Section 5.10.D.3 will survive the expiration or earlier termination of this Agreement.  
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Article 6. Integration of Wholesale Revenue Requirement with 
SFPUC Budget Development and Rate Adjustments   


6.01 General 
A. The purpose of the allocation bases set forth in Article 5 is to determine the 


Wholesale Revenue Requirement for each fiscal year.  The Wholesale Revenue Requirement 


can only be estimated in advance, based on projected costs and water deliveries.  These 


projections are used to establish water rates applicable to the Wholesale Customers. 


B. After the close of each fiscal year, the procedures described in Article 7 will be 


used to determine the actual Wholesale Revenue Requirement for that year, based on actual 


costs incurred, allocated according to the provisions of Article 5, and using actual water delivery 


data.  The amount properly allocated to the Wholesale Customers shall be compared to the 


amount billed to the Wholesale Customers for the fiscal year, other than those identified in 


Section 5.10.C.   The difference will be entered into a balancing account to be charged to, or 


credited to, the Wholesale Customers, as appropriate. 


C. The balancing account shall be managed as described in Section 6.05. 


6.02 Budget Development 
The SFPUC General Manager will send a copy of the proposed SFPUC budget to 


BAWSCA at the same time as it is sent to the Commission.  In addition, a copy of materials 


submitted to the Commission for consideration at meetings prior to the meeting at which the 


overall SFPUC budget is considered (including (a) operating budgets for the Water Enterprise 


and the Hetch Hetchy Enterprise, (b) budgets for SFPUC Bureaus, and (c) capital budgets for 


the Water Enterprise and the Hetch Hetchy Enterprise) will also be sent to BAWSCA 


concurrently with their submission to the Commission. 


6.03 Rate Adjustments  


A. Budget Coordinated Rate Adjustments.  Adjustments to the rates applicable to 


the Wholesale Customers shall be coordinated with the budget development process described 


in this section except to the extent that Sections 6.03.B and 6.03.C authorize emergency rate 


increases and drought rate increases, respectively. 


If the SFPUC intends to increase wholesale water rates during the ensuing fiscal year, it 


will comply with the following procedures: 
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1. Adjustments to the wholesale rates will be adopted by the Commission at 


a regularly scheduled meeting or at special meeting, properly noticed, called for the purpose of 


adjusting rates or for taking any other action under the jurisdiction of the Commission. 


2. The SFPUC will send a written notice by mail or electronic means to each 


Wholesale Customer and to BAWSCA of the recommended adjustment at least thirty (30) days 


prior to the date of the meeting at which the Commission will consider the proposed adjustment.  


The notice will include the date, time and place of the Commission meeting. 


3. The SFPUC shall prepare and provide to each Wholesale Customer and 


to BAWSCA the following materials: (a) a table illustrating how the increase or decrease in the 


Wholesale Revenue Requirement and wholesale rates were calculated, substantially in the form 


of Attachment N-1, (b) a schedule showing the projected expenses included in the Wholesale 


Revenue Requirement for the fiscal year for which the rates are being proposed, and supporting 


materials, substantially in the form of Attachment N-2, and (c) a schedule showing projected 


water sales, Wholesale Revenue Requirements and wholesale rates for the fiscal year for which 


rates are being set and the following four years, substantially in the form of Attachment N-3.  


These materials will be included with the notification required by Section 6.03.A.2. 


4. Rate adjustments will be effective no sooner than thirty (30) days after 


adoption of the wholesale rate by the Commission. 


5. San Francisco will use its best efforts to provide the Wholesale 


Customers with the information described above.  San Francisco's failure to comply with the 


requirements set forth in this section shall not invalidate any action taken by the Commission 


(including, but not limited to, any rate increase or decrease adopted).  In the event of such 


failure, the Wholesale Customers may either invoke arbitration, as set forth in Section 8.01, or 


seek injunctive relief, to compel San Francisco to remedy the failure as soon as is reasonably 


practical, and San Francisco shall be free to oppose the issuance of the requested judicial or 


arbitral relief on any applicable legal or equitable basis.  The existence of this right to resort to 


arbitration shall not be deemed to preclude the right to seek injunctive relief. 


6. Because delays in the budget process or other events may cause San 


Francisco to defer the effective date of Wholesale Customer rate adjustments until after the 


beginning of San Francisco's fiscal year, nothing contained in this Agreement shall require San 


Francisco to make any changes in the water rates charged to Wholesale Customers effective at 
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the start of San Francisco's fiscal year or at any other specific date.  Nothing in the preceding 


sentence shall excuse non-compliance with the provisions of Section 6.02 and this section. 


B. Emergency Rate Increases.  The Commission may adjust the Wholesale 


Customers’ rates without complying with the requirements of Section 6.03.A in response to an 


Emergency that damages the Regional Water System and disrupts San Francisco’s ability to 


maintain normal deliveries of water to Retail and Wholesale Customers.  In such an Emergency, 


the Commission may adopt an emergency rate surcharge applicable to Wholesale Customers 


without following the procedures set forth in this section, provided that any such rate surcharge 


imposed by the Commission shall be applicable to both Retail and Wholesale Customers and 


incorporate the same percentage increase for all customers.  Any emergency rate surcharge 


adopted by the Commission shall remain in effect only until the next-budget coordinated rate-


setting cycle. 


C. Drought Rates.  If the Commission declares a water shortage emergency under 


Water Code Section 350, implements the Tier 1 Shortage Plan (Attachment H) described in 


Section 3.11.C, and imposes drought rates on Retail Customers, it may concurrently adjust 


wholesale rates independently of coordination with the annual budget process.  Those 


adjustments may be designed to encourage water conservation and may constitute changes to 


the structure of the rates within the meaning of Section 6.04.  The Parties agree, however, that, 


in adopting changes in rates in response to a declaration of water shortage emergency, the 


Commission shall comply with Section 6.03.A.1 and 2 but need not comply with Section 6.04.B.  


Drought Rate payments and payments of excess use charges levied in accordance with the Tier 


1 Shortage Plan described in Section 3.11.C constitute Wholesale Customer Revenue and 


count towards the Wholesale Revenue Requirement.  The SFPUC may use these revenues to 


purchase additional water for the Wholesale Customers from the State Drought Water Bank or 


other willing seller. 


6.04 Rate Structure  
A. This Agreement is not intended and shall not be construed to limit the 


Commission’s right (a) to adjust the structure of the rate schedule applicable to the Wholesale 


Customers (i.e., the relationship among the several charges set out therein) or (b) to add, 


delete, or change the various charges which make up the rate schedule, provided that neither 


such charges nor the structure of the rate schedule(s) applicable to the Wholesale Customers 


shall be arbitrary, unreasonable, or unjustly discriminatory as among said customers.  The 
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SFPUC will give careful consideration to proposals for changes in the rate schedule made jointly 


by the Wholesale Customers but, subject to the limitations set out above, shall retain the sole 


and exclusive right to determine the structure of the rate schedule. 


B. If the SFPUC intends to recommend that the Commission adopt one or more 


changes to the structure of wholesale rates (currently set forth in SFPUC Rate Schedule W-25), 


it shall prepare and distribute to the Wholesale Customers and BAWSCA a report describing the 


proposed change(s), the purpose(s) for which it/they are being considered, and the estimated 


financial effect on individual Wholesale Customers or classes of customers.  Wholesale 


Customers may submit comments on the report to the SFPUC for sixty (60) days after receiving 


the report.  The SFPUC will consider these comments and, if it determines to recommend that 


the Commission adopt the change(s), as described in the report or as modified in response to 


comments, the SFPUC General Manager shall submit a report to the Commission 


recommending specific change(s) in the rate structure.  Copies of the General Manager’s report 


shall be sent to all Wholesale Customers and BAWSCA at least thirty (30) days prior to the 


Commission meeting at which the changes will be considered. 


C. The SFPUC may recommend, and the Commission may adopt, changes in the 


structure of wholesale rates at any time.  However, the new rate schedule implementing these 


changes will become effective at the beginning of the following fiscal year. 


6.05 Balancing Account  


A. Balancing Account Established Under 1984 Agreement.  The amount of 


credit in favor of San Francisco as of the expiration of the term of 1984 Agreement (June 30, 


2009) is not known with certainty as of preparation and execution of this Agreement.  It will not 


be known with certainty until the Compliance Audit for FY 2008-09 is completed and disputes, if 


any, that the Wholesale Customers or the SFPUC may have with the calculation of the 


Suburban Revenue Requirement for that fiscal year and for previous fiscal years have been 


settled or decided by arbitration. 


The Parties anticipate that the amount of the credit in favor of San Francisco as of June 


30, 2009 may be within the range of $15 million to $20 million. 


In order to reduce the credit balance due San Francisco under the 1984 Agreement in 


an orderly manner, while avoiding unnecessary fluctuations in wholesale rates, the Parties 


agree to implement the following procedure. 
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1. In setting Wholesale rates for FY 2009-10, SFPUC will include a 


balancing account repayment of approximately $2 million. 


2. In setting Wholesale rates for FY 2010-11 and following years, SFPUC 


will include a balancing account repayment of not less than $2 million and not more than $5 


million annually until the full amount of the balance due, plus interest at the rate specified in 


Section 6.05.B, is repaid. 


3. The actual ending balance as of June 30, 2009 will be determined, by the 


parties’ agreement or arbitral ruling, after the Compliance Audit report for FY 2008-09 is 


delivered to BAWSCA.  That amount, once determined, will establish the principal to be 


amortized through subsequent years’ repayments pursuant to this Section 6.05.A. 


B. Balancing Account Under This Agreement 
1. Operation.  After the close of each fiscal year, the SFPUC will compute 


the costs allocable to the Wholesale Customers for that fiscal year pursuant to Article 5, based 


on actual costs incurred by the SFPUC and actual amounts of water used by the Wholesale 


Customers and the Retail Customers.  That amount will be compared to the amounts billed to 


the Wholesale Customers for that fiscal year (including any Excess Use Charges, but excluding 


revenues described in Section 5.10.C).  The difference will be posted to a “balancing account” 


as a credit to, or charge against, the Wholesale Customers.  Interest shall also be posted to the 


balancing account calculated by multiplying the amount of the opening balance by the average 


net interest rate, certified by the Controller as earned in the San Francisco Treasury for the 


previous fiscal year on the San Francisco County Pooled Investment Account.  Interest, when 


posted, will carry the same mathematical sign (whether positive or negative) as carried by the 


opening balance.  The amount posted to the balancing account in each year shall be added to, 


or subtracted from, the balance in the account from previous years.  The calculation of the 


amount to be posted to the balancing account shall be included in the report prepared by the 


SFPUC pursuant to Section 7.02. 


The opening balance for fiscal year 2009-10 shall be zero. 


2. Integration of Balancing Account with Wholesale Rate Setting Process.  If 


the amount in the balancing account is owed to the Wholesale Customers (a positive balance), 


the SFPUC shall take it into consideration in establishing Wholesale rates.  However, the 


SFPUC need not apply the entire amount to reduce Wholesale rates for the immediately 
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ensuing year.  Instead, the SFPUC may prorate a positive ending balance over a period of up to 


three successive years in order to avoid fluctuating decreases and increases in Wholesale 


rates.   


a. If a positive balance is maintained for three successive years and 


represents 10 percent or more of the Wholesale Revenue Requirement for the most recent 


fiscal year, the SFPUC shall consult with BAWSCA as to the Wholesale Customers’ preferred 


application of the balance.  The Wholesale Customers shall, through BAWSCA, direct that the 


positive balance be applied to one or more of the following purposes: (a) transfer to the 


Wholesale Revenue Coverage Reserve, (b) amortization of any remaining negative balance 


from the ending balancing account under the 1984 Agreement, (c) prepayment of the existing 


asset balance under Section 5.03, (d) water conservation or water supply projects administered 


by or through BAWSCA, (e) immediate reduction of Wholesale rates, or (f) continued retention 


for future rate stabilization purposes.  In the absence of a direction from BAWSCA, the SFPUC 


shall continue to retain the balance for rate stabilization in subsequent years. 


b. If the amount in the balancing account is owed to the SFPUC (a 


negative balance), the SFPUC shall not be obligated to apply all or any part of the negative 


balance in establishing Wholesale rates for the immediately ensuring year.  Instead, the SFPUC 


may prorate the negative balance in whole or in part over multiple years in order to avoid 


fluctuating increases and decreases in Wholesale rates. 


6.06 Wholesale Revenue Coverage Reserve 


A. The SFPUC may include in wholesale rates for any fiscal year an additional 


dollar amount (“Wholesale Revenue Coverage”), which for any fiscal year shall equal the 


following:  


1. The lesser of (i) 25% of the Wholesale Customers’ share of Net Annual 


Debt Service for that fiscal year determined as described in Section 5.04.A, or (ii) the amount 


necessary to meet the Wholesale Customers’ proportionate share of Debt Service coverage 


required by then-current Indebtedness for that fiscal year, minus  


2. A credit for (i) the actual amounts previously deposited in the “Wholesale 


Revenue Coverage Reserve” (as defined in subsection B below), (ii) accrued interest on the 


amounts on deposit in the Wholesale Revenue Coverage Reserve, and (iii) an amount equal to 


any additional interest that would have accrued on the actual amounts previously deposited in 
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the Wholesale Revenue Coverage Reserve assuming no withdrawals had been made 


therefrom.  


B. During each fiscal year, the SFPUC will set aside and deposit that portion of 


revenue equal to Wholesale Revenue Coverage into a separate account that the SFPUC will 


establish and maintain, to be known as the “Wholesale Revenue Coverage Reserve.” Deposits 


into the Wholesale Revenue Coverage Reserve shall be made no less frequently than monthly.  


The Wholesale Revenue Coverage Reserve shall be credited with interest at the rate specified 


in Section 6.05.B.  The SFPUC may use amounts in the Wholesale Revenue Coverage Reserve 


for any lawful purpose.  Any balance in the Wholesale Revenue Coverage Reserve in excess of 


the Wholesale Revenue Coverage amount as of the end of any fiscal year (as calculated in 


subsection 6.06(A) above) shall be applied as a credit against wholesale rates in the 


immediately following fiscal year unless otherwise directed by BAWSCA.   


C. Within 180 days following the later of expiration of the Term or final payment of 


Debt Service due on Indebtedness issued during the Term to which Wholesale Customers were 


contributing, SFPUC shall rebate to the Wholesale Customers an amount equal to the 


Wholesale Revenue Coverage amount in effect for the fiscal year during which the Term expires 


or the final payment of Debt Service on Indebtedness is made based on each Wholesale 


Customer’s Proportional Annual Use in the fiscal year during which the Term expires or the final 


payment of debt service on Indebtedness is made. 


D. SFPUC shall provide a schedule of debt issuance (with assumptions), and the 


Wholesale Customers’ share of Net Annual Debt Service (actual and projected) expected to be 


included in wholesale rates starting in 2009-10 through the expected completion of the WSIP.  


The schedule is to be updated annually prior to rate setting.  If estimated Debt Service is used in 


rate setting, the SFPUC must be able to demonstrate that the Water Enterprise revenues will be 


sufficient to meet the additional bonds test for the proposed bonds and rate covenants for the 


upcoming year.  


E. Conditions in the municipal bond market may change from those prevailing in 


2009.  If, prior to expiration of the Term, the SFPUC determines that it would be in the best 


financial interest of both Retail Customers and Wholesale Customers of the Regional Water 


System for the Debt Service coverage requirement to be increased in one or more series of 


proposed new Indebtedness above 1.25%, or for the coverage covenant to be strengthened in 
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other ways, it will provide a written report to BAWSCA.  The report will contain (1) a description 


of proposed covenant(s) in the bond indenture; (2) an explanation of how savings are expected 


to be achieved (e.g., increase in the SFPUC’s credit rating over the then-current level; ability to 


obtain credit enhancement, etc.); (3) the estimated all-in true interest cost savings; (4) a 


comparison of the Wholesale Revenue Requirements using the Debt Service coverage 


limitation in subsection A and under the proposed methodology; and (5) a comparison of the 


respective monetary benefits expected to be received by both Retail and Wholesale Customers.  


The SFPUC and BAWSCA agree to meet and confer in good faith about the proposed changes.   


F. Any increase in Debt Service coverage proposed by the SFPUC shall be 


commensurate with Proportional Water Use by Retail and Wholesale Customers.  If the SFPUC 


demonstrates that an increase in Debt Service coverage will result in equivalent percentage 


reductions in total Wholesale and Retail Debt Service payments over the life of the proposed 


new Indebtedness, based on Proportional Water Use, BAWSCA may agree to a modification of 


the Wholesale Revenue Coverage requirement in subsection A.  If BAWSCA does not agree to 


a proposed modification in coverage requirements in the covenants for new Indebtedness, 


SFPUC may nevertheless proceed with the modification and the issuance of new Indebtedness.  


Any Wholesale Customer, or BAWSCA, may challenge an increase in the Wholesale Revenue 


Requirement resulting from the modification in Debt Service coverage through arbitration as 


provided in Section 8.01.A.  If the arbitrator finds that the increase in Debt Service coverage 


(1) did not and will not result in equivalent percentage reductions in total Wholesale and Retail 


Debt Service payments over the life of the proposed new Indebtedness, based on Proportional 


Water Use, or (2) was not commensurate with Proportional Water Use, the arbitrator may order 


the Wholesale Revenue Requirement to be recalculated both retrospectively and prospectively 


to eliminate the differential impact to Wholesale or Retail Customers, subject to the limitation in 


Section 8.01.C. 


6.07 Working Capital Requirement 
A. The SFPUC maintains working capital in the form of unappropriated reserves for 


the purpose of bridging the gap between when the SFPUC incurs operating expenses required 


to provide service and when it receives revenues from its Retail and Wholesale Customers.  


The Wholesale Customers shall fund their share of working capital as part of the annual 


Wholesale Revenue Requirement calculation.  The amount of wholesale working capital for 


which the Wholesale Customers will be responsible will be determined using the 60-day 


standard formula approach.   







 
 
 


 -59- 1840795.8  


B. Applying this approach, annual wholesale working capital equals one-sixth of the 


wholesale allocation of operation and maintenance, administrative and general, and property tax 


expenses for the Water and Hetch Hetchy Enterprises.  Wholesale working capital shall be 


calculated separately for the Water and Hetch Hetchy Enterprises.   


C. Each month, the sum of the Water Enterprise and Hetch Hetchy Enterprise 


working capital components will be compared with the ending balance in the Wholesale 


Revenue Coverage Reserve to determine if the Wholesale Customers provided the minimum 


required working capital.  If the Wholesale Revenue Coverage Reserve is greater than the total 


Water Enterprise and Hetch Hetchy Enterprise working capital requirement, the Wholesale 


Customers will have provided their share of working capital.  If the Wholesale Revenue 


Coverage Reserve is less than the total Water Enterprise and Hetch Hetchy Enterprise working 


capital requirement, the Wholesale Customers will be charged interest on the difference, which 


will be included in the adjustment to the Balancing Account under Section 6.05.B for the 


subsequent fiscal year. 


6.08 Wholesale Capital Fund 


A. The SFPUC currently funds revenue-funded capital projects through annual 


budget appropriations that are included in rates established for that fiscal year and transferred 


to a capital project fund from which expenditures are made.  Consistent with the San Francisco 


Charter and Administrative Code, the SFPUC appropriates funds in advance of construction in 


order to maintain a positive balance in the capital project fund.  The capital project fund also 


accrues interest and any unspent appropriations in excess of total project costs.  It is the 


SFPUC’s practice to regularly monitor the capital project fund balance to determine whether a 


surplus has accumulated, which can be credited against the next fiscal year’s capital project 


appropriation. 


B. The SFPUC shall establish a comparable Wholesale Revenue-Funded Capital 


Fund (Wholesale Capital Fund) to enable the Wholesale Customers to fund the wholesale share 


of revenue-funded New Regional Assets.  The Wholesale Capital Fund balance is zero as of 


July 1, 2009.  The SFPUC may include in wholesale rates for any fiscal year an amount equal to 


the wholesale share of the SFPUC’s appropriation for revenue funded New Regional Assets for 


that year, which sum will be credited to the Wholesale Capital Fund.  The wholesale share of 


other sources of funding, where legally permitted and appropriately accounted for under GAAP, 
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will also be credited to the Wholesale Capital Fund, together with interest earnings on the 


Wholesale Capital Fund balance. 


C. The SFPUC will expend revenues appropriated and transferred to the Wholesale 


Capital Fund only on New Regional Assets.  The annual capital appropriation included in each 


fiscal year’s budget will be provided to BAWSCA in accordance with Section 6.02 and will take 


into account the current and projected balance in the Wholesale Capital Fund, as well as current 


and projected unexpended and unencumbered surplus, as shown on attachment M-1, which will 


be prepared by the SFPUC each year. 


D. Commencing on November 30, 2010 and thereafter in each fiscal year during the 


Term, the SFPUC will also provide an annual report to BAWSCA on the status of individual 


revenue-funded New Regional Assets, substantially in the form of Attachment M-2. 


E. In order to prevent the accumulation of an excessive unexpended and 


unencumbered surplus in the Wholesale Capital Fund, the status of the fund balance will be 


reviewed through the Compliance Audit at five-year intervals, commencing in FY 2014-15.  Any 


excess fund balance (i.e., an accumulated unexpended, unencumbered amount in excess of ten 


percent (10%) of the wholesale share of total capital appropriations for New Regional Assets 


during the five preceding years) will be transferred to the credit of the Wholesale Customers to 


the Balancing Account described in Section 6.05.  Attachment M-3 illustrates the operation of 


this review process, covering FY 2009-10 through FY 2013-14 and FY 2014-15 through 2018-


19. 


F. Three years prior to the end of the Term, the SFPUC and BAWSCA will discuss 


the disposition of the Wholesale Capital Fund balance at the end of the Term.  Absent 


agreement, any balance remaining in the Wholesale Capital Fund at the end of the Term shall 


be transferred to the Balancing Account, to the credit of the Wholesale Customers. 
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Article 7. Accounting Procedures; Compliance Audit 


7.01 SFPUC Accounting Principles, Practices 


A. Accounting Principles.  San Francisco will maintain the accounts of the SFPUC 


and the Water and Hetch Hetchy Enterprises in conformity with Generally Accepted Accounting 


Principles.  San Francisco will apply all applicable pronouncements of the Governmental 


Accounting Standards Board (GASB) as well as statements and interpretations of the Financial 


Accounting Standards Board and Accounting Principles Board opinions issued on or before 


March 30, 1989, unless those pronouncements or opinions conflict with GASB pronouncements. 


B. General Rule.  San Francisco will maintain the accounting records of the SFPUC 


and the Water and Hetch Hetchy Enterprises in a format and level of detail sufficient to allow it 


to determine the annual Wholesale Revenue Requirement in compliance with this Agreement 


and to allow its determination of the Wholesale Revenue Requirement to be audited as provided 


in Section 7.04. 


C. Water Enterprise.  San Francisco will maintain an account structure which 


allows utility plant and operating and maintenance expenses to be segregated by location 


(inside San Francisco and outside San Francisco) and by function (Direct Retail, Regional and 


Direct Wholesale). 


D. Hetch Hetchy Enterprise.  San Francisco will maintain an account structure 


which allows utility plant and operating and maintenance expenses to be segregated into Water 


Only, Power Only and Joint categories. 


E. SFPUC.  San Francisco will maintain an account structure which allows any 


expenses of SFPUC bureaus that benefit only the Wastewater Enterprise, the Power Enterprise 


or Retail Customers to be excluded from the Wholesale Revenue Requirement. 


F. Utility Plant Ledgers.  San Francisco will maintain subsidiary plant ledgers for 


the Water and Hetch Hetchy Enterprises that contain unique identifying numbers for all assets 


included in the rate base and identify the original cost, annual depreciation, accumulated 


depreciation, date placed in service, useful life, salvage value if any, source of funding (e.g., 


bond series, revenues, grants), and classification for purposes of this Agreement. 
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G. Debt.  San Francisco will maintain documentation identifying: 


1. The portion of total bonded debt outstanding related to each series of 


each bond issue. 


2. The portion of total interest expense related to each series of each bond 


issue. 


3. The use of proceeds of each bond issue (including proceeds of 


commercial paper and/or other interim financial instruments redeemed or expected to be 


redeemed from bonds and earnings on the proceeds of financings) in sufficient detail to 


determine, for each bond issue, the proceeds and earnings of each (including proceeds and 


earnings of interim financing vehicles redeemed by a bond issue) and the total amounts 


expended on Direct Retail improvements and the total amounts expended on Regional 


improvements. 


H. Changes in Accounting.  Subject to subsections A thru G, San Francisco may 


change the chart of accounts and accounting practices of the SFPUC and the Water and Hetch 


Hetchy Enterprises.  However, the allocation of any expense to the Wholesale Customers that is 


specified in the Agreement may not be changed merely because of a change in (1) the 


accounting system or chart of accounts used by SFPUC, (2) the account to which an expense is 


posted or (3) a change in the organizational structure of the SFPUC or the Water or Hetch 


Hetchy Enterprises.   


I. Audit.  San Francisco will arrange for an audit of the financial statements of 


Water and Hetch Hetchy Enterprises to be conducted each year by an independent certified 


public accountant, appointed by the Controller, in accordance with Generally Accepted Auditing 


Standards. 


7.02 Calculation of and Report on Wholesale Revenue Requirement 
A. Within five months after the close of each fiscal year, San Francisco will prepare 


a report showing its calculation of the Wholesale Revenue Requirement for the preceding fiscal 


year and the change in the balancing account as of the end of that fiscal year.  The first such 


report will be prepared by November 30, 2010 and will cover fiscal year 2009-10 and the 


balancing account as of June 30, 2010. 
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B. The report will consist of the following items: 


1. Statement of changes in the balancing account for the fiscal year being 


reported on, and for the immediately preceding fiscal year, substantially in the form of 


Attachment O. 


2. Detailed supporting schedules 8.1 through 8.2 substantially in the form of 


Attachment N-2. 


3. Description and explanation of any changes in San Francisco’s 


accounting practices from those previously in effect. 


4. Explanation of any line item of expense (shown on Attachment N-2, 


schedules 1 and 4) for which the amount allocated to the Wholesale Customers increased by 


(a) ten percent or more from the preceding fiscal year, or (b) more than $1,000,000. 


5. Representation letter signed by the SFPUC General Manager and by 


other SFPUC financial staff shown on Attachment P, as the General Manager may direct, 


subject to change in position titles at the discretion of the SFPUC. 


C. The report will be delivered to the BAWSCA General Manager by the date 


identified in Subsection A. 


Once the report has been delivered to BAWSCA, San Francisco will, upon request: 


1. Provide BAWSCA with access to, and copies of, all worksheets and 


supporting documents used or prepared by San Francisco during its calculation of the 


Wholesale Revenue Requirement;   


2. Make available to BAWSCA all supporting documentation and 


calculations used by San Francisco in preparing the report; and 


3. Promptly provide answers to questions from BAWSCA staff about the 


report. 
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7.03 Appointment of Compliance Auditor 


A. Purpose.  The purpose of this section is to provide for an annual compliance 


audit by an independent certified public accountant of the procedures followed and the 


underlying data used by San Francisco in calculating the Wholesale Revenue Requirement for 


the preceding fiscal year.  The annual compliance audit shall also determine whether the 


Wholesale Revenue Requirement has been calculated in accordance with the terms of the 


Agreement and whether amounts paid by the Wholesale Customers in excess of or less than 


the Wholesale Revenue Requirement have been posted to the balancing account, together with 


interest as provided in Section 6.05. 


B. Method of Appointment.  The Controller shall select an independent certified 


public accountant (“Compliance Auditor”) to conduct the compliance audit described below.  The 


Compliance Auditor may be the same certified public accountant engaged by the Controller to 


audit the financial statements of the Water and Hetch Hetchy Enterprises.  Subject to approval 


by the Controller and the General Manager of the SFPUC, the Compliance Auditor shall have 


the authority to engage such consultants as it deems necessary or appropriate to assist in the 


audit.  The terms of this Article shall be incorporated into the contract between San Francisco 


and the Compliance Auditor, and the Wholesale Customers shall be deemed to be third-party 


beneficiaries of said contract.   


7.04 Conduct of Compliance Audit 


A. Standards.  The Compliance Auditor shall perform the compliance audit in 


accordance with Generally Accepted Auditing Standards.  In particular, its review shall be 


governed by the standards contained in Section AU 623 (Reports on Specified Elements, 


Accounts or Items of a Financial Statement) of the AICPA, Professional Standards, as amended 


from time to time. 


B. Preliminary Meeting; Periodic Status Reports; Access to Data.  Prior to 


commencing the audit, the Compliance Auditor shall meet with San Francisco and BAWSCA to 


discuss the audit plan, the procedures to be employed and the schedule to be followed.  During 


the course of the audit, the Compliance Auditor shall keep San Francisco and BAWSCA 


informed of any unforeseen problems or circumstances which could cause a delay in the audit 


or any material expansion of the audit’s scope.  The Compliance Auditor shall be given full 
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access to all records of the SFPUC and the Water and Hetch Hetchy Enterprises that the 


Auditor deems necessary for the audit. 


C. Audit Procedures.  The Compliance Auditor shall review San Francisco’s 


calculation of the Wholesale Revenue Requirement and the underlying data in order to carry out 


the purpose of the audit described in Section 7.03.A and to issue the report described in Section 


7.05.  At a minimum, the Compliance Auditor shall address the following: 


1. Water Enterprise Operating and Maintenance Expenses.  The 


Compliance Auditor shall review Water Enterprise cost ledgers to determine whether the 


recorded operating and maintenance expenses fairly reflect the costs incurred, were recorded 


on a basis consistent with applicable Generally Accepted Accounting Principles, and were 


allocated to the Wholesale Customers as provided in this Agreement. 


2. Water Enterprise Administrative and General Expenses.  The Compliance 


Auditor shall review Water Enterprise cost ledgers and other appropriate financial records, 


including those of the SFPUC, to determine whether the recorded administrative and general 


expenses fairly reflect the costs incurred by or allocated to the Water Enterprise, whether they 


were recorded on a basis consistent with applicable Generally Accepted Accounting Principles, 


whether SFPUC charges were allocated to the Water Enterprise in accordance with this 


Agreement, and whether the amount of administrative and general expenses allocated to the 


Wholesale Customers was determined as provided by this Agreement. 


3. Property Taxes.  The Compliance Auditor shall review Water Enterprise 


cost ledgers to determine whether the amount of property taxes shown on the report fairly 


reflects the property tax expense incurred by San Francisco for Water Enterprise  property 


outside of San Francisco and whether there has been deducted from the amount to be allocated 


(1) all taxes actually reimbursed to San Francisco by tenants of Water Enterprise property under 


leases that require such reimbursement and (2) any refunds received from the taxing authority.  


The Compliance Auditor also shall determine whether the amount of property taxes allocated to 


the Wholesale Customers was determined as provided in this Agreement. 


4. Debt Service.  The Compliance Auditor shall review SFPUC records to 


determine whether debt service, and associated coverage requirements, were allocated to the 


Wholesale Customers as provided in this Agreement. 
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5. Amortization of Existing Assets in Service as of June 30, 2009.  The 


Compliance Auditor shall review both Water and Hetch Hetchy Enterprise records to determine 


whether the payoff amount for Existing Assets allocated to the Wholesale Customers as shown 


on Attachment K-1 through K-4 was calculated as provided in Section 5.03 of this Agreement. 


6. Revenue-Funded Capital Appropriations/Expenditures.  The Compliance 


Auditor shall review San Francisco’s calculation of actual expenditures on the wholesale share 


of revenue-funded New Regional Assets and remaining unexpended and unencumbered project 


balances in the “Wholesale Capital Fund” described in Section 6.08, to determine whether the 


procedures contained in that section were followed. 


7. Hetch Hetchy Expenses.  The Compliance Auditor shall determine 


whether Hetch Hetchy Enterprise expenses were allocated to the Wholesale Customers as 


provided in this Agreement. 


D. Use of and Reliance on Audited Financial Statements and Water Use Data 


1. In performing the audit, the Compliance Auditor shall incorporate any 


adjustments to the cost ledgers recommended by the independent certified public accountant, 


referred to in Section 7.01.I, which audited the financial statements of the Water and Hetch 


Hetchy Enterprises.  The Compliance Auditor may rely upon the work performed by that 


independent certified public accountant if the Compliance Auditor reviews the work and is willing 


to take responsibility for it as part of the compliance audit. 


2. In performing the compliance audit and issuing its report, the Compliance 


Auditor may rely on water use data furnished by the Water Enterprise, regardless of whether the 


Wholesale Customers contest the accuracy of such data.  The Compliance Auditor shall have 


no obligation to independently verify the accuracy of the water use data provided by San 


Francisco; however, the Compliance Auditor shall disclose in its report any information which 


came to its attention suggesting that the water use data provided by San Francisco are 


inaccurate in any significant respect.   


E. Exit Conference.  Upon completion of the audit, the Compliance Auditor shall 


meet with San Francisco and BAWSCA to discuss audit findings, including (1) any material 


weakness in internal controls and (2) adjustments proposed by the Compliance Auditor and San 


Francisco’s response (i.e., booked or waived). 







 
 
 


 -67- 1840795.8  


7.05 Issuance of Compliance Auditor’s Report 
A. San Francisco will require the Compliance Auditor to issue its report no later than 


nine months after the fiscal year under audit (i.e., March 31 of the following calendar year).  The 


Compliance Auditor’s report shall be addressed and delivered to San Francisco and BAWSCA.  


The report shall contain: 


1. A statement that the Auditor has audited the report on the calculation of 


the Wholesale Revenue Requirement and changes in the balancing account, and supporting 


documents, prepared by San Francisco as required by Section 7.02. 


2. A statement that the audit was conducted in accordance with auditing 


standards generally accepted in the United States of America, and that the audit provides a 


reasonable basis for its opinion. 


3. A statement that in the Compliance Auditor’s opinion the Wholesale 


Revenue Requirement was calculated by San Francisco in accordance with this Agreement and 


that the change in the balancing account shown in San Francisco’s report was calculated as 


required by this Agreement and presents fairly, in all material respects, changes in and the 


balance due to (or from) the Wholesale Customers as of the end of the fiscal year under audit. 


7.06 Wholesale Customer Review 


A. One or more Wholesale Customers, or BAWSCA, may engage an independent 


certified public accountant (CPA) to conduct a review (at its or their expense) of San Francisco’s 


calculation of the annual Wholesale Revenue Requirement and a review of changes in the 


balancing account. 


B. If a Wholesale Customer or BAWSCA wishes such a review to be conducted it 


will provide written notice to SFPUC within 30 days of the date the Compliance Auditor’s report 


is issued.  The notice will identify the CPA or accounting/auditing firm that will conduct the 


review and the specific aspects of the Compliance Auditor’s report that are the subject of the 


review.  If more than one notice of review is received by the SFPUC, the requesting Wholesale 


Customers shall combine and coordinate their reviews and select a lead auditor to act on their 


behalf for the purposes of requesting documents and conducting on-site investigations.   


C. San Francisco will cooperate with the CPA appointed by a Wholesale Customer 


or BAWSCA.  This cooperation includes making requested records promptly available, making 
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knowledgeable SFPUC personnel available to timely and truthfully answer the CPA’s questions 


and directing the Compliance Auditor to cooperate with the CPA.  


D. The Wholesale Customer’s review shall be completed within 60 days after the 


date the Compliance Auditor’s report is issued.  At the conclusion of the review, representatives 


of San Francisco and BAWSCA shall meet to discuss any differences between them concerning 


San Francisco’s compliance with Articles 5 or 6 of this Agreement during the preceding fiscal 


year or San Francisco’s calculation of the Wholesale Revenue Requirement for the preceding 


fiscal year.  If such differences cannot be resolved, the dispute shall be submitted to arbitration 


in accordance with Section 8.01. 
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Article 8. Other Agreements of the Parties 


8.01 Arbitration and Judicial Review 


A. General Principles re Scope of Arbitration.  All questions or disputes arising 


under the following subject areas shall be subject to mandatory, binding arbitration and shall not 


be subject to judicial determination: 


1. the determination of the Wholesale Revenue Requirement, which shall 


include both the calculations used in the determination and the variables used in those 


calculations; 


2. the SFPUC’s adherence to accounting practices and conduct of the 


compliance audit; and 


3. the SFPUC’s classification of new assets for purposes of determining the 


Wholesale Revenue Requirement.  


All other questions or disputes arising under this Agreement shall be subject to judicial 


determination.  Disputes about the scope of arbitrability shall be resolved by the courts. 


B. Demand for Arbitration.  If any arbitrable question or dispute should arise, any 


Wholesale Customer or the SFPUC may commence arbitration proceedings hereunder by 


service of a written Demand for Arbitration.  Demands for arbitration shall set forth all of the 


issues to be arbitrated, the general contentions relating to those issues, and the relief sought by 


the party serving the Demand.  Within 45 days after service of a Demand upon it, any 


Wholesale Customer or the SFPUC may serve a Notice of Election to become a party to the 


arbitration and a Response to the issues set forth in the Demand.  The Response shall include 


the party’s general contentions and defenses with respect to the claims made in the Demand, 


and may include any otherwise arbitrable claims, contentions and demands that concern the 


fiscal year covered by the Demand.  If a timely Notice of Election and Response is not filed by 


any such entity, it shall not be a party to the arbitration but shall nonetheless be bound by the 


award of the arbitrator.  If no party to this Agreement serves a timely Notice of Election and 


Response, the party seeking arbitration shall be entitled to the relief sought in its Demand for 


Arbitration without the necessity of further proceedings.  Any claims not made in a Demand or 


Response shall be deemed waived. 
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If a Demand or Notice of Election is made by the SFPUC, it shall be served by personal 


delivery or certified mail to each Wholesale Customer at the address of such customer as set 


forth in the billing records of the SFPUC.  If a Demand or Notice of Election is made by a 


Wholesale Customer, service shall be by certified mail or personal delivery to the General 


Manager, SFPUC, 1155 Market Street, 11th Floor, San Francisco, California 94103, and to each 


of the other Wholesale Customers.  If arbitration is commenced, the Wholesale Customers shall 


use their best efforts to formulate a single, joint position with respect thereto.  In any event, with 


respect to the appointment of arbitrators, as hereinafter provided, all Wholesale Customers that 


take the same position as to the issues to be arbitrated shall jointly and collectively be deemed 


to be a single party. 


C. Limitations Period.  All Demands For Arbitration shall be served within twelve 


months of receipt by BAWSCA of the Wholesale Revenue Requirement Compliance Auditor’s 


Report for that year.   If a party fails to file a Demand within the time period specified in this 


subsection, that party waives all present and future claims with respect to the fiscal year in 


question.  If no such Demand is served within the twelve month period specified above, the 


SFPUC’s determination of the Wholesale Revenue Requirement for that year shall be final and 


conclusive.  Whether any particular claim is barred by the twelve month limitations period 


provided for herein shall be for the arbitrator to determine.  Prior to the expiration of the twelve 


month limitations period, the parties to the dispute may agree by written stipulation to extend the 


period by up to six additional months.  


The Arbitrator may order the alteration or recalculation of underlying Water Enterprise 


and/or Hetch Hetchy Enterprise accounts or asset classifications.  Such changes shall be used 


to calculate the Wholesale Revenue Requirement for the fiscal year in dispute and shall also be 


used to determine future Wholesale Revenue Requirements, if otherwise applicable, even 


though the existing entries in such accounts or the asset classifications, in whole or in part, 


predate the twelve month period described above, so long as a timely arbitration Demand has 


been filed in accordance with this subsection. 


D. Number and Appointment of Arbitrators.  All arbitration proceedings under 


this section shall be conducted by a single arbitrator, selected by the SFPUC and a designated 


representative of the Wholesale Customers or each group of Wholesale Customers that take 


the same position with respect to the arbitration, within 75 days after service of the Demand.  If 


the parties to the arbitration cannot agree on an arbitrator within 75 days, any party may petition 
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the Marin County Superior Court for the appointment of an arbitrator pursuant to Code of Civil 


Procedure Section 1281.6 (or any successor provision).  


E. Guidelines for Qualifications of Arbitrators.  The Wholesale Customers and 


the SFPUC acknowledge that the qualifications of the arbitrator will vary with the nature of the 


matter arbitrated, but, in general, agree that such qualifications may include service as a judge 


or expertise in one or more of the following fields: public utility law, water utility rate setting, 


water system and hydraulic engineering, utility accounting methods and practices, and water 


system operation and management.  The parties to the arbitration shall use their best efforts to 


agree in advance upon the qualifications of any arbitrator to be appointed by the Superior Court.   


F. Powers of Arbitrator; Conduct of Proceedings 


1. Except as provided in this section, arbitrations under this section shall be 


conducted under and be governed by the provisions of California Code of Civil Procedure 


Sections 1282.2 through 1284.2 (hereinafter, collectively, “Code sections”), and arbitrators 


appointed hereunder shall have the powers and duties specified by the Code sections. 


2. Within the meaning of the Code sections, the term “neutral arbitrator” 


shall mean the single arbitrator selected by the parties to the arbitration. 


3. Unless waived in writing by the parties to the arbitration, the notice of 


hearing served by the arbitrator shall not be less than 90 days. 


4. The lists of witnesses (including expert witnesses), and the lists of 


documents (including the reports of expert witnesses) referred to in Code of Civil Procedure 


Section 1282.2 shall be mutually exchanged, without necessity of demand therefore, no later 


than 60 days prior to the date of the hearing, unless otherwise agreed in writing by the parties to 


the arbitration.  Upon application of any party, or on his or her own motion, the arbitrator may 


schedule one or more prehearing conferences for the purposes of narrowing and/or expediting 


resolution of the issues in dispute.  Strict conformity to the rules of evidence is not required, 


except that the arbitrator shall apply applicable law relating to privileges and work product.  The 


arbitrator shall consider evidence that he or she finds relevant and material to the dispute, giving 


the evidence such weight as is appropriate.  The arbitrator may limit testimony to exclude 


evidence that would be immaterial or unduly repetitive, provided that all parties are afforded the 


opportunity to present material and relevant evidence. 
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5. Within thirty days after the close of the arbitration hearing, or such other 


time as the arbitrator shall determine, the parties will submit proposed findings and a proposed 


remedy to the arbitrator.  The parties may file objections to their adversary’s proposed findings 


and remedy within a time limit to be specified by the arbitrator.  The arbitrator shall not base his 


or her award on information not obtained at the hearing. 


6. The arbitrator shall render a written award no later than twelve months 


after the arbitrator is appointed, either by the parties or by the court, provided that such time 


may be waived or extended as provided in Code of Civil Procedure Section 1283.8.   


7. The provisions for discovery set forth in Code of Civil Procedure Section 


1283.05 are incorporated into and made part of this Agreement, except that: (a) leave of the 


arbitrator need not be obtained for the taking of depositions, including the depositions of expert 


witnesses; (b) the provisions of Code of Civil Procedure Section 2034.010 et seq., relating to 


discovery of expert witnesses, shall automatically be applicable to arbitration proceedings 


arising under this Agreement without the necessity for a formal demand pursuant to Section 


2034.210 and the date for the exchange of expert discovery provided by Sections 2034.260 and 


2034.270 shall be not later than 60 days prior to the date for the hearing; and (c) all reports, 


documents, and other materials prepared or reviewed by any expert designated to testify at the 


arbitration shall be discoverable.  In appropriate circumstances, the arbitrator may order any 


party to this Agreement that is not a party to the arbitration to comply with any discovery 


request. 


8. For the purposes of allocation of expenses and fees, as provided in Code 


of Civil Procedure Section 1284.2, if any two or more Wholesale Customers join together in a 


single, joint position in the arbitration, those Wholesale Customers shall be deemed to be a 


single party.  If any Wholesale Customer or customers join together with the SFPUC in a single 


joint position in the arbitration, those Wholesale Customers and the SFPUC together shall be 


deemed to be a single party. 


9. Subject to any other limitations imposed by the Agreement, the arbitrator 


shall have power to issue orders mandating compliance with the terms of the Agreement or 


enjoining violations of the Agreement.  With respect to any arbitration brought to redress a 


claimed wholesale overpayment to the SFPUC, the arbitrator’s power to award monetary relief 
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shall be limited to entering an order requiring that an adjustment be made in the amount posted 


to the balancing account for the fiscal year covered by the Demand.  


10. All awards of the arbitrator shall be binding on the SFPUC and the 


Wholesale Customers regardless of the participation or lack thereof by any Wholesale 


Customer or the SFPUC as a party to the arbitration proceeding.  The parties to an arbitration 


shall have the power to modify or amend any arbitration award by mutual consent.  The 


arbitrator shall apply California law. 


8.02 Attorneys’ Fees 


A. Arbitration or Litigation Between San Francisco and Wholesale Customers 
Arising under the Agreement or Individual Water Sales Contracts.  Each party will bear its 


own costs, including attorneys’ fees, incurred in any arbitration or litigation arising under this 


Agreement or the Individual Water Sales Contracts between San Francisco and the Wholesale 


Customers.  Notwithstanding the foregoing, and subject to the limitations contained herein, the 


SFPUC may allocate to the Wholesale Customers as an allowable expense, utilizing the 


composite rate used for allocating other Water Enterprise administrative and general expenses, 


any attorneys’ fees and costs incurred by the SFPUC in connection with arbitration and/or 


litigation arising under this Agreement and/or the Individual Water Sales Contracts.  Attorneys’ 


fees incurred by the SFPUC for attorneys employed in the San Francisco City Attorney’s office 


shall be billed at the hourly rates charged for the attorneys in question by the San Francisco City 


Attorney’s Office to the SFPUC.  Attorneys’ fees incurred by the SFPUC for attorneys other than 


those employed in the San Francisco City Attorney’s Office shall be limited to the hourly rates 


charged to the SFPUC for attorneys and paralegals with comparable experience employed in 


the San Francisco City Attorney’s office and in no event shall exceed the highest hourly rate 


charged by any attorney or paralegal employed in the City Attorney’s Office to the SFPUC. 


B. Arbitration or Litigation Outside of Agreement Concerning the SFPUC 
Water System or Reserved Issues 


1. The attorneys’ fees and costs incurred by the SFPUC in litigation between 


San Francisco and one or more of the Wholesale Customers arising from matters outside of the 


Agreement, including, without limitation, litigation and/or arbitration concerning the issues 


specifically reserved in the Agreement, shall be allocated between the Retail Customers and the 
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Wholesale Customers utilizing the composite rate used for allocating other Water Enterprise 


administrative and general expenses.   


2. If, in any litigation described in subsection B.1 above, attorneys’ fees and 


costs are awarded to one or more of the Wholesale Customers as prevailing parties, the 


SFPUC’s payment of the Wholesale Customers’ attorneys’ fees and costs shall not be an 


allowable expense pursuant to subsection A. 


3. If, in any litigation described in subsection B.1, the SFPUC obtains an 


award of attorneys’ fees and costs as a prevailing party against one or more of the Wholesale 


Customers, any such award shall be reduced to offset the amount of the SFPUC’s fees and 


costs, if any, that have already been paid by the Wholesale Customers in the current or any 


prior fiscal years pursuant to subsection B.1 and the provisions of Articles 5 and 6 of the 


Agreement. 


4. Nothing contained in this Agreement, including this subsection, shall 


authorize a court to award attorneys’ fees and costs to a prevailing party as a matter of contract 


and/or the provisions of Civil Code Section 1717, in litigation between San Francisco and one or 


more of the Wholesale Customers arising from matters outside of the Agreement, including, 


without limitation, litigation and/or arbitration concerning the issues specifically reserved in the 


Agreement. 


C. Attorneys Fees and Costs Incurred by the SFPUC in Connection with the 
Operation and Maintenance of the SFPUC Water Supply System.  All attorneys’ fees and 


costs incurred by the SFPUC in connection with the operation and maintenance of the SFPUC’s 


water supply system shall be allocated between Retail Customers and the Wholesale 


Customers utilizing the composite rate used for allocating other Water Enterprise administrative 


and general expenses. 


8.03 Annual Meeting and Report 
A. The parties wish to ensure that the Wholesale Customers may, in an orderly way, 


be informed of matters affecting the Regional Water System, including matters affecting the 


continuity and adequacy of their water supply from San Francisco.   


For this purpose, the General Manager of the SFPUC shall meet annually with the 


Wholesale Customers and BAWSCA during the month of February, commencing 
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February 2010.  At these annual meetings, the SFPUC shall provide the Wholesale Customers 


a report on the following topics: 


1. Capital additions under construction or being planned for the Regional 


Water System, including the status of planning studies, financing plans, environmental reviews, 


permit applications, etc.; 


2. Water use trends and projections for Retail Customers and Wholesale 


Customers; 


3. Water supply conditions and projections; 


4. The status of any administrative proceedings or litigation affecting San 


Francisco’s water rights or the SFPUC’s ability to deliver water from the watersheds which 


currently supply the Regional Water System; 


5. Existing or anticipated problems with the maintenance and repair of the 


Regional Water System or with water quality; 


6. Projections of Wholesale Revenue Requirements for the next five years;  


7. Any other topic which the SFPUC General Manager places on the 


agenda for the meeting; 


8. Any topic which the Wholesale Customers, through BAWSCA, request be 


placed on the agenda, provided that the SFPUC is notified of the request at least 10 days 


before the meeting.  


B. The General Manager of the SFPUC, the Assistant General Manager of the 


Water Enterprise, and the Assistant General Manager of Business Services-CFO will use their 


best efforts to attend the annual meetings.  If one or more of these officers are unable to attend, 


they will designate an appropriately informed assistant to attend in their place. 


8.04 Administrative Matters Delegated to BAWSCA  
A. The Wholesale Customers hereby delegate the authority and responsibility for 


performing the following administrative functions contemplated in this Agreement to BAWSCA: 
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1. Approval of calculations of Proportional Annual Water Use required by 


Section 3.14 and Attachment J, “Water Use Measurement and Tabulation”; 


2. Approval of amendments to Attachments J and K-3 and K-4, “25-Year 


Payoff Schedules for Existing Rate Base”; 


3. Agreement that the Water Meter and Calibration Procedures Manual to 


be prepared by the SFPUC may supersede some or all of the requirements in Attachment J, as 


described in Section 3.14; 


4. Conduct of Wholesale Customer review of SFPUC’s calculation of annual 


Wholesale Revenue Requirement/Change in Balancing Account described in Section 7.06; 


5. Approval of an adjustment to Wholesale Revenue Coverage as described 


in Section 6.06. 


B. A majority of the Wholesale Customers may, without amending this Agreement, 


delegate additional administrative functions to BAWSCA.  To be effective, such expanded 


delegation must be evidenced by resolutions adopted by the governing bodies of a majority of 


the Wholesale Customers. 


C. Unless otherwise explicitly stated, the administrative authority delegated to 


BAWSCA may be exercised by the General Manager/CEO of BAWSCA, rather than requiring 


action by the BAWSCA Board of Directors.  In addition, the Wholesale Customers may, with the 


consent of BAWSCA, delegate to BAWSCA the initiation, defense, and settlement of arbitration 


proceedings provided for in Section 8.01. 


8.05 Preservation of Water Rights; Notice of Water Rights Proceedings 


A. It is the intention of San Francisco to preserve all of its water rights, irrespective 


of whether the water held under such water rights is allocated under this Agreement.  Nothing in 


this Agreement shall be construed as an abandonment, or evidence of an intent to abandon, 


any of the water rights that San Francisco presently possesses.   


B. San Francisco shall use its best efforts to give prompt notice to BAWSCA of any 


litigation or administrative proceedings to which San Francisco is a party involving water rights 


to the Regional Water System.  The failure of San Francisco to provide notice as required by 


this section, for whatever reason, shall not give rise to any monetary liability. 
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8.06 SFPUC Rules and Regulations 


The sale and delivery of all water under this Agreement shall be subject to such of the 


“Rules and Regulations Governing Water Service to Customers” of the Water Enterprise 


adopted by the Commission, as those rules and regulations may be amended from time to time, 


as are (1) applicable to the sale and delivery of water to the Wholesale Customers, (2) 


reasonable, and (3) not inconsistent with either this Agreement or with an Individual Water 


Sales Contract.  The SFPUC will give the Wholesale Customers notice of any proposal to 


amend the Rules and Regulations in a manner that would affect the Wholesale Customers. The 


notice will be delivered at least thirty days in advance of the date on which the proposal is to be 


considered by the Commission and will be accompanied by the text of the proposed 


amendment. 


8.07 Reservations of, and Limitations on, Claims 


A. General Reservation of Raker Act Contentions.  The 1984 Agreement 


resolved a civil action brought against San Francisco by certain of the Wholesale Customers.  


Plaintiffs in that action contended that they, and other Wholesale Customers that are 


municipalities or special districts, were “co-grantees” within the meaning of Section 8 of the Act 


and were entitled to certain rights, benefits and privileges by virtue of that status.  San Francisco 


disputed those claims. 


Nothing in this Agreement, or in the Individual Water Sales Contracts, shall be construed 


or interpreted in any way to affect the ultimate resolution of the controversy between the Parties 


concerning whether any of the Wholesale Customers are “co-grantees” under the Act and, if so, 


what rights, benefits and privileges accrue to them by reason of that claimed status. 


B. Claims Reserved but not Assertable During Term or Portions Thereof.  The 


following claims, which San Francisco disputes, are reserved but may not be asserted during 


the Term (or portions thereof, as indicated): 


1. The Wholesale Customers’ claim that the Act entitles them to water at 


cost. 


2. The Wholesale Customers’ claim that San Francisco is obligated under 


the Act or state law to supply them with additional water in excess of the Supply Assurance.  


This claim may not be asserted unless and until San Francisco decides not to meet projected 
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water demands of Wholesale Customers in excess of the Supply Assurance pursuant to Section 


4.06. 


3. The claim by San Jose and Santa Clara that they are entitled under the 


Act, or any other federal or state law, to permanent, non-interruptible status and to be charged 


rates identical to those charged other Wholesale Customers.  This claim may not be asserted 


unless and until San Francisco notifies San Jose or Santa Clara that it intends to interrupt or 


terminate water deliveries pursuant to Section 4.05. 


4. The Wholesale Customers’ claim that the SFPUC is not entitled to impose 


a surcharge for lost power generation revenues attributable to furnishing water in excess of the 


Supply Assurance.  This claim may not be asserted unless and until SFPUC furnishes water in 


excess of the Supply Assurance during the Term and also includes such a surcharge in the 


price of such water. 


5. Claims by Wholesale Customers (other than San Jose and Santa Clara, 


whose service areas are fixed) that SFPUC is obligated under the Act or state law to furnish 


water, within their Individual Supply Guarantee, for delivery to customers outside their existing 


service area and that Wholesale Customers are entitled to enlarge their service areas to supply 


those customers.  Such claims may be asserted only after compliance with the procedure set 


forth in Section 3.03, followed by SFPUC’s denial of, or failure for six months to act on, a written 


request by a Wholesale Customer to expand its service area. 


C. Waived Activities.  The Wholesale Customers (and the SFPUC, where 


specified) will refrain from the following activities during the Term (or portions thereof, as 


specified): 


1. The Wholesale Customers and the SFPUC will not contend before any 


court, administrative agency or legislative body or committee that the methodology for 


determining the Wholesale Revenue Requirement (or the requirements for (a) amortization of 


the ending balance under the 1984 Agreement, or (b) contribution to the Wholesale Revenue 


Coverage) determined in accordance with this Agreement violates the Act or any other provision 


of federal law, state law, or San Francisco’s City Charter, or is unfair, unreasonable or unlawful. 


2. The Wholesale Customers will not challenge the transfer of funds by the 


SFPUC to any other San Francisco City department or fund, provided such transfer complies 


with the San Francisco City Charter.  The transfer of its funds, whether or not permitted by the 
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City Charter, will not excuse the SFPUC from its failure to perform any obligation imposed by 


this Agreement. 


3. The Wholesale Customers and the SFPUC will not assert monetary 


claims against one another based on the 1984 Agreement other than otherwise arbitrable 


claims arising from the three fiscal years immediately preceding the start of the Term (i.e., FYs 


2006-07, 2007-08 and 2008-09).  Such claims, if any, shall be governed by the dispute 


resolution provisions of this Agreement, except that the time within which arbitration must be 


commenced shall be 18 months from delivery of the Compliance Auditor’s report. 


D. Other   
1. This Agreement shall determine the respective monetary rights and 


obligations of the Parties with respect to water sold by the SFPUC to the Wholesale Customers 


during the Term.  Such rights and obligations shall not be affected by any judgments or orders 


issued by any court in litigation, whether or not between Parties hereto, and whether or not 


related to the controversy over co-grantee status, except for arbitration and/or litigation 


expressly permitted in this Agreement.  No judicial or other resolution of issues reserved by this 


section will affect the Wholesale Revenue Requirement which, during the Term, will be 


determined exclusively as provided in Articles 5, 6 and 7 of this Agreement. 


2. Because delays in the budget process or other events may cause the 


SFPUC to defer the effective date of changes in Wholesale rates until after the beginning of the 


fiscal year, this Agreement does not require the SFPUC to make changes in Wholesale rates 


effective at the start of the fiscal year or at any other specific date. 


3. The Wholesale Customers do not, by executing this Agreement, concede 


the legality of the SFPUC’s establishing Interim Supply Allocations, as provided in Article 4 or 


imposing Environmental Enhancement Surcharges on water use in excess of such allocations.  


Any Wholesale Customer may challenge such allocation when imposed and/or such surcharges 


if and when levied, in any court of competent jurisdiction.  


4. The furnishing of water in excess of the Supply Assurance by San 


Francisco to the Wholesale Customers shall not be deemed or construed to be a waiver by San 


Francisco of its claim that it has no obligation under any provision of law to supply such water to 


the Wholesale Customers, nor shall it constitute a dedication by San Francisco to the Wholesale 


Customers of such water. 
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8.08 Prohibition of Assignment 
A. This Agreement shall be binding on, and shall inure to the benefit of, the Parties 


and their respective successors and permitted assigns.  Each Wholesale Customer agrees that 


it will not transfer or assign any rights or privileges under this Agreement, either in whole or in 


part, or make any transfer of all or any part of its water system or allow the use thereof in any 


manner whereby any provision of this Agreement will not continue to be binding on it, its 


assignee or transferee, or such user of the system.  Any assignment or transfer in violation of 


this covenant, and any assignment or transfer that would result in the supply of water in violation 


of the Act, shall be void. 


B. Nothing in this section shall prevent any Wholesale Customer (except the 


California Water Service Company and Stanford) from entering into a joint powers agreement or 


a municipal or multi-party water district with any other Wholesale Customer (except the two 


listed above) to exercise the rights and obligations granted to and imposed upon the Wholesale 


Customers hereunder, nor shall this section prevent any Wholesale Customer (except the two 


listed above) from succeeding to the rights and obligations of another Wholesale Customer 


hereunder as long as the Wholesale Service Area served by the Wholesale Customers involved 


in the succession is not thereby enlarged. 


8.09 Notices 


A. All notices and other documents that San Francisco is required or permitted to 


send to the Wholesale Customers under this Agreement shall be sent to each and all of the 


Wholesale Customers by United States mail, first class postage prepaid, addressed to each 


Wholesale Customer at the address to which monthly water bills are mailed by the Water 


Enterprise. 


B. All notices or other documents which the Wholesale Customers are required or 


permitted to send to San Francisco under this Agreement shall be sent by United States mail, 


first class postage prepaid, addressed as follows: 


 General Manager 
 San Francisco Public Utilities Commission 
 1155 Market Street, 11th Floor 
 San Francisco, CA  94103 
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C. Each Wholesale Customer is a member of BAWSCA.  San Francisco shall send 


a copy of each notice or other document which it is required to send to all Wholesale Customers 


to BAWSCA addressed as follows: 


 General Manager/CEO 
 Bay Area Water Supply and Conservation Agency  
 155 Bovet Road, Suite 302 
 San Mateo, CA  94402 


 
The failure of San Francisco to send a copy of such notices or documents to BAWSCA 


shall not invalidate any rate set or other action taken by San Francisco. 


D. Any party (or BAWSCA) may change the address to which notice is to be sent to 


it under this Agreement by notice to San Francisco (in the case of a change desired by a 


Wholesale Customer or BAWSCA ) and to the Wholesale Customer and BAWSCA (in the case 


of a change desired by San Francisco). 


The requirements for notice set forth in Section 8.01 concerning arbitration shall prevail 


over this section, when they are applicable. 


8.10 Incorporation of Attachments 


Attachments A through Q, referred to herein, are incorporated in and made a part of this 


Agreement. 


8.11 Interpretation 


In interpreting this Agreement, or any provision thereof, it shall be deemed to have been 


drafted by all signatories, and no presumption pursuant to Civil Code Section 1654 may be 


invoked to determine the Agreement’s meaning.  The marginal headings and titles to the 


sections and paragraphs of this Agreement are not a part of this Agreement and shall have no 


effect upon the construction or interpretation of any part hereof. 


8.12 Actions and Approvals by San Francisco 


Whenever action or approval by San Francisco is required or contemplated by this 


Agreement, authority to act or approve shall be exercised by the Commission, except if such 


action is required by law to be taken, or approval required to be given, by the San Francisco 


Board of Supervisors.  The Commission may delegate authority to the General Manager in 
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accordance with the San Francisco City Charter and Administrative Code, except for actions 


that this Agreement requires to be taken by the Commission. 


8.13 Counterparts 


Execution of this Agreement may be accomplished by execution of separate 


counterparts by each signatory. San Francisco shall deliver its executed counterpart to 


BAWSCA and the counterpart which each Wholesale Customer executes shall be delivered to 


San Francisco. The separate executed counterparts, taken together, shall constitute a single 


agreement.  


8.14 Limitations on Damages  
A. Unless otherwise prohibited by this Agreement, general or direct damages may 


be recovered for a breach of a Party’s obligations under this Agreement.  No party is liable for, 


or may recover from any other party, special, indirect or consequential damages or incidental 


damages, including, but not limited to, lost profits or revenue.  No damages may be awarded for 


a breach of Section 8.17. 


B. The limitations in subsection A apply only to claims for damages for an alleged 


breach of this Agreement.  These limitations do not apply to claims for damages for an alleged 


breach of a legal duty that arises independently of, this Agreement, established by constitution 


or statute. 


C. If damages would be an inadequate remedy for a breach of this Agreement, 


equitable relief may be awarded by a court in a case in which it is otherwise proper. 


D. This section does not apply to any claim of breach for which arbitration is the 


exclusive remedy pursuant to Section 8.01.A. 


8.15 Force Majeure 


A. Excuse from Performance.  No party shall be liable in damages to any other 


party for delay in performance of, or failure to perform, its obligations under this Agreement, 


including the obligations set forth in Sections 3.09 and 4.06, if such delay or failure is caused by 


a “Force Majeure Event.” 


B. Notice.  The party claiming excuse shall deliver to the other parties a written 


notice of intent to claim excuse from performance under this Agreement by reason of a Force 
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Majeure Event.  Notice required by this section shall be given promptly in light of the 


circumstances, and, in the case of events described in (c), (d) or (e) of the definition of Force 


Majeure Event only, not later than ten (10) days after the occurrence of the Force Majeure 


Event.  Such notice shall describe the Force Majeure Event, the services impacted by the 


claimed event, the length of time that the party expects to be prevented from performing, and 


the steps which the party intends to take to restore its ability to perform. 


C. Obligation to Restore Ability to Perform.  Any suspension of performance by a 


party pursuant to this section shall be only to the extent, and for a period of no longer duration 


than, required by the nature of the Force Majeure Event, and the party claiming excuse shall 


use its best efforts to remedy its inability to perform as quickly as possible. 


8.16 No Third-Party Beneficiaries 


This Agreement is exclusively for the benefit of the parties and not for the benefit of any 


other Person.  There are no third-party beneficiaries of this Agreement and no person not a 


party shall have any rights under or interests in this Agreement.  


No party may assert a claim for damages on behalf of a person other than itself, 


including a person that is not a party. 


8.17 Good Faith and Fair Dealing 


San Francisco and the Wholesale Customers each acknowledge their obligation under 


California law to act in good faith toward, and deal fairly with, each other with respect to this 


Agreement. 
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Article 9. Implementation and Special Provisions Affecting Certain 
Wholesale Customers  


9.01 General; Individual Water Sales Contracts 


A. As described in Section 1.03, San Francisco previously entered into Individual 


Water Sales Contracts with each of the Wholesale Customers.  The term of the majority of 


Individual Water Sales Contracts will expire on June 30, 2009, concurrently with the expiration 


of the 1984 Agreement.  Except as provided below in this Article, each of the Wholesale 


Customers will execute a new Individual Water Sales Contract with San Francisco concurrently 


with its approval of the Agreement. 


B. The Individual Water Sales Contracts will describe the service area of each 


Wholesale Customer, identify the location and size of connections between the Regional Water 


System and the Wholesale Customer’s distribution system, provide for periodic rendering and 


payment of bills for water usage, and in some instances contain additional specialized 


provisions unique to the particular Wholesale Customer and not of general concern or 


applicability.  A sample Individual Water Sales Contract is provided at Attachment F.  The 


Individual Water Sales Contracts between San Francisco and the Wholesale Customers will not 


contain any provision inconsistent with Articles 1 through 8 of this Agreement except (1) as 


provided below in this Article or (2) to the extent that such provisions are not in derogation of the 


rights of the Fundamental Rights of other Wholesale Customers  under this Agreement.  Any 


provisions in an Individual Water Sales Contract which are in violation of this section shall be 


void. 


9.02 California Water Service Company 


A. The Parties recognize that the California Water Service Company is an investor- 


owned utility company and, as such, has no claim to co-grantee status under the Act, which 


specifically bars private parties from receiving for resale any water produced by the Hetch 


Hetchy portion of the Regional Water System.  Accordingly, the following provisions shall apply 


to the California Water Service Company, notwithstanding anything to the contrary elsewhere in 


this Agreement. 


B. The total quantity of water delivered by San Francisco to the California Water 


Service Company shall not in any calendar year exceed 47,400 acre feet, which is the 


estimated average annual production of Local System Water.  If San Francisco develops 







 
 
 


 -85- 1840795.8  


additional Local System Water after the Effective Date, it may (1) increase the maximum 


delivery amount stated herein; and (2) increase the Supply Assurance, but not necessarily both.  


San Francisco has no obligation to deliver water to California Water Service Company in excess 


of the maximum stated herein, except as such maximum may be increased by San Francisco 


pursuant to this subsection.  The maximum annual quantity of Local System Water set forth in 


this subsection is intended to be a limitation on the total quantity of water that may be allocated 


to California Water Service Company, and is not an Individual Supply Guarantee for purposes of 


Section 3.02.  The maximum quantity of Local System Water set forth in this subsection is 


subject to reduction in response to (1) changes in long-term hydrology or (2) environmental 


water requirements that may be imposed by or negotiated with state and federal resource 


agencies in order to comply with state or federal law or to secure applicable permits for 


construction of Regional Water System facilities.  San Francisco shall notify California Water 


Service Company of any anticipated reduction of the quantity of Local System Water set forth in 


this subsection, along with an explanation of the basis for the reduction. 


C. Notwithstanding anything in Section 8.08 to the contrary, California Water 


Service Company shall have the right to assign to a public agency having the power of eminent 


domain all or a portion of the rights of California Water Service Company under any contract 


between it and San Francisco applicable to any individual district of California Water Service 


Company in connection with the acquisition by such public agency of all or a portion of the water 


system of California Water Service Company in such district.  In the event of any such 


assignment of all the rights, privileges and obligations of California Water Service Company 


under such contract, California Water Service Company shall be relieved of all further 


obligations under such contract provided that the assignee public agency expressly assumes 


the obligations of California Water Service Company thereunder.  In the event of such an 


assignment of a portion of the rights, privileges and obligations of California Water Service 


Company under such contract, California Water Service Company shall be relieved of such 


portion of such obligations so assigned thereunder provided that the assignee public agency 


shall expressly assume such obligations so assigned to it. 


D. Should California Water Service Company seek to take over or otherwise 


acquire, in whole or in part, the service obligations of another Wholesale Customer under 


Section 3.03.E, it will so inform San Francisco at least six months prior to the effective date of 


the sale and provide information concerning the total additional demand proposed to be served, 


in order that San Francisco may compare the proposed additional demand to the then-current 
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estimate of Local System Water.  In this regard, California Water Service Company has notified 


the SFPUC that it has reached an agreement to acquire the assets of Skyline County Water 


District (“Skyline”) and assume the responsibility for providing water service to customers in the 


Skyline service area.  California Water Service Company has advised the SFPUC that, on 


September 18, 2008, the California Public Utilities Commission approved California Water 


Service Company’s acquisition of Skyline.  The SFPUC anticipates approving the transfer of 


Skyline’s Supply Guarantee as shown on Attachment C to California Water Service Company 


and the expansion of California Water Service Company’s service area to include the current 


Skyline service area before the Effective Date of this Agreement.  All parties to this Agreement 


authorize corresponding modifications of Attachment C, as well as any of the Agreement’s other 


provisions, to reflect the foregoing transaction without the necessity of amending this 


Agreement. 


E. Nothing in this Agreement shall preclude San Francisco from selling water to any 


county, city, town, district, political subdivision, or other public agency for resale to customers 


within the service area of the California Water Service Company.  Nothing in this Agreement 


shall require or contemplate any delivery of water to California Water Service Company in 


violation of the Act. 


F. Nothing in this Agreement shall alter, amend or modify the Findings of Fact and 


Conclusions of Law and the Judgment dated May 25, 1961, in that certain action entitled City 


and County of San Francisco v. California Water Service Company in the Superior Court of the 


State of California in and for the County of Marin, No. 23286, as modified by the Quitclaim Deed 


from California Water Service Company to San Francisco dated August 22, 1961.  The rights 


and obligations of San Francisco and California Water Service Company under these 


documents shall continue as therein set forth. 


9.03 City of Hayward 


A. San Francisco and the City of Hayward (“Hayward”) entered into a water supply 


contract on February 9, 1962 (“the 1962 contract”) which provides, inter alia, that San Francisco 


will supply Hayward with all water supplemental to sources and supplies of water owned or 


controlled by Hayward as of that date, in sufficient quantity to supply the total water needs of the 


service area described on an exhibit to the 1962 contract “on a permanent basis.”  The service 


area map attached as Exhibit C to the 1962 contract was amended in 1974 to remove an area 
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of land in the Hayward hills and in 2008 to make minor boundary adjustments identified in 


SFPUC Resolution No. 08-0035.   


B. The intention of the parties is to continue the 1962 contract, as amended, in 


effect as the Individual Water Sales Contract between San Francisco and Hayward.  


Accordingly, it shall not be necessary for San Francisco and Hayward to enter into a new 


Individual Water Sales Contract pursuant to this Article and approval of this Agreement by 


Hayward shall constitute approval of both this Agreement and an Individual Water Sales 


Contract for purposes of Section 1.03.  The 1962 contract, as amended, will continue to 


describe the service area of Hayward, while rates for water delivered to Hayward during the 


Term shall be governed by Article 5 hereof.  The 1962 contract, as amended, will continue in 


force after the expiration of the Term.  


9.04 Estero Municipal Improvement District 
A. San Francisco and the Estero Municipal Improvement District (“Estero”) entered 


into a water supply contract on August 24, 1961, the term of which continues until August 24, 


2011 (“the 1961 Contract”).  The 1961 Contract provides, inter alia, that San Francisco will 


supply Estero with all water supplemental to sources and supplies of water owned or controlled 


by Estero as of that date, in sufficient quantity to supply the total water needs of the service area 


described on an exhibit to the 1961 Contract.  


B. The intention of the parties is to terminate the 1961 Contract and replace it with a 


new Individual Water Sales Contract which will become effective on July 1, 2009.  The new 


Individual Water Sales Contract will describe the current service area of Estero.  The Individual 


Supply Guarantee applicable to Estero shall be 5.9 MGD, rather than being determined as 


provided in the 1961 Contract. 


9.05 Stanford University 


A. The parties recognize that The Board of Trustees of The Leland Stanford Junior 


University (“Stanford”) operates a non-profit university, and purchases water from San 


Francisco for redistribution to the academic and related facilities and activities of the university 


and to residents of Stanford, the majority of whom are either employed by or students of 


Stanford.  Stanford agrees that all water furnished by San Francisco shall be used by Stanford 


only for domestic purposes and those directly connected with the academic and related facilities 


and activities of Stanford, and no water furnished by San Francisco shall be used in any area 
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now or hereafter leased or otherwise used for industrial purposes or for commercial purposes 


other than those campus support facilities that provide direct services to Stanford faculty, 


students or staff such as the U.S. Post Office, the bookstore and Student Union.  


Nothing in this Agreement shall preclude San Francisco from selling water to any county, 


city, town, political subdivision or other public agency for resale to Stanford or to customers 


within the service area of Stanford. 


B. Notwithstanding anything in Section 8.08 to the contrary, Stanford shall have the 


right to assign to a public agency having the power of eminent domain all or a portion of the 


rights of Stanford under this Agreement or the Individual Water Sales Contract between it and 


San Francisco in connection with the acquisition by such public agency of all or a portion of 


Stanford’s water system.  In the event of any such assignment of all the rights, privileges, and 


obligations of Stanford under such contract, Stanford shall be relieved of all further obligations 


under such contract, provided that the assignee public agency expressly assumes Stanford’s 


obligations thereunder.  In the event of such an assignment of a portion of the rights, privileges, 


and obligations of Stanford under such contract, Stanford shall be relieved of such obligations 


so assigned thereunder, provided that the assignee public agency shall expressly assume such 


obligations so assigned to it. 


Nothing in this Agreement shall require or contemplate any delivery of water to Stanford 


in violation of the Act. 


9.06 City of San Jose and City of Santa Clara 


A. Continued Supply on Temporary, Interruptible Basis.  During the term of the 


1984 Agreement, San Francisco provided water to the City of San Jose (“San Jose”) and the 


City of Santa Clara (“Santa Clara”) on a temporary, interruptible basis pursuant to SFPUC 


Resolution No. 85-0256.  Subject to termination or reduction of supply as provided in Section 


4.05 of this Agreement, San Francisco will continue to supply water to San Jose and Santa 


Clara on a temporary, interruptible basis pending a decision by the Commission, pursuant to 


Section 4.05.H, as to whether to make San Jose and Santa Clara permanent customers of the 


Regional Water System.  San Francisco will furnish water to San Jose and Santa Clara at the 


same rates as those applicable to other Wholesale Customers pursuant to this Agreement.  


Water delivered to San Jose and Santa Clara after July 1, 2009 may be limited by the SFPUC’s 


ability to meet the full needs of all its other Retail and Wholesale Customers.  The service areas 







 
 
 


 -89- 1840795.8  


of San Jose and Santa Clara set forth in their Individual Water Sales Contracts may not be 


expanded using the procedure set forth in Section 3.03.  The combined annual average water 


usage of San Jose and Santa Clara shall not exceed 9 MGD.  The allocation of that total 


amount between San Jose and Santa Clara shall be as set forth in their Individual Water Sales 


Contracts. 


B. Reservation of Rights.  In signing this Agreement, neither San Jose nor Santa 


Clara waives any of its rights to contend, in the event that San Francisco (1) elects to terminate 


or interrupt water deliveries to either or both of the two cities prior to 2018 using the process set 


forth in Section 4.05, or (2) does not elect to take either city on as a permanent customer in 


2018, that it is entitled to permanent customer status, pursuant to the Act or any other federal or 


state law.  In signing this Agreement, San Francisco does not waive its right to deny any or all 


such contentions.   


9.07 City of Brisbane, Guadalupe Valley Municipal Improvement District, Town of 
Hillsborough 


A. The parties acknowledge that San Francisco has heretofore provided certain 


quantities of water to the City of Brisbane (“Brisbane”), Guadalupe Valley Municipal 


Improvement District (“Guadalupe”) and the Town of Hillsborough (“Hillsborough”) at specified 


rates or without charge pursuant to obligations arising out of agreements between the 


predecessors of San Francisco and these parties, which agreements are referred to in judicial 


orders, resolutions of the SFPUC and/or the 1960 contracts between San Francisco and 


Brisbane, Guadalupe and Hillsborough.  The parties intend to continue those arrangements and 


accordingly agree as follows: 


1. Nothing in this Agreement is intended to alter, amend or modify the terms 


of SFPUC Resolution No. 74-0653 or the indenture of July 18, 1908 between the Guadalupe 


Development Company and the Spring Valley Water Company. 


2. Nothing in this Agreement is intended to alter, amend or modify the 


Findings of Fact and Conclusions of Law and Judgment dated May 25, 1961 in that certain 


action entitled City and County of San Francisco v. Town of Hillsborough in the Superior Court 


of the State of California in and for the County of Marin, No. 23282, as modified by the 


Satisfaction of Judgment filed October 23, 1961 and the Compromise and Release between 
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Hillsborough and San Francisco dated August 22, 1961.  The rights and obligations of 


Hillsborough under these documents shall continue as therein set forth. 


3. Nothing in this Agreement is intended to affect or prejudice any claims, 


rights or remedies of Guadalupe or of Crocker Estate Company, a corporation, or of Crocker 


Land Company, a corporation, or of San Francisco, or of their successors and assigns, 


respectively, with respect to or arising out of that certain deed dated May 22, 1884, from 


Charles Crocker to Spring Valley Water Works, a corporation, recorded on May 24, 1884, in 


Book 37 of Deeds at page 356, Records of San Mateo County, California, as amended by that 


certain Deed of Exchange of Easements in Real Property and Agreement for Trade in 


Connection Therewith, dated July 29, 1954, recorded on August 4, 1954, in Book 2628, at page 


298, Official Records of said San Mateo County, or with respect to or arising out of that certain 


action involving the validity or enforceability of certain provisions of said deed entitled City and 


County of San Francisco v. Crocker Estate Company, in the Superior Court of the State of 


California in and for the County of Marin, No. 23281. 


/// 


/// 


/// 


/// 


/// 


/// 


/// 


/// 


/// 


/// 
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IN WITNESS WHEREOF the Parties have executed this Agreement by their duly 


authorized officers. 


CITY AND COUNTY OF SAN FRANCISCO 
Acting by and through its Public Utilities Commission 
 
 
By:  
 Edward Harrington 
 General Manager 
 
 
Approved by Commission Resolution No. _____ 
 
 
   
Secretary to Commission 
 
 
Approved as to form: 
 
DENNIS J. HERRERA 
City Attorney 
 
 
By:   
 Joshua D. Milstein 
 Deputy City Attorney 
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Attachment A - Definitions 
 


“1984 Agreement” refers to the 1984 Settlement Agreement and Master Water Sales Contract 


between the City and County of San Francisco and certain Suburban Purchasers in San Mateo 


County, Santa Clara County and Alameda County, which expires on June 30, 2009.  


“Act” refers to the Raker Act, 38 Stat. 242, the Act of Congress, enacted in 1913, that 


authorized the construction of the Hetch Hetchy system on federal lands. 


“Adjusted Proportional Annual Use” means the respective percentages of annual water use, 


as adjusted to reflect deliveries of water by the Hetch Hetchy Water & Power Enterprise to 


outside City Retail Customers.  The adjustment is calculated each year as described in Section 


B of Attachment J and is shown on lines 18 and 19 of Table 1 of that Attachment. 


“Agreement” refers to this Water Supply Agreement, by and among San Francisco and the 


Wholesale Customers who approve this Agreement in accordance with Section 1.03. 


“BAWSCA” refers to the Bay Area Water Supply and Conservation Agency established 


pursuant to Division 31 of the California Water Code (Water Code §§81300-81461) or its 


successor and permitted assigns. 


“CEQA” refers to the California Environmental Quality Act found at §§21000 et seq. of the 


Public Resources Code and the Guidelines for the California Environmental Quality Act found at 


§§15000 et seq. of Title 14 of the California Code of Regulations, as amended from time to time. 


“Commission” means the governing board of the SFPUC, whose members, as of the date of 


this Agreement, are appointed by the Mayor of San Francisco and confirmed by the San 


Francisco Board of Supervisors. 


“Compliance Audit” refers to the annual audit of the Wholesale Revenue Requirement by the 


Compliance Auditor required by Sections 7.03 through 7.05. 


“Compliance Auditor” refers to the independent certified public accountant chosen by the San 


Francisco Controller to conduct each fiscal year’s audit of the SFPUC’s calculation of the 


Wholesale Revenue Requirement as provided in Section 7.03.B. 
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“Countywide Cost Allocation Plan” refers to the full costs of the Water and Hetch Hetchy 


Enterprises’ prorated share of San Francisco city government expenses that are not directly 


billed to city departments, as determined by the Controller of the City and County of San 


Francisco. 


“Debt Service” means principal and interest paid during a fiscal year on Indebtedness incurred 


by the SFPUC for the 2006 Revenue Bonds, Series A, and subsequently issued Indebtedness 


(exclusive of 2006 Revenue Bonds Series B and C), the proceeds of which are used or are 


scheduled to be used for the acquisition or construction of New Regional Assets or to refund 


such Indebtedness. 


“Direct Retail” refers to Regional Water System capital or operating expenditures that are 


incurred to provide water service solely to Retail Customers. 


“Direct Wholesale” refers to Regional Water System capital or operating expenditures that are 


incurred to provide water service solely to one or more Wholesale Customers. 


“Drought” means a water shortage caused by lack of precipitation, as reflected in resolutions 


of the Commission calling for voluntary or mandatory water rationing based on evaluation of 


water stored or otherwise available to the Regional Water System, whether or not the 


Commission declares a water shortage emergency pursuant to Water Code §§ 350 et seq., as 


amended from time to time. 


“Effective Date” refers to the date this Agreement will become effective in accordance with the 


terms of Section 1.03. 


“Emergency” means a sudden, non-drought event, such as an earthquake, failure of Regional 


Water System infrastructure or other catastrophic event or natural disaster that results in an 


insufficient supply of water available to the Retail or Wholesale Service Areas for basic human 


consumption, firefighting, sanitation, and fire protection.   


“Encumbrance” or “Encumber” refers to the process by which the City Controller certifies the 


availability of amounts previously appropriated by the Commission for specifically identified 


SFPUC capital projects performed either by third parties or through work orders to other City 


departments.  
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“Environmental Enhancement Surcharge” means the surcharge to be imposed by the 


SFPUC on individual parties to this Agreement whose use exceeds their Interim Supply 


Allocation when the collective use of water by all parties to this Agreement is in excess of the 


Interim Supply Limitation. 


“ERRP” refers to a SFPUC document entitled Emergency Response and Recovery Plan: 


Regional Water System (“ERRP”) dated August 23, 2003, and updated November 2006.   


“Excess Use Charges” are monthly charges set by the SFPUC, in the form of multipliers, that 


are applied to the Wholesale Customer water rates during times of mandatory rationing if a 


Wholesale Customer's water usage is greater than its shortage allocation.  Excess Use Charges 


are further described in Section 4 of the Tier 1 Shortage Plan (Attachment H). 


“Existing Assets” refers to Regional and Hetch Hetchy Water-Only and Water-Related capital 


assets plant in service as of June 30, 2009. 


“Force Majeure Event” means an event not the fault of, and beyond the reasonable control of, 


the Party claiming excuse which makes it impossible or extremely impracticable for such Party 


to perform obligations imposed on it by this Agreement, by virtue of its effect on physical 


facilities and their operation or employees essential to such performance.  Force Majeure 


Events include (a) an “act of God” such as an earthquake, flood, earth movement, or similar 


catastrophic event, (b) an act of the public enemy, terrorism, sabotage, civil disturbance or 


similar event, (c) a strike, work stoppage, picketing or similar concerted labor action, (d) delays 


in construction caused by unanticipated negligence or breach of contract by a third party or 


inability to obtain essential materials after diligent and timely efforts; or (e) an order or regulation 


issued by a federal or state regulatory agency after the Effective Date or a judgment or order 


entered by a federal or state court after the Effective Date. 


“Fundamental Rights” of Wholesale Customers are their status as parties to this Agreement, 


their allocation of water recognized in Section 3.02, their protection against arbitrary, 


unreasonable, or unjustly discriminatory rates provided in Section 6.04, and any specific rights 


described in Article 9.   


“Hetch Hetchy Enterprise” refers to Hetch Hetchy Water and Power Enterprise, a SFPUC 


operating department. 
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“Include” and its variants mean “including but not limited to” whenever used in this Agreement, 


regardless of whether or not it is capitalized. 


“Indebtedness” includes revenue bonds, bond anticipation notes, certificates of participation 


(excluding certificates of participation towards which SFPUC contributes debt service as an 


operating expense), and commercial paper. 


“Individual Water Sales Contract” refers to the contracts between each Wholesale Customer 


and San Francisco contemplated in Section 9.01 that details customer-specific matters such as 


location of service connections, service area maps and other matters specific to that customer. 


“Individual Supply Guarantee” refers to each Wholesale Customer’s share of the Supply 


Assurance, as shown in Attachment C. 


“Interim Supply Allocation” refers to each Wholesale Customer’s share, to be established by 


the SFPUC pursuant to Section 4.02, of the Interim Supply Limitation. 


“Interim Supply Limitation” refers to the 265 MGD annual average limitation on water 


deliveries until December 31, 2018 from Regional Water System watersheds imposed by the 


SFPUC in its approval of the WSIP in Resolution Number 08-0200 dated October 30, 2008. 


“Joint,” when used in connection with Hetch Hetchy Enterprise assets or expenses, refers to 


assets used or expenses incurred in providing both water supply (“Water-Related”) and in the 


generation and transmission of electrical energy (“Power-Related”). 


“Local System Water” refers to Regional Water System water supplies developed in San 


Mateo, Alameda and Santa Clara Counties or otherwise not produced by the Hetch Hetchy 


Enterprise under rights of way granted by the Raker Act. 


“MGD” refers to an average flow rate of one million gallons per day over a specific time period, 


often a year.  For example, one MGD is equal to 365 million gallons per year or 1,120 acre feet 


per year. 


“Net Annual Debt Service” refers to debt service less payments made from proceeds of 


Indebtedness (e.g., capitalized interest), earnings on bond proceeds (e.g., reserve fund 


earnings) used to pay Debt Service, and interest paid from renewed commercial paper, or from 


reserve fund liquidation.   
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“New Assets” refers to Regional and Hetch Hetchy Water-Only and Water-Related capital 


assets added to Regional Water System plant in service after June 30, 2009. 


“New Regional Assets” refers to New Assets placed in service on or after July 1, 2009 that are 


used and useful in delivering water to Wholesale Customers.  The following four categories 


comprise New Regional Assets: 


1. Water Enterprise Regional Assets 
2. Water Enterprise Direct Wholesale Assets 
3. Hetch Hetchy Water Only Assets 
4. Water-Related portion (45 percent) of Hetch Hetchy Joint Assets 


“Power-Only,” when used with reference to Hetch Hetchy Enterprise capital costs and 


operating and maintenance expenses, means capital costs and expenses that are incurred 


solely for the construction and operation of assets used to generate and transmit electrical 


energy. 


“Power-Related” refers to the power related portion (55%) of Joint Hetch Hetchy Enterprise 


assets or expenses. 


“Prepayment” refers to payments of principal and interest amounts not due in the year the 


prepayment is made, as described in Section 5.03. 


“Proportional Annual Use” means the shares of deliveries from the Regional Water System 


used by City Retail Customers and by the Wholesale Customers in a fiscal year, expressed as a 


percentage.  The percentages of annual use are calculated each year as described in Section B 


of Attachment J and are shown on lines 10 and 11 of Table 1 of that Attachment. 


“Proportional Water Use” refers the general principle of allocating Regional Water System 


costs based on the relative purchases of water by Retail and Wholesale Customers. 


“Regional,” when used with reference to Water Enterprise capital assets and operating 


expenses, refers to assets and expenses that benefit Wholesale and Regional Customers. 


“Regional Water System” means the water storage, transmission and treatment system 


operated by the SFPUC in Tuolumne, Stanislaus, San Joaquin, Alameda, Santa Clara, San 


Mateo and San Francisco counties, including projects constructed under the WSIP, but 


excluding Direct Retail and Direct Wholesale assets. 
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“Retail Customers” means any customer that purchases water from San Francisco that is not 


a Wholesale Customer, whether located inside or outside of San Francisco. 


“Retail Service Area” means the areas where SFPUC sells water to Retail Customers. 


“Retail Water” means water sold by the SFPUC to its Retail Customers within and outside San 


Francisco. 


“San Francisco” refers to the City and County of San Francisco. 


“SFPUC” refers to the San Francisco Public Utilities Commission as an operating department 


of San Francisco, the General Manager of which reports to the Commission. 


“SFPUC Bureaus” refers to the portions of the SFPUC that provide support services to the 


SFPUC Operating Departments.  These presently consist of the General Manager’s Office, 


Business Services, and External Affairs. 


“SFPUC Operating Departments” refers to the Water, Hetch Hetchy and Wastewater Program 


Enterprises under the control and management of the SFPUC pursuant to the San Francisco 


Charter. 


“Substantially Expended”:  A bond issue series is substantially expended when 98% of the 


proceeds and investment earnings contributed to the project fund have been expended. 


“Supply Assurance” means the 184 MGD maximum annual average metered supply of water 


dedicated by San Francisco to public use in the Wholesale Service Area (not including San 


Jose and Santa Clara) in the 1984 Agreement and Section 3.01 of this Agreement. 


“Term” means the 25-year term commencing July 1, 2009, including one or both 5-year 


extensions authorized by Section 2.02.A and B. 


“Tier 1 Shortage Plan” refers to the Water Shortage Allocation Plan (Attachment H) adopted 


by the SFPUC and the Wholesale Customers in conjunction with this Agreement describing the 


method for allocating water between the SFPUC and the Wholesale Customers collectively for 


shortages of up to 20% of deliveries from the Regional Water System, as amended from time-


to-time. 
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“Water Enterprise” refers to the San Francisco Water Department (SFWD), an SFPUC 


Operating Department. 


“Water Management Charge” refers to the charge collected by San Francisco on behalf of 


BAWSCA for local water resource development in the Wholesale Service Area pursuant to 


Section 3.06 of this Agreement. 


“Water-Only,” when used with reference to Hetch Hetchy Enterprise capital costs and operating 


and maintenance expenses, means capital costs and expenses that are incurred solely for the 


construction and operation of assets used to protect water quality or to provide for the delivery 


of water for consumptive purposes. 


“Water-Related” refers to the water related portion (45%) of Joint Hetch Hetchy Enterprise 


assets or expenses. 


“Water Supply Development Report” refers to the annual report prepared pursuant to Section 


4.05, and submitted to the Commission for purposes of estimating whether Regional Water 


System demand will be within the Interim Supply Limitation by June 30, 2018. 


“Wheeling Statute” refers to Article 4 of Chapter 11 of the California Water Code, as amended 


from time to time. 


“Wholesale Capital Fund” is the account established by the SFPUC for deposit of Wholesale 


Customer revenue that is used to fund the wholesale share of the debt service for revenue-


funded New Regional Assets, as described in Section 6.08. 


“Wholesale Customer” or “Customers” means one or more of the 27 water customers 


identified in Section 1.01 that are contracting for purchase of water from San Francisco pursuant 


to this Agreement. 


“Wholesale Revenue Coverage” refers to the additional dollar amount included in wholesale 


rates each fiscal year that is charged to Wholesale Customers by the SFPUC for their 


proportionate share of Debt Service coverage under Section 6.06.A. 


“Wholesale Revenue Coverage Reserve” refers to the account established by the SFPUC for 


deposit of Wholesale Revenue Coverage under Section 6.06.B.  
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“Wholesale Revenue Requirement” means the calculated Wholesale Customer portion of 


SFPUC Regional Water System capital and operating costs as determined in accordance with 


the provisions of Article 5 of this Agreement, formerly called the “Suburban Revenue 


Requirement” in the 1984 Agreement. 


“Wholesale Service Area” means the combined service areas of the Wholesale Customers, as 


delineated on the service area maps attached to each Individual Water Sales Contract. 


“WSIP” refers to the Water System Improvement Program approved by the Commission in 


Resolution No. 08-0200 on October 30, 2008, as amended from time to time. 
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From: Dave Warner
To: Tom Smegal
Subject: Copy of SDCWA letter to SFPUC commissioners
Date: Monday, March 24, 2025 3:12:46 PM
Attachments: Learning from the SDCWA 2025-03-24.pdf

Hi Tom,

Thank you for your leadership of BAWSCA!  I copied you on the attached letter to the
SFPUC commissioners giving them information on our SDCWA call.  While you are already
familiar with most of the letter, there might be some charts on pages 3 and 4 that you
haven't seen.

Best regards,

Dave

mailto:dwar11@gmail.com
mailto:tsmegal@bawsca.org
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March 24, 2025 


Re: Learning from the San Diego County Water Authority 


Dear Commissioners, 


As you may know, General Manager Herrera hosts regular meeƟngs on various 
topics with a number of NGO’s including the Tuolumne River Trust and the Bay 
Area Council (referred to as Bay Area Water Stewards (BAWS) meeƟngs).   


At last week’s meeƟng Jeff Stephenson, Director of Water Resources at the San 
Diego County Water Authority (SDCWA) provided a review of events that led up 
to their current financial challenges and mulƟple years of large past and 
projected annual water rate increases.  The popular press (and I) had 
characterized the problem as them having built the Carlsbad desal plant while 
demand fell off, leading to big rate increases and financial problems.  But he 
provided a more insighƞul bigger picture.  There are some remarkable similariƟes 
to SDCWA’s experiences and with what the future might hold for the SFPUC. 


What led to the SDCWA’s current situaƟon 


The SDCWA is a wholesale water supplier to 22 retail agencies that serve 3 million 
residents. 


Mr. Stephenson started with their 1991 drought situaƟon where the region came 
close to running out of water and there was a massive cry across the region for 
“never again,” and included wanƟng to have independence from the Metropolitan 
Water District of Southern California (MWD).  The SDCWA started making a series 
of investments, including dams and lining canals that eventually included the 
Carlsbad desal plant. In the meanƟme, other local agencies started pursuing other 
supplies.  They all were forecasƟng increasing demand as they had done for years.  
But demand declined.  Not only did they see gross per capita demand (GPCD) 
decline but two agencies dropped out and others reduced their purchases.  Jeff 
described that for the last several years they’ve had major annual rate increases 
(he menƟoned in the 14% range).  Not stated by Jeff but financially SDCWA 
reserves and a number of metrics have fallen below their policy minimum 
thresholds along with going through budget cuts.  It’s also worth noƟng that the 
San Diego mayor objected to a proposed 18% rate increase that was later scaled 
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back to 14%.  The latest financial plan has a number of years projected with 10% 
rate increases and projects declining demand. 


Mr. Stephenson’s recommended learnings 


Things he recommended learning from SDCWA’s experiences: 


-          CollaboraƟon with other water agencies.  If they had collaborated beƩer, 
they as a group might have been able to beƩer manage regional investments.   


This is relevant to the SFPUC and BAWSCA.  For example, the SFPUC is looking at a 
30+ mgd local recycled water project within San Francisco (project leveraging the 
Southeast PolluƟon Control Plant, not a part of the regional water system (RWS) 
alternaƟve water supply (AWS) plan).  Should this happen, this could cause a 
major drop in demand on the RWS, causing a further jump in water rates, which at 
some point could cause a ratepayer revolt. 


-          Be nimble.  Jeff emphasized that there were so many unknowns that came 
along, that just weren’t predictable.  Be nimble to be able to adapt to changes.   


The SFPUC is anything but nimble.  Its costs are at least 95% fixed in part due to 
the large debt loads it is carrying (on a percentage of budget basis, more than 
double SDCWA’s load).  And while SDCWA’s debt is mostly declining, the SFPUC’s 
debt is substanƟally increasing.   


-          Look carefully at your demand forecast.  Jeff thought maybe flat line 
(perhaps a poor choice of words) despite populaƟon growth.   


While the SFPUC’s finance department’s demand projecƟons are close to flat for 
retail, BAWSCA’s sƟll show substanƟal increases.  Should these increases not 
occur, as San Diego experienced, rates will need to increase more than projected. 
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Remarkable similariƟes in demand projecƟons 


 


The two charts in figure 1 show how both the SDCWA (chart on the leŌ) and 
SFPUC (chart on the right) have been projecƟng increasing demand since 2000 


while demand has declined.  Since 2020 
the SFPUC’s finance department made 
somewhat more conservaƟve projecƟons. 


The SDCWA five year financial forecast 
now projects a 24% decline in demand as 
shown as shown in figure 2 while the 
SFPUC conƟnues to project increasing 
demand.


 


 


 


  


      


Figure 1:  Past history of demand projecƟons compared 
to actual demand.  SDCWA (on the leŌ) and the SFPUC 
on the right are remarkably similar. Both projected 
increasing demand against a trend of long term declines. 
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Figure 2:  Comparison of SFPUC and SDCWA 
demand projecƟons to 2030.  The SDCWA is 
now projecƟng declining demand. 
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The SFPUC’s larger debt service means reduced ability to meet unknowns 


As shown in figure 3, SFPUC has significantly higher debt service costs than the 
SDCWA, which means higher fixed costs both in the short term and long term 
along with higher overall costs.  It reduces the ability to address unknowns and 
adapt to changes in both the short term and for long term trends.  It also 
increases exposure to adverse changes in capital markets parƟcularly with 
increases in debt issuances in the next 10 years. 


For 2025 the SFPUC’s debt service costs are 49% of water sales.  By 2030 that is 
expected to grow to 54% of water sales, which during that Ɵmeframe water sales 
are expected to grow from ~$700 million to ~$900 million, meaning that debt 
service costs are growing faster than water sales, a troubling trend. 


 


Figure 3:  The SFPUC’s water enterprise has much higher debt service costs than the SDCWA.  Note that 
the SFPUC’s debt service costs are increasing while SDCWA debt service costs are declining. 


$339 


$440 


$160 


$80 


 $-


 $100


 $200


 $300


 $400


 $500


 $600


 $700


20
25


20
26


20
27


20
28


20
29


20
30


20
31


20
32


20
33


20
34


20
35


20
36


20
37


20
38


20
39


20
40


20
41


20
42


20
43


20
44


20
45


20
46


20
47


20
48


20
49


$ 
m


ill
io


ns


Debt Service Costs:  SFPUC & SDCWA Comparison


 SFPUC Water  SDCWA







Page 5 of 6 
 


For the SDCWA, 2025 debt service costs are 21% of water sales and by 2030 debt 
service costs are expected to decline to 17% of water sales. 


The SDCWA has a current debt/cash funding mix of 35%/65% compared to the 
SFPUC’s 71%/29% (which is an improvement from last year’s 78%/22%). 


The SFPUC’s higher fixed costs also reduces adaptability 


While the SDCWA was able to miƟgate a porƟon of its declining demand with 
reduced water purchases, the SFPUC does not have such an ability.  The vast 
majority of the SFPUC’s water enterprise costs do not vary with water sales.  This 
means that the SFPUC has liƩle ability to address unexpected downturns in 
demand. 


The SDCWA has also been trying to miƟgate its downturn in demand by selling 
excess supply to the other agencies.  Mr. Stephenson did not report success with 
that approach although he remains hopeful. 


Possible AcƟons 


1) Both Mr. Herrera (despite a health issue) and Mr. Ritchie were in the 
meeƟng.  Please ask them for their views on what the SFPUC should take 
from the discussion. 


2) Consider starƟng the process to be prepared for a downside scenario.  It’s 
hard to image demand declining by 24% by 2030 but ask to see a downside 
financial scenario, perhaps using a decline in demand in the 8-10% range in 
five years, consistent with the SFPUC’s long term trend since 1990.  What 
would retail and wholesale rates look like?  What would affordability look 
like?  What would the SFPUC’s policy metrics look like?  Understanding the 
scenario is a first step towards being prepared. 


3) Check that Mr. Ritchie and the execuƟve team have all the financial tools 
they need in order to assess the cost/benefit tradeoffs for all contemplated 
and in-process capital projects.  For example, do he and the team have at 
their fingerƟps how specific projects affect water rates along with how the 
Ɵming of those projects affect rates?  Do he and the team also have an 
understanding of debt implicaƟons of each project? 
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4) Consider asking for recommendaƟons on how SFPUC’s operaƟng costs 
could be reduced. 


Hopefully SDCWA’s experiences will help the SFPUC avoid similar problems, or at 
least be beƩer prepared. 


Kind regards, 


 
Dave Warner 
 
cc:   Dennis Herrera, SFPUC General Manager 
        Steven Ritchie, SFPUC Assistant General Manager, Water Enterprise 
        Nancy Hom, SFPUC Chief Financial Officer 
        Laura Busch, SFPUC Deputy Chief Financial Officer 
        Erin Corvinova, SFPUC Financial Planning Director 
        SFPUC Citizens’ Advisory Committee 
       Tom Smegal, BAWSCA CEO 
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March 24, 2025 

Re: Learning from the San Diego County Water Authority 

Dear Commissioners, 

As you may know, General Manager Herrera hosts regular meeƟngs on various 
topics with a number of NGO’s including the Tuolumne River Trust and the Bay 
Area Council (referred to as Bay Area Water Stewards (BAWS) meeƟngs).   

At last week’s meeƟng Jeff Stephenson, Director of Water Resources at the San 
Diego County Water Authority (SDCWA) provided a review of events that led up 
to their current financial challenges and mulƟple years of large past and 
projected annual water rate increases.  The popular press (and I) had 
characterized the problem as them having built the Carlsbad desal plant while 
demand fell off, leading to big rate increases and financial problems.  But he 
provided a more insighƞul bigger picture.  There are some remarkable similariƟes 
to SDCWA’s experiences and with what the future might hold for the SFPUC. 

What led to the SDCWA’s current situaƟon 

The SDCWA is a wholesale water supplier to 22 retail agencies that serve 3 million 
residents. 

Mr. Stephenson started with their 1991 drought situaƟon where the region came 
close to running out of water and there was a massive cry across the region for 
“never again,” and included wanƟng to have independence from the Metropolitan 
Water District of Southern California (MWD).  The SDCWA started making a series 
of investments, including dams and lining canals that eventually included the 
Carlsbad desal plant. In the meanƟme, other local agencies started pursuing other 
supplies.  They all were forecasƟng increasing demand as they had done for years.  
But demand declined.  Not only did they see gross per capita demand (GPCD) 
decline but two agencies dropped out and others reduced their purchases.  Jeff 
described that for the last several years they’ve had major annual rate increases 
(he menƟoned in the 14% range).  Not stated by Jeff but financially SDCWA 
reserves and a number of metrics have fallen below their policy minimum 
thresholds along with going through budget cuts.  It’s also worth noƟng that the 
San Diego mayor objected to a proposed 18% rate increase that was later scaled 
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back to 14%.  The latest financial plan has a number of years projected with 10% 
rate increases and projects declining demand. 

Mr. Stephenson’s recommended learnings 

Things he recommended learning from SDCWA’s experiences: 

-          CollaboraƟon with other water agencies.  If they had collaborated beƩer, 
they as a group might have been able to beƩer manage regional investments.   

This is relevant to the SFPUC and BAWSCA.  For example, the SFPUC is looking at a 
30+ mgd local recycled water project within San Francisco (project leveraging the 
Southeast PolluƟon Control Plant, not a part of the regional water system (RWS) 
alternaƟve water supply (AWS) plan).  Should this happen, this could cause a 
major drop in demand on the RWS, causing a further jump in water rates, which at 
some point could cause a ratepayer revolt. 

-          Be nimble.  Jeff emphasized that there were so many unknowns that came 
along, that just weren’t predictable.  Be nimble to be able to adapt to changes.   

The SFPUC is anything but nimble.  Its costs are at least 95% fixed in part due to 
the large debt loads it is carrying (on a percentage of budget basis, more than 
double SDCWA’s load).  And while SDCWA’s debt is mostly declining, the SFPUC’s 
debt is substanƟally increasing.   

-          Look carefully at your demand forecast.  Jeff thought maybe flat line 
(perhaps a poor choice of words) despite populaƟon growth.   

While the SFPUC’s finance department’s demand projecƟons are close to flat for 
retail, BAWSCA’s sƟll show substanƟal increases.  Should these increases not 
occur, as San Diego experienced, rates will need to increase more than projected. 
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Remarkable similariƟes in demand projecƟons 

 

The two charts in figure 1 show how both the SDCWA (chart on the leŌ) and 
SFPUC (chart on the right) have been projecƟng increasing demand since 2000 

while demand has declined.  Since 2020 
the SFPUC’s finance department made 
somewhat more conservaƟve projecƟons. 

The SDCWA five year financial forecast 
now projects a 24% decline in demand as 
shown as shown in figure 2 while the 
SFPUC conƟnues to project increasing 
demand.

 

 

 

  

      

Figure 1:  Past history of demand projecƟons compared 
to actual demand.  SDCWA (on the leŌ) and the SFPUC 
on the right are remarkably similar. Both projected 
increasing demand against a trend of long term declines. 
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Figure 2:  Comparison of SFPUC and SDCWA 
demand projecƟons to 2030.  The SDCWA is 
now projecƟng declining demand. 
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The SFPUC’s larger debt service means reduced ability to meet unknowns 

As shown in figure 3, SFPUC has significantly higher debt service costs than the 
SDCWA, which means higher fixed costs both in the short term and long term 
along with higher overall costs.  It reduces the ability to address unknowns and 
adapt to changes in both the short term and for long term trends.  It also 
increases exposure to adverse changes in capital markets parƟcularly with 
increases in debt issuances in the next 10 years. 

For 2025 the SFPUC’s debt service costs are 49% of water sales.  By 2030 that is 
expected to grow to 54% of water sales, which during that Ɵmeframe water sales 
are expected to grow from ~$700 million to ~$900 million, meaning that debt 
service costs are growing faster than water sales, a troubling trend. 

 

Figure 3:  The SFPUC’s water enterprise has much higher debt service costs than the SDCWA.  Note that 
the SFPUC’s debt service costs are increasing while SDCWA debt service costs are declining. 
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For the SDCWA, 2025 debt service costs are 21% of water sales and by 2030 debt 
service costs are expected to decline to 17% of water sales. 

The SDCWA has a current debt/cash funding mix of 35%/65% compared to the 
SFPUC’s 71%/29% (which is an improvement from last year’s 78%/22%). 

The SFPUC’s higher fixed costs also reduces adaptability 

While the SDCWA was able to miƟgate a porƟon of its declining demand with 
reduced water purchases, the SFPUC does not have such an ability.  The vast 
majority of the SFPUC’s water enterprise costs do not vary with water sales.  This 
means that the SFPUC has liƩle ability to address unexpected downturns in 
demand. 

The SDCWA has also been trying to miƟgate its downturn in demand by selling 
excess supply to the other agencies.  Mr. Stephenson did not report success with 
that approach although he remains hopeful. 

Possible AcƟons 

1) Both Mr. Herrera (despite a health issue) and Mr. Ritchie were in the 
meeƟng.  Please ask them for their views on what the SFPUC should take 
from the discussion. 

2) Consider starƟng the process to be prepared for a downside scenario.  It’s 
hard to image demand declining by 24% by 2030 but ask to see a downside 
financial scenario, perhaps using a decline in demand in the 8-10% range in 
five years, consistent with the SFPUC’s long term trend since 1990.  What 
would retail and wholesale rates look like?  What would affordability look 
like?  What would the SFPUC’s policy metrics look like?  Understanding the 
scenario is a first step towards being prepared. 

3) Check that Mr. Ritchie and the execuƟve team have all the financial tools 
they need in order to assess the cost/benefit tradeoffs for all contemplated 
and in-process capital projects.  For example, do he and the team have at 
their fingerƟps how specific projects affect water rates along with how the 
Ɵming of those projects affect rates?  Do he and the team also have an 
understanding of debt implicaƟons of each project? 
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4) Consider asking for recommendaƟons on how SFPUC’s operaƟng costs 
could be reduced. 

Hopefully SDCWA’s experiences will help the SFPUC avoid similar problems, or at 
least be beƩer prepared. 

Kind regards, 

 
Dave Warner 
 
cc:   Dennis Herrera, SFPUC General Manager 
        Steven Ritchie, SFPUC Assistant General Manager, Water Enterprise 
        Nancy Hom, SFPUC Chief Financial Officer 
        Laura Busch, SFPUC Deputy Chief Financial Officer 
        Erin Corvinova, SFPUC Financial Planning Director 
        SFPUC Citizens’ Advisory Committee 
       Tom Smegal, BAWSCA CEO 
 



Sierra Nevada snowpack sees most bountiful three years in a row in 25 years 

After years of drought, California water supplies in good shape as summer months approach 

Mercury News | April 2, 2025 | Paul Rogers 

 

 
State Hydrometeorologist Angelique Fabbiani-Leon, left, Water Resources Engineer Manon von Kaenel, 

Deputy Director for Flood Management and Dam Safety Laura Hollender and Snow Surveys and Water 

Supply Forecasting Unit Manager Andy Reising conduct the fourth media snow survey of the 2025 

season at Phillips Station in the Sierra Nevada on March 28, 2025. (Photo by Ken James, California 

Department of Water Resources) 

 

In a much-needed break after multiple years of severe droughts over the past two decades, 

California’s statewide Sierra Nevada snowpack, which provides nearly one-third of the state’s 

water supply, was at 96% of its historical average on Tuesday, up from 83% a month before. 

 

The April 1 reading, considered the most important of the year by water managers because it 

comes at the end of the winter season, follows two previous years when the snowpack reached 

111% of normal on April 1 last year and 237% in 2023. 

 

Although Tuesday fell just short of a third year in a row above 100%, together the past three 

years represent most bountiful three-year period for the Sierra snowpack in 25 years. The last 

time there was this much snow three years in a row came in 1998, 1999 and 2000. 

 



 
 

“Gosh, what a relief,” said Jay Lund, a professor of civil and environmental engineering at UC 

Davis. “We’re in good shape. This is one of the better years in recent decades. We’ve had quite 

a lot of good precipitation this winter, especially in Northern California. And we haven’t had any 

major flooding. It’s been a near-Goldilocks amount. Just right.” 

 

Sierra-at-Tahoe ski resort in El Dorado County, about 6 miles south of Lake Tahoe, reported 

Tuesday that 20 inches of snow fell in the previous 24 hours and another foot was expected by 

Wednesday. In March, the resort had 81 inches of accumulated snow — nearly 7 feet. 

 

“This storm was a cold one and has done some great things for our snowpack,” said Andrew 

Schwartz, lead scientist at UC Berkeley’s Central Sierra Snow Lab near Donner Summit. “If you 

are a skier or snowboarder, I would encourage you to get up because conditions are fantastic.” 

 

California struggled with three severe droughts over the past generation: From 2007-2009, then 

2012-2016, and most recently from 2020-2022. Brown lawns and water restrictions were the 

norm. 

 

But the past three winters have shown how the state’s hydrology can vary widely. 

 

That “weather whiplash” is being exacerbated by climate change, scientists say. Warming 

temperatures make droughts more severe, increasing fire risk. But in wet years, when big 



atmospheric river storms come off the Pacific, warmer conditions can cause more water to 

evaporate into those systems, bringing more rain. 

 

One big benefit of multiple wet winters is that the rain and snow, as it melts, fills California’s 

reservoirs. 

 

“It’s pretty remarkable to see after what we have been through,” said Andy Reising, snow survey 

manager at the state Department of Water Resources. “The reservoirs are above average for 

this time of year. It’s a great sign moving forward.” 

 

The biggest reservoirs statewide averaged 117% on Tuesday of their historical April 1 amounts. 

 

Shasta Lake, the state’s largest reservoir, near Redding, was 89% full and rising. The second-

largest Oroville, in Butte County was 88% full. San Luis Reservoir, east of Gilroy, was 89% full. 

To the south, Diamond Valley Reservoir in Riverside County, a key to water supplies in Los 

Angeles and surrounding cities, was 97% full. 

 

All that water means most cities and suburbs across the state won’t have any water restrictions 

this summer, Davis professor Lund noted. 

 

“There will still be small communities in some rural areas with issues, but on the whole we 

probably should be more worried about complacency,” he said. 

 

Storms haven’t hit the state evenly. On Friday, the snowpack in the Northern Sierra was 118% of 

average, and 91% in the Central Sierra. But in the Southern Sierra, it was only 84%. 

 

Rainfall totals this winter have been even more lopsided. The farther north communities are 

located, the more rain they have received. Since Oct. 1, Santa Rosa rainfall totals have hit 

135% of average. San Francisco is at 96%, and San Jose is at 75%. But Los Angeles rainfall is 

at just 59% of normal. 

 

“If you are north of the I-80 corridor, it’s been a pretty good year,” said Michael Anderson, state 

climatologist with the Department of Water Resources. “If you are south of there, it’s been a little 

wanting.” 

 

As a result, Southern California counties from Santa Barbara to San Diego have been 

categorized in recent weeks as entering various levels of drought by the U.S. Drought Monitor, a 

weekly report put out by the federal government. No Bay Area counties or areas from Modesto 

to the Oregon border are classified as being in any level of drought. 

 

Lund noted that if half of California is going to be wet and the other half dry, it’s far more 

important to have a year like this one, when the north is wet. That’s because nearly all the 

state’s largest reservoirs are in the north. 

 



Overall, California was in a drought for 11 years out of the 16 years between 2007 and 2022. 

Cities, counties, and state officials put in place major policies during those droughts that helped 

reduce the impact of future droughts. 

 

They included voluntary programs to pay residents to replace lawns with drought-tolerant 

landscaping; the construction of several new off-stream reservoirs such as Los Vaqueros in 

Contra Costa County and Diamond Valley in Riverside County; a landmark state law requiring 

more sustainable management of groundwater; tougher building standards requiring more 

water-efficient toilets, appliances and industrial equipment; and a state law to encourage 

smaller, cash-strapped water districts to merge with larger ones. 

 

“A year like this is a good time to prepare for the next drought,” Lund said. “We should be 

building projects, upgrading old facilities, and hiring new water engineers to replace the ones 

who retire. It’s like Benjamin Franklin said: ‘When the well’s dry, we know the worth of water.'” 

 

 

 
Snow is cleared Tuesday April 1, 2025 at Sierra-at-Tahoe ski resort south of Lake Tahoe. The resort 

received 20 inches over the prior 24 hours. (Photo: Sierra-at-Tahoe) 

 

# # # 



New data reveals worrying trend in key water supply that could impact millions: 'We are 

quickly running out of time' 

"We're likely losing ground." 

The Cool Down | March 26, 2025 | Timothy McGill    

 

 
Photo Credit: iStock 

 

The long-term trend for Sierra Nevada snow at lower elevations shows a reduction in snowfall, a 

crucial part of the water supply in the Western U.S. 

 

What's happening? 

California's snowpack fell in late February to 85% of the average for the end of the second 

month of meteorological winter. By the middle of March, the snow water equivalents in the 

Sierra Nevada ranged from 96% in the northern part of the mountain range to only 77-80% in 

the central and southern portions. 

 

The snowpack in the Sierra Nevada is monitored closely because it impacts the region's water 

supply. Almost a third of California's water supply comes from mountain snow. 

 

"Every day it's not actively snowing or raining, we're likely losing ground, and that's exacerbated 

with warmer temperatures," Andy Reising, California's Department of Water Resources's 

manager of snow surveys, told the Los Angeles Times. "While we still have about one month left 

in the traditional snow accumulation season, we are quickly running out of time to catch up to 

what would be an average snow year like we had last year." 



The observations reveal a troubling trend seen in California. As an overheating planet warms 

winters, the state is seeing less snow at lower elevations in the Sierra Nevada. 

 

Why is less snow at lower elevations in California important? 

A 2023 study published in Climate Dynamics warned that snowlines are moving up California's 

mountains, which are projected to be 1,600 feet higher by the end of the century. Not only are 

Sierra Nevada snowlines creeping higher, but most of the country is seeing less snow now 

compared to the early 1970s. 

 

An analysis of 2,041 U.S. locations by Climate Central revealed nearly two-thirds of them are 

getting less snow now compared to 1970.  

 

"The amount of mountain snowpack and the timing of snowmelt largely determine the supply of 

water to rivers and reservoirs in the western U.S. during the high-demand spring and summer," 

noted Climate Central's analysis. "But since the mid-20th century, the western U.S. has 

experienced declining snowpack, earlier snowmelt and streamflow, and a shift toward less 

precipitation falling as snow."  

 

A lack of snowfall was the major contributing factor that forced major ski resorts in Canada, 

France, and Switzerland to close within the past year. 

 

What's being done about the reduction in snow? 

Sophisticated computer models can help guide decisions as they reveal the impacts of a 

warming world.  

 

"They use simulations called Earth systems models that include many different parts of the 

climate system that shape the global environment," according to the U.S. Department of Energy. 

"These models help us predict what the impacts will be for each additional degree of warming."  

 

"With this knowledge, we can work to reduce greenhouse gas emissions and make adaptations 

to minimize the impacts that are already happening," added the DOE. "Water is essential to 

every person and ecosystem on our planet. With scientific research, we can better understand 

water systems, reduce our effects on them, and help communities be more resilient in the face 

of these changes." 

 

A massive move to renewable energy sources is critical. It is also important to learn about 

critical climate issues and share the information with friends and family. Voting for and 

supporting pro-climate candidates who are fighting for the future of the planet is also important. 

 

# # # 



Delta Tunnel project hearing cancelled after hacker takes over Zoom platform 

Daily KOS | March 24, 2025 | Dan Bacher 

 

 
 

A large number of people were scheduled today to testify and comment on the Delta 

Conveyance Project (DCP), potentially the most environmentally destructive public works 

project in California history, when a bizarre hacking incident occurred on the Zoom platform that 

the California State Water Resources Control Board was using for a hearing.  

 

The hearing was regarding the pending petitions for a change in water rights by the California 

Department of Water Resources that are required to move forward with the Delta Tunnel. The 

project is opposed by a coalition of Tribes, fishing groups, environmental organizations, Delta 

counties, Delta water districts, Delta farmers, Southern California water ratepayers and the 

public. 

 

When the hearing started, one of the attendee windows displayed a graphic obscene video with 

a synthetic or altered voice saying loudly, “Shut this Zoom Call Down.”  The hacker took over the 

audio so the Hearing Officer could not speak, so she shut the hearing down. 

 

I had tried to get on the call myself, but it had been shut down before I could access their Zoom 

platform. 

 

Delta Tunnel opponents expressed their concern that that the Zoom link hadn’t been secured 

enough to stop the hacking from occurring. 

 



”We are extremely concerned that this meeting was hacked after we have worked for one month 

to turn out ppl for policy statements,” said Barbara Barrigan-Parrilla in a email at 9:27 a.m. “If 

the water board insists on doing virtual meetings, they must secure their online platforms. 

Organizing for today has cost Restore the Delta tens of thousands of dollars. We do not get to 

recoup from these kinds of errors. We are waiting right now to hear from the Water Board what 

is going to happen for today’s meeting.”   

 

On Facebook, Barrigan-Parrilla added later: “For those who wanna know the hearing was 

hacked and loaded up with extreme porn, pornographic images, swastikas and racist language. 

The state board failed to take it down quickly. They then gaslit us about whether the hearing was 

going on later in the afternoon and they have no regard for the fact that this was our community 

day. We spent tens of thousands of dollars organizing this effort and now they think we’re gonna 

rush it and redo it in eight days when our members are traumatized.” 

 

In response to the platform hacking, the Water Board finally sent out two emails to those on the 

list to speak at the hearing. The first, sent from the Administrative Hearings Office at 11:53 a.m., 

indicated the hearing would be rescheduled for 1 pm today: 

 

“The AHO is consulting with the Board’s internet security team to determine whether and how 

the hearing can be safely reconvened on the Zoom platform. At this time we intend to attempt to 

reconvene at (and no sooner than) 1 p.m. Additional security measures will likely be required so 

entry into the Zoom teleconference may not be immediate.  If any interested person who 

intended to make a statement today is not able to join this afternoon, the AHO will provide 

another opportunity for making those statements.”   

 

But then the second email, sent out at 1:04 p.m, said the hearing had been cancelled for today, 

March 25 and April, 2025 — and will reconvened on April 3. 

 

“After meeting with the Board’s Division of Information Technology, I am cancelling the hearing 

days in this proceeding scheduled for today (March 24), March 25, and April 1,” wrote Nicole L. 

Kuenzi, Presiding Hearing Officer, Administrative Hearings Office State Water Resources 

Control Board. “The AHO will reconvene the hearing at 9 a.m. on April 3. The Zoom account and 

host credentials used to conduct AHO proceedings were compromised, and I will not reconvene 

these proceedings until the matter has been fully investigated and the virtual hearing space is 

secure.” 

 

“The assault on this public proceeding was vicious, cowardly, and abhorrent,” Kuenzi continued. 

“We will conduct a fair and open hearing, and it will be conducted respectfully and with civility. I 

personally ask each of the parties and their representatives for your support in ensuring that 

end.”  

 

“The AHO will follow up with additional information this week about accessing the Zoom platform 

and any additional security measures that may be required,” she concluded. 

 



The Delta Conveyance Project is Governor Gavin Newsom’s multi-billion dollar project to build a 

41-mile long tunnel that would divert water from the Sacramento River at Hood and Courtland 

before it flows through the Delta for use by San Joaquin Valley corporate agribusiness interests 

and Southern California water agencies.  

 

The tunnel would hasten the extinction of Sacramento River spring-run, winter-run and fall-run 

Chinook salmon, Central Valley steelhead, Delta and long fin smelt, green sturgeon and other 

imperiled fish species. It would cause immense harm to Delta communities, coastal fishing 

communities, Tribal cultures and Southern California water ratepayers.  

 

Specifically, the State Water Resources Control Board Administrative Hearings Office is holding 

the public hearings on the pending Petitions for Change of Water Right Permits 16478, 16479, 

16481, and 16482 (Applications 5630, 14443, 14445A, and 17512, respectively) of the 

Department of Water Resources. 

 

# # # 




