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MEMORANDUM
e
TO: Honorable Mayor and City Council Membc‘erid,x” ll JUN 0 3 2009
FROM: Chester Murray, Interim CityMan‘ag%’"f " .
DATE: June 3, 2009 /
SUBJECT: MOU with Seminole County — Yankee Lake Project

As the Council is aware, the St. John’s River Water Management District (SJRWMD) has
established a Minimum Flow Regime (MFR) for Blue Springs which requires increasing the
average spring flow from 134 cfs at present, to 157 cfs in 2024. The District’s 2007 Draft
Implementation Strategy for achieving the MFR for Blue Springs indicates the West Volusia
utilities must reduce pumping to approximately 1978 levels. This implies the City of Orange
City will require 2 million gallons per day (MGD) of water from an alternative supply (other
than ground water) by 2013 and as much as 2.1 (MGD) in 2018 and 2.9 (MGD) in 2025.

SJRWMD staff has identified surface water from the St. Johns River or coastal desalination as
the alternative water supply source most likely to be approved for use. A St. Johns River Surface
Water Plant and the required transmission system are estimated to cost several hundred million
dollars and the Coquina Coast Desalination Plant’s cost is about 1 billion dollars. West Volusia
utility rates are estimated to increase between 350% and 700% if the projects are chosen, to
overcome the deficit.

In addition to being unpopular with environmental advocates and downstream communities, the
St. Johns River Surface Water Plant and the Desalinization Plant will require the enormous
consumption of electrical power and is a significant environmental and cost issue.

As the City Council is also aware, the West Volusia Utilities including Orange City, DeLand,
Deltona, and the County of Volusia, have contracted with an engineering firm and
hydrogeologist to prepare a West Volusia Resource Study. The study is an effort to develop a
more detailed ground water model and to determine the maximum practical effect of
conservation and reclaimed water augmentation on reducing the projected ground water deficit.

The staffs of all West Volusia Utilities are very concerned about the very large groundwater
deficits projected by the STRWMD in the Draft Implementation Strategy Report. Staff is also
concerned whether a surface water plant on the St. Johns River will be permittable and that a
long term Consumptive Use Permit can be obtained. Finally, we are concerned that permits can
be obtained to discharge concentrate to the river in sufficient volume to meet our needs.

Seminole County has worked towards development of the Yankee Lake Regional Water Supply
Plant to meet their needs and the needs of other participants who wish to join with them on this
project. They have been given a 2013 deadline to develop the Yankee Lake Facility and are
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working to meet that requirement. Although the Managers of the West Volusia Utilities have
requested time extensions for executing agreements and paying fees to Seminole County, their
Manager has recently indicated that their timeline is firm. Specifically, the following milestone
dates have been established:

Submit capacity reservation schedule (this was completed).

Execute a Memorandum of Understanding and make a $100,000 non-refundable project
Development deposit to Seminole County by June 15, 2009.

Execute the Yankee Lake Regional Water Supply Agreement, a take or pay contract, and
pay a capacity reservation fee (approximately one 1.5 to 2 million dollars estimated) by
October 1, 2009.

In a letter to Seminole County Manager Cindy Coto, the Managers of the West Volusia Utilities
expressed concern with the schedule imposed by Seminole County, the unresolved capacity and
permitting issues as well as a number of the “deal points” in the draft Water Supply Agreement.
These points included payment of project development charges by October 1™ to reserve capacity
without any guarantee of availability of this capacity or firm costs for project development.
Managers of the West Volusia Utilities also expressed concern about the proposed Advisory
Board’s limited power, the proposed Seminole County “rate of return”, and the lack of equity of
the participants in ownership of the Seminole County project. Mrs. Coto’s response, dated May
18, 2009, is attached, and essentially indicates that the deadlines and most terms and conditions
are non-negotiable at this time.

As mentioned above, based on information provided to date by Seminole County, the City will
need to pay $100,000 by June 15, 2009 in order to remain a participant in this project until
October 1, 2009. On October 1%, execution of the Yankee Lake Regional Water Supply
Agreement will be required as well as a payment of 1.5 to 2 million dollars. Staff has recently
learned Seminole County may be in the process of developing a “pay as you go” scenario
whereby the project development charge could be paid over a longer period of time allowing
some sort of “opt out™.

Ultimately, the Yankee Lake Regional Water Supply Agreement will provide for a “take or pay”
commitment by the City of Orange City for specific quantities of water for the cost of several
dollars per thousand gallons. The exact amount of this payment is not known at this time, but is
estimated to be between $3.50 and $4.50 per thousand gallons.

While the exact amount of the project development fee due October 1, 2009 is unknown, it is
expected that additional debt service will be required in order to meet that financial obligation
should the Council wish to proceed with this project.

STAFF RECOMMENDATION: The decision whether to continue to participate in this project
is, by no means, straightforward. Seminole County has indeed performed much of the “legwork™
to develop this project, has secured land and performed preliminary engineering and preliminary
permitting necessary to move forward. The Yankee Lake Project therefore represents the most
expedient and timely method of providing a source of alternative water in the near term. Due to
uncertainties as to the amount of water which will ultimately be allowed to be withdrawn from
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the St. Johns River, however, staff cannot assure the City Council that, several years after
investing in this project, development of a second, very costly alternative water supply source
will not be required.

There are some potential alternatives to participation in this project that could be considered:

1. Obtain water as a participant of the Coquina Coast Project. It has potential to provide all
of the alternative water supply needed for the foreseeable future. Unfortunately, the cost
of this project’s development and the very long transmission main will make it
significantly more costly (estimated to be double the cost of water from the St. Johns
River) on a per gallon basis. Development of this project is probably several years
behind that of the Yankee Lake Plant, although permitting difficulties may, in fact, slow
that project’s completion.

2. Construct a surface water plant on the St. Johns River in Volusia County. This option
will require West Volusia utility participants to permit, develop, acquire land, design and
construct a surface water plant similar to that contemplated at Yankee Lake. The
magnitude of the cost incurred by Seminole County to date, their interest in charging a
rate of return and the cost of a pipeline from Yankee Lake facility to a point useable by
the West Volusia utilities may make a plant in Volusia County a more cost effective and
desirable alternative. Construct a surface water plant near the Atlantic Ocean in Volusia
County. This alternative would require the West Volusia Utilities to negotiate a
withdrawal point in East Volusia County, a treatment plant location, and a pipeline
corridor to the west side of the County.

In a meeting held May 27, 2009, staff of the West Volusia Utilities asked the representatives of
the Water Management District to delay their requirement for a surface water plant to allow time
to determine whether sufficient withdrawal from the St. Johns River is feasible, to allow the
development of a better groundwater model and to evaluate and refine assumptions relative to
groundwater pumping in this area. Staff also asked that the District consider a revision of the
Blue Springs Minimum Flows Regime; allow methods to manage flows in Blue Springs to meet
the MFR, including such mechanical methods as an adjustable weir or short term pumping. Staff
also asked the District to consider allowing new ground water sources outside the spring shed of
Blue Springs and that the District accepts responsibility for development of regional alternative
water supplies and conveyance systems which will benefit all citizens in the region.

As mentioned above, the decision to move forward with the Yankee Lake Regional Water
Supply project is not easy. Staff’s recommendation, based on the best information available at
the time this was written, is that the City should mot proceed with execution with the
Memorandum of Understanding and payment of a non-refundable $100,000 fee. However, staff
must make it clear that the result of this action will likely be to “close the door™ to participation
in the Yankee Lake project. This may, in turn, complicate Comprehensive Plan approval by
DCA and could result in permit compliance issues with STRWMD.

Should Seminole County offer a more favorable “pay as you go” arrangement in the near future,
staff’s recommendation would be to consider making some (relatively modest) incremental
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payments in order to maintain participation in this project and the potential to provide the most
timely and somewhat cost effective option for compliance with the STRWMD requirements.

Attachments
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'@~  City of DeLand

«6 'mv “The Athens of Florida” 1102 South Garfield Avenue
L www.deiand.org DeLand, FL 32724
Telephone: (386) 626-7169
Fax: (386) 736-5365

April 28, 2009

Cynthia A. Coto, County Manager
Seminole County Government
1101 East 1** Street

Sanford, FL 32773

Re: Yankee Lake Regional Wholesale Potable Water Supply Agreement
Dear Ms. Coto:

Reference is made to your February 16, 2009 letter transmitting the drafi Yankee Lake Regional
Wholesale Potable Water Supply Agreement for our consideration. We are certainly impressed
with your plans for this ambitious project and appreciate your invitation to join you in it.
Representatives of the potential West Volusia participants, including the County of Volusia, City
of Deland, City of Deltona and City of Orange City have agreed to provide you with our
comments in this combined letter of response.

As we think you are aware, the future water supply of West Volusia County is closely linked to
St. Johns River Water Management District (SJRWMD) requirements which have, to date, not
been finalized. Specifically, the STRWMD has issued a “Draft Implementation Strategy for Blue
Springs Minimum Flows and Levels.” Although the District was scheduled to finalize this effort
last summer, they have failed to do so. At this point it is unclear when their efforts will be
complete. The draft report indicates that the water suppliers in West Volusia must reduce current
ground water pumping rather drastically below current pumping levels and hence, our potential
use of the Yankee Lake facilities represents a very significant portion of its ultimate capacity.
Unfortunately, our uncertainty as to what our alternative water supply requirements will be and
the large expense associated with each gallon of capacity to be reserved in your facility leaves us
reluctant to reserve and pay for capacity until this issue is resolved.

We congratulate you and your team’s good efforts and success in obtaining District approval for
the first phase of this project. We remain concerned however, that Seminole County will
ultimately be able to procure a sufficient Consumptive Use Permit allocation from the SIRWMD
to meet our future needs. Again, due to the high cost of providing alternative water supply, we
believe we must subscribe to a single capital project which will deliver all of the alternative
water supply which will be needed for the foreseeable future so that we are not forced to develop
another costly project for many years.

We also have a number of other concerns which, considered collectively and in combination
with the issues described above, complicate reconciling your Board of Commissioners’ “Deal
Points” with our needs. These concerns include, but are not limited to the following:

1. You have requested that each of our governments pay Seminole County “Project
Development Charges™ of several million dollars each by October 1, 2009 in order to
reserve capacity from your project. At this point, however, you cannot guarantee that this
capacity will be available or provide us with firm costs for this capacity. Based on the
breakdown used to preliminarily calculate the Project Development Charge, costs appear



breakdown used to preliminarily calculate the Project Development Charge, costs appear
to include extensive contingences. No mention of a “pay as you go” arrangement or “true
up” of these costs has been made to date nor has a refund been offered if Seminole
County is unsuccessful in obtaining the Consumptive Use Permit allocation required to
meet our needs.

2. Aswe have discussed, the proposed Advisory Board’s power has been severely limited in
the proposed agreement. Given that the West Volusia utilities’ potential subscription to
this project is similar in magnitude to that of Seminole County itself, we would seek a
governance arrangement that reflects our financial participation.

3. Seminole County has requested a rate of return, payment for overhead and other
advantages over its “partners” in the proposed agreement. Again, given the magnitude of
our potential investment in this project, we are concerned that any economy of scale
achieved by working with Seminole County will be more than offset by these added
costs.

4. Seminole County’s proposal essentially provides that its wholesale customers bear the
full pro rata amortized costs of planning, designing, permitting, constructing, operating
and maintaining the Yankee Lake Water Plant. Under the draft agreement, we have been
asked to bear substantial risks and costs in building an asset for Seminole County worth
hundreds of millions of dollars, and yet will have no equity in this asset once completed.
Neither does the agreement prohibit Seminole County from selling this asset in the future.

In order for our governments to move forward with Seminole County to develop this project, the
items above will need to be addressed in a modified draft of the proposed agreement. We realize
that this will require extensive discussion at the Staff level and also between you and your Board
of Commissioners. We are concerned that there is insufficient time to accomplish what needs to
be done by the June 15, 2009 target date for agreement execution and the October 1, 2009 target
for payment of the proposed capacity reservation fees.

At this point, we are certainly willing to discuss modifications to the proposed agreement and
would ask you to confirm that Seminole County is also committed to this effort. Thank you
again for the opportunity to participate in this project to date. Should you have any questions,
please do not hesitate to contact us.

Sincerely,

ity of DeLand City of Deltona

é.

Michael Pleus, City Manager

 County of Volusia

Clety
‘Mary Adne Connors, Deputy County Manager

u:\general\letters\yankee lake agreement updated 4 28.doc
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May 18, 2009 RECEIVED

MAY 2 1 2003

Chester Murray, Interim City Manager
Orange City City Hall

205 East Graves Avenue

Orange City, FL 32763

Re:  Yankee Lake Regional Wholesale Potable Water Supply Agreement
Dear Mr. Murray:

This letter responds to your letter of April 28, 2009. We would like to thank Volusia for
these comments on the Water Supply Agreements and offer the following responses:

| think it will be helpful if | frame this discussion in the proper context. On Saturday, May
16, the Orlando Sentinel carried a front-page report of serious groundwater shortages in Central
Florida, referencing costly fines to water suppliers. While a number of circumstances have
changed since Seminole began its efforts to develop Yankee Lake for an alternative water
supply facility, the one thing that has not changed is the 2013 deadline on new groundwater
permits within the CFCA. Seminole is aware that some local governments have speculated that
the District will, in effect, “blink” and extend this deadline. Seminole does not think that will be
the case, and has heard that the District understands that there may be pressure to move that
date forward. The following discussion is in the context that Seminole is making its best efforts
to develop Yankee Lake to comply with the CFCA 2013 deadline. | will first respond to your four
numbered concerns, and then address your initial comments.

1. Project Development Charges. You refer to the “preliminary breakdown” of Project
Development Charges and state that we cannot guarantee that capacity will be
available, or provide you with firm costs for this capacity. As you know, the figures you
have are at this point quite dated. A number of potential participants have dropped out,
and with each change of the number of participants and requested capacity, all of our
pro forma numbers change. That is why we have requested several times for
confirmation of who is still interested in this project, and their up-to-date capacity needs.
We had planned on using that information to present pro forma figures to the remaining
participants at a meeting on May 15. As of this date, we have not received this
information from the County of Volusia and therefore have not been able to calculate
revised pro forma numbers. Based on our time-frames, our final date for this meeting is
June 5, and we have by e-mail sent out notices for this meeting. For now, we are going
to re-run capacity costs based on the 2008 capacity reservation submitted by Volusia.
Today, we have better project expense figures than we did when the numbers were
prepared a year ago. Therefore, wherever we can, we will replace contingency numbers
with actual expenses from 2008 when preparing revised pro forma numbers. You are
correct in stating that we “cannot guarantee” that this capacity will be available. | do not
believe the lack of guarantee will change the 2013 deadline. The decision-making
should focus on facts that are known: (1) If you were the project developer, you would
not have any “guarantee” that the capacity would be available. You would incur at least

1
1101 EAST FIRST STREET SANFORD FL 32771-1468 TELEPHONE (407) 665-7219  FAX (407) 665-7958






