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INTRODUCTION
Background

The Governor’s Drinking Water Stakeholder Group (the B8 was formed in June, 2012 to
develop a shared understanding of the operations and nacte(O&M) challenges and the
challenges encountered by creative solutions accegatggagiency programs; identify promising
solutions; and develop a plan and recommendations fordter@r’s office. The DWSG issued
a Report in August, 2012 which led to numerous actions by tha@rmstration and Legislature.
Specific to the issue of O&M Funding, the Report states

“The Stakeholder Group (DWSG) discussed methods to address and develop
sustainable O&M funding, both in terms of creating additional revenue soantkes
reducing costs through efficiencies and economies of scale. The Graebdhat,
in general, in the long-term, systems should have the ability to opeeations and
maintenance costs while maintaining affordable rates. However, the @rduyot
rule out the need for additional outside funding sources in the short-term,
particularly for disadvantaged communities in unincorporated areas impacted by
increased costs due to source contamination. In order to address thisng®lthe
Group developed recommendations particularly aimed at fostering locally and
regionally viable "shared solutions" that allow for economies of scaleghhsasy
reducing unnecessary costs for small systems. The Group recognizesiehdhat
the best solution for each community will differ among a variety cbrpthat are
not limited to "shared solutions."” While the Group discussed possit@auev
sources to support interim O&M funding challenges, each of the idehtifitons
present significant legal and political challenges, and thus require additional
discussion and effort for any to become viable.”

The DWSG presented a 2013 Work Plan to the Governor'sdffilovember 2012, which focused
on (1) monitoring and advancing recommendations in the AugustRedart, including those
related to existing funding programs; (2) advancing the dssmu®n new and expanding funding
sources for O&M; and (3) developing recommendations raggaatata collection and management
for small systems and private wells.

This Report summarizes the process and discussion negdtdiv and Expanded Funding Sources
and advances promising options, particularly as theyegktatincreasing economies of scale and
maximizing opportunities through "shared solutions.” The DVégkihowledges that the best
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solution for each community will differ among a varietyoptions that are not limited to "shared
solutions”. For example, there will be areas wherw&itidalized and non-scalable solutions will be
necessary. This particular Report focuses on exploppgrtunities and actions to maximize
solutions by creating efficiencies and building institutiareacity to address O&M and other
sustainability and affordability challenges through sharédisas.

Definition of Shared Solutions

The DWSG believes it is appropriate to consider thentieih of "Shared Solutions" to be broad and
expansive, and not prescriptive or limited to full or phystcaisolidation of drinking water treatment
and delivery systems. The term “shared solutions” réfeasy solution that allows a system or
systems to achieve technical, managerial, or finandialexicies and/or water supply or delivery
efficiencies by partnering with another system(s).r&haolutions can range in options and can
include the following:

o Informal arrangements (e.g., sharing of equipment);
o Formal arrangements (e.g., sharing of technical, maishged financial resources or
joint management between neighboring or various systewluding isolated systems);

o0 More complex arrangements that may lead to structusalggs (e.g. physical sharing of
water sources or treatment facilities and even fisfesms consolidation).

Objective & Scope

The objective of this Report is to examine potential netvexpanded funding sources to address
the needs of disadvantaged communities in unincorporatas #ua do not have safe drinking
water, particularly those impacted by nitrate and locet¢lde Salinas Valley and Tulare Lake
Basin Hydrologic Region (the “Target Ared).

The Target Area covers 5.7 million acres and is honappwoximately 2.65 million people,
almost all of whom rely on groundwater as a sourceiokihg water. The Target Area includes
four of the most productive agricultural counties in thigomeand more than half of California’s
dairy herd. These areas are also some of Califorp@dsest communities; a number of these
communities are categorized as “severely disadvantages®¥’ fthan 60% of the state’s median
household income), and a number of the remaining commsiaite considered “disadvantaged”
(less than 80% of the state’s median household incoiiif@se communities have little economic
means and technical capacity to maintain safe public drinkitigrsystems.

! The DWSG recognizes that other pollutants in water supiech as naturally-occurring arsenic, present a ohalifer
disadvantaged communities.

2 Addressing Nitrate in California’s Drinking Watefanuary 2012 Center for Watershed Sciences, UC Davis
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Summary of Issues Covered by this Report

The DWSG discussed methods to address and develop sustai&biei@ling, including:
creating additional revenue sources, implementing “sheokdions”, increasing the number of
eligible projects, and reducing costs through efficienarbeconomies of scale. In general, over
the long-term, drinking water systems should have tHiéyata cover O&M costs while
maintaining affordable rates. However, the Group idedtifunding needs in the immediate-term
to enable disadvantaged communities to transition tesgsthat are economically sustainable.
In addition, there is a need to reduce short-term chestdo source contamination, particularly for
disadvantaged communities in unincorporated areas. #efutetailed below, the DWSG
discussed possible revenue sources to support O&M and otligndg challenges; each of the
identified options presents significant legal and politatellenges, and thus will require
additional discussion and effort for any to become viable.

Process Used to Identify Issues/Challenges/Opportunities

In order to develop a clearer understanding of new omelqzhfunding needs, the DWSG
developed the attached background matrix. The matrix fa=ntihe types of funding needs, and
then for each, lists 1) the approximate funding requirgse) existing funding sources and
availability, and 3) the new or expanded funding sourcesisigt by the DWSG, with notes on
important considerations for each. All members o@We¢SG were asked to contribute ideas and
input that were included in the matrix to focus and claridy discussion and development of
recommendations on new or expanded funding sources.

The DWSG formed five working groups from DWSG members apdesentatives to monitor,
develop and advance concepts included in both the August 204 aad this Report. These
working groups covered Legislative, Government Structure, €ty Technical Assistance,
Utilizing Existing Funding Sources, and Data/Monitoringtaghed to this Report are summaries
of working group activities, except for the Data/Monitormgrking group which will complete

its tasks later this year. The DWSG intends to filimal report on Data/Monitoring by
November, 2013.

GUIDING PRINCIPALS

The DWSG agreed to the following guiding principles regardey and expanded funding
sources:

1) No single source of revenue is appropriate — ideally, dgbiorbf funding sources
will be available to address solution components.

2) There is a need to develop economically sustainablecaduat the local/regional
level that can cover O&M costs over long-term.
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3) Significant, targeted resources are necessary to adteesests of transitioning
systems to economically sustainable solutions, paatilyuio foster “shared
solutions” that take advantage of economies of scal@addieess factors that may
make these systems economically sustainable.

FUNDING NEEDS AND GAPS

The DWSG identified the following categories of vital diimg needs, and key gaps in existing
and limited funding sources:

Disadvantaged communities without an existing public waterystem— The funding needs
of communities with private wells and state smallst@ys under 15 connections) are often
ineligible for funding from existing sourcésFunding needs include appropriate testing of
individual wells, facilitation of community meetings to ungtand the problem and evaluate
and choose an affordable and sustainable solution, glf¢éhplanning and planning analysis
and documentation described above, construction of neastniicture, legal entity formation
and Local Agency Formation Commission (LAFCO) procgssa-going technical, managerial
and financial capacity development and leadership traingwged as O&M costs and interim
solutions. Furthermore, a number of these communitees@ adequately identified or mapped
by local and state planning agencies, and also may lack anyfoorganized governance
structure, making development of solutions and funding ewe shallenging.

Existing state bonds and federal Safe Drinking Water &eatelving Fund (SRF) funding are
restrictive and limited for areas without an existing muiater system. Significant funding
will be needed to address the needs of communities witkgutated drinking water systems,
and more comprehensive and targeted mapping, water testiriglear data collection (such
as median household income (MHI) surveys), technicadtasse, community outreach and
facilitation efforts are needed to adequately estinfaseneed and develop solutions.
Disadvantaged communities served by privately owned public watgsystems—
Disadvantaged communities reliant on small, privateed public water systems (such as
those serving mobile home parks and labor camps) expeseniar challenges. Funding
for privately-owned systems through existing funding prognamsore restrictive than for
publicly-owned systems, and is primarily loan-based. resalt, pre-planning and
construction loan repayment costs are generally paggbd tenants through increased water
rates. Residents in these systems have similadafdity challenges.

3 The Safe Drinking Water State Revolving Fund and past st grograms restrict funding eligibility to public water

systems. Federal as well as state statute defingslia water system as “a system for the provision atiewfor human
consumption through pipes or other constructed conveyances s ba more service connections or regularly serviesistt
25 individuals daily at least 60 days out of the year.”
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* Project Pre-planning & Planning — Existing funding sources for this work are often very
restricted. Funding opportunities are often spread over aemoh different agencies and
programs making them difficult to access for disadvantagenmunities. Furthermore, other
than a few pilot projectsthese funds are often only available in piecemeatantmunities
need to apply individually for each step in their planning pecé\ more comprehensive,
coordinated and targeted effort is needed, to provide reduinéthg for all of the pre-
planning, planning and technical assistance components lisbed.aThe funds should be
available for all types of disadvantaged communitiasincorporated areas that do not have
safe drinking water regardless of whether they are ddyyen existing public water system
or lack a regulated water system, and regardless ohettite water system is a privately-
owned or publicly-owned entity.

Project planning and pre-planning were among the primary fundpgaya needs identified.
Specifically, this category includes the need to morepcehensively identify community
needs, help communities evaluate and determine theddesbs that can provide
sustainability and affordability over the long-term (usihg evaluating new operations or
new or improved governance structures that create ncor@mies of scale), and develop the
project plans and documentation necessary to implemesotation. This includes:

Technical assistance

Outreach

Data collection (such as well testing, income surveics)
Facilitation of joint project development
Feasibility studies

Governance structure analysis

Legal assistance and entity formation
Engineering

Project design

Development of plans and specifications
Environmental analysis

O O OO0 O 0O OO OoOOoOOo

» Technical Assistance- Technical Assistance is vital to enable disadvantagedncmities to
develop projects and access funding. The funding ne¢eld &bove as “pre-planning” or
“planning” needs often require technical assistance tolagvebust plans. These efforts
may be funded directly through technical assistance pn@videsome existing agency
programs. Specific technical assistance needs include:

* In the regions of focus, there have been two pilot projhetshave begun to spearhead a more comprehensive planoiegs
focused on fostering shared solutions — the Tulare Lake Bésadvantaged Community Water and Wastewater Study, and the
Upper Kings Basin Water Authority Disadvantaged Communityt Pitoject. Both were funded through special appropriations
within DWR’s Integrated Regional Water Management fungirogram.
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o0 Project development and management

0 Responding to requests for proposals and completingdplications

o Community outreach and meeting facilitation, data coé@csupport — including
MHI surveys

o Technical, managerial and financial capacity development

0 Leadership training

Some funding sources currently provide technical assistartisadvantaged communities to
access existing funding programs. However many of thegggmns are extremely limited,
can be difficult to access and are restricted in tbgnams or services that can be funded. A
more comprehensive, coordinated and targeted effort is sheivdtiding providing required
funding for all of the pre-planning, planning and technical tsi® components listed
above. The funding should be available regardless aheh&éhe community is served by an
existing public water system or lacks a regulated wastesy and regardless of whether the
water system is a privately-owned or publicly-owned entity

Construction and Capital Costs— Most existing funding is for capital improvement prtgec
However, there is almost no funding available for emibsts for communities without a
public water system. In addition, the overall neede@ated with drinking water
infrastructure in the state far exceed existing resourdéthout significant, targeted efforts
to provide the planning and technical assistance funding needegdtmp “shovel ready”
long-term, sustainable and affordable solution projecesexisting construction funding will
not flow to disadvantaged communities.

Ongoing O&M — Water systems are facing higher and higher O&M ahstdo increasing
source water contamination (including nitrates), and isangaregulatory standards
(including requirements that cause water providers ¥e hahire more staff, contract for
certified professional services, and meet new andetricater quality levels). Typical O&M
costs include, but are not limited to, staff (managenasiministrative, and operations, etc.),
financial services (bookkeeping, billing, accounting, audit amahtial reporting),
professional services (certified operator, engineayrragy), water quality monitoring, permit
fees, insurance, annual equipment and infrastructure rephreplacement, energy costs,
chemical or other water quality treatment materialsolesale water purchases. Rates and
charges can also include components for loan repaynmehtraation of capital reserves.

The only existing funding source for O&M is local rate @@y Proposition 218 requirements

are a factor relative to rate setting. There aresatlyr no federal, state-wide or regional
funding sources to supplement these costs for local wedgiders.
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As a result, many disadvantaged communities are oft@bleito raise enough funding
through rates alone to provide for even the basic costsafng a water system. At the same
time rates become increasingly unaffordable for loesme residents, who face water shut-
offs if they cannot pay their full bill, and often hateepay for alternative water sources when
the system is unable to provide safe drinking wateterCihe first area of costs that are
under-funded are the capital reserves for future infrasimeicepairs and replacements for
infrastructure.

As discussed in our August 2012 Report, efforts must be madduoe O&M costs as much
as possible, as well as create more economies ef seithough the DWSG agreed that the
developed solutions need to be self-sustaining, there s@asagteement that significant
investment and targeted efforts to create new systernalkia for more economies of scale
was needed to achieve this outcome, and initially thengmaed to be interim support for
O&M cost.

More investigation and discussion is needed regarding tredagenent of funding options
that allow for water providers to ensure an affordable i@t basic water needs for
disadvantaged communities in unincorporated areas.

Interim Solutions — Interim solutions are needed to ensure that disadvantageduruties

in unincorporated areas can have immediate acceafetdrinking water while developing

and implementing sustainable and affordable long-termisnit Creating well-planned new
or modified governance structures and infrastructure geogamn take years, and many
disadvantaged communities lack access to safe drinkirey watv. Interim solutions, such as
providing bottled or vended or hauled water, or installinglsstale (such as point-of-
use/entry) treatment systems to disadvantaged comnstisures that residents are able to
access safe and affordable drinking water while long-tefatisns are being developed and
implemented.

Currently only a one-time allocation of $4 million staide has been made available to fill this
need through state funding sources. While useful, thesaidithe funding limits the

flexibility of the program to provide the most cost-effee interim solutions, and the one-time
nature of the fund limits the amount of funding availgi@e community, regardless of need.

Some private funding sources have initiated effortsippart these kinds of funding needs,
including local Rotary Clubs, and private foundations suchhasCalifornia Endowment.
Additionally, individual growers have provided bottled watesome neighboring communities
(i.e. areas in the Santa Maria and Salinas Vallelyg. State Water Resources Control Board
(STWCB) and the regional water quality control boardeehaitiated some efforts to develop
additional orders for dischargers to provide replacemeatento neighboring communities.
However, there is no ongoing, reliable source of fundtmghis need.
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Mitigation of Pollution Impacts — When drinking water sources are contaminated by natural
and/or anthropogenic sources of pollution, many of thesdssed above are needed to
mitigate that pollution. The needs are particuladyta in disadvantaged communities in
unincorporated areas that often only have one or two a®llse sole source of drinking water.
Funding for planning, technical assistance, capital cogtigased O&M and interim solutions
are often needed to develop a new source or treat amgygsurce of drinking water.

Currently the only available funding for these coststiser through local ratepayers, limited
state or federal programs, or, for some anthropogenices of pollution, through complex
individual enforcement or liability actions (which are evaore complex and challenging in
the case of non-point pollution).

Wastewater Infrastructure — The DWSG is focused on safe drinking water solutigksa

point of information, the DWSG notes that often comitias without safe drinking water may
also lack adequate wastewater services and infrastructusecdn lead to further contamination
of drinking water sources and public health impacts. Mare@fame funding needs identified
for disadvantaged community drinking water solutions, inalggireplanning and planning,
technical assistance, capital costs, and O&M are needadhbtewater as well.

Currently the amount of grant funding needed in the statedistewater projects far exceeds
the amount available through existing funding sources. Plgramd construction funding is
generally available (almost always as loans), but funfiingngoing operations and
maintenance is restricted and therefore in greatet. nearthermore, even with extra points or
priority for disadvantaged communities, without significaatgeted efforts to provide the
planning and technical assistance funding needed (as outlioe€)ab develop “shovel

ready” long-term, sustainable and affordable solution pt®j¢he existing construction
funding will not be able to adequately address disadvantagechgoity needs.

Data Gathering and Management Existing public drinking water systems (with 15
connections or more) are required to monitor water quatityreport data from certified labs to
the regulatory agency (California Department of PublicltH§&€DPH) or Local Primacy
Agencies (LPAs), such as County Environmental Health pnagj,aand CDPH has an existing
data management system for that data. However theecentral system for gathering or
managing data on water quality for areas outside of egigiblic drinking water systems. As a
result, there is extremely limited data on water galitd water needs for disadvantaged
communities that are on private wells or state sniifs than 15 connections).

CDPH'’s existing data collection and management systéumaed by public water systems
that pay for the monitoring directly, and pay for theadadllection and management costs
through their permit fees. There are very limited fagdnechanisms and funding sources
available for data collection or management for aogagrivate wells or state smalls (<15
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connections). Even the existing funding sources haveihsefiicient to uniformly fund a
complete and adequate database for small public watensy$15-1000 connections)
resulting in the lack of considerable information reqiiie plan for the water related needs of
these communities. Furthermore, access to this diaitssd for various reasons. This
creates local data availability problems for commungisking cost-effective solutions,
because information on the construction, depth anesicrg level of nearby wells is not
always available, forcing communities to dig unnecessstywells. Given the limited
availability of planning funds, a solution to this dilemsfeuld be explored.

Estimating the Amount of Need

General estimates of the amount of funding needed tes&ldrinking water quality challenges
were included in the UC Davis Report on Nitrates in DrigkVater, and recent needs
assessment updates from USEPA. The attached matrixipsosstimates on different types of
needs, to the extent available through a variety ofcesyas well as a brief description of the
source and/or assumptions underlying those estimatesDWSG was not able to further refine
estimates of the total dollar amount needed for sortiges€ topics, in part because there has not
been a comprehensive needs assessment. As notedtaleoD¥YSG believes ongoing needs
assessments are required to fully comprehend the scopeagmitude of this problem, and to
target funding and refine future funding requests. HowelerDWSG agreed that the lack of an
estimate on the total amount needed for some of thestbgied above does not mean that the
type of need is any less real or urgerio the contrary, in many cases it is an indicatia it is

a gap in existing funding and should be a focus of new antaadd or expanded funding

efforts. Where such gaps exist, one option for redusatgys and providing immediate
assistance is to design pilot programs that fund addmumber of projects. This has the benefit
of providing information and guidance for future program dgwelent, while at the same time
providing urgently needed assistance without delay.

TYPES OFNEW AND EXPANDED FUNDING ALTERNATIVES CONSIDERED/DISCUSSED

The DWSG identified and considered new and expanded fualtergatives, including but not
limited to those included in the SWRCB Report to theislagure.

Water Bond
The DWSG reached consensus that some portion of iigosowas appropriate to be funded by

general obligation bonds. There was also consensua thadified version of the 2014 water
bond should have significant, targeted funding to address titiéepn. There was recognition

® The UC Davis Report on Nitrates in Drinking Water demmartstl a significant overall need and quantified thatl m@e very
course level.
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that funding from a modified version of the 2014 bond isgu@ranteed because it has to pass by
a two-thirds vote of the Legislature and then be approveteoyoters. Funding would also take
significant time to become available even with a sudakbend due to the legislative
appropriations process and the development by agendigsdaiig guidelines and criteria.

While bonds are generally not used to fund O&M costs, & sumgested that under special
circumstances a bond could fund a limited amount of O&M start-up costs if written into the
bond as a transition to implement regional solutionswiilaultimately be self-sustaining. This
concept requires further legal and financial analysis.

Regional Financing

The DWSG agreeth conceptthat regional or county contributions may be an appatgppart of
the funding solution. There was an acknowledgement, ienvthat obstacles to implementation
include local economies (many of the regions that haedarrgest problems are also the poorest
regions), local politics, existing jurisdictional boun@&arand authorities, and Proposition 218
processes.

Specifically, the group discussed a county-wide or regispatial tax that could be added to sales
tax collections on goods at the local level. Speeigd$ have been authorized by local agencies and
then passed by local voters to pay for various prograrspexified projects. Many counties have
established such taxes for county-wide transportation pagpoA majority vote of the legislature
authorizing such use would be required followed by local aizdtizn and a two thirds majority of
local voters. Funds raised could be dedicated to lotabsmking water projects, although any
regional sales tax would be a regressive tax. Thepgnoted that passage of any such a measure
would require significant campaign investment to be sutidessid would require an existing

county or a new or existing regional entity to adminigherfunds and any related debt issuances.

Nitrogen Fee/Fertilizer Tax

Agricultural representatives believe it is prematurdisgsuss the appropriateness of a nitrogen fee or
fertilizer tax while other available funds have no¢méully utilized and regulatory efforts are still
being realized, as not all nitrate contamination indiiaataged communities is a result of farming
practices. Additionally, not all farming areas in thetes have nitrate issues in drinking water.

However, agricultural landowners and growers recognize teea shared responsibility for and
interest in maintaining acceptable water quality. Tileepgnize that past fertilizer inputs, as well
as other historical land use practices, may have corediotgroundwater quality problems, and
are focused on finding solutions to address the contribtit@inmay be coming from existing
agricultural practices.

Farmers and ranchers within the Central Valley an®Cemral Coast regions currently pay
significant mandatory regional water board regulatory faagmonitoring and reporting costs,

10|Page



FINAL REPORT TO THE GOVERNOR'S OFFICE
AUGUST 13,2013

which the agricultural industry estimates to average &®limillion a year. Additionally,
farmers and ranchers have significant costs to implem&w beneficial management practices
and infrastructure upgrades to comply with the surface anthdwater elements of the Irrigated
Lands Regulatory Program and the Dairy Regulatory PnagrBhe grower-funded cooperative
groundwater program approved by the Central Coast Regiocauzr\Board will locate and
sample domestic supply wells and characterize groundwatders with a focus on the quality
of shallow groundwater. Agricultural industry representatestimate this program will cost
growers about $13 per acre.

Agricultural representatives noted that agriculture e lzeen proactive in addressing
groundwater problems locally by partnering with local agesydncluding recently, the community
of San Lucas. We anticipate this practice will contiasenonitoring results are analyzed.

Environmental justice representatives stated that somteiloution from agriculture is necessary
to fund part of the costs of solutions and mitigation trhte impacts on groundwater quality
degradation.

Water User Charge (Fee/Tax)

Like the proposed fertilizer fee/tax, the proposald@tatewide water user fee/tax (also known as
a public goods charge) generated opposition from a speaifipgif stakeholders, water
agencies. Water agencies stated that 1) such a chargebealkdx because the payers in most
areas of the state would not receive a benefit fraam gayment, and they would not have
contributed to the water contamination problem; 2) asa twould require a two-thirds vote of
the Legislature to enact; 3) the tax would be a regretsweand 4) the State Water Resources
Control Board’'s (SWRCB) February 2013 Nitrate Report revendations noted that this type of
charge may be viewed as a burden on low-income residents.

Environmental justice representatives stated that a pgdstids charge is regularly brought up as a
way to fund statewide priorities, and that the developroglang-term sustainable solutions for
communities without safe water should be given the statewide priority.

Point of Sale Fee/Tax on Agricultural Commodities

A point of sale fee or tax on agricultural commoditshe retail level has also been discussed
and was one of the recommendations made by the SWR®@BIirréport to the Legislature.

Such a fee or tax applied to food items would be regressd/@r@cedential in nature given the
tax-exempt status of food items currently. Agricultuegresentatives also feel such a fee is too
narrow and wrongly assumes that all drinking water comtation is agricultural based. The
constitutionality of charging a fee or tax on the-ofistate agricultural commodities is also a
concern.
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Environmental justice advocates are concerned tha arfeax would further disproportionately
impact low-income communities and especially those @yrel@aling with contaminated drinking
water.

Federal Funding - Farm Bill

DWSG members have initiated discussions at the natiewallto create a pilot project within the
Rural Utility Service program (funded by the Farm Bil)r grants and technical assistance for
disadvantaged communities in rural areas and in ciiés@vns with a population of less than
10,000 where drinking water is impaired by nitrate contamination

PROMISING OPTIONS / ACTIONS

Transitional Funding Program

At the state level there is a need for a targeted aodimated funding program with the clear goal of
transitioning small disadvantaged communities in unincorpbi@teas without safe drinking water
(including those communities with and without existing publater systems) to achieve, self-
sustaining, affordable drinking water systems. Such an effoutd need to include targeting
significant amounts of existing funding sources, and vwdéichnew and additional funding sources to
adequately address the needs and gaps identified aboveod@iliednWater Bond should include
significant funding for this effort.

This newly targeted program should specifically include ifugdor the following:

» Community outreach and data collection and analysismofrmanity needs, particularly for
communities without public water systems

» Facilitation of stakeholder-driven development of sha@dtions, and on-going
communication, outreach, and organization of communityqgaation

* Engineering and governance feasibility studies and pre-pignni

* Project planning, design and environmental review

* Funding for implementation of shared solutions, includingstmction, implementation of
new or modified governance structures and other one-tigis associated with setting up
a new entity

» Technical Assistance for both 1) project application anmagect operation and management
(currently eligible under CDPH funding but not DWR IRWMiling), and 2) leadership
and capacity training
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* A pooled capital reserve fund, which can cover bothtgieom financing costs and help
lower O&M costs>

* Some O&M subsidies for an initial period of time ufdihg-term solutions are
implemented and self-sustaining

As a “transitional” program, the associated fundingusthde limited to supporting the transition
of existing disadvantaged communities (including thosehidweg a public water system as well as
those that currently lack a regulated water systern)setf-sustaining systems that can achieve
compliance with the applicable regulatory requirementsemnsure affordable rates. The program
should not be a long-term, on-going financial support meisim. As such, a disadvantaged
community’s participation in a transitional funding pragrshould have conditions and incentives
to ensure it is meeting certain objectives and milestana timely manner. What types of
conditions and incentives and what is an appropriateriamef are issues that need discussion.

Consolidating Disadvantaged Communities Representation

The Need

Many disadvantage communities (DACs) lack sufficient ngion and representation required
to develop, implement and maintain drinking water solutidnsareas with high concentrations of
disadvantaged communities, the number of issues andsitijvef interests are difficult to address
given the limited scope and resources of local enfiti@ser districts, counties, neighboring
communities, Integrated Regional Water ManagemerR@fis, and Non-Governmental
Organizations ( NGOs)) and the various State agencieacdisand every DAC require specific
analysis and suppattWhile counties and other existing water agencies aret@blegpport some

of these functions, there is a need in some areasriew entity that will have the focused
mandate, capacity and in some cases, political willltine needed planning function and
facilitation of solutions for DACs.

In order to effectively and efficiently implement saduts in areas with a large number of
disadvantaged communities in unincorporated areas wiiadeitdrinking water, including the Tulare
Lake Basin and Salinas Valley, consideration should bengov@ow representation of DACs can be
coordinated and in some instances consolidated. With@uwkitid of coordination, disadvantaged
communities in unincorporated areas will likely remamlated, disjointed, and often unorganized
without structural capacity and an ability to implemerdteffective drinking water solutions.

® Further review/analysis by bond counsel is required to deterlimits and restrictions under tax law if this is fundeunf bond
funds.

"IBID

8 systems serving DACs are An additional complicating fastthe fact that many small community water privatéiest(e.g.
mutual water companies, mobile home parks, labor camps, &hefe entities are generally governed as corporations not
subject to governmental agency requirements such as ogtingseor public records laws, and are often restrictélddir
ability to obtain full grant funding through state and febesgter funding programs.
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Attributes Needed from a DAC Representative Organization oEntity

In concept, the mission of any organization or entityrfed for DAC representation should be
focused on disadvantaged community water needs and 1) ptbeideganization, structure, and
capacity needed to support development and funding of sabtaiand affordable shared
solutions, 2) represent and integrate disadvantaged comasuinitd local and regional planning
processes, including IRWMPs, and 3) provide direct manageamenbperations of DAC water
systems when needed or not being implemented by oteeested parties.

Specific objectives and outcomes for a DAC representatiyanization or entity could include:
1. Develop, collect, and update inventory of DAC watedsee

2. Provide outreach, communication, and capacity develoipwith local disadvantaged
communities in unincorporated areas (including those sé&yw@diblic water systems and
districts, as well as those without regulated watetesys).

3. Facilitate and support locally-developed, voluntarysotidation and regional planning
efforts by providing expertise for studies or analysikedtalder facilitation, as well as legal
and LAFCO processes, with the goal of advancing the migstiaable and affordable
solutions.

4. Serve as receiver and/or operator for individuakesyst as needed or requested, with the
objective of ensuring affordable rates and increased susiliina

5. Represent and integrate DAC water needs within IR\AfMsother planning efforts.

6. Provide financing/fundraising/grant writing/fiscal managetfier local and regional
drinking water projects for disadvantaged communities inagrporated areas without
safe drinking water, as needed or requested (regardledsetier they are served by an
existing public water system or lack a regulated wateesysand regardless of whether
the water system is a privately-owned or publicly-ownedygn

Considerations for Potential Forms and Structures of DAC Rpresentative Entities

The DWSG discussed the various structural forms witlalif@nia law to develop regional DAC
representation. In some areas, for example, a congmybe appropriate to coordinate DAC
representation. However, while counties are perhaps clusely aligned with these objectives,
some of them lack sufficient resources, focused mandatdsDAC expertise to apply proper
priorities to DAC water needs. One option for a sotui®to provide the needed resources and
training to counties to conduct this work. Joint power adtibs may also be a feasible
alternative for local interested parties to address uhignWwater issues.

° The entity should be able to operate these systems aargeedystem to spread costs and create more econufrsizsle and
increase affordability.
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The DWSG had discussions about the potential for agpatie or more new regional entities as
another option that could provide DAC representation¢batmunities or systems could
participate in on a voluntary basis in regions wilarge number of disadvantaged communities
in unincorporated areas without safe drinking water. jiihedictional lines of the entities could
be watershed based, starting with just the Tulare LalstnBand Salinas Valley. Other
jurisdictional lines (e.g., smaller than watershedg)hmbe practical as well.

Such an entity or organization could be housed in an exiatjancy or local government or be a
new independent entity. Future development of this corsteptld include input from LAFCOs
on their involvement and discussions on how to avoid wbniith other water suppliers.

More discussion and work is needed to evaluate the resstaels and develop a full proposal for
the structure and role of any such entity or organizattmwever, considerations should include
the following:

* The entity should not just become another layer oédnucracy or costs for small DACs,
but instead create efficiencies, additional capacitied,reduced overhead.

* The entity should have sufficient expertise in thémézal, managerial and financial needs
of DAC communities, as well as a clear and focused ntanda

* In developing the entity, consideration should be gieerhat legal authority and financial
capacity is needed to serve the functions outlined abbigecauld include planning,
fundraising and financial management, and direct operatisystéms as needed.

* The entity should be complementary, rather than dafphe or directly competitive, with
existing IRWMs, local water agencies or other localegiional jurisdictions.

» The structure should allow for the entity or organizatmauthentically and independently
represent the DACs within its area of coverage.

» The size/scale of any entity should be appropriateeftample, it should be sufficient to
achieve needed economies of scale and provide represefatiofCs in processes such
as IRWMPs and local, regional and state efforts. Hewehe scale must be small enough
to make the entity and its operation accessible f0A€ membership).
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