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CALIFORNIA ALTERNATIVE ENERGY AND
ADVANCED TRANSPORTATION FINANCING AUTHORITY

Request to Approve a Time Extension for the
Initial Term of the Regulatory Agreement?!

East Valley Water District
Application No. 20-SM003

Tuesday, January 17, 2023

Prepared By: David Palsha, Program Analyst

SUMMARY

Applicant — East Valley Water District
Location — Highland, San Bernardino County
Industry — Biogas Capture and Production
Project — New Wastewater and Food Waste Biogas Production Facility (Alternative Source)
Total Amount Qualified Property Approved- $60,328,000
Estimated Sales and Use Tax Exclusion Amount at Approval? — $ 5,043,421
Amount of Time Requested —
e Requesting a one-year and six-month extension, until July 21, 2024, for the Initial Term
of the Regulatory Agreement (a total of four years and six months from the date of initial

CAEATFA Board approval of January 21, 2020)

Staff Recommendation — Approval

L All capitalized terms not defined in this document are defined in the Sales and Use Tax Exclusion Program’s
statutes and regulations.
2 This amount is calculated based on the average statewide sales tax rate of 8.36% at the time of initial approval.
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REQUEST

On January 21, 2020, the CAEATFA Board approved a Sales and Use Tax Exclusion (“STE”)
award for East Valley Water District (the “Applicant”) for the purchase of up to $60,328,000 in
Qualified Property to design and build the Sterling Natural Resource Center (“SNRC”), a plant
that will include primary treatment, a membrane bio-reactor, ultraviolet light disinfection and
anaerobic solids processing with off-site solids disposal to produce clean water, residuals solids
for composting, and carbon-negative biogas (the “Project”). The Regulatory Agreement
(“Agreement”) initial term provided the Applicant with three years from the date of CAEATFA
Board approval to utilize its STE award.®

As of June 30, 2022, the Applicant has used the STE award to purchase approximately $31.6
million of Qualified Property (50% of the total Qualified Property approved). The Applicant is
requesting to extend the Agreement’s initial term by one year and six months to accommodate
challenges resulting from the COVID-19 pandemic that caused supply chain and construction
issues.

The Applicant states the unusual challenges from the COVID-19 pandemic has caused supply
chain delays and construction adjustments; however, given the current trajectory, it believes all
procurement will be completed ahead of the fourth quarter of 2023. Additionally, because the
Applicant receives federal funding for the Project, it must comply with the American Iron and
Steel Act standards enforced by the United States Environmental Protection Agency. According
to the Applicant, the Project team has maintained forward progress purchasing additional
equipment and adjusted its timeline to maximize labor while waiting on delivery of key
materials. The Applicant states it is working directly with the manufacturer in an attempt to
reduce delivery delays. While the timeline has been adjusted, the Project scope remains the same
including the anticipated energy generation.

The CAEATFA Board can extend the initial term of the Agreement upon a finding that an
extension is in the public interest and advances the purposes of the STE Program.*

THE APPLICANT

East Valley Water District, a California special district formed in 1954, provides water and
wastewater services to over 102,000 residents within the City of Highland, portions of the City
and County of San Bernardino, Patton State Hospital, and San Manuel Band of Mission Indians.
With a service area of just over 30 square-miles, the Applicant receives its source of water from
the Santa Ana River, the State Water Project, and the Bunker Hill Groundwater Basin.

The Applicant is currently designing and building the SNRC, a plant that will include primary
treatment, a membrane bio-reactor, ultraviolet light disinfection and anaerobic solids processing
with off-site solids disposal to produce clean water, residuals solids for composting, and carbon-
negative biogas. The SNRC will be built-out with a community green space that will have two

3 California Code of Regulations Title 4, Division 13, Section 10035(b)(1)
4 California Code of Regulations Title 4, Division 13, Section 10035(b)(1)(B)
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detention ponds, a demonstration garden, a half-mile decomposed granite trail, one mile of new
sidewalks, and a planting component of 249 carbon-sequestering trees and 4,482 water efficient
shrubs.

The Board of Directors of the Applicant are:
Phillip R. Goodrich, Chairman of the Board
James Morales Jr., Vice Chairman of the Board
Chris Carrillo, Governing Board Member
Ronald L. Coats, Governing Board Member
David E. Smith, Governing Board Member

The company officers of the Applicant are:
Michael Moore, General Manager & CEO
Kelly Malloy, Director of Strategic Services
Brian Tompkins, CFO

THE PROJECT

The Applicant received an STE award to convert raw wastewater and source-separated food
waste into biogas at the SNRC in Highland. According to Applicant, the biogas will comprise of
90% food waste and 10% wastewater. The Applicant states it will accept an estimated average of
7.7 million gallons of raw wastewater and 90,000 gallons of food waste per day over the lifetime
of the Qualified Property. As such, Applicant intends on producing approximately 252,000
MMBTU of biogas per year.

The Qualified Property will be used to produce biogas and includes a portion of the power
generation equipment used to power the biogas production equipment. Approximately 50% of
the total amount of power generated will be used to power the SNRC, however, 10% of the
power generated will be used to support operations unrelated to producing the biogas; therefore
only 40% of the value of the power generation equipment was included in the Application. The
remaining 50% was not included in the Application as it represents the proportion of available
energy in the form of electricity that will be sold to Southern California Edison.

AGREEMENT INITIAL TERM EXTENSION REQUEST

The Applicant has requested that the initial term of the Agreement be extended from
January 21, 2023 to July 21, 2024, to accommodate challenges resulting from the COVID-19
pandemic that caused supply chain and construction issues.

STAFF EVALUATION

Staff acknowledges that the COVID-19 pandemic has impacted the Project. The Applicant states
there were supply chain delays due to the lack of materials available, but the Project has been
able to maintain forward progress purchasing additional equipment and making construction
adjustments. According to the Applicant, it anticipates making all Qualified Property purchases
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by the end of 2023 and completing the Project by the beginning of 2024. To ensure the
Applicant’s facility is completed within an 18-month timeline, the Applicant states it will carry
out the various phases of the Project concurrently.

Based on this information, Staff believes extending the initial term of the Agreement will allow
for the Project to be completed, and is, therefore, in the public interest and advances the purposes
of the STE Program.

LEGAL QUESTIONNAIRE

Staff reviewed the Applicant’s responses to the questions contained in the Legal Status portion of
the Application. The responses did not disclose any information that raises questions concerning
the financial viability or legal integrity of this Applicant.

CAEATFA FEES

In accordance with STE Program regulations,® the Applicant has paid an additional fee of $2,000
because extending the initial term qualifies as a modification to the Applicant’s Agreement.

RECOMMENDATION

Staff recommends that the Board approve the Applicant’s request to extend the initial term of the
Agreement by one year and six months to July 21, 2024, as it is in the public interest and
advances the purposes of the STE Program.

ATTACHMENTS

Attachment A: East Valley Water District’s letter requesting waiver (December 14, 2022)
Attachment B: East Valley Water District’s staff summary at the time of approval

> California Code of Regulations Title 4, Division 13, Section 10036(c)(1)(B)
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RESOLUTION APPROVING A TIME EXTENSION FOR
EAST VALLEY WATER DISTRICT’S INITIAL TERM FOR
THE REGULATORY AGREEMENT

January 17, 2023

WHEREAS, on January 21, 2020, the California Alternative Energy and Advanced
Transportation Financing Authority (the “Authority”), a public instrumentality of the State of
California, approved a Sales Tax Exclusion (“STE”) in the amount of $60,328,000 of Qualified
Property for East VValley Water District (the “Applicant”); and

WHEREAS, within three (3) years of approval by the Authority, the Applicant must
make all Qualified Property purchases (STE Program regulations Section 10035(b)(1)); and

WHEREAS, upon a finding that it is in the public interest and advances the purposes of
the Program, the Authority may waive the requirement that all purchases of Qualified Property
be made within three (3) years of Application approval (STE Program regulations Section
10035(b)(1)(B)); and

WHEREAS, the Applicant has requested a waiver of the requirement to purchase all of
the Qualified Property within three (3) years, due to unexpected delays in the Project timeline,
extending the term by one (1) year and six (6) months to July 21, 2024; and

WHEREAS, granting the waiver will allow the Project to proceed and the state to receive
the anticipated environmental and economic benefits that justified the initial approval of the
Project in accordance with the law, thereby advancing both the public interest and the purposes
of the Program.

NOW, THEREFORE, BE IT RESOLVED by the California Alternative Energy and
Advanced Transportation Financing Authority, as follows:

Section 1. The Authority finds that it is in the public interest and advances the purposes
of the Program to extend the Applicant’s initial term of the Regulatory Agreement to
July 21, 2024.

Section 2. This resolution shall take effect immediately upon its passage.
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Attachment A: East Valley Water District’s Letter Requesting Waiver (December 14, 2022)

A-1



A-2
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Attachment B: East Valley Water District’s Staff Summary at the Time of Approval

B-1
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