
12-220 
REPORT TO MAYOR AND COUNCIL NO: ____ _ 

Council Meeting: September 11, 2012 

SUBJECT: Approval of Budget Modification No. 12 to Re-Appropriate Utility 
Capital and Infrastructure Funds to Meet Immediate Needs and 
Ensure the Timely Expenditure of Proceeds from the 2010 Water 
and Wastewater Revenue Bonds 

BACKGROUND 
The City owns and operates three fully self-supporting utility enterprises for Water 
Supply and Distribution, Wastewater Management, and Solid Waste Management. 
Both the City's water and wastewater systems are aging with some portions of the 
infrastructure exceeding 50 years of age. Over the past 10 years, staff has been 
working to renovate the infrastructure of these critical systems to ensure the 
continued provision of safe and reliable utility services. 

Due to the nature of water and wastewater systems, renovation is very complex 
and expensive. Typical projects include the replacement or repair of large pieces of 
infrastructure such as water tanks, water and sewer mains and pipes, valves, 
pumping stations, sewer lift stations, and treatment systems. Notably, the current 
budget also includes a $330 million project to renovate the City's Water Pollution 
Control Plant (WPCP), portions of which are very old and are deteriorating under 
the constant wear of sewage treatment. 

In order to fund some of these projects, the City issued bonds for both systems. In 
June of 2010, the City issued $24.1 million in Water Revenue Bonds (Water 
Bonds), and $35.4 million in Wastewater Revenue Bonds (Wastewater Bonds, 
collectively the 2010 Bonds). Both bond issues refunded their proportionate share 
of the City's 2001 Water and Wastewater Revenue Bonds and provided $18 million 
in new money for water system projects, and $22.5 million for wastewater 
projects. 

When bonds are issued, there is an expectation that the proceeds will be spent in 
a timely fashion. In fact, the legal documents project that 85% of the proceeds will 
be expended within three years. If the City has not expended 85% of the proceeds, 
it must make every effort to continue to spend the proceeds appropriately to avoid 
risking the tax-exempt status of the bonds, and to maintain a clean expenditure 
history so that future bond issues are not affected. 

Due to the complex nature of the water and wastewater systems, projects are not 
always as straight forward as initially planned and changing conditions can result 
in delays or reprioritization of needs. In order to ensure the timely expenditure of 
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proceeds from the 2010 Bonds, Environmental Services and Public Works staff are 
recommending the re-appropriation of funds, through Budget Modification No. 12, 
from projects that will require further analysis and study (for example tank and 
well renovations), to projects that are ready or close to ready to be bid for 
construction (water and sewer pipes). 

EXISTING POLICY 
Council Policy 7 .1.1 states that the City's goal is "to design and maintain capital 
improvements to assure cost efficiency, accomplish City goals and policies, and 
focus on prevention so as to minimize or reduce future operating costs. 

Council Policy 7.1I.lb.5 states that "bonded debt financing should be used for 
capital improvements as appropriate to: 

Make cost recovery of an asset more consistent with its useful life. 
Equitably assign cost over multiple generations of customers who 
use the assets. 
Smooth near-term rate impacts of the project 

In addition, the Environmental Management Chapter of the City's General Plan 
contains the following policy: 

Policy EM-3.2: Maintain a proactive long range infrastructure plan that identifies 
schedules, funds, and implements needed system upgrades and replacements 
before facilities exceed their effective useful lives . 

. ~--DISeUSSION--
In order to continue to progress towards meeting the critical needs of the City's 
water and wastewater utilities, as well as to ensure the timely expenditure of 
proceeds, Environmental Services and Public Works staff have reprioritized 
projects. These projects fall into broad categories within each utility. 

Water System 
The water system infrastructure needs are in four primary areas: pipe 
replacements; water well renovation; water tank structural upgrades, coating, and 
painting; and valve and control system improvements. The most critical current 
need is in water pipe replacements, as much of the City's pipe infrastructure is old 
and deteriorating, with breaks becoming a more common occurrence. This has 
been an area of focus, and staff has almost $7 million in work that is ready to bid 
for construction. 

While the City's tanks and wells are also in need of renovation, recently completed 
projects and changes in the way the City operates the water system have provided 
time to study how to best use water tanks and wells within the system. Tanks and 
wells provide for critical emergency storage needs, as well as help with peak hour 
demands (e.g. when everyone gets in the shower and turns on their sprinklers in 
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the morning). A water well and distribution study is currently underway to 
maximize reliability of the water system, while minimizing the energy costs of the 
system. Given the additional time and analysis needed, staff is recommending that 
funding be moved from tank and well projects to pipe replacements. As needs are 
identified, they will be budgeted into the Water Supply and Distribution Fund. 
Some of the funding for these needs will be provided by savings from the reduced 
need for pipe replacements due to the acceleration of those projects. Additionally, 
recent actions by staff to reduce wholesale water contract minimums will provide 
some savings. However, it is important to note that any funding that exceeds 
these savings that is needed to meet currently unidentified tank and well 
infrastructure work could potentially affect future water utility rates. 

Regarding the City's Supervisory Control and Data Acquisition (SCADA) systems, 
staff has optimized the use of these systems and is therefore able to reallocate 
savings from these funds to pipe replacements. 

Wastewater System 
The wastewater system infrastructure needs are primarily in two areas. The most 
significant is at the Water Pollution Control Plant, where staff is ramping up to 
begin a 10-15 year, $320 million renovation of the facility. Staff will be issuing 
Requests for Proposals (RFPs) for primary treatment and head-works design 
shortly, with the initial work funded by proceeds from the Wastewater Bonds. 
However, in order to expend proceeds prior to June 2013, staff is proposing to free 
up funds that are unlikely to be spent on the WPCP within two years, and move 
them to pipe replacements. This is also true for the pond dredging, which will slow 

----pending-the-development-of-the-WPG-P-Master-Plan-and-the--fi-nal-plan-for~--

disposition of the ponds. These projects are anticipated to be funded within the 
$320 million WPCP renovation project. 

The second area of focus is the sanitary and storm drainage collection system. As 
with the water system, the City's sewer pipes are old and are deteriorating. Work 
has been underway for several years replacing or rehabilitating old sewer lines. 
However, with almost 300 miles of sewer lines in the City, much work remains to 
be done. Staff is focused in this area and has approximately $3 million in pipe 
repair or rehabilitation projects ready for construction. 

The approval for the design of a second phase of pipe rehabilitations is sought at 
this same Council meeting. The rehabilitation/repair of one of the City's largest 
sewer lines, the Lawrence Trurik Main, is being deferred and the money will be 
moved to other pipe rehabilitation/repair projects pending the outcome of the 
Wastewater Master Plan. Some money is being left in the Lawrence project to allow 
for design and beginning of construction in the near future. Additional future 
funding for this project will be identified based on need once the total cost of the 
project is known. Depending on the outcome of the work on the Wastewater 
Master Plan, new funding may need to be added, potentially affecting sewer rates. 
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Additionally, other minor adjustments are being made to projects (e.g. Storm 
Pump Station No. 2, Digester Rehabilitation) to more closely align them with 
current plans. 

FISCAL IMPACT 
Adoption of Budget Modification No. 12 would re-appropriate utility-related capital 
and infrastructure bond funded projects, meeting the needs of each utility and 
ensuring the timely expenditure of bond proceeds. The issuance of bonds provides 
near term cash but spreads the impact over the term of the debt service 
payments. Therefore, moving money from one project earmarked for funding from 
bond proceeds to another has no net impact on utility rates, with the exception of 
any future needs that are yet to be identified resulting from the work on the 
infrastructure being defunded by this action. 

The following table differs from the standard budget modification table in that it 
covers multiple years of the City's capital expenditure plan. Staff is requesting 
Council approve both appropriations within the current fiscal year, as well as 
bringing money forward from future budget years or deferring planned 
appropriations within the next two years. The table is broken into two sections, 
one for each affected utility enterprise fund. Where funds are available for 
carryover from FY 2011/2012, they will be re-appropriated accordingly with the 
remainder of the future project funds identified in the budget modification as 
noted in the following table. 
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Budget Modification No. 12 
FY 2012/13-2014/15 

FY 2012/13 FY 2013/14 
Water Supply and Distribution Fund Budget Plan 

815203 Replacement of Water/Sewer Supervisory Control System 

Current $600,000 $ -

Change ($ 330,000) $ -

Revised $270,000 $ -

825221 Central Water Plant Building Improvements 

Current $ - $300,000 

Change $ - ($ 300,000) 

Revised $ - $ -

825251 Mary/Carson Water Plant Mechanical Reconstruction 

Current* $420,000 $765,000 

Change ($ 420,000) ($ 765,000) 

Revised $ - $ -

825391 Wolfe Evelyn Plant Mechanical 

Current $ - $255,000 

Change $ - ($ 255,000) 

Re.v.ised s - s -

825451 City Wide Water Line Replacement 

I Current $4,850,000 $ -

Change $3,130,000 $ -

Revised $7,980,000 $ -

. . ·. ' ' ,' 

825501 Wright Ave Water Plant Mechanical Reconstruction 

Current $ - $ -
Change $380,000 $ -

Revised $380,000 $ -
Totals 

Current $5,870,000 $1,320,000 

Change $2,760,000 ($ 1,320,000) 

Revised $8,630,000 $ -

FY 2014/15 
Plan Total 

$ - $600,000 

$ - ($ 330,000) 

$ - $270,000 

', 

$806,830 $1,106,830 

($ 506,830) ($ 806,830) 

$300,000 $300,000 

$765,000 $ 1,950,000 

($ 465,000) ($ 1,650,000) 

$300,000 $300,000 

$722,500 $977,500 

($ 468,170) ($ 723,170) 

s 254,_330 s 254,330 

.. 

$ - $4,850,000 

$ - $3,130,000 

$ - $7,980,000 

$ - $ -
$ - $380,000 

$ - $380,000 
' 

$ 2,294,330 $9,484,330 

($ 1,440,000) $ -
$854,330 $ 9,484,330 
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FY 2013 
Wastewater Management Fund Budget FY 2014 Plan FY 2015 Plan Total 

822762 Storm Pump Station No. 2 Rehabilitation 

Current $150,000 $692,950 $692,950 $1,535,900 

Change $200,000 ($ 200,000) $ - $ -

Revised $350,000 $492,950 $692,950 $1,535,900 

824301 Rehabilitation of Digesters .· 

Current $600,000 $ 2,787,612 $ 2,787,612 $6,175,224 

Change $ 250,000 ($250,000) $ - $ -
Revised $850,000 $2,537,612 $2,787,612 $6,175,224 

825331 Replacement of Sewer Pipes 

Current $2,200,000 $ - $ - $2,200,000 

Change $ 3,200,000 $ - $ - $3,200,000 

Revised $5,400,000 $ - $ - $5,400,000 

825521 Pond Sediment Removal :. . ' . 

Current $900,000 $900,000 $900,000 $2,700,000 

Change $ - ($ 300,000) ($ 600,000) ($ 900,000) 

Revised $900,000 $600,000 $300,000 $1,800,000 

827090 Construction of a new WPCP .. : ' 

Current $ l,l:JSo,oo-o $1,300,000 $ 10,550,000 $ 13,300,000 

Change ($ 700,000) ($ 50,000) $ - ($ 750,000) 

Revised $750,000 $1,250,000 $10,550,000 $ 12,550,000 

829070 Lawrence Expressway Sanitary Sewer Rehabilitation .. 

Current · $ - $950,863 $949,529 $1,900,392 

Change $ - ($ 444,391) ($ 949,529) ($1,396,980) 

Revised $ - $503,412 $ - $503,412 

829090 Sanitary: Sewer and Storm Drain Cross Connection Elimination 

Current $50,000 $ 51,000 $52,020 $153,020 

Change ($ 51,000) ($ 52,020) ($ 53,060) ($ 156,080) 

Revised $ - $ - $ - $ -

Totals 
· .. 

Current $5,201,000 $5,990,475 $ 15,240,201 $26,431,696 

Change $2,699,000 ($ 1,096,411) ($1,602,589) $ -

Revised $7,900,000 $4,894,084 $ 13,637,612 $ 26,431,696 
*Includes projected FY 2011/2012 Carryover 
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PUBLIC CONTACT 
Public contact was made by posting the Council agenda on the City's official
notice bulletin board outside City Hall, at the Sunnyvale Senior 
Center, Community Center and Department of Public Safety; and by making 
the agenda and report available at the Sunnyvale Public Library, the Office of the 
City Clerk and on the City's Web site. 

ALTERNATIVES 
1. Adopt Budget Modification No. 12 to Re-Appropriate utility Capital and 

Infrastructure Funds to Meet Immediate Needs and Insure the Timely 
Expenditure of Proceeds from the 2010 Bonds. 

2. Do not adopt Budget Modification 12. 

RECOMMENDATION 
Staff recommends Alternative 1 to Adopt Budget Modification No. 12 to Re
Appropriate utility Capital and Infrastructure Funds to Meet Immediate Needs and 
Ensure the Timely Expenditure of Proceeds from the 2010 Bonds. 

Reviewed by: 

l)j\-ev0 (]jr 
\tl Grace L. Leung, Director, Finance 

Prepared by: Timothy J. Kirby, Utility Billing Manager 

Reviewed by: 

t ~ean, Director, Environmental Services 

Reviewed by: 

~~ 
Kent St:rre:--:m:~tor, Public Works 


