
 

 

 

 

 

 

 

 

 

August 3, 2015 

 

Orange County Water District 

Board of Directors 

18700 Ward Street 

Fountain Valley, CA  92708 

 

 

Subject:  OCWD Water Purchase Agreement with Poseidon Resources for Desalinated Water 

 

 

Dear President Green and Members of the Board: 

 

The City of Huntington Beach is acutely interested in your proposed 50 year agreement with Poseidon 

Resources (Poseidon) to purchase desalinated water from their planned desalination facility in 

Huntington Beach.   As the project is located within the City of Huntington Beach, we are keenly aware 

of the issues surrounding the facility.   

 

For well over ten years we have worked diligently with Poseidon to reach multiple agreements to 

mitigate impacts to the neighborhoods in the vicinity of the project site and the City as a whole.  The 

City of Huntington Beach has agreements with Poseidon with the understanding that the City would 

receive certain benefits due to these impacts. 

 

The purpose of this letter is to confirm the benefits will stay  in place regardless of OCWD’s involvement 

with the project.  With the District’s recent acceptance of the non-binding Term Sheet and ongoing 

discussions concerning the Water Purchase Agreement, we wish to make clear that protecting the 

interests of the City’s residents and businesses is our priority. 

 

 



 

 

The City has executed the following agreements with Poseidon: 

 

Owner Participation Agreement (September 20, 2010) The Owner Participation Agreement outlines 

specific payments that Poseidon will make to the City.  These are:  a one-time $2,000,000 Quality of Life 

payment prior to issuance of a Certificate of Occupancy; a $1,900,000 payment for right-of-way 

improvements; and a minimum assessed value of the desalination facility of $200,000,000 to ensure 

that the City receives a minimum property tax payment as a result of the project. 

Exchange and Lease Agreement (September 7, 2010) The Exchange and Lease Agreement pertains to a 

swap of a Poseidon-owned parcel and a City-owned parcel that are located east of Newland Street and 

to the south of Edison Drive and the City’s Beach Maintenance Yard.  The Agreement calls for the two 

parties to swap parcels, with Poseidon then leasing the City owned property for a minimum of two 

years, and then have the option to purchase it thereafter.  This agreement was executed to 

accommodate a 10 million gallon reservoir that Poseidon will utilize as part of their overall facility.   

After the 35 year term of the Exchange and Lease Agreement expires, the City has the right to take 

possession of the reservoir. 

Franchise Agreement (October 20, 2010) The Franchise Agreement allows Poseidon to build a water 

distribution/delivery system in the City of Huntington Beach’s public right of way.  Per the Agreement, 

Poseidon would pay the City $8.00 per linear foot, based on a 54 inch pipeline.  This amount would vary 

depending on the size of the pipeline(s).   

Currently OCWD is proposing to finance, build and operate the distribution system that would extend 

from the Poseidon Project fence line to those agencies willing to purchase the project water and/or to 

OCWD owned facilities where the project water could be utilized.   

It is the City’s position that the franchise agreement does remain in effect regardless of who builds the 

pipeline(s).  Section 15 of the Franchise Agreement states:  “Any other assignment, sublicense, or 

transfer of Franchisee's rights pursuant to this Franchise requires City's prior written consent which may 

be withheld at the City's sole discretion with or without cause. In addition, if Franchisee requests to 

assign this agreement to a public utility and or any entity not required by law to pay franchise fees, City 

may withhold consent until Franchisee agrees to pay the value of the franchise fee through the term of 

the Franchise.” 

The 2010 Pipeline Franchise Agreement estimated value of the annual franchise fee is $168,000 or 

$5,880,000 over the 35 year term of the agreement.   This estimate is based on a pipeline Franchise fee 

of $8.00 per liner foot.  It is our understanding that Poseidon will pay to the City the $5,880,000 (or 

actual amount depending on final pipeline design) prior to the City authorizing the assignment of the 

Franchise Agreement to a public agency which otherwise would not be required to pay a franchise fee.           

Conditions of Approval (September 20, 2010)  The Conditions of Approval contain numerous 

requirements that Poseidon must meet before a Certificate of Occupancy for the project will be issued.  

The vast majority of these pertain to site and right of way improvements and would not affect OCWD.  

However, one key condition is that Poseidon and the City are to execute a water purchase agreement 



 

 

whereby the City would be able to purchase up to 3,360 acre-feet of water at a 5% discount of MWDOC 

rates.  Please keep in mind that if the project produces 56,000 acre-feet of water per year, OCWD would 

only be able to purchase 52,940 acre feet. 

In addition to these agreements, the City does remain concerned about the potential impacts that the 

proposed Water Purchase Agreement with Poseidon could have on the cost of the groundwater 

Replenishment Assessment and the impact this would have on the yearly cost to the City and to our 

customers.  However, we do realize that all Orange County Groundwater Basin pumpers would receive 

the benefit of an increased Basin Pumping Percentage.  We will continue to monitor the impacts that 

this will have on pumpers as the cost of the various distribution system options are developed. 

In closing, we want to reiterate the purpose of this letter is to caution OCWD that the agreement  terms 

between the City and Poseidon may not be as solid as the City perceived they were at the time of 

approval. The City of Huntington Beach has an expectation that the financial benefits noted above will 

come to fruition with or without OCWD’s involvement in the Poseidon Desalination Plant.   

Sincerely, 

 

Jill Hardy, 

Mayor 


