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@ perc water

PERC Water is a water recycling company focused on returning water to nature. We design, build,
operate and manage water recycling facilities throughout the United States, are committed to producing
water of the highest quality, and guarantee the risks associated with water recycling for every client.
PERC Water has designed 55 Water Recycling Facilities with an aggregate capacity of over 75 MGD and an
average of 1.4 MGD, of which 20 have been built and operated by PERC Water to an aggregate of 25 MGD
and an average of 1.3 MGD. The company guarantees water of the highest quality and assumes the risks
associated with water recycling. PERC Water is headquartered in Costa Mesa, CA. See
www.percwater.com for more information.

Disclaimer

This document contains general information only and PERC Water Corporation is not, by means of this
document, rendering engineering, business, financial, investment, legal, tax, or other professional advice
or services. This document is not a substitute for such professional advice or services, nor should it be
used as a basis for any decision or action that may affect your business. Before making any decision or
taking any action that may affect your business, you should consult a qualified professional advisor. PERC
Water Corporation, its affiliates and related entities shall not be responsible for any loss sustained by any
person who relies on this document.








http://www.percwater.com/Portfolio/1/city-of-santa-paula-santa-paula-water-recycling-facility�
http://www.santapaulawater.com/�






http://www.deloitte.com/assets/Dcom-Ireland/Local%20Assets/Documents/us_ps_ClosingInfrastructureGap2006(1)(1)!!1!!.pdf�
http://www.deloitte.com/assets/Dcom-Global/Local%20Assets/Documents/Public%20Sector/dtt_ps_partneringforvalue_090710.pdf�
http://www.pwc.com/en_GX/gx/government-infrastructure/pdf/promisereport.pdf�
http://www.kpmg.com/Global/en/IssuesAndInsights/ArticlesPublications/Pages/delivering-water-infrastructure-using-private-finance.aspx�















http://www.brushnewstribune.com/ci_17732026�
http://www.lvrj.com/news/adding-39-5-million-to-lake-mead-project-worries-water-authority-board-member-117282243.html�
http://boernestar.com/news/article_4456a5dc-67fd-11e0-9f66-001cc4c002e0.html�































DBO Risk Allocation Table
Design-Build-Operate
(DBO)

Design/Build Cost
Design/ Build Schedule/Completion
Construction Warranties

Water Quality Performance
Capital Replacement
Power

Asset Mgt Biosolids

Life Cycle Costs

Operation & Maintenance

Long-Term Financing Owner

Interest Rate Owner

Finance
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DELIVERY METHOD: Design - Build - Operate - Finance (DBOF) /
Public-Private Partnerships (PPP)

Design/Build/Operate/Finance or PPP is a project delivery method whereby a municipal Owner contracts
with a single entity for design, construction, operations and finance of a given project. Generally, DBOF is
utilized to reduce the long-term operational and limit financial risk to Owners, and reduce project
schedule with a “fast-track” approach. DBOF is an extension of DBO whereby the DBOF Entity will fund
the initial capital cost of construction and fund future capital replacements during the Operations period
(generally 30-35 years). At the end of the DBOF term, the asset reverts to the Owner at no transfer cost
and in a fully maintained condition for continued use by the Owner. A major distinction between DBO
and DBOF is that the DBOF Entity retains ownership of the asset until transfer at the end of the DBOF
contract. The DBOF delivery the method is “going beyond the transaction and adopting a life-cycle
perspective.”

Best Form of Risk Transfer

DBOF provides the highest level of risk transfer for the Owner as compared to DBB, DB and DBO since the
DBOF Entity takes full responsibility for a combination of critical roles (including designer, contractor,
operator and financier) under a single contract. As such, the Owner transfers the risk of design,
construction, operations, financing, capital cost, operations/maintenance (“O&M”) cost and project
schedule to a single entity. Since the DBOF Entity will assume operations responsibility, the Owner
transfers the risk of performance, water quality and operations / maintenance costs, and future capital
replacements to the DBOF Entity.

Given the broad range of responsibilities assumed by the DBOF Entity over the long-term operating
period, the DBOF Entity approaches a project from a life-cycle perspective (i.e. with a focus on long-term
delivery of Service to the Owner rather than a near-term completion of a project). The DBOF Entity will
not compromise operational performance during the design and construction phase of the project, but
rather will invest in the project as required to deliver the appropriate level of Service over the life of the
project. For example, they are incentivized to implement measures that allows for the greatest energy
efficiency as they are responsible for the long-term operation costs. As Lawrence Summers, an economist
and former President of Harvard, once said, “In the history of the world, no one has ever washed a rented

”

car.

Although similar to DBO in terms of a combined engineering, construction and operations entity, the
DBOF Entity is typically led by a Special Purpose Entity (“SPE”) to contract with the Owner for a long term
concession. The SPE is privately owned, and fully capitalized with private capital, such as public employee
retirement funds, and is fully responsible for the risk of financing and capital cost. The Owner is not



required to contribute any funding towards the capital cost of the infrastructure and is only required to
pay the “Service Fee” when the infrastructure is operating in compliance with the DBOF contract.

The US Government Accountability Office (“GAO”) prepared the Report to the Ranking Member,
Committee on Transportation and Infrastructure, House of Representatives for Wastewater Infrastructure
Financing in July 2010. The GAO focused on Stakeholder Views on a National Infrastructure Bank and
Public-Private Partnerships. The GAO identified seven municipalities (as listed below) that have entered
into privately funded PPPs since 1992, of which one was a new water recycling facility under a 30-year
DBOF (City of Santa Paula, with PERC Water and its financial partner comprising the DBOF Entity). The
remaining six DBOFs applied to leases, concessions and plant upgrades. The full report can be found on
their website.

Table 4: Privately Financed Wastewater PPPs Developed Since 1992 Identified by GAO

Initial Up-front
Year term payment
Municipality Company initiated Type (years) Assets included (Y/N)
Arvin, CA U.S. Filter (now Veaolia 1999 Lease & 35 Lease: existing treatment plant Y
Water) DBFO DBFO: upgraded treatment
plant components
Cranston, RI® Triton Ocean State LLC 1997 Lease 25  Treatment plant, collection 4
(now Veolia Water) system, pumping stations,
industrial pretreatment
Fairbanks, AK Golden Heart Utilities 1997 Lease & 30 Lease: treatment plant Y
b
Asset Sale Asset sale: collection system
Franklin, OH* Wheelabrator EOS (now 1995 Lease & 20  Asset sale: treatment plant Y
Veolia Water) Asset Sale"

Lease: one process within the
treatment plant

North Brunswick, NJ° U.S. Water (now United 1995 Lease 20  Collection system & pumping Y
Water) stations'
Santa Paula, CA Santa Paula Water, LLC® 2008 DBFO 30  New water recycling facility N
Woonsocket, RI" U.S. Filter (now Veolia 1999 DBFO 20  Upgrade of existing treatment Y
Water) with third-party plant
financing through LaSalle
Bank and ABN AMRO

Source: GAC.

In contrast to DBB, and DB and DBO, the procurement laws and process is a lot more streamlined. The
procurement process would be very similar to a DBO with respect to a 30% preliminary design or a CDR in
the case of PERC Water, and although there would continue to be a performance specification for
selection of a DBOF Entity, the legislation that governs DBOF delivery methods in California permits
competitive negotiation. California Government Code §5956 et seq. is the code that governs DBOF
delivery methods in California, which encourages the use of private funding to solve municipal
infrastructure challenges. Please refer to the following links for information regarding California
Government Code §5956:

=  Summary
=  Amendment

= Legal Memo


http://www.gao.gov/new.items/d10728.pdf�
http://www.leginfo.ca.gov/cgi-bin/displaycode?section=gov&group=05001-06000&file=5956-5956.10�
http://www.leginfo.ca.gov/pub/11-12/bill/sen/sb_0451-0500/sb_475_bill_20110321_amended_sen_v98.pdf�
http://fillmoreca.org/Files/5956%20_Legal_Memo.pdf�

Service Fee Agreement

A common misunderstanding with DBOF is that many interpret the delivery method to be providing
financing to a DBO delivery method. This is not the case, as the DBOF Entity is raising its own capital to
fund the infrastructure and assumes the risk of such financing into the future, with limited recourse to the
Owner. Therefore a DBOF delivery method is more akin to a Service Agreement whereby a private entity
provides treatment and recycle services for a predetermined Service Fee that includes capital recovery,
debt service, O&M costs, capital replacement reserves and energy guarantees.

A common question asked by Owners is the “what is cost of capital?” or “what is the interest rate?” As
much as these questions are valid, they are very difficult to answer due to the timing of when the
financing occurs by the DBOF Entity and the type of financing the DBOF Entity obtains. An important
point is that the interest rate risk lies with the DBOF Entity and not with the Owner.

Another common valid question asked by many Owners is “how do we compare apples-to-apples?” The
simple answer is “life-cycle analysis” and “net present value analysis.” The advantage of the DBOF
delivery method is it requires Owners and practitioners to evaluate life-cycle costs and assign a risk-
adjusted cost of capital to varying delivery methods. For example, under a DBB delivery method Owner’s
are typically focused on the capital cost, while future operating costs are often ignored. In contrast,
under DBO and DBOF delivery methods, Owners are forced to analyze both capital and long-term
operating costs to make a decision on a capital project. This life-cycle outlook is healthy for the Owner.

Please refer to the DBO delivery method overview regarding design, construction and operations
processes.

According to American Water Intelligence, the DBOF delivery method is expected to increase significantly
over the next five years, further described below:

CM@R‘
Market share

by delivery model
forecast:

2011

Market share
by delivery model
DBB forecast:

b 2016

28.5%

19.9%
B DBB

DB: Design-build

DBEB: Design-bid-build

CM@R: Construction Manager at Risk
Source: GWI DBFO: Design-build-finance-operate



Socio-Economic Value

The DBOF delivery method also allows for various socio-economic values that are not available with the
other methods. Because the work can be started earlier than with the other methods as a result of the
secured capital funding, local job creation is expedited. In addition, the utilization of local vendors will be
accelerated. The multiplier effect of an early work start date has a profound effect on the local
community and must be given consideration.

Owner Controls Design Specification Public Employees Transition to DBOF Entity
Reduced Risk for Owner vs. DBB Education of DBOF delivery method

Early Knowledge of Service Fees Perceived Higher Cost of Capital

Certainty of Service Fees Education of Value for Money

Certainty of Sewer Rates

Emphasis on Life-Cycle Cost

Cost Savings / Innovation

Fast Track Schedule & Job Creation
Reduced Change Orders

Reduced Litigation for Owner
Qualified Based Selection

Not Based on “Low Bid Wins”
Engineer& Contractor Collaboration
Operator Approval of Design/Build
Favorable DBO Procurement Laws
Certainty of Energy Cost

Certainty of Capital Replacements
Guarantee of Water Quality
Guarantee of Bio-Solids

Certainty of Schedule

Better Quality

Single Responsibility

Decreased Owner Staff Burden
Long Term OEM Relationships
Expedited Job Creation

Under the DBOF delivery method, the Owner will retain and assume the following risks as described in
Table 4 on the following page:

=  Permit / Law Changes (Note, same applies to DBB, DB and DBO)



DBOF Risk Allocation Table
Design-Build-Operate-
Finance (DBOF)

Design/Build Cost
Design/ Build Schedule/Completion
Construction Warranties

Water Quality Performance
Capital Replacement

Power
Asset Mgt Biosolids
Life Cycle Costs
Operation & Maintenance
. Long-Term Financing
Finance

Interest Rate
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CONTRACT OPERATIONS

Contract Operations is a service of operations and maintenance performed by a private entity under
contract with an Owner, whether a public agency of private industrial Owner. Contract Operations is a
service offered by many private companies and could be integrated into a DBO / DBOF contract or

separately as a stand-alone contract.

Contract Operations firms usually provide services of operations, maintenance, equipment replacements
and other services necessary to maintain public infrastructure, and very often limited to an “a la carte”
type contract. An extension of Contract Operations is Asset Management, which is a significantly broader

offering by the private sector. Asset Management will include additional services, including:

= Operating Staff

= Maintenance Staff

= Engineering Services and Support

= Construction Services and Support
= Energy efficiency and guarantees

= (Capital replacement obligations

= Security Management

= Total maintenance responsibility

= Permit facilitations / regulatory relations
= SCADA / CMMS Software Upgrades
= Alternative energy management

= Laboratory Services

Owner Transfers Risk to Operator
Guarantee of Water Quality
Guarantee of Bio-Solids

Certainty of O&M Costs

Certainty of Energy Costs
Certainty of Capital Replacements
Long Term OEM Relationships

Public Employees Transition to Operator
Education of Contract Operations

Operator may not be Designer or Builder






