MINUTES OF THE

SPECIAL MEETING OF THE BOARD OF DIRECTORS

OTAY WATER DISTRICT
September 25, 2006

The meeting was called to order by President Bonilla at 9:26 a.m.

Bonilla, Croucher (arrive at 9:57 a.m.), Breitfelder, Lopez
and Robak

General Manager Mark Watton, Asst. GM Administration
and Finance German Alvarez, Asst. GM Engineering and
Water Operations Manny Magana, General Counsel
Calderon, Chief of Information Technology Geoff Stevens,
Chief Financial Officer Joe Beachem, Chief of Operations
Pedro Porras, Chief of Engineering Rod Posada, Chief of
Administration Rom Sarno, District Secretary Susan Cruz
and others per attached list.

PUBLIC PARTICIPATION — OPPORTUNITY FOR MEMBERS OF THE PUBLIC
TO SPEAK TO THE BOARD ON ANY SUBJECT MATTER WITHIN THE
BOARD'S JURISDICTION BUT NOT AN ITEM ON TODAY'S AGENDA

1.
2. ROLL CALL
Directors Present:
Staff Present:
3. PLEDGE OF ALLEGIANCE
4.
No one wished to be heard.
WORKSHOP
5. PRESENTATION OF ETHICS TRAINING

General Counsel Calderon indicated that this training has been dictated by the
legislature through Assembly Bill No. 1234 and the requirement is that public
officials receive two hours of ethics training by January 1, of 2007. He indicated
that today, he would provide an hour of training and another one or two half hour
training sessions would be scheduled sometime between now and January 1,

2007.

General Counsel Calderon reviewed the agenda for the training which included:

VVVVVYY

Background on AB1234

Laws Required to be Covered

General Ethics Principles

Personal Advantages and Perks of Office

Personal Financial Gain

Fair, Open and Impartial Processes and Decision Making



He stated that AB 1234 requires that public officials receive two hours of training
every two years and the first two hours of training must be completed no later
than January 1, 2007. The training must cover general ethics principles and
must be delivered by a licensed California attorney knowledgeable in California
ethics laws. California Ethics laws cover:

Bribery

Conflicts of Interest in Decisions, Contracts, Campaign Contributions and
Leaving Office

Gifts

Honoraria Ban

Misuse of Public Funds

Gifts of Public Funds

Mass Mailing Restrictions

Ban of Free and Discounted Transportation

Financial Disclosures and Reporting (Form 700 Filing)

Brown Act

Public Records Act

Common Law Bias

Due Process

Incompatible Offices—An office holder cannot run or serve in another
office that have overlapping jurisdictions.

Competitive Bidding for Public Contracts

Anti-Nepotism Laws

VV VVVVVVVVVVVY VY

General Counsel Calderon indicated that the law creates a foundation for ethical
principles. However, because something is legal, it does not mean that it is
ethical and vice versus. He stated that the laws in California are so broad
because legislators have tried to cover all circumstances and while something
could be illegal, it does not necessarily create an ethical problem. He shared an
example:

He stated that a school board member works for an electronics company that
does business with almost every school district in California. He indicated that,
per statute, the company cannot do business with the school district in which
their employee is a board member as they were hired less than five years before
the individual was elected to the school board. He stated that although the
board member/employee has nothing to do with the business within the school
district that she serves (she represents an entirely different region for the
company), her firm still cannot do business with the school district in which she
is a board member. He stated that her district doing business with her employer
is not necessarily unethical because it does business with almost every school
district within the state of California. He indicated that if the member recluses
herself from voting on any dealing with her employer, it may cause problems for
the school because the laws are so broad. However, if the board member’'s
income from his/her firm was less than $500, then it would be an insignificant
violation and would be permitted.



He indicated that members need to establish what decisions best reflects their
responsibility as an officer holder and if it would promote public confidence in the
agency and the board’s leadership. The public’s confidence and having open
and fair deliberations on issue helps with the public confidence and if the
members consider these elements as they make decisions, they will always be
guided in the right direction. He stated the other important aspect is the public’s
perception. He indicated that though something may be legal and ethical it is
not always perceived in the same way. He stated that though an agency is
doing things legally and ethically, the media may write articles that make it seem
that the agency is not doing the legal and ethical thing. In order to gauge if
something will be perceived as ethical and legal, he indicated that agencies
need to ask how an issue would look on the front page of the paper, would it
inspire public confidence and would it be something they would be proud to tell
those closest to them.

He stated AB 1234 and all legislation is based on several areas:

» Personal Advantages and Perks:
» Financial Gain
» Fair, Open and Impatrtial Decision-Making

and California law promotes ethics by requiring public disclosure and prohibiting
certain actions. He noted that ethics laws set legal limitations on official benefits
and perks:

Limits water districts’ per diem to $100 per meeting for a maximum of 10
meetings per month

Limits the ability to increase compensation to 5% per year

Requires a written policy specifying reimbursable activities and rates
Indicates that must submit reimbursement requests timely with receipts
documenting the expenses

There are penalties for incorrectly reporting which include loss of
reimbursement privilege, restitution, civil penalties and being banned from
public office

Y VVV V

President Bonilla indicated that he would like to General Counsel to discuss later
during the meeting the penalties and how to initiate penalties in more detalil as
the District did have a situation in the past where an elected Director was
removed from office because he misrepresented information concerning his
gualifications for the seat he held.

General Counsel Calderon also reviewed the laws concerning “gifts” and the
reporting of “gifts.” He stated that a gift is anything that a public official receives
which he/she did not provide monetary or other consideration of equal or greater
value. He stated it includes baseball tickets, meals, etc. He stated that public
officials must report anything they receive of value that is $50 or greater and
gifts from one source in a calendar year totaling $360. He stated that officials
cannot receive gifts totaling in excess of $360 within a calendar year from one
source. He indicated that it was illegal and officials could be fined or even
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removed from office for doing so. He noted that officials are obligated to keep
track of gifts they receive and reporting the gifts on their Form 700 (only the
receiver must report the gift). It was noted that if a meal is paid by a
governmental entity is exempt from reporting as there is a “public purpose” for
the meal (generally for the purpose of meeting).

He also indicated that public officials are prohibited from:

» Receiving free or discounted transportation from transportation
companies that is not also available to the general public. The penalty
for doing so is forfeiture of office.

» Receiving honoraria for providing a speech, article or attending a
conference or similar gathering. Public officials may receive
compensation for the travel and accommodations for the night before or
the night of an event at which an official is asked to speak. Officials may
also receive a certificate or plaque, but may not be monetarily
compensated. If an official receives monetary compensation, the
compensation may be donated. Officials should report the donation on
their Form 700.

» Utilizing public funds or resources for personal, non-public purposes

including campaigns. “Public resources” includes staff time, office

equipment and supplies, but excludes incidental or minimal uses. There
are stiff penalties for violating this rule.

Sending mass mailings or newsletters with the public official “featured” at

public expense.

Receiving loans greater than $500 from those within the official’s agency

or with whom the agency contracts.

Soliciting campaign funds from agency officers or employees (as well as

staff soliciting on the public officials behalf).

Conditioning employment and compensation decision on political support

is also prohibited.

vV VvV V¥V V¥V

General Counsel Calderon also reviewed the rules with regard to gifts of public
funds. He indicated that governmental agency may be members of Chamber of
Commerce’s or donate to a charity as long as the public agency has articulated
the public purpose in participating in the Chamber of Commerce or in supporting
the non-profit organization.

He noted that public officials may not make, participate in, or influence
governmental decisions that will have a foreseeable and material financial effect
on the official’'s economic interests. This includes the discussion of the matter
as it is possible that the official could influence other official’s decision on the
matter.

He also noted that public officials should report the following if the agency for
which they serve could have a potential conflict:

» Source of income of $500 or more during the prior 12 months earned by
the public official or their spouse.
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» Any business entity in which the official serves as a director, officer,
partner, trustee, manager or employee

» Any business entity in which an official has a direct or indirect investment
of $2000 or more.

» Any economic interest in personal expenses, income, assets (other than
real property or business entity interests), or liabilities of an official or the
official’s immediate family which are likely to increase or decrease by at
least $250 or more in a 12 month period.

General Counsel Calderon indicated that if a public official is planning to leave
the District, they should not participate in any decision which involves a
perspective employer. He indicated that any personal interest or biases
(positive or negative) about the facts or the parties could cast doubt on a public
official’'s ability to make a fair decision. They, thus, must recuse themselves
from the decision making process.

He lastly covered the rules concerning Government Code 1090, Contractual
Conflicts of Interest, which prohibits “self dealing.” A public official is prohibited
from entering into a contract with a public agency of which he/she is a member
of if the official has any financial interest in the contract. He indicated that if a
public official violates Government Code 1090, the entity contracting with the
public agency will be required to pay back all monies it has received from the
public agency as the contract becomes invalid.

President Bonilla suggested that the members of the board contact General
Counsel Calderon with any questions that they might have following this training
as he would like to move to the next agenda item in the interest of time.

Director Breitfelder indicated he understood that campaign contributions from
vendors, engineering firms, design contracts are technically illegal. General
Counsel Calderon indicated that that was correct. He stated that there are two
issues involved; the legality of such solicitations and the public perception
(integrity of the process). He stated that on the legal side, there is nothing that
would prohibit anyone from contributing to an official’'s campaign. He indicated
that the problem is requesting the agency’s vendor list and sending solicitations
to those listed on the vendor list. He stated that this is similar to requesting the
employee list as it basically is an insinuation of “pay to play.”
Employees/Vendors would feel that they must provide a contribution in order to
retain their jobs or continue to do business with the agency.

THE BOARD RECESSED AT 10:39 A.M. AND RECONVENED AT 10:42 A.M.
FISCAL YEAR-END 2006 STRATEGIC PLAN UPDATE REPORT

Mr. Geoff Stevens presented on the District’'s Strategic Plan and the overall
results of the objectives and performance measures. He indicated that 97% of
the objectives are complete or ahead of schedule and 3% are behind or on hold.
He indicated that 18 items were not included in the measurement as they were
not yet scheduled to start. He also shared that with regard to the performance
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measures, 67% are on target and 33% are not on target. He stated that staff is
reviewing the measures which did not meet targets and will be addressing the
reasons why, which could include if necessary, an adjustment of the target.

He also stated that staff has been fine tuning the Strategic Plan and has been
working through workshop sessions to better align the Strategic Plan with the
balanced scorecard management system. He indicated that staff is improving
the District’'s performance measures and has included with the board packet a
set of performance measures that will be added to the Fiscal Year 2007
Strategic Plan. He noted that the measures which are highlighted in yellow are
also collected by the Qualserve Benchmark Survey which will allow the District
to better rate its performance against industry standard benchmark data.

A question was asked if the District would be relaxing its measures by aligning
measures with the Qualserve survey. Mr. Stevens indicated that the District
would not as the Qualserve survey does not set the target, it just provides the
measure and the District sets the target. He stated that how tough the target is
set is still within the District’s control. The Qualserve study just provides data on
how other agencies are scoring on the same measurement. He stated that staff
can also see the scores on a regional and national basis as well. He indicated
that there are some factors in which the District will never be in-line with some of
the benchmarks, such as, water cost will be very different compared to the west.

General Manager Watton noted that all Strategic Plan information presented
today is available via the extranet. He also noted that the information provided
with the board packet shows the details of each objective and performance
measure.

Director Robak inquired if the extranet also provides information on the
Qualserve data and how the District compares to the industry. Mr. Stevens
indicated that staff has not posted that information, but certainly can. Director
Robak asked how the District is doing in terms of the overall Qualserve Survey.
Mr. Stevens indicated that overall the District is rated as a very good utility by
Qualserve. He stated that the District in general does better than most in the
industry.

Director Robak indicated with regard to the measure, “Measures the cost to treat
1 MG of wastewater,” if the District also compares the cost to send to Metro or
the cost to buy reclaimed water from the City of San Diego? Mr. Steven
indicated that staff does compare and analyze these costs; however, the District
would never be competitive due to economies of scale in comparison with larger
agencies. General Manager Watton also noted that staff also analyzes capital
improvement projects/issues that would be related to reclaimed water, but the
analysis is not necessarily reflected in a measure in the Strategic Plan.

Director Croucher inquired if directors might get a copy of the Qualserve Survey
noting the weaknesses and strengths of the District. General Manager Watton
indicated that staff can do an executive summary of the Qualserve findings. Mr.
Stevens indicated that the data is a couple years old, but staff could certainly
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present the analysis of the data. He noted that staff expects the new date within
four to five months. Director Croucher indicated that it would be more valuable
to receive the analysis on the new anticipated data instead. It was noted that
staff would present the new information when the data is received.

DISCUSSION WITH EMPLOYEE ASSOCIATION REPRESENTATIVES

General Manager Watton introduced Mr. Larry Cass, Chairman of the Employee
Association, and Mr. Mike Powell the Employee Association representative. He
indicated that the board president and he have met with Mr. Powell and the
previous Employee Association president for an informal and open discussion of
any items of interest or that the association feels needs attention.

Mr. Powell indicated that his job is to assist the chairperson of the Employee
Association to navigate the labor relations aspects of the position. He indicated
that he worked with the association several years ago during a very difficult time.
He stated that from his perspective the District has moved forward and he is
seeing a very different approach under General Manager Watton’s leadership.
He indicated that they have been able to institute new policies, such as, the
random drug testing policy. He indicated that the greatest concern that they are
hearing currently is recruitment and retention. He indicated that the culture of
the District has changed over the years and there is a larger group of less
tenured employees. He stated because of the change, some of their interests
have changed as well and retirement health care has become of high interest to
employees. He indicated that the association will be addressing these issues
during negotiations. He stated that the association would be reviewing the
retirement plan itself, the content of the plan, and ways to handle compensation
to keep the District competitive with the market. He noted that the employees
are not expecting to be the most highly paid or benefited employees in the
country, but they do wish to be fairly compensated and benefited. He stated that
it is felt that the analysis should be based on our region since we live and work
within the region rather utilizing figures for Riverside or San Bernardino
Counties. He noted that the association would look at these areas within reason
as they realize there are monetary constraints. He stated that staff only wishes
to be fairly and ethically treated. Mr. Powell indicated that the association was
very appreciative of the board’s efforts to bring back some stability in both
attitude and leadership to the organization as they felt it has been very helpful.

Mr. Cass indicated that he has been with the District for nineteen years. He
stated that his duties include monitoring the District’'s water system and assuring
that all system reservoirs are full. He indicated that he is also responsible for
responding to leaks and customer complaints. General Manager Watton
indicated that Mr. Cass has also been a key in training new water systems
operators and he acknowledged him for their enthusiasm in learning their jobs.

President Bonilla indicated that the District’'s business is very straight forward--to
provide water services at the best possible rate with the best possible service
and quality. He indicated that this could not happen without staff and their
knowledge and it took all staff members working together to accomplish the
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District’'s goals. He indicated that no one employee is more important than
another and the District needs the enthusiasm and trust of its employees to be
successful. He indicated that the board is very diverse and the members come
from different backgrounds and he believed that they all want what is in the best
interest of the District. President Bonilla indicated that the board is committed to
the employees and recognizes that the employees are the most important asset
of the District. He stated that the board would like to meet the needs of the
employees, but within the District’'s financial limitations. He stated that he
believes in making things the best that they can for employees, but there must
be a balance as the District must continue to be self-sufficient and pay its bills.
He stated that he hoped to extend the existing labor agreement with the
employee association. He noted that they understand what the main issues are
and we just need to make it work. President Bonilla indicated that he asked
General Manager Watton to work diligently on the labor agreement and hoped
that the association would work with management and try to shorten the
process. He stated that the association has worked with the District on the
implementation of new policies and he felt that the association has shown good
faith by doing so.

General Manager Watton indicated that part of the retention issues are
associated with post retirement healthcare and salary surveys that must be
completed. President Bonilla indicated that the board has appointed an Ad Hoc
Committee to explore and address the labor issues. It was noted that Directors
Croucher and Lopez serve on the committee and they are both knowledgeable
and understand the employees’ needs.

Director Croucher inquired if the association felt that employee views are
changing and that there has been improvement in the trust of the board and
District. Mr. Powell indicated that they do see tremendous change. However, at
the same time, everyone lives in the history and they are trying to go beyond the
history. He indicated that he believed that they were doing that very well. He
stated that the association has been able to bring issues forward and have an
open dialogue to work the issues out. He indicated that the association feels
that they can work together and that they just need to communicate effectively to
solve problems.

Director Robak inquired if the employee association had developed a wish list.
Mr. Cass indicated that he has not had any feedback yet on individual items.
There is interest, however, in the results of the Classification and Compensation
Study and discussions on retiree health benefits for Tier 1l employees. There
also have been questions on the reasons why there are so many job description
changes. Overall, however, employees want to do their job, have good
leadership and know that they are doing well.

Director Robak inquired when the Classification and Compensation Study would
be completed. General Manager Watton indicated that it is expected that it will
be completed toward the end of November or early December should staff be
able to stay on the very aggressive schedule.
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Director Breitfelder inquired if the employee issues were related to money and/or
benefits. Mr. Cass indicated that there is interest in compensation, trust and
communication. Employees are very interested in seeing the results of the
Classification and Compensation Study. He stated that he has not heard any
specific negatives in a while and believed that things were moving in the right
direction.

President Bonilla indicated that all issues with regard to the negotiations process
and employee issues associated with the negotiations will be handled through
the Ad Hoc committee. He stated the committee will need to know what
employees real needs are and it will review and prioritize to determine what is
possible within the financial means of the District. He indicated that if there are
issues employees would like to discuss, he asked that they direct those issues
to the General Manager so they can be handled through the committee. He
indicated that he believed that this will improve communication as the committee
will provide a direct link to the board.

Director Lopez noted that during the time Mr. Rob Scholl was the Employee
Association President, he and the board members had more contact as he
attended many of the committee and board meetings to present on projects that
he was handling on behalf of the District. He indicated that it provided a line of
communication between the board and the association/employees, though, they
did not necessarily discuss employee issues. He indicated that he felt it was
helpful to have the opportunity for interaction as it allowed each to be acquainted
with and have an understanding of one another.

Director Croucher concurred with Director Lopez. He indicated that one of the
things he would like to see feedback on and discussed through the Ad Hoc
Committee is ideas to retain employees. He indicated he believed one of the
reasons for the turnover, which has also been discussed at several conferences
he has attended, is the lack of certified individuals within the industry. He
indicated that he felt other influences are: benefits, working conditions and
personal satisfaction of work environment and in working with peers. He stated
that the distance from home to work also plays a role, however, it is not a factor
that the district has any influence. He stated that the District has implemented
incentives, internal training and internships with the colleges to try to attract and
retain employees and he would like to hear different ideas, outside of what has
already been implemented.

General Manager Watton indicated that if the association members wished to
attend the board meetings, we would need to work out a rotation schedule with
the association members to make it more available for their attendance. He also
indicated that it is important to him to run rumors to ground or any
issues/concerns that employees may have whether it is dealing with projects or
employee issues. He stated that by responding quickly, it eliminates many
issues and any misconceptions. He indicated that Mr. Scholl was very good at
bringing such concerns forward quickly and he would like to continue to work
together in the same manner.



10.

DISCUSSION OF REGIONAL MATTERS

General Manager Watton noted that the District will be completing its recycled
project as planned and expects to start receiving recycled water from the City of
San Diego’s South Bay Water Reclamation Plant by the end of the year. The
District is also negotiating with the City of San Diego a Principle of
Understanding (POU) for treated water from their Alvarado Water Treatment
Plant. Staff is planning to present the POU to the board in the next month or so.

General Manager Watton also shared that staff has met with Sycuan
representatives and they are requesting services from Otay. It was discussed
that discussions are very preliminary at this point, but he wished to make the
board aware of the meetings.

General Manager Watton indicated that the City of San Diego will be appointing
Mr. Jim Barratt to take Ms. Nora Jaeschke’s seat on CWA'’s board. He stated
that CWA will be electing officers soon and it is expected that Ms. Fern Steiner
will be elected chair, Mr. Bud Lewis will be elected vice-chair, and he (General
Manager Watton) will be elected secretary. He indicated that Ms. Steiner would
like to see the CWA board move toward more of a team approach. He stated,
currently, the board is partitioned and Ms. Steiner would like to see the board
work together as a whole.

General Manager Watton also indicated that there were discussions occurring at
CWA regarding general manager’s serving and being appointed as officers on
CWA'’s board. CWA has requested an opinion on the matter from the Attorney
General and it is expected that an opinion would be issued in approximately six
weeks.

He lastly shared that CWA will be reviewing its CIP as recent projects have been
coming in much higher than originally estimated by CWA staff. He stated the
thought was to re-evaluate and update all estimates to determine closer to
actual cost of CWA's CIP projects.

The board recessed at 12:09 p.m. and reconvened at 12:33 p.m.

DISCUSSION AND AMENDMENT OF BOARD OF DIRECTORS POLICY NO.
8, DIRECTORS COMPENSATION, REIMBURSEMENT OF EXPENSES AND
GROUP INSURANCE BENEFITS

President Bonilla indicated that the board last discussed Policy 8 at a board
workshop held in June 2005. He stated that the board agreed to bring the policy
back for discussion within a year and it is presented today for that purpose.

The board discussed at length the per-diem, the pre-approved list of meetings
which directors may attend and receive a per-diem/reimbursements and meal
per-diem reimbursements. The board discussed revising the list of reimbursable
meetings to include the attendance of water related meetings/conferences such
as the Association of California Water Agencies, Council of Water Utilities, etc.
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It was noted that there are times when attendance of such conferences or
meetings can be beneficial. There was also discussion to include pre-approved
per-diems for directors who have been appointed as a representative or
alternate representative of the board to the different organizations (such as the
Metro Commission) for their attendance of any sub-committee meetings or
official posted meetings of the organization. There was also discussion of the
possibility of increasing the per-diem rate by 3%.

President Bonilla indicated that he would appoint Directors Robak and Croucher
to an Ad Hoc Committee to review suggestions from today’s meeting and
recommend changes to Policy 8 for consideration by the full board at the next
board meeting.

The board also discussed researching with the Metro Commission if they should
be reimbursing the District for stipends it pays to its (the District’s)
representatives. It was thought that the Metro Commission had set aside
budget for such a reimbursement. Director Robak indicated that he would look
into this.

11. ADJOURNMENT

With no further business to come before the Board, President Bonilla adjourned
the meeting at 1:04 p.m.

President

ATTEST:

District Secretary
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