MINUTES OF THE
BOARD OF DIRECTORS MEETING OF THE
OTAY WATER DISTRICT
November 4, 2009

The meeting was called to order by President Croucher at 3:32 p.m.
ROLL CALL

Directors Present: Croucher, Lopez and Robak
Directors Absent: Larry Breitfelder (arrived at 4:01pm)
Jaime Bonilla (out-of-town on vacation)

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

APPROVAL OF AGENDA

A motion was made by Director Robak, seconded by Director Lopez and carried
with the following vote:

Ayes: Directors Croucher, Lopez and Robak
Noes: None

Abstain: None

Absent: Directors Breitfelder and Bonilla

to approve the agenda.

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

No one wished to be heard.

CONSENT CALENDAR

5.

ITEMS TO BE ACTED UPON WITHOUT DISCUSSION, UNLESS A REQUEST
IS MADE BY A MEMBER OF THE BOARD OR THE PUBLIC TO DISCUSS A
PARTICULAR ITEM:

Director Robak pulled item 5b, UPDATE REPORT REGARDING THE
PREPARATION OF THE DISTRICT'S SUBAREA PLAN FOR THE JOINT
WATER AGENCIES NATURAL COMMUNITY CONSERVATION
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PLAN/HABITAT CONSERVATION PLAN and item 5¢c, ACCEPT THE
DISTRICT'S AUDITED FINANCIAL STATEMENTS, INCLUDING THE
INDEPENDENT AUDITORS’ UNQUALIFIED OPINION, FOR FISCAL YEAR
ENDED JUNE 30, 2009, for discussion.

A motion was made by Director Robak, seconded by Director Lopez and carried
with the following vote:

Ayes: Directors Croucher, Lopez and Robak
Noes: None

Abstain: None

Absent: Directors Breitfelder and Bonilla

to approve the following consent calendar items:

a) APPROVE A PROFESSIONAL CORROSION SERVICES AGREEMENT
WITH SCHIFF ASSOCIATES FOR FISCAL YEARS 2010 AND 2011
(ENDING JUNE 30, 2011) FOR THE CATHODIC PROTECTION
PROGRAM IN AN AMOUNT NOT-TO-EXCEED $250,000

d) REJECT GARY AND MARY TIMM CLAIM

e) APPROVE AN AGREEMENT WITH NEW CINGULAR WIRELESS PCS,
LLC, A DELAWARE LIMITED LIABILITY COMPANY (NEW CINGULAR)
FOR THE INSTALLATION OF A COMMUNICATIONS FACILITY AT THE
832-1&2 RESERVOIR SITE

f) APPROVE AN AGREEMENT WITH NEW CINGULAR WIRELESS PCS,
LLC, A DELAWARE LIMITED LIABILITY COMPANY FOR THE
INSTALLATION OF A COMMUNICATIONS FACILITY AT THE 1200-1
RESERVOIR SITE

President Croucher presented item 5b and 5c for discussion:

b) UPDATE REPORT REGARDING THE PREPARATION OF THE
DISTRICT'S SUBAREA PLAN FOR THE JOINT WATER AGENCIES
NATURAL COMMUNITY CONSERVATION PLAN/HABITAT
CONSERVATION PLAN

Staff indicated that the District is moving forward with its Subarea Plan (SAP)
with the intention to incorporate it into the Joint Water Agencies (JWA) Natural
Communities Conservation Plan/Habitat Conservation Plan (NCCP/HCP).

Director Robak inquired if the development of the District’'s SAP is on track for a
timely incorporation into the JWA NCCP/HCP. Staff stated yes and indicated
that the District’s final SAP is expected to be brought to the committee soon for
review.



Staff indicated that they have good information to analyze and study to move
forward with the other agencies and everything looks positive in the District
becoming a JWA member.

A motion was made by Director Robak, seconded by Director Lopez and carried
with the following vote:

Ayes: Directors Croucher, Lopez and Robak
Noes: None

Abstain: None

Absent: Directors Breitfelder and Bonilla

to approve staffs’ recommendation.

C) ACCEPT THE DISTRICT'S AUDITED FINANCIAL STATEMENTS,
INCLUDING THE INDEPENDENT AUDITORS’ UNQUALIFIED OPINION,
FOR FISCAL YEAR ENDED JUNE 30, 2009

Finance Manager James Cudlip indicated that the District’'s new auditing firm,
Diehl, Evans & Company, LLP (DEC LLP) provided an audit report that resulted
in a clean and unqualified opinion for Fiscal Year ended June 30, 2009. DEC
LLP had no findings to present in their “Management Letter.”

DEC LLP provided the board a review of the District’s financial statements in
detail. Director Robak inquired with regard to the District’'s “Cash and Cash
Equivalent” in the report, why there was a significant difference in the figures for
FY 2008 and 2009 of $23.4 million and $50.8 million respectively. Staff indicated
that the difference is that the District had invested approximately $60 million
dollars in FY 2008, but only $20 million in FY 2009.

Director Robak also inquired why the entry “Net OPEB Asset” was identified as a
restricted asset. It was indicated that the entry shows assets set aside for the
OPEB unfunded liability.

Director Robak further inquired about the difference in the accounts payable
totals for FY 2008 ($13,705.566) and 2009 ($11,565,953) listed on page 8 of the
auditor’s report. Staff indicated that the timing of when things are paid is the
difference in the totals.

Director Robak asked where the cell site lease revenues are noted in the
financial statements and why they are not broken out. Staff indicated that they
are noted in miscellaneous revenues as they are not revenues from core
business functions. It was indicated that the statements could include the
information as a note if it is preferred.

President Gary Croucher commended staff for being prepared to answer
guestions.



Finance Manager Cudlip stated that the District’s first audit will take an additional
2-3 weeks to complete so that the new auditor could get to know the District
processes and procedures.

Director Robak stated that the District’s former auditor of five years was Teaman
Ramirez & Smith and inquired if the new auditor used some of their samples.
DEC indicated that they first looked at policies, procedures, and performed some
walk-thru and testing to assess any risks. They indicated that the area they
looked at was cash flow and stated that they can review and test other areas as
well. They will look at different areas each year, but will not inform the District
which areas they will focus on. Staff indicated that the District could also ask that
the auditors look at a specific area to test it for risk.

Director Robak inquired if the District updates its accounting standards annually.
It was indicated that it does keep abreast of updates from the American Institute
of Certified Public Accountants Auditing Standards Board (AICPA ASB), the
Governmental Accounting Standards Board (GASB), etc. It was indicted that
periodically the Governmental Accounting Standards Board (GASB) issues new
reporting requirements and have issued GASB 45 which requires governmental
entities to disclose liabilities related to retirement benefits which the District has
already implemented.

A motion was made by Director Robak, seconded by Director Lopez and carried
with the following vote:

Ayes: Directors Croucher, Breitfelder, Lopez and Robak
Noes: None

Abstain: None

Absent: Director Bonilla

to approve staffs’ recommendation.

ACTION ITEMS

6.

FINANCE AND ADMINISTRATION

a) ADOPT RESOLUTION NO. 4150 APPROVING THE FORM OF AND
AUTHORIZING THE EXECUTION AND DELIVERY OF A PURCHASE
AND SALE AGREEMENT AND RELATED DOCUMENTS WITH
RESPECT TO THE SALE OF THE SELLER’'S PROPOSITION 1A
RECEIVABLE FROM THE STATE; AND DIRECTING AND
AUTHORIZING CERTAIN OTHER ACTIONS IN CONNECTION
THEREWITH

Chief Financial Office Joe Beachem requested that the Board adopt Resolution
No. 4150 to authorize the District to participate in the Proposition 1A
Securitization Program, and authorize the General Manager and Chief Financial
Officer to execute and deliver related documents and take other related actions
to complete this action.



Adoption of Resolution No. 4150 will authorize District staff to sell its respective
Proposition 1A taxes receivable to the California Statewide Communities
Development Authority (CSCDA). It was indicated that the State is borrowing the
District's property tax revenues of $267,000 and is required to repay the District,
plus 2% interest annually, by June 30, 2013.

Chief Financial Officer Beachem indicated the positive aspects of participating in
the Program. He indicated that the District would receive its cash reimbursement
immediately and that the District’s participation in the program sends a message
of solidarity with other local agencies and that the monies is material to the
District.

Legal Counsel Calderon indicated that a finance company will issue debt and
that revenue sources from the state will pay the debt. The District is not
obligated to pay the debt back. The State and the California Statewide
Communities Development Authority (CSCDA) are responsible for debt.

Chief Financial Officer Beachem indicated that the annual interest of 2% that the
District would receive from the State would be comparable to earnings if the
District invested the money itself.

Director Mark Robak inquired when the District would receive the monies for
selling its State receivable. Chief Financial Officer Beachem indicated that under
the securitization program, CSCDA will simultaneously purchase the Proposition
1A receivables, issue bonds (“Prop 1A Bonds”), and provide the District with the
cash proceeds in two equal installments on January 15, 2010 and May 3, 2010.
However, he indicated that if the bonds cannot be sold by December 31, 2009,
all approved documents placed in escrow with Transaction Counsel will be of no
force and effect and will be destroyed and the District will still have its receivables
from the State. It was noted that the State cannot go bankrupt.

A motion was made by Director Breitfelder, seconded by Director Robak and
carried with the following vote:

Ayes: Directors Breitfelder, Croucher, Lopez and Robak
Noes: None

Abstain: None

Absent: Director Bonilla

to approve staffs’ recommendation.
BOARD
a) DISCUSSION OF 2009 BOARD MEETING CALENDAR

President Croucher indicated that the December 2, 2009 Board meeting will be
cancelled and that the next scheduled Board meeting is January 6, 2010.
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INFORMATIONAL ITEMS

8.

THESE ITEMS ARE PROVIDED TO THE BOARD FOR INFORMATIONAL
PURPOSES ONLY. NO ACTION IS REQUIRED ON THE FOLLOWING
AGENDA ITEMS.

a) UPDATE REPORT REGARDING THE ONGOING MONITORING OF THE
WATER RATE FORECAST

Chief Financial Officer Beachem indicated that District staff utilizes a six-year
rate model to monitor and review the District’'s water rates. Rates are projected
such that the District’s financial strength is maintained in all six years. He
discussed the District’s sales volume and stated that as of the end of August
2009, the District’'s water sales have decreased by approximately 13%. In
September, water sales moved above budget bringing the sales deficit down to
8% below budget. Based on an update of the rate model, staff is projecting that
the necessary rate increase for the District to maintain its financial strength is
approximately 19.9%.

Chief Financial Officer Beachem indicated that the District’'s water purchases
from CWA are 19.7% below the District’s allocation. Staff feels that it is very
unlikely that sales volumes will change dramatically and the District is not at risk
of paying the penalty pricing from CWA (2-3 times its normal rate).

It was indicated that staff considered numerous factors for the rate model and
believes that they were fairly aggressive in projecting water sales. Staff
discussed the influence of upward and downward pressure on water rates and
indicated that customer credits were offset by legal settlements received by the
District.

Chief Financial Officer Beachem indicated that new Engineering estimates for
CIP projects planned for the next two years has reduced the required debt
issuance significantly from approximately $41 million to $25 million. This funding
also will not be required until FY 2011. Staff is reviewing the pros and cons of
deferring the debt issuance for one year.

Director Breitfelder inquired what the annual cost of recycled water will be if the
cost is increased. According to the City of San Diego’s Draft Water Pricing Study
the increases will be $350 (FY 2011), $700 (FY 2012), $800 (FY 2013). The
District purchases approximately 4000 AF from the City so cost is expected to
increase approximately $1.4 million in FY 2011.

Chief Financial Officer Beachem stated that District staff is focused on the City’s
proposed water rate increase issue, monitors sales daily and consider various
other factors in the rate model. Staff wished the board to know that it is actively
reviewing the budget and monitoring sales.

b) UPDATE REPORT ON CONTRACTING NON-CORE DISTRICT
SERVICES



Staff stated that the Board requested further information regarding the
contracting out of non-core services and what cost-savings the District has
realized. To enhance efficiency and reduce costs, staff has looked for
opportunities to out-source non-core functions. Functions that the District has
outsourced include, landscaping, meter clean-out, after-hour security, after-hour
monitoring of Information Technology Network, credit card payment processing,
printing of customer invoices, records room support, and potable/recycled water
plan checking and inspection. A list of other services that were outsourced is
provided in the staff report. Staff indicated that the District’s total cost-savings for
outsourcing services is approximately $900,000.

Director Larry Breitfelder inquired if any of the listed non-core services were
capital or operating. Chief Financial Officer Beachem indicated that one or two
services may be capital, but the majority are operating expenses.

Director Mark Robak commended staff for researching various alternatives to
provide the District savings.

C) UPDATE REPORT ON FISCAL YEAR 2009 STRATEGIC PLAN AND
PERFORMANCE MEASURE REPORT AND REPORT ON AWWA SELF-
ASSESSMENT SURVEY

Staff indicated that the District completed its first year of the Strategic Plan for FY
2009-2011. The results are positive, with 97% of objectives completed or ahead
of schedule (the target was 90%). Staff also provided the Board with information
regarding performance measures which monitor day-to-day performance where
91% of the measures are ahead of schedule (the target was 75%), the balance
scorecard, and a report on AWWA self-assessment survey.

With regard to the balance scorecard which assesses the District’s focus on
customer service, financial performance, learning and growth and business
processes, there was only one area that did not meet its goal; the Records

Management project. The project is delayed as the District is changing the

direction of this project. All other areas are on or exceeding target.

Information Technology Chief Stevens indicated that the AWWA self-assessment
survey was conducted in August and included approximately 105 questions with
an alternative for employees to opt out of answering some questions. It was
indicated that 88 of 166 District employees participated in the survey. The
average score overall was 4.3 which is a high level of agreement. Compared to
ten self assessments completed by agencies previous to Otay’s self assessment,
the District had the highest level of agreement from its employees. This indicates
that employees are open to adopting best management practices and it also
points to the stability of the organization.

Director Croucher indicated that he would like to see the correlation between
management and staff. Information Technology Chief Stevens indicated that he
was surprised to see a uniformity of data from all employees despite their
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9.

position, tenure, or department. He indicated that the District's employees have
the same level of agreement about how the District’s business is performed and
the longer an employee has worked with the District the higher his/her
agreement. He indicated that staff could ask AWWA for the correlation between
management and staff of the other 10 agencies who had completed a self
assessment.

Director Mark Robak inquired if a peer review was conducted. Chief of
Information Technology Stevens stated that staff met with the management team
regarding conducting a peer review. He indicated that the cost associated with
conducting a peer review has been included in the budget, but a decision has not
yet been made to do so and is still in consideration.

General Manager Watton noted that the District’s Strategic Plan is available on
the Board's extranet for viewing and is very detailed and transparent.

Director Jose Lopez indicated that the Finance, Administration and
Communications Committee appreciates staffs work on the Strategic Plan and
stated that is provides an alignment from management to line staff.

Director Gary Croucher stated that he is pleased that the Strategic Plan is an
active document with the District.

REPORTS

GENERAL MANAGER’S REPORT

General Manager Watton announced that the District's General Counsel Caldron
was awarded an Attorney of the Year Award that recognizes him for his work in
mentoring upcoming legal stars. He congratulated General Counsel Calderon.

General Manager Watton provided the Board with an update on IEC’s anti-
SLAPP motion against the District. He indicated that on October 23, 2009, the
court held a hearing and ruled that IEC’s anti-SLAPP motion was frivolous. The
court awarded the District attorney’s fees in excess of $10,000 for having to
defend against the anti-SLAPP motion. Legal Counsel Yuri Calderon stated that
it is a very unusual victory for a private firm to have to pay a public agency.

He stated that the 36-inch pipeline project was moving along well and pipe is
currently being installed along the sensitive habitat area near Cuyamaca College.

He indicated that the Board had approved the Tobacco-Free Campus Policy and
the implementation of the policy has been delayed until January 1, 2010 to
provide additional time for employees to transition to the new policy.

It was noted that customer credits has been running smoothly. Also noted was
the closing of the ID 27 Bond Refunding went smoothly without any incidents.
He indicated that the bond refunded had a favorable interest rate.



10.

11.

It was indicated that water sales are down and that staff plans to review CWA
rates to see if the lowered water sales throughout the County will impact their
rates.

General Manager Watton indicated that two position letter on bonds will be
drafted to state the District’s position on bonds and to position the District for
future activity. The proposed $11 million bond will include $2.5 million for local
projects. He indicated that the proposed bond passed with 2/3 vote in the
legislator and it will still need to go to voters. Itis felt that there will be active
funded opposition to the bond and it will be on the ballot in March 2010.

SAN DIEGO COUNTY WATER AUTHORITY UPDATE:

President Croucher indicated that the Bay Delta is the focus at CWA and the
board meeting meeting was pretty routine.

General Manager Watton reported that Poseidon’s coastal permit was approved.
He stated that a presentation on Poseidon’s progress was presented to the
Chula Vista Interagency Task Force and it was indicated that they will not have
financing for the plant until January 2010. However, they must break ground by
next month.

DIRECTORS' REPORTS/REQUESTS

Director Breitfelder apologized that he was late to today’s board meeting as he
was attending the California Coastal Commission meeting which was discussing
the City of San Diego’s treatment plant permit. He indicated that the comments
received at the meeting were focused on the economic impact of the City being
required to expend $2 million on treatment plant enhancements. The Coastal
Commission indicated that they were not concerned about economic impacts, but
did give the City a two year reprieve and requested that they commit to using
more recycled water.

Director Lopez indicated that he attended WAA'’s October 16, 2009 meeting, and
that WAA members considered merging with the Council of Water Utilities
because it was felt that duplication of efforts were being performed by both
groups. Members also considered several options on what to do with WAA'’s
funds if the association was disbanded.

Director Mark Robak indicated that he spoke to Mr. Keith Lewinger who is the
ACWA representative for region 10. He indicated that he does not always agree,
but feels the region is getting its money’s worth. He also indicated that Padre
Dam has implemented a program where they can notify their customers when
they are getting near their CWA allocation. He indicated that he would like to see
Otay explore doing something similar. He also shared that he has signed up to
attend ACWA'’s conference.

PRESIDENT'S REPORT



President Croucher noted that the Districts 2009 Holiday Dinner will be held on
December 12, 2009.

He also indicated that Director Robak, General Manager Watton and he attended
Ms. Nora Jaeske’s Celebration of Life event. President Croucher said she was a
leader in championing water conservations and she will be missed.

RECESS TO CLOSED SESSION

12.

CLOSED SESSION
The board recessed to closed session at 5:25 p.m. to discuss the following items:

a) CONFERENCE WITH LEGAL COUNSEL — PENDING LITIGATION
[GOVERNMENT CODE §54956.9(a)]

() INFRASTRUCTURE ENGINEERING CORP. v. OTAY WATER
DISTRICT, COUNTY OF SAN DIEGO, SUPERIOR COURT, CASE
NO. 37-2008-00093876-CU-BC-CTL

(D) MULTIPLE CASES RELATED TO THE FENTON BUSINESS
CENTER AND FILED WITH THE SUPERIOR COURT OF THE
COUNTY OF SAN DIEGO CONSOLIDATED UNDER CASE NO.
37-2007-00077024-CU-BC-SC

RETURN TO OPEN SESSION

7.

13.

REPORT ON ANY ACTIONS TAKEN IN CLOSED SESSION. THE BOARD
MAY ALSO TAKE ACTION ON ANY ITEMS POSTED IN CLOSED SESSION

The board reconvened at 5:47 p.m. General Counsel Calderon indicated that the
board took no reportable actions in closed session.

ADJOURNMENT

With no further business to come before the Board, President Croucher
adjourned the meeting at 5:47 p.m.

President

ATTEST:

District Secretary
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