MINUTES OF THE
BOARD OF DIRECTORS MEETING OF THE
OTAY WATER DISTRICT
March 2, 2011

The meeting was called to order by President Bonilla at 3:30 p.m.

ROLL CALL

Directors Present: Bonilla, Croucher, Gonzalez and Robak

Directors Absent: Lopez (due to a work commitment)

Staff Present: General Manager Mark Watton, Asst. General Manager of
Administration and Finance German Alvarez, Asst. General
Manager of Engineering and Water Operations Manny
Magana, Attorney Richard Romero, 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.

PLEDGE OF ALLEGIANCE
APPROVAL OF AGENDA

A motion was made by Director Croucher, seconded by Director Gonzalez and
carried with the following vote:

Ayes: Directors Bonilla, Gonzalez, Croucher and Robak
Noes: None
Abstain: None
Absent: Lopez

to approve the agenda.
APPROVE THE MINUTES OF THE REGULAR MEETING OF AUGUST 4, 2010

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

Ayes: Directors Bonilla, Gonzalez, Croucher and Robak
Noes: None
Abstain: None
Absent: Lopez

to approve the minutes of the regular meeting of August 4, 2010.



SAN DIEGO COUNTY WATER AUTHORITY PRESENTATION REGARDING
THEIR WATER RATES AND THEIR LAWSUIT WITH METROPOLITAN WATER
DISTRICT (MWD) CHALLENGING MWD RATES

Mr. Dennis Cushman, Assistant General Manager of the San Diego County Water
Authority (CWA), reviewed CWA'’s history, rates and its lawsuit with Metropolitan
Water District (MWD) with regard to their rates. He indicated that back in 1991 the
State was experiencing water shortages due to drought. This was a very pivotal
time in CWA'’s history and from that experience, CWA embarked on a long term
multi-decade investment program to diversify this region’s water supplies. He
stated that in 1991, 95% of the region’s water supply came from MWD. Today, the
region’s water supply is very diversified with only 48% of the water supply coming
from MWD and the remaining from various sources that include the 11D transfer
agreement, conservation, the All American & Coachella Canal Lining project,
recycled, local surface and groundwater. He stated that the goal is that by 2020,
the supply from MWD would be reduced to 23% of the region’s water supply.

He noted that CWA currently charges $1,026 per acre foot (AF) of water and
reviewed the breakdown of where the $1,026 is used in CWA'’s budget. He noted
that 55% of the $1,026 is paid to MWD for water and for the transportation of water,
through the Quantification Settlement Agreement (QSA), to San Diego. He noted
that MWD’s rate increases are the major driver of CWA's rate increases to its
member agencies and that MWD’s rate will increase 55% from 2008-2012 (during
this five-year period). He stated that MWD’s rate structure is flawed in that it
misallocates its costs between its transportation and water supply rate. He noted
that 90% of all revenues collected by MWD, is collected on the sale of water. As
water sales decline, rates are increased. CWA's representatives on MWD’s board
are focused on advocating cost containment, persuading them to charge
appropriately for their services, opposing unnecessary supply project expenditures
and the misallocation of its rates. CWA'’s board voted in June 2011 to file a lawsuit
against MWD to challenge how it allocates its costs in its rates. He stated that the
misallocation of costs translates into an overcharge of $31 million in 2011 and, over
a 45 year period, an overcharge of approximately $2.1 billion to CWA. Mr.
Cushman reviewed MWD’s rate structure (reference attached copy of presentation),
the status of the litigation and indicated that it is estimated that the court decision
would be made in late 2011 or early 2012. It is expected, as a large amount of
money is at stake ($1.3 to $2.1 billion), that whichever party loses, the case would
be appealed and the matter will be in the appellate court for the next several years.

Mr. Cushman also reviewed CWA'’s budget and 2011 rate increase in detail
(reference attached copy of presentation). Director Croucher thanked Mr. Cushman
for his presentation. He asked if he could also update Otay’s board on the San
Vicente Reservoir and Lake Hodges projects. Mr. Cushman indicated that Lake
Hodges is overflowing, which is rare and only occurs once or twice a decade. He
stated Lake Hodges is the largest watershed in San Diego County and fills very
quickly in wet years and, in multiple dry years, it can turn into a forest. CWA is
currently building a pump station at Lake Hodges and a pipeline to connect it to the
Olivenhain Reservoir. This will allow CWA to maximize the efficient use of the
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available storage capacity in Lake Hodges during dry years and the County will gain
20,000 AF storage capacity for emergency storage. The San Vicente Reservoir
project consists of a pipeline and the raising of the reservoir's wall 117 feet. The
raising of the wall will increase the reservoirs storage capacity by 152,000 AF
(additional storage), of which, 52,000 AF will complete the emergency storage
needs for the County. The remaining 100,000 AF will be carry over storage that
may be captured in wet years and utilized during dry years. It is expected that the
project will be completed in 2013. Lake Hodges and the San Vicente Reservoir
represent a portion of CWA’s emergency storage program. The entire program cost
is approximately $1.5 billion.

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

8.

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:

A motion was made by Director Croucher, seconded by Director Gonzalez and
carried with the following vote:

Ayes: Directors Bonilla, Gonzalez, Croucher and Robak
Noes: None
Abstain: None
Absent: Lopez

to approve the following consent calendar items:

a) APPROVE THE ISSUANCE OF A PURCHASE ORDER TO HAAKER
EQUIPMENT COMPANY IN THE AMOUNT OF $305,511.87 FOR THE
PURCHASE OF ONE (1) NEW CLASS 8 HYDRO-EXCAVATOR

b) ADOPT RESOLUTION NO. 4169 AMENDING BOARD OF DIRECTORS
POLICY 29, CLAIMS HANDLING PROCEDURE

ACTION ITEMS

9.

ADMINISTRATION, FINANCE AND INFORMATION TECHNOLOGY

a) AUTHORIZE THE GENERAL MANAGER TO NEGOTIATE AND ENTER
INTO AGREEMENTS WITH: 1) SAGE DESIGN, INC. IN THE AMOUNT OF
$243,792, PLUS APPLICABLE TAXES AND SHIPPING CHARGES, FOR
FIRETIDE RADIOS AND RELATED HARDWARE; 2) PRIME ELECTRIC IN
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AN AMOUNT NOT-TO-EXCEED $63,838 FOR THE INSTALLATION OF
ELECTRICAL AND WIRELESS HARDWARE AT MULTIPLE SITES
THROUGHOUT THE CENTRAL AND SOUTH DISTRICT; AND 3) HENRY
BROTHERS IN AN AMOUNT NOT-TO-EXCEED $183,873 FOR CAMERA
HARDWARE AND INSTALLATION AT ALL NORTH DISTRICT SITES
CONNECTED TO THE DISTRICT'S WIRELESS NETWORK

Chief of Information Technology Geoff Stevens indicated that this project is the final
phase for the installation of wireless backbone communications systems at District
facilities to carry video and data information, including SCADA, in a highly secure
and high bandwidth environment. This final phase of the project includes the
installation of wireless facilities at 60 sites and will complete the wireless backbone
project. The project is scheduled to be finished by the end of the year and when
complete it will provide for wireless communications at all District facilities. He
recognized Mr. Gene Palop, Reclamation Plant Supervisor, and Mr. Bruce Trites,
Network Engineer, for their work on the project. Mr. Trites demonstrated the video
capability of the new wireless facilities which would provide efficiency. One such
enhanced efficiency is that staff could “visit” District facility sites via live video
surveillance without having to visit the site physically. It was noted that the cameras
will record when motion is detected and the images are retained for three (3) to six
(6) months depending on the activity at the site. It was shared that a lighting plan
for each faclility is being developed to assure video clarity at night, and also to help
deter vandalism/theft. There was a discussion of increased visibility/safety by
utilizing infrared cameras. It was requested that staff identify two critical sites where
infrared cameras may be tested.

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

Ayes: Directors Bonilla, Gonzalez, Croucher and Robak
Noes: None
Abstain: None
Absent: Lopez

to approve staffs’ recommendation.

INFORMATIONAL ITEMS

10.

FISCAL YEAR 2011 SECOND QUARTER CAPITAL IMPROVEMENT PROJECT
UPDATE REPORT

Associate Civil Engineer Daniel Kay presented the second quarter CIP update in
which he highlighted the status of CIP expenditures, significant issues and progress
milestones on major projects.

He noted that the Fiscal Year 2011 CIP consists of 82 projects totaling $28.5
million. He stated that overall expenditures through the second quarter of Fiscal



11.

12.

Year 2011 totaled approximately $8 million, which is approximately 28% of the
District’s fiscal year budget.

He presented a slide depicting a map showing the District’'s major CIP projects, their
status and their location within the District’s service area. He stated, of the 24
projects depicted, three are in the planning stage, sixteen are in design, three are in
construction and two have been completed and are in service during the fiscal year.
He reviewed the status of the District’s flagship projects which included the 1296-1
and 2 Reservoirs Coating and the Otay Lakes Road 12-inch Recycled Water
Pipeline and Potable Utility Relocation Project.

Associate Civil Engineer Kay also presented slides which provides the status of the
various consultant contracts for planning, design, public services,
construction/inspection and environmental. He also presented slides providing a
listing of all CIP projects planned in Fiscal Year 2011 and the status of each.

REPORT ON DIRECTORS’ EXPENSES FOR THE 2ND QUARTER OF FISCAL
YEAR 2011

Payroll and Accounts Payable Supervisor, Sean Prendergast, indicated that Policy
8 of the District Code of Ordinances requires that staff present a quarterly update of
Directors’ expenses and per diems. He indicated that this item was also reviewed
by the Finance, Administration and Communications Committee at a meeting held
on February 16, 2011.

He presented slides showing in detail each director’s expenses for the second
quarter of fiscal year 2011 (October 1 to December 31, 2010) and total expenses for
each. He indicated that the total board of directors’ expenses and per diems for the
second quarter was $3,025.50. The total expenses and per diems to date for fiscal
year 2011 is $5,972. Staff projects that the total expenditure at the end of fiscal
year 2011, July 1, 2010 through June 30, 2011, to be $11,944.

General Manager Watton indicated that Director Croucher has been assigned to
serve on many of the District’'s board committees and future presentations will
include information reflecting the number of committee assignments and the
number of meetings attended by each director during the quarter reported.

OCEAN DESALINATION OPINION SURVEY REPORT

Drs. Richard Parker and Lou Rea, Rea and Parker Research, presented the
findings of the Ocean Desalination Opinion Survey that they completed on behalf of
the District. Dr. Parker indicated that his firm performed a random sample
telephone survey in November 2010. Four hundred (400) District customers were
contacted and were asked their opinion about the desalinated ocean water as an
alternate source of potable water. He indicated that a few months earlier, his firm
conducted two (2) focus groups to begin to discuss some of the issues/concerns
with regard to a possible desalination water source. The focus groups were very
enthusiastic, not only about desalination in general, but about the possible location
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at Rosarito Beach. He stated that the District wished to follow the focus group
survey with a scientific sample to see how the findings would compare. Mr. Parker
reviewed in detail the findings of the telephone survey (see attachment A to staffs’
report for details of the findings) and indicated that a substantial portion of the
District’s customers supported the development of desalinated water. They felt that
it was a good way to serve the District’s customers and they also felt that it was
important that the desalinated water reduce our dependence on imported water.
They preferred that the desalinated plant be located in the United States as it would
bolster the local economy, but they did not oppose the plant being located in
Mexico.

It was noted that the margin of error for the survey is £5%. There was discussion
that the cost for desalinated versus imported water was converging. There was
further discussion that the survey did not explore how customers felt about the cost
versus the time to develop the plant (plant could take many years to complete), but
that the topic was discussed with the focus group. Dr. Parker did not have the
information with him on the focus groups’ position on the issue, but indicated that he
would provide the information following the board meeting.

13. BOARD
a) DISCUSSION OF 2010 AND 2011 BOARD MEETING CALENDAR
There were no changes to the meeting calendar.

REPORTS

14. GENERAL MANAGER’S REPORT

SAN DIEGO COUNTY WATER AUTHORITY UPDATE

General Manager Watton indicated that CWA is focused on rates and developing
their budget for the upcoming fiscal year.

GENERAL MANAGER'S REPORT

General Manager Watton indicated that each year the District’s water system is
inspected by the California Department of Public Health. He stated that their report
was positive and read a sentence from their report which indicated, “Otay’s water
system is well maintained and operated.” He stated that this is a real tribute to the
folks that operate and maintain our systems.

He presented his report which included an update on Water Conservation contests
and programs available to District customers, the status of the District’'s new bill
format, an update on the progress of the District's AMR program, information on
new alternative payment types and an update on the City of San Diego Recycled
Water Study.



15.

16.

17.

18.

DIRECTORS' REPORTS/REQUESTS
No reports were provided.
PRESIDENT'S REPORT

President Bonilla reported on meetings he attended during the month of February
2011 and indicated that on February 8 he met with General Manager Watton to
discuss items that are scheduled to be presented at the February committee
meetings. On February 19 he met with General Manager Watton and General
Counsel Daniel Shinoff to review the March board meeting agenda. He stated on
February 28 he attended an Ad Hoc Legal Matters Committee where issues related
to the IEC matter were discussed.

Chief Financial Officer Beachem read an excerpt from an article into the record, at
President Bonilla’s request:

“‘Each year we make a conscious effort to improve the quality of financial
documents to make them easier to read and understand,” said Jaime Bonilla,
President of the District's Board of Directors. “This national award reflects
the board’s ongoing commitment to public accountability and transparency.”

It was indicated that the District has received the Distinguished Budget Presentation
Award from the Government Finance Officers Association of the US and Canada for
the past seven (7) years. President Bonilla congratulated and thanked staff on the
receipt of the award.

CLOSED SESSION
The board recessed to closed session at 5:10 p.m. to discuss the following matters:

a. CONFERENCE WITH LEGAL COUNSEL — EXISTING 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

() 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

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

The board reconvened from closed session at 5:50 p.m. Attorney Richard Romero
reported that there were no reportable actions taken in closed session.
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19. ADJOURNMENT

With no further business to come before the Board, President Bonilla adjourned the
meeting at 5:50 p.m.

President
ATTEST:

District Secretary



