MINUTES OF THE

SPECIAL MEETING OF THE BOARD OF DIRECTORS

OTAY WATER DISTRICT
May 16, 2011

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

ROLL CALL

Directors Present:

Director Absent:

Staff Present:

Bonilla, Croucher, Gonzalez, Lopez and Robak
None

General Manager Mark Watton, Assistant General Manager of
Administration and Finance German Alvarez, Assistant General
Manager of Engineering and Water Operations Manny Magana,
General Counsel Dan Shinoff, 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 Robak and carried
with the following vote:

Ayes:
Noes:
Abstain:
Absent:

Directors Bonilla, Croucher, Gonzalez, Lopez and Robak
None
None
None

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.



ACTION ITEMS

6.

ADOPT RESOLUTION NO. 4174 TO AMEND THE 1996 TRUST AGREEMENT FOR
THE 1996 VARIABLE RATE DEMAND CERTIFICATES OF PARTICIPATION TO
ALLOW FOR RESCISSION OF A MANDATORY TENDER NOTICE SENT IN
CONNECTION WITH SUBSTITUTION OF THE EXISTING LETTER OF CREDIT
SECURING THE CERTIFICATES

Chief Financial Officer Joe Beachem presented a Resolution for the Board of Directors
consideration to amend the 1996 Trust Agreement to provide for rescission of the
mandatory tender notice sent in connection with the substitution of the existing letter of
credit securing 1996 Certificates of Participation. Mr. Beachem indicated that the
District’s letter of credit was issued by Heleba Landesbank Hessen-Thuringen
Girozentrale (Helaba) and is scheduled to expire on June 10, 2011.

Chief Financial Officer Beachem stated that the District obtained a replacement letter
of credit from Union Bank, N.A., but it would not be in place by June 3, 2011 when the
trustee would have been required to draw on the existing Heleba letter of credit. He
indicated that a notice of such draw was sent to certificate owners on May 4, 2011 (30-
day requirement prior to the draw date) and subsequent to the mailing of the notice,
Heleba agreed to a 30-day extension of the existing letter of credit to provide an
orderly substitution of the Union Bank letter of credit. It was noted that the
replacement letter of credit from Union Bank, N.A. will not change the District’s debt.

It was discussed that the Trust Agreement for the 1996 COPs does not include a
rescission of the notice that was sent out on May 4 and if the notice is not rescinded,
the Remarketing Agent would be required to remarket the entire issue to new
investors. Chief Financial Officer Beachem stated that it is favorable for the District to
amend the Trust Agreement to provide for rescission of the mandatory tender notice to
avoid duplicate costs of remarketing that may cause certain existing investors to drop
out of the June 3 remarketing which may result in a slight increase in interest rates. It
is also favorable to amend the Trust Agreement so that it is up-to-date.

Consultant Suzanne Harrell stated that the rescission provisions changes time for the
2" notice from 30 days to 15 days.

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

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

to approve staffs’ recommendation and adopt Resolution No. 4174.



10.

11.

ADJOURNED OTAY WATER DISTRICT SPECIAL BOARD MEETING

CONVENE OTAY SERVICE CORPORATION SPECIAL BOARD MEETING

ADOPT RESOLUTION NO. 1007 TO AMEND THE 1996 TRUST AGREEMENT FOR
THE 1996 VARIABLE RATE DEMAND CERTIFICATES OF PARTICIPATION TO
ALLOW FOR RESCISSION OF A MANDATORY TENDER NOTICE SENT IN
CONNECTION WITH SUBSTITUTION OF THE EXISTING LETTER OF CREDIT
SECURING THE CERTIFICATES

General Manager Mark Watton stated that staff is requesting the adoption of
Resolution No. 1007 that will duplicate the actions of Resolution No. 4174, but under
the Otay Service Corporation.

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

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

to approve staff's recommendation and adopt Resolution No. 1007.

ADJOURN OTAY SERVICE CORPORATION SPECIAL BOARD MEETING

CONVENE OTAY WATER DISTRICT SPECIAL BOARD MEETING

APPROVE FISCAL YEARS 2012-2014 STRATEGIC PLAN

Chief Information Officer Geoff Stevens provided a PowerPoint presentation of the
District’'s FY 2012-2014 Strategic Plan. He discussed the strategic plan process that
began in September 2010 and indicated that the District’'s Senior Team was involved
in the review and finalization of the FY 2012-2014 Strategic Plan. A draft document of
the District’s Strategic Performance Management Plan for FY 2012-2014 was provided
to the Board.

Chief Information Officer Stevens indicated that the District’s key challenge is to add
increased “value” by improving its core business process. In addition, he stated that it
is important to focus on the District’s objectives and measures so that it may continue
to evolve and improve its business process.

Director Croucher stated that he would like to see the implementation of a strategic
plan versus a business process to ensure that all District employees, management
team and the Board are involved with the review and finalization of the District’s
Strategic Plan. He inquired if District employees and customers were involved with the



strategic plan process. Chief Information Officer Geoff Stevens stated yes and
indicated that a survey for the District's employees and customers was conducted to
obtain their input and this input was included in the Strategic Plan. Director Croucher
commended staff and recommended that the Strategic Plan indicate that all
employees, management team, board members and customers were involved in the
District’s strategic plan process.

Director Mark Robak inquired if the District's FY 2012-2014 Strategic Plan’s objectives
for the IT Department were different from its previous plan’s objectives. Chief
Information Officer Stevens stated, yes, and indicated that the new objectives for the
IT Department are maturing as the department’s role is changing. The District has
implemented new systems which has improved the District’s business process. The
role of technology is changing and this is reflected in the plan.

Administrative Services Chief Rom Sarno presented his department’s strategic plan
objectives that included identifying management initiatives for negotiations with
employee groups, evaluating policies and procedures to ensure the District remains
competitive, and updating performance evaluation categories/program.

Chief Financial Officer Beachem reviewed the Finance Department’s strategic plan
objectives that included the enhancement of communications with customers and
increase the number of customers utilizing online bill payment. He stated that 61% of
customers indicated that they would like to use an alternative payment method, but
only 54% of customers are utilizing the new method. The goal for the Finance
Department is to increase the number of customers that will actually use the
alternative payment method.

Engineering Chief Rod Posada presented the Engineering Department’s strategic plan
objectives which included strengthening CIP planning, budgeting and cost tracking
processes; preparing and implementing the Waste Water Management Plan and
implementing the recommendations within the Integrated Water Resources Master
Plan (IRP) to acquire alternative potable and recycled water resources.

Operations Chief Pedro Porras reviewed the Operations Department’s strategic plan
objectives. He indicated that the department is collaborating with the IT and
Engineering departments to improve the District’'s Asset Management Program and
Computerized Maintenance Management System. His department also plans on
reviewing current business practices with the goal of increasing integration between
departmental functions.

General Manager Mark Watton indicated that the District’'s FY 2012-2014 Strategic
Plan is a hybrid of a business and strategic plan.

Director Robak commended staff and stated that he appreciates that all of the
departments are collaborating with each other to develop objectives that will enhance
the District’s strategic planning and business processes.



12.

The Board thanked staff for their work on the Strategic Plan and indicated that it is an
excellent tool that assists the District with its objectives and performance measures.
The Board was pleased that the Strategic Plan involves a collaboration effort from the
District’'s employees, management team, and board members.

President Bonilla directed staff to develop a block diagram or strategy map of the
District’s Strategic Plan to help visualize its objectives and show how they interrelate
with one another. The diagram or map would also be helpful to visualize and organize
the steps of the District’s business processes.

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

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

to approve the District’s Fiscal Years 2012-2014 Strategic Plan.

ADOPT RESOLUTION NO. 4173, APPROVING THE FISCAL YEAR 2011-2012
OPERATING AND CAPITAL BUDGETS; APPROVE FUND TRANSFERS FOR
POTABLE, RECYCLED, AND SEWER; APPROVE WATER AND SEWER RATE
CHANGES ON ALL BILLING CYCLES THAT BEGIN IN CALENDAR YEAR 2012;
ADOPT ORDINANCE NO. 530 AMENDING APPENDIX A OF THE CODE OF
ORDINANCES WITH THE PROPOSED WATER AND SEWER RATE CHANGES,
AND SECTION 53, FEES, RATES, CHARGES AND CONDITIONS FOR SEWER
SERVICE; AND OBTAIN APPROVAL OF THE RATE INCREASE NOTICES

Chief Financial Officer Beachem indicated that staff would be presenting a PowerPoint
presentation discussing and recommending approval of the Fiscal Year 2012
Operating Budget of $78.1 million, the Capital Improvement Program (CIP) Budget of
$22.6 million, a 7.7% rate increase for potable and recycled customers, a 7.5% rate
increase for sewer customers, and associated fund transfers. He stated that upon the
board’s approval, the District will provide a 30-day notice of the rate increases to its
customers in compliance with Proposition 218. He noted that the District has
approved a five-year rate plan and the notice is provided to customers to make them
aware of the proposed increases. He stated that the proposed water and sewer rate
increases will be implemented on January 1, 2011.

Chief Financial Officer Beachem presented the workshop objectives and discussed the
following (see attached presentation for details):

e Rate Model and Budget Process
e Meeting District Objectives
e Proposed Fund Transfers - $13.7M



Debt Coverage Ratios

100% of the Water Rate Increase due to Suppliers (CWA, MWD, City of
San Diego

Operating Budget Highlights

Water Survey Results — Cost for 15 Units of water use; District is 8"
lowest among the 24 member agencies

Water Survey Results — Cost for 10 Units of water use; District is in the
middle of the 24 member agencies

Rate Model Review Sewer Rates

Sewer Budget Highlights

Sewer Survey Results — District's sewer cost is 6™ lowest among the 72
service providers

Chief Engineer Rod Posada discussed the following:

Capital Improvement Program
Growth Projections

Meter Sales and Growth

CIP Budget Assumptions

CIP Six-Year Budget Look Forward
Otay Water District Initiatives
Water Resources Supply Projects

Finance Manager Rita Bell presented the following:

Balanced Operating Budget
FY 2012 Operating Budget
Review of the Budget Process
Budget Objectives

Impact of Weather and Growth
Potable Water Sales

Potable Sales Revenues
Recycled Sales Revenues
Sewer Revenues

Sewer State Loan Paid Off
Other Revenues

Water Cost

Power

Staffing Highlights

Staffing Reductions and Efficiencies
Labor Costs

Administrative Cost

Materials & Maintenance Costs
Budget Summary



Chief Financial Officer Beachem noted that the San Diego water agencies were not
able to provide the information that the District requested to update the “Water Survey
Results” chart (for 15 units of water use) to reflect agencies proposed rate increases.
As soon as the District receives the requested information, the chart will be updated in
the rate notices that will be forwarded to customers.

He indicated that there is a decrease in the overall cost for sewer services from the
District. The Sewer Survey Results indicate that the District is the 6™ lowest sewer
provider in San Diego county.

Accounting Manager Bell stated that the budget process is an all year round project
that begins with the strategic plan then placed in the rate model and re-reviewed to
determine if there are areas in the District’s business process that could be reduced.
She stated that FY 2010 is considered the new normal for budget processing.

Chief Financial Officer Beachem indicated that the District's FY 2011-2012 balanced
budget meets the needs of its customers and is supported by a 7.7% potable and
recycled water rate increase, and a 7.5% sewer rate increase. He stated that staff is
recommending that the board:

1) Adopt Resolution No. 4173 to approve the FY 2011-2012 Operating and CIP
Budget;

2) Approve the fund transfers;

3) Adopt Ordinance No. 530 to amend Appendix A of the Code of Ordinances
with the proposed water and sewer rate increases, and Section 53, Fees,
Rates, Charges and Conditions for Sewer Service; and

4) Direct staff to send notices of the rate increases to the District’s customers

In response to an inquiry from Director Robak, Chief Financial Officer Beachem stated
that the District’'s FY 2012 Operating and CIP budgets are zero based budgets and
every dollar is accounted for. The budgets indicate what all budgeted funds are
designated for.

At the request of Director Robak, Chief Financial Officer Beachem provided additional
details of the District’s debt coverage ratio and indicated that it should be above 125%.
In addition, it was noted that staff has taken a conservative approach by not depending
on growth in the future.

In response to an additional question from Director Robak, Chief Financial Officer
Beachem stated that the District has a lower rate increase compared to CWA's rate
increase because the District focuses on efficiency to lower costs and matching its CIP
to growth and the economy.



Director Lopez inquired about the District’s reserve levels. Chief Financial Officer
Beachem indicated that it is one of the District’s objectives to ensure that its reserve
levels are well funded and in compliance with the District's Reserve Policy.

In response to a question from Director Croucher, Chief Financial Officer Beachem
indicated that the shift in the CIP Budget for FY 2015 will not significantly increase the
rate for the District’'s customers.

In response to a question from Director Gonzalez, General Manager Watton indicated
that the District is looking at full fleet management to help reduce fuel consumption
and increase efficiency. Several of the District’s old vehicles have already been
replaced with fuel efficient vehicles.

President Bonilla stated that the Board has been fiscally responsible over the years
and is not easily influenced by politics when making decisions. The District cannot
lose focus that it must provide quality water at the lowest possible price. He stated
that the District can only do so much to increase efficiencies and lower operating costs
to avoid significant rate increases. There are other factors that are outside the
District’s control such as fuel and energy costs. He stated that the Board feels that
they are investing in the District and staff and is very proud of them.

A motion was made by President Bonilla, seconded by Director Croucher and carried
unanimously with the following votes:

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

to adopt Resolution No. 4173, approving the Fiscal Year 2011-2012 Operating and
Capital Budgets;

A motion was made by President Bonilla, seconded by Director Lopez and carried
unanimously with the following votes:

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

to approve fund transfers for potable, recycled, and sewer;

A motion was made by President Bonilla, seconded by Director Lopez and carried
unanimously with the following votes:

Ayes: Directors Bonilla, Croucher, Gonzalez, Lopez and Robak



Noes: None
Abstain: None
Absent: None

to approve water and sewer rate changes on all billing cycles that begin in Calendar
Year 2012; to adopt Ordinance No. 530 amending Appendix A of the Code of
Ordinances with the proposed water and sewer rate changes, and Section 53, fees,
rates, charges and conditions for sewer service;

A motion was made by President Bonilla, seconded by Director Gonzalez and carried
unanimously with the following votes:

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

to approve of the rate increase notices.

On behalf of the District’'s employees, General Manager Watton thanked the board for
their support of the proposed budget and of staff.

13.  With no further business to come before the Board, President Bonilla adjourned the
meeting at 5:53 p.m.

President

ATTEST:

District Secretary



