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CHINO BASIN WATERMASTER

Thursday, September 27, 2007

9:00 a.m. — Advisory Committee Meeting
11:00 a.m. — Watermaster Board Meeting

(Lunch will be served)

AGENDA PACKAGE
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CHINO BASIN WATERMASTER

ADVISORY COMMITTEE MEETING
9:00 a.m. — September 27, 2007
At The Offices Of
Chino Basin Watermaster
9641 San Bernardino Road
Rancho Cucamonga, CA 91730

AGENDA

CALL TO ORDER
AGENDA - ADDITIONS/REORDER

. CONSENT CALENDAR
Note: All matters listed under the Consent Calendar are considered to be routine and non-
controversial and will be acted upon by one motion in the form listed below. There will be no
separate discussion on these items prior to voting unless any members, staff, or the public
requests specific items be discussed and/or removed from the Consent Calendar for separate
action.

A. MINUTES
1. Minutes of the Advisory Committee Meeting held August 23, 2007 (Page 1)

B. FINANCIAL REPORTS

Cash Disbursements for the month of August 2007 (Page 21)

Watermaster Visa Check Detail (Page 25)

Combining Schedule for the Period July 1, 2007 through July 31, 2007 (Page 27)
Treasurer's Report of Financial Affairs for the Period July 1, 2007 through July 31, 2007
(Page 29)

5. Profit & Loss Budget vs. Actual July 2007 through July 2007 (Page 31)

PON=

. BUSINESS ITEMS
A. Dr. SUNDING MICRO-ECONOMIC REPORT
Move to Receive and File the Dr. Sunding Micro-Economic Report (Page 33)

B. ADOPT RESOLUTION 07-05 (PEACE Il LEGAL DOCUMENTS)
Move to Adopt Resolution 07-05 and Direct Legal Counsel to File With the Court (Page 75)

C. 20-GALLON CHALLENGE
Adopt Resolution No. 07-04 Encouraging Residents and Businesses to Help Drought-Proof the
Chino Basin by Participating in the 20-Gaflon Challenge for Voluntary Water Conservation in the
Chino Basin (Page 237)

lll. REPORTS/UPDATES
A. WATERMASTER GENERAL LEGAL COUNSEL REPORT
1. Court Approval re Subsidence Long Term Plan (Page 243)

B. ENGINEERING REPORT
1. Status Report on Basin Modeling Work



Agenda Advisory Committee Meeting

C. FINANCIAL REPORT

1. Water Activity Report Status

D. CEO/STAFF REPORT
1. Legislative Update
2. Recharge Update

September 27, 2007

E. INLAND EMPIRE UTILITIES AGENCY

=R ol ol ol

Three-year Recycled Water Business Plan (Page 271)
Drought Planning Update (Page 291)

Proposed Landscape Rebate Programs (Page 313)
Monthly Water Conservation Programs (Page 341)
Monthly Imported Water Deliveries Report —handout-
State and Federal Legislative Report (Page 345)
Community Outreach/Public Relations Report (Page 383)

F. OTHER METROPOLITAN MEMBER AGENCY REPORTS

IV. INFORMATION

1.  Newspaper Articles (Page 385)
V. COMMITTEE MEMBER COMMENTS

VL. OTHER BUSINESS

VIl. EUTURE MEETINGS
September 27, 2007
September 27, 2007
QOctober 1, 2007
October 1, 2007
October 2, 2007
October 3, 2007
October 11, 2007
October 16, 2007
October 25, 2007
October 25, 2007

Meeting Adjourn

9:00 a.m.
11:00 a.m.
11:30 a.m.

5:00 p.m.

7:30 a.m.
10:00 a.m.
10:00 a.m.

9:00 a.m.

9:00 a.m.
11:00 a.m.

Advisory Committee Meeting

Watermaster Board Meeting

Golf Tournament Tee Off

Kick off Reception for Strategic Conference
Strategic Planning Follow Up Conference
MZ1 Workshop w/ Special Referee
Appropriative & Non-Agricultural Pool Meeting
Agricultural Pool Meeting @ IEUA

Advisory Committee Meeting

Watermaster Board Meeting



CHINO BASIN WATERMASTER

BOARD MEETING
11:00 a.m. — September 27, 2007
At The Offices Of
Chino Basin Watermaster
9641 San Bernardino Road
Rancho Cucamonga, CA 91730

AGENDA

CALL TO ORDER

AGENDA - ADDITIONS/REORDER

CONSENT CALENDAR

Note: All matters listed under the Consent Calendar are considered to be routine and non-
controversial and will be acted upon by one motion in the form listed below. There will be no
separate discussion on these items prior to voting unless any members, staff, or the public
requests specific items be discussed and/or removed from the Consent Calendar for separate
action.

A.

MINUTES
1. Minutes of the Watermaster Board Meeting held August 23, 2007 (Page 7)
2. Minutes of the Watermaster Board Conference Call held September 13, 2007 (Page 17)

FINANCIAL REPORTS

1. Cash Disbursements for the month of August 2007 (Page 21)

2. Watermaster Visa Check Detail (Page 25)

3. Combining Schedule for the Period July 1, 2007 through July 31, 2007 (Page 27)

4. Treasurer's Report of Financial Affairs for the Period July 1, 2007 through July 31, 2007
(Page 29)

5. Profit & Loss Budget vs. Actual July 2007 through July 2007 (Page 31)

BUSINESS ITEMS

A.

Dr. SUNDING MICRO-ECONOMIC REPORT
Move to Receive and File the Dr. Sunding Micro-Economic Report (Page 33)

ADOPT RESOLUTION 07-05 (PEACE Il LEGAL DOCUMENTS)
Move to Adopt Resolution 07-05 and Direct Legal Counsel to File With the Court {(Page 75)

20-GALLON CHALLENGE

Adopt Resolution No. 07-04 Encouraging Residents and Businesses to Help Drought-Proof the
Chino Basin by Participating in the 20-Gaflon Challenge for Voluntary Water Conservation in the
Chino Basin (Page 237)

ELIMINATION OF SECRETARY Il POSITION
Approve the Elimination of the Secretary Il Position {Page 2471)

REPORTS/UPDATES

A.

WATERMASTER GENERAL LEGAL COUNSEL REPORT
1.  Court Approval re Subsidence Long Term Plan (Page 243)
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B. ENGINEERING REPORT
1. Status Report on Basin Modeling Work

C. FINANCIAL REPORT

1. Water Activity Report Status

D. CEO/STAFF REPORT
1. Legislative Update
2. Recharge Update

IV. INFORMATION

1. Newspaper Articles (Page 385)

V. BOARD MEMBER COMMENTS

VI. OTHER BUSINESS

Vil. EUTURE MEETINGS
September 27, 2007
September 27, 2007
QOctober 1, 2007
October 1, 2007
October 2, 2007
October 3, 2007
Qctober 11, 2007
Qctober 16, 2007
October 25, 2007
October 25, 2007

Meeting Adjourn

9:00 a.m.
11:00 a.m.
11:30 a.m.

5:00 p.m.

7:30 a.m.
10:00 a.m.
10:00 a.m.

9:00 a.m.

9:00 a.m.
11:00 a.m.

September 27, 2007

Advisory Committee Meeting

Watermaster Board Meeting

Golf Tournament Tee Off

Kick off Reception for Strategic Conference
Strategic Planning Follow Up Conference
MZ1 Workshop w/ Special Referee
Appropriative & Non-Agricultural Pool Meeting
Agricultural Pool Meeting @ IEUA

Advisory Committee Meeting

Watermaster Board Meeting



CHINO BASIN WATERMASTER

. CONSENT CALENDAR

A. MINUTES

1. Advisory Committee Meeting — August 23,
2007
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Draft Minutes
CHINO BASIN WATERMASTER

ADVISORY COMMITTEE MEETING
August 23, 2007

The Advisory Committee meeting was held at the offices of the Chino Basin Watermaster, 9641 San
Bernardino Road, Ranche Cucamonga CA, on July 26, 2007 at 9:00 a.m.

ADVISORY COMMITTEE MEMBERS PRESENT
Non-Agricultural Pool

Bob Bowcock, Chair Vulcan Materials Company (Calmat Division)
Appropriative Pool

Mohamed El-Almay City of Ontario

Mark Kinsey Monte Vista Water District

Raul Garibay City of Pomona

Robert Young Fontana Union Water Company
Dave Crosley City of Chino

Anthony La City of Upland

Robert DelLoach Cucamonga Valley Water District
J. Arnold Rodriguez Santa Ana River Water Company
Charles Moorrees San Antonio Water Company
Agricultural Pool

Edward Gonsman State of California CIM

Nathan deBoom Ag Pool, Dairy

Jeff Pierson Ag Pool, Crops

Watermaster Board Members Present

Sandra Rose Monte Vista Water District

Terry Catlin Inland Empire Utilities Agency
Watermaster Staff Present

Kenneth R. Manning Chief Executive Officer

Sheri Rojo CFO/Asst. General Manager
Gordaon Treweek Project Engineer

Danielle Maurizio Senior Engineer

Sherri Lynne Molino Recording Secretary

Watermaster Consultants Present
Michael Fife Hatch & Parent
Mark Wildermuth Wildermuth Environmental Inc.

Others Present

Gary Meyerhofer Carollo Engineering

Marty Zvirbulis Cucamonga Valley Water District
Ron Craig RBF Consulting

Ken Jeske City of Ontario

Steven G. Lee Ag Pool Legal Counsel

Martha Davis Inland Empire Utilities Agency

Chair Bowcock called the Advisory Committee meeting to order at 9:01 a.m.

AGENDA - ADDITIONS/REORDER
There were no additions or reorders made to the agenda.
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I. CONSENT CALENDAR

A. MINUTES
1. Minutes of the Advisory Committee Meeting held July 26, 2007

ltem B was pulled for discussion.

B. FINANCIAL REPORTS

Cash Disbursements for the month of July 2007

Watermaster Visa Check Detail

Combining Schedule for the Period July 1, 2006 through June 30, 2007

Treasurer's Report of Financial Affairs for the Period June 1, 2007 through June 30, 2007
Profit & Loss Budget vs. Actual July 2006 through June 2007

O G

Mr. Kinsey noted Chino Basin Watermaster is between $800,000 and $900,000 over budget.
Mr. Kinsey stated this pool has had discussions in the past regarding over budget items and the
process that Watermaster should have place when items are going to be over budget. Ms. Rojo
agreed the discussion of budget issues has been a question in the past; however, nothing has been
decided upon to date. Mr. Manning stated there are two issues that caused the budget to be over.
One item was the State Board hearing on the Water Rights Application which was not an anticipated
cost at the time the budget was approved. The second item was the review of the Wildermuth model
and that came up after the budget was developed as well. Mr. Manning stated the cost for those two
items was about $750,000 for those two items alone. Mr. Kinsey offered comment with regard to
what other agencies do to handle over budget items and that they normally look at other areas to cut
costs to make up for some of the cost differences. A discussion regarding costs and budget
overages ensued and it was noted this item will be sent on to the Budget Advisory Committee for a
process to be developed to handle budget overages in the future.

C. WATER TRANSACTION

1. Consider Approval for Notice of Sale or Transfer — The lease of 3,500 acre-feet, to be
taken first from the fiscal year 2006/2007 allocation from the City of Pomona’s net
underproduction, if any, with any remainder from Pomona’s local storage account in the
Chino Basin, to be transferred to the Cucamonga Valley Water District storage account.
Date of Application: June 7, 2007

2. Consider Approval for Notice of Sale or Transfer — The City of Pomona has agreed to
purchase from the City of Upland a portion of Upland’s water in storage in the amount of
893 acre-feet for fiscal year 2006/2007. Date of Application: June 7, 2007

3. Consider Approval for Notice of Sale or Transfer — The Santa Ana River Water
Company lease and assigned Jurupa Community Services District the quantity of 2,000
acre-feet of corresponding annual production right fiscal year 2006/2007. Date of
Application: June 28, 2007

D. INTERVENTION - RIBOLI FAMILY/SAN ANTONIO WINERY
Intervention into Chino Basin Watermaster as a Non-Agricultural Pool Party

Motion by Deloach, second by Kinsey, and by unanimous vote
Moved to approve Consent Calendar Items A through D, as presented

ltem B was pulled for discussion.

E. INTERVENTION - FUJI NATURAL FOOD INC.
Intervention into Chino Basin Watermaster as an Agricultural Pool Party

Chair Bowcock stated he has read the intervention for Fuji Natural Foods and noted he is concerned
over the limited information being presented to make a decision to place this entity in the Agricultural
Pool. A lengthy discussion regarding the logistics of Fuji Natural Foods and its correlation with being
placed into the Agricultural Pool ensued. Chair Bowcock asked the committee members to consider
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pulling this item from the agenda for further investigation as to the appropriateness of the poal
placement of this entity and asked Watermaster staff to create a more complete staff report when this
item is put on the agenda for consideration. A discussion ensued with regard to this item.

Motion by Kinsey, second by Deloach, without opposition
Moved to table this item for further examination and for this item to be brought back
through the Pool process, as presented

BUSINESS ITEMS

A.

LEGAL INSTRUMENTS

Mr. Manning stated newly revised legal instrument documents are available on the back table.
Counsel Fife stated another draft of the legal instruments has been sent out to the parties and
these new documents incorporated suggestions that were made prior to last week's workshop,
and feedback staff has received subsequently. A follow up workshop has been scheduled for
Wednesday, August 29, 2007 from 10:00 a.m. to 2:00 p.m. here at the Chino Basin Watermaster
office. The August 29, workshop will be held to discuss the Sunding report which was received
this morning and was distributed electronically; there are copies of that report on the back table.
Counsel Fife stated while the workshops are taking place Watermaster staff is putting this item
in the Business Item section of the package for all Pools, Advisory Committee, and Watermaster
Board meetings to allow further discussions to take place. Mr. Kinsey stated the documents that
are being developed are based on assumptions which are still pending on Wildermuth's model
update which quantifies things such as induced inflow and how much of the 400,000 acre-feet of
temporary surplus can be utilized. Dr. Sunding’s report is another assumption and more
information is needed on this. The other variable that was discussed was the consideration of
the proposed amendment to the Dry Year Yield contract which has potential material changes
from the Peace |l provisions. Mr. DelLoach inquired as to what the change would be when the
Wildermuth report comes back if anything. Mr. Kinsey noted that was an unknown answer. A
lengthy discussion ensued with regard to  Mr. Kinsey’s comments, the Wildermuth Report, and
the Sunding Report.

HANSON AGGREGATES

Counsel Fife stated this item has been an item of discussion for several months. Inland Empire
Utilities Agency (IEUA) is the lead counsel in this law suit. Watermaster staff and counsel
believe we need to file a complaint against Hanson Aggregates in order to get resolution
regarding this issue; this is a cost issue at this time. IEUA and Watermaster are trying to
recover the costs that were incurred by Hanson's discharge of sediment which clogged the
Lower Day Basin. IEUA is the agency that spent the funds to clean up the basin. As IEUA is
the lead on the lawsuit, Watermaster is also on the pleading with them and will be signing the
pleading. Staff is requesting approval to go ahead and file the complaint against Hanson
Aggregates. Counsel Fife stated counsel will need to seek court approval prior to the filing of
the complaint because the court has indicated in the past when Watermaster is going to proceed
with legal action against a non-party entity it must seek court authorization. A lengthy discussion
ensued with regard to this matter.

Motion by Del.oach, second by Pierson, and by unanimous vote
Moved fo approve filing of the complaint against Hanson Aggregates, as presented

REPORTS/UPDATES
A. WATERMASTER GENERAL LEGAL COUNSEL REPORT

1. MZ1 Filing
Counsel Fife stated the MZ1 Pleading was filed with the court and there is a hearing set for
September 13, 2007 regarding this pleading. Counsel stated there have been discussions
with the attorney representing Chino Hills and it has been requested by Chino Hills to seek
a continuance for this hearing for 120 days on this matter. Counsel has communicated with
Chino Hills at the general counsel level and stated that Watermaster is not comfortable with
continuing the hearing to a later date. Our goal is to have the MZ1 matter taken care of
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prior to the court process regarding Peace llI; however, staff and counsel takes direction
from the Watermaster Board and this request will be put forth to the Watermaster Board
members for their direction. Counsel Fife stated Counsel Slater will convey this request to
the Board members today along with counsel's recommendation that we not agree to a
continuance. Counsel Fife stated if we don't consent, Chine Hills has indicated their
counsel may go to the court immediately to make the request for a continuance; that could
be seen within the next day or so. A brief discussion ensued with regard to this matter.

Sunding Report — Micro-Economic Study
Counsel Fife stated the workshop regarding this report is scheduled for August 29, 2007
from 10:00 a.m. to 2:00 p.m. A copy of the Sunding Report is on the back table.

Supplemental Filing Regarding May 24, 2007 Court QOrder

Counsel Fife stated there is another filing on the back table; this was handed out for the first
time at the recent Legal Instrument Workshop. It is called a Supplemental Filing regarding
the May 24, 2007 order. Counsel has gone back and reviewed the May 24, 2007 court
order from the last conference that was held with the judge and Watermaster was ordered
within 30 days of that hearing to provide an explanation of the connection between
Hydraulic Contral and the Basin Plan Amendments. Counsel Fife stated it was an oversight
that this was not responded to and counsel and staff is now rectifying this with this
supplemental filing; there will not be a hearing on this filing.

B. CEO/STAFF REPORT

1.

Legislative Update

Mr. Manning stated the State of California has approved a budget and there was a
compromise made to do this. A lot of details surrounding the budget will be analyzed by
several parties. There is approximately three weeks left in the legislative session in
Sacramento and a lot of bills will be considered during that time. Mr. Manning stated on
page 95 of the meeting packet Ms. Davis has done a great job in compiling both state and
federal legislative issues. In Washington DC there is a bit of a problem with the WRDA Act;
there is some money in that act that could come to the Chino Basin for studying potential
infrastructure within the basin.

Recharge Update
Mr. Manning stated there is no recharge taking place other than some minor water that finds
its way into our basins.

C. ENGINEERING REPORT

1.

State of the Basin Report Update

Mr. Wildermuth stated he is going to be giving the committee members a short presentation
on the State of the Basin Report (SOB). Through an order that authorized us to implement
the OBMP, the State of the Basin Report is required every two years. This is the third State
of the Basin Report. Each time it has been done comments have been received by the
Special Referee and the court as to what they would like to see. The report which is out
now is a scaled down version of what it used to be. Mr. Wildermuth stated in May the
Special Referee asked to verify that Watermaster has done all the replenishment it was
supposed to do. The State of the Basin Report describes the state of the basin through
June 2006 with respect to geology, groundwater levels and storage, pumping and recharge,
Hydraulic Control, and ground level. It is a court order to report the change in the state of
the basin since the implementation of the OBMP. Similar reports have been prepared in
2003 and 2005 for the fiscal years ending in 2002 and 2004. With few exceptions, most of
the material presented in the 2006 SOB report has been presented in prior Watermaster
process meetings and will not be presented today. Mr. Wildermuth stated with regard to the
geology/hydrogeology the basin is much deeper than originally believed in the southern end
of MZ1 and down into Temescal Basin. The sediments in the deeper zones are
predominately fine grained and do not yield or transmit water at exploitable rates. The deep
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aquifer subsidence mechanism is now understood which enabled the promulgation of the
long term management plan. Mr. Wildermuth reviewed several maps in detail. Mr.
Wildermuth stated the number of active agricultural wells and associated production has
decreased since implementation of the OBMP in 2000. Agricultural production in the vicinity
of the Desalter | well field has dropped significantly between 2000-2001 and 2005-2006.
Desalter pumping started in 2000-2001 and has reached 16,500 acre-feet per year in 2005-
2006. Mr. Wildermuth reviewed groundwater elevation maps in detail. A review of the time
history of production, recharge, and groundwater levels in MZ1, MZ2, MZ3, MZ4, and MZ5
was completed. A review of groundwater production, recharge, levels, and storage which
included change in storage since the OBMP was implemented in acre-feet from 2000 to
2006 was completed. Mr. Wildermuth stated with regard to groundwater quality, for the
most part there have been no significant changes from prior SOB reports. Chilean nitrate
has been confirmed as a source of some of the low-level perchlorate hits at wells. A
lengthy discussion regarding Chilean nitrate ensued. Mr. Wildermuth reviewed several
other area maps in detail. A discussion with regard to Mr. Wildermuth's presentation
ensued.

D. FINANCIAL REPORT

1.

Assessment Package Update

Ms. Rojo stated invoices were sent out recently to bill for one half of the prior year's
assessments. As far as tying out the numbers that go into the Assessment Package this
year, staff is all but finished with the land use conversions and the assignments. Staff has
entered almost all of the production from each of the parties and the water activity reports
will hopefully be able to be sent out to the parties by the end of the month. Staff does need
the 85/15 sales figures that are being waited on from some of the parties; we have received
about half to date. Ms. Rojo stated all in all the assessment process has been moved up
several months, but as a result of the Peace |l discussions, the Assessment Package will
not be finalized for a while.

E. INLAND EMPIRE UTILITIES AGENCY

1.

Drought Planning Activities for 2008 - Oral

Ms. Davis stated a supplemental packet with regard to this item is available on the back
table. Ms. Davis stated Metropolitan Water District (MWD) started $6 million in water
conservation advertisements and Inland Empire Utilities Agency (IEUA) has funded weekly
Daily Bulletin advertisements. MWD and member agencies are meeting to work on a 2008
Drought Allocation Plan. Their next meeting is scheduled for September 7, 2007. The
MWD board action is scheduled for this item in December/January 2008. Ms. Davis stated
this week MWD approved a $15 million rebate specifically for public agencies for
conservation efforts. Ms. Davis reviewed some of the rebate programs being offered.

MWD DYY Potential Implementation in April 2008 — Oral

Ms. Davis stated there was a workshop regarding this item and one of the topics discussed
was wrapping up the current 100,000 acre-foot program and making sure all the facilities,
complete. Ms. Davis discussed the potential implementation of the MWD DYY which would
start in April, 2008.

MWD DYY Expansion Studies, Schedule and Budget Work Plan — Oral

Ms. Davis stated there is a work plan put together with IEUA and Western Municipal Water
District who has approved the MOU and the work plan on August 15, 2007. Three Valleys
Municipal District is scheduled to approve this tomorrow on August 24, 2007. Once all
elements of this plan are put together it is due back to MWD by December, 2007. The goal
of this expanded program is to have all of the logistics worked out by July and the CEQA by
October so that we will meet the December deadline for MWD.
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4. Current Regional Conservation Efforts — Oral
Ms. Davis discussed the 20-Gallon Challenge which will be brought back next month as an
action item and other conservation efforts such as the new pilot turf buy-back program.

Ms. Davis noted the next Recycled Water Workshop will be held on August 22, 2007.

5. Monthly Water Conservation Programs
No comment was made regarding this item.

6. Monthly Imported Water Deliveries Report
No comment was made regarding this item.

7. State and Federal L egislative Report
No comment was made regarding this item.

8. Community Outreach/Public Relations Report
No comment was made regarding this item.

F. OTHER METROPOLITAN MEMBER AGENCY REPORTS
No comment was made regarding this item.

IV. INFORMATION

1. Newspaper Articles
No comment was made regarding this item.

V. COMMITTEE MEMBER COMMENTS
No comment was made regarding this item.

VI. OTHER BUSINESS
No comment was made regarding this item.

VIl. FUTURE MEETINGS

August 21, 2007 9:00 a.m.  Agricultural Pool Meeting @ IEUA
August 23, 2007 9:00 a.m.  Advisory Committee Meeting
August 23, 2007 11:00 a.m.  Watermaster Board Meeting

September 13, 2007  10:00 a.m.  Appropriative & Non-Agricultural Pool Meeting
September 18, 2007 9:00 am.  Agricultural Pool Meeting @ IEUA

September 27, 2007 9:00 a.m.  Advisory Committee Meeting

September 27, 2007  11:00 a.m.  Watermaster Board Meeting

The Advisory Committee meeting was dismissed by Chair Bowcock at 10:30 a.m.

Secretary:

Minutes Approved:




CHINO BASIN WATERMASTER

. CONSENT CALENDAR

A. MINUTES

1.  Watermaster Board Meeting — August 23,

2007
2.  Watermaster Board Conference Call Meeting

— August 23, 2007




Draft Minutes
CHINO BASIN WATERMASTER

WATERMASTER BOARD MEETING
August 23, 2007

The Watermaster Board Meeting was held at the offices of the Chino Basin Watermaster, 9641 San
Bernardino Road, Rancho Cucamonga, CA, on July 26, 2007 at 11:00 a.m.

WATERMASTER BOARD MEMBERS PRESENT

Ken Willis, Chair
Bob Kuhn

Terry Catlin
Sandra Rose
Charles Field
Bob Bowcock
Jeff Pierson
Nathan deBoom

Watermaster Staff Present
Kenneth R. Manning

Sheri Rojo

Gordon Treweek

Danielle Maurizio

Sherri Lynne Malino

Watermaster Consultants Present
Michael Fife
Mark Wildermuth

Others Present
Gary Meyerhofer
Bill Kruger
Justin LoFranco
Ron Craig

Steve Orr

David DeJesus
Raul Garibay
Ken Jeske

West End Consclidated Water Company
Three Valleys Municipal Water District
Inland Empire Utilities Agency

Monte Vista Water District

Western Municipal Water District

Vulcan Materials Company

Agricultural Pool

Agricultural Pool

Chief Executive Officer
CFO/Asst. General Manager
Project Engineer

Senior Engineer

Recording Secretary

Hatch & Parent
Wildermuth Environmental Inc.

Carollo Engineering

City of Chino Hills

City of Corona

RBF Consulting

City of Upland Counsel

Three Valleys Municipal Water District
City of Pomona

City of Ontario

The Watermaster Board Meeting was called to order by Chair Willis at 11:00 a.m.

PLEDGE OF ALLEGIANCE

AGENDA - ADDITIONS/REORDER

It was noted Consent Calendar Item E — Intervention for Fuji Natural Foods Inc. was pulled from the
agenda at the request of the Advisory Committee.
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I. CONSENT CALENDAR
A. MINUTES
1. Minutes of the Watermaster Board Meeting held July 26, 2007

ltem B was pulled for discussion.

B. FINANCIAL REPORTS

Cash Disbursements for the month of July 2007

Watermaster Visa Check Detail

Combining Schedule for the Period July 1, 2006 through June 30, 2007

Treasurer's Report of Financial Affairs for the Period June 1, 2007 through June 30, 2007
Profit & Loss Budget vs. Actual July 2006 through June 2007

O s G P

Ms. Rose stated she appreciated receiving the board letter noted her concerns about Chino Basin
Watermaster being about 20% over budget. Ms. Rose inquired about taking the money out of LAIF
which is a reserve account. Mr. Rojo stated Watermaster does not carry a reserve from one year to
the next nor do we keep different fund balances other than the Agricultural Pool fund which is
separate. Ms. Rojo stated if Watermaster is over budget from one year to the next, in the past, we
credit back the assessments for the upcoming year for any cash that we had on hand. This would
have been the first year that we actually had less on hand to return back. Looking at the assessment
package in past years we have actually refunded back the appropriators half of the cash available to
refund to offset assessments. There is a small amount of cash that Watermaster has held from one
year to the next which was used up fo help cover the deficit that we currently have. The Budget
Advisory Committee has been meeting and to discuss ways to streamline the assessment process
and generate assessments that are more level over time that don't fluctuate as much depending on
our budgets. One of the items we are looking at is not giving the cash back credit to the appropriators
so that it would be more of a build up of a reserve. Ms. Rose inquired about the Santa Ana River
hearing costs. Mr. Manning stated the $500,000 which was discussed in the board letter was for
technical work that had to be done, for special witnesses, and attorney fees.

C. WATER TRANSACTION

1. Consider Approval for Notice of Sale or Transfer — The lease of 3,500 acre-feet, fo be
taken first from the fiscal year 2006/2007 allocation from the City of Pomona'’s net
underproduction, if any, with any remainder from Pomona's local storage account in the
Chino Basin, to be transferred to the Cucamonga Valley Water District storage account.
Date of Application: June 7, 2007

2. Consider Approval for Notice of Sale or Transfer — The City of Pomona has agreed to
purchase from the City of Upland a portion of Upland’s water in storage in the amount of
893 acre-feet for fiscal year 2006/2007. Date of Application: June 7, 2007

3. Consider Approval for Notice of Sale or Transfer — The Santa Ana River Water
Company lease and assigned Jurupa Community Services District the quantity of 2,000
acre-feet of corresponding annual production right fiscal year 2006/2007. Date of
Application: June 28, 2007

D. INTERVENTION — RIBOLI FAMILY/SAN ANTONIO WINERY
Intervention into Chino Basin Watermaster as a Non-Agricultural Pool Party

Motion by Kuhn, second by Rose, and by unanimous vote
Moved to approve Consent Calendar items A through D, as presented

Item E was pulled from the agenda to be placed on an agenda at ancther time.

E. INTERVENTION - FUJI NATURAL FOOD INC.
Intervention into Chino Basin Watermaster as an Agricultural Pool Party
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BUSINESS ITEMS
A.

LEGAL INSTRUMENTS

Counsel Slater stated what is before you today is a suite of documents which comprise of the
Peace Il measures. They are the legal instruments which effectuate the intention of the parties
as they can be divined from the non-binding term sheet. We took the Peace Il Non-Binding
Term Sheet and translated that document into a suite of legal documents and all of them are
before you. The primary document which is the operative document is the Watermaster
Resolution. The Watermaster Resolution is presently un-numbered and un-dated, we know it
will be in 2007 and in this iteration if you look at Roman numeral eight you will see a variety of
items that are referenced under paragraph eight. What this document does it indicates that
Watermaster is holding each of those documents and each one of those documents is
satisfactory to it, that the foundational or predicate findings have been made. We would then be
holding a Sociceconomic Report that was acceptable to the board. Then we would have a
report from Wildermuth Environmental regarding the investigation of the project description and
whether it would cause material harm to the basin or any party. Having that information and
having the documents, Watermaster would then presumably adopt the Resolution and then
transmit the entire package over to the court for action. The reason for doing this is that no
party or no interest is left behind; it is all tied together. The operative document from
Watermaster's standpoint is the Resolution. This process also mirrors exactly what was done in
2000; it is not new. Within the packet are a series of documents which will be covered briefly
and then we will take questions and comments related to any one of the individual documents.
The first document within the Resolution is the Project Description and this is not CEQA. We
have a duty to the court and the court has requested that Watermaster investigate all physical
consequences of the intended action regardless of whether it qualifies as a project for CEQA.
The document entitled Project Description, which will be an exhibit to the Resolution, is designed
to describe to the court what it is we are doing and then Wildermuth Environmental is using the
model as its tool to evaluate what the physical consequences would be of the intend action. It
does not look at monetary benefits, or how the parties might divide the spoils, it sets the physical
parameters for what Watermaster is doing and then will take a look at what the physical
consequences of that action. The second document in the packet is a document entitled
Discretionary Actions to Amend Watermaster Rules and Regulations. We have gotten lots of
comments about the title and it has changed a bit. The reason it is phrased the way it is, is to
call out the things that have already been delegated to Watermaster, and Watermaster has the
discretion to modify its Rules and Regulations today. As a matter of prospecting the various
levels of the overall package, Watermaster has agreed to adopt these Rules and Regulations at
the same time as we were accepting the rest of the elements. The next items are two judgment
amendments that relate to a specific subject and that is the liberalization of alienating the Non-
Agricultural Overlying Rights. Allowing that water to be transferred and made available to the
Appropriators provides for an assessment, and the dedication of water to desalter replenishment
by the members of the Non-Agricultural Pool. A judgment amendment is required to implement
that. A second judgment amendment is also required to implement our new improved OBMP,
which the centerpiece of that strategy is Hydraulic Control and Basin Re-Operation. We can't
get there from here without having a judgment amendment which allows us to engage in
controlled overdraft over a defined period. This Board and the stakeholders spent countless
hours defining the circumstances under which that controlled overdraft in Hydraulic Control may
be achieved. This judgment amendment sets very specific guidelines on how that is to be
accomplished to avoid harm to the basin and to give the court and the public the assurances
that we are engaged in good stewardship when we are pursuing our Hydraulic Control. The next
document in the package actually is a Purchase and Sale Agreement which is between
Watermaster and the members of the Non-Agricultural Overlying Pool. Watermaster presently
has the power and authorization to execute a water transfer from the Non-Agricultural Overlying
Pool to Watermaster in two defined areas where it is used in connection with the Storage and
Recovery Project, or whether it is in furtherance of Desalter Replenishment. This proposed
agreement deems to do two things. It proposes to effectively give Watermaster an option to buy
water from the Non-Agricultural Overlying Pool for potential use of either Desalter
Replenishment, or in connection with the Storage and Recovery Project a significant quantity of
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approximately 40,000 acre-feet and it also included an earmarking of a specific quantity for a
transfer between a specific Non-Agricultural Overlying member, San Antonio and the seller,
Vulcan. The next document in the package is the Peace Il Agreement. Note it is the Peace |
Agreement and not the amendment to the Peace Agreement and this is an important distinction
and there is yet to be another document called the Amendment to the Peace Agreement. In the
view of legal counsel it was important to distinguish between those things that were right for an
amendment to the Peace Agreement and those things which were new subject matter. We
have reduced into the category of new subject matter those things that are contained in the
Peace Il Agreement; it is a long list of actions that are going to be taken by the parties, primarily,
as it relates to the construction and operation of the future desalters. That was a subject that
was mentioned in the original Peace Agreement but not resolved; this agreement purports to
finally resolve among all parties how future desalters would be managed, constructed, funded,
designed, and ultimately operated. It also has a suite of agreements and terms related to
subject matter that has to do with Hydraulic Control — how are we going to access the water
that's going to be obtained under controlled overdraft and how will that water be shared among
the various stakeholders for purposes of Desalter Replenishment. The last agreement is a
pretty narrow agreement in that it is only one page and the signature blocks will take up about
twenty five pages. It is an amendment to the Peace Agreement and in counsel's view there are
three specific subjects that actually required an amendment; they either land on Peace
Agreement subject matter, and secondly, they require a different outcome. The item related to
the Non-Binding Term Sheet in relation to increasing the quantity that would be available for
storage of local supplemental water, under the Peace Agreement is 50,000 while under the Non-
Binding Term Sheet the parties want to move it to 100,000; that is clearly contradictory of the
Peace Agreement and would require an amendment to the Peace Agreement to effectuate that
result. There are also different procedural implications of having a new agreement versus an
amendment. Those things that are contained in an amendment to the Peace Agreement are
only effective if all parties to the Peace Agreement actually execute the amendment, as opposed
to new agreement subject matter which lives or dies on the basis of the parties to that
agreement, because it is a new agreement. We are hoping we have everyone sign on; there is
no legal requirement that every party to the basin sign on to the Peace Il Agreement. This
concluded the summary of the documents presented today which include dialog in all
workshops, discussions, written comments, and Watermaster meetings. These do reflect three
iterations since the version that was transmitted to you at the last Watermaster Board meeting.
For the Board's edification what | would like to do is, because of the high degree of confidence in
the material, thus far drafted, meaning we are getting close to the finish but that we have
structural issues and some procedural issues and then we have some specific issues that will
require a resolution and hopefully some deal making amongst the parties before this board can
ultimately adopt the package. The two structural issues relate to the role of CEQA. What we
are doing with regard to this project description is we are identifying a project for analysis of
physical impacts for purposes of the court process. What we are doing with the CEQA process
is slightly different. The CEQA has a different definition of what a project is; there are
exemptions for historical activity; those things that are being carried out under historical
approvals don't require a new round of environmental review that the court may be looking at for
purposes of trying to understand what our actions are. There are things that will be in the CEQA
process and we are going to pay attention to CEQA, your approvals would be conditioned upon
future compliance with CEQA. This means whether we get in under the existing Programmatic
Environmental Impact Report which was prepared for the initiated OBMP, plus consistency
findings, there will be some things eligible for that. Watermaster is not going to carry or
authorize any physical action to be carried out unless we can check a box that there is an
identifiable CEQA approval. It would either be the Programmatic Environmental Impact Reports
or in the case of the new desalters which was the case of the last desalters, there will have to be
environmental compliance related to the construction of new facilities, and potential operations
of wells; there is going to be CEQA but what we are doing is approving the business deal subject
to downstream CEQA compliance. This is the same thing that was done in 2000; there was a
court of appeal decision issued in 2007 that expressly states that parties can engage in business
transactional items and not violate CEQA. We are completely acting appropriately by



Minutes Watermaster Board Meeting August 23, 2007

conditioning physical performance and your approvals of physical actions until CEQA has been
complied with. In counsel’s view our process is correct and consistent with what you have done
in the past and we believe it will be acceptable to the court. There is also a question about
whether we would be better served by proceeding under a global amendment to the Peace
Agreement as opposed to these documents; so that we would go back to the Peace Agreement,
load everything into the Peace Agreement and then proceed in that fashion. In the view of this
counsel, that is asking for a quagmire. There is a whole bunch of commitments related to new
subject matter and the earlier agreement is fine as it is and there are rights and remedies that
have been bargained for in that agreement and there is not need to go back and change them.
The process questions relate to mostly timing. The process questions are, you have given us a
large amount of documents and while they may reflect the original deal that is represented in the
Non-Binding Term Sheet, we do not have enough time to evaluate the propriety of this
transaction as whole when we have not seen the Socio-Economic Report by  Dr. Sunding.
That report needs to be out in sufficient time to allow us to evaluate what the implications are
and then, based upon that information, we can make a proper decision. | have been informed
that the Sunding Report is out in a draft form, which we will get to, and there will be a workshop
on that report next week. The second issue related to Mr. Wildermuth’s technical evaluation,
same concern, if there is new material or different material or even a mistake. We would like to
know that and then adjust the documents. Our assumption based upon contestant
communication with Mr. Wildermuth is that we are rocking along in general conformity with the
earlier assumptions that the model is constantly being improved, but we have no dramatic
changes in terms of our analysis and we are on schedule with that. We would expect that the
parties would have at least a few weeks to review the Technical Report before this Board would
be asked to approve it. The process questions — get us the information and get it to us early, we
are doing the best we can. Ultimately the decision to go at the end of September or not is yours.
Watermaster staff and counsel want to give the parties the opportunity to act by getting the
documents complete. If you choose to defer it will be your choice with the benefit of all the
documents that are presented today. There is also a highbred issue and the highbred issue is
part structure and part process; what is the relationship between what we are doing now and a
proposal to expand the Metropolitan Dry Yea Yield Account and you will see in the Project
Description that indeed we have committed to evaluate the physical parameters of that activity
as a foreseeable project within the Project Description. We want to know if this works with our
effort to engage in controlled overdraft and obtain Hydraulic Control; it is in the Project
Description and we are going to review that. There have been some questions as to whether or
not we should address deal points of that DYY expansion within the context of the Peace
Agreement. There is a second piece, can you at least include the potential deal points in the
Socio-Economic Analysis. As to the Socio-Economic Analysis we have communicated to Dr.
Sunding and we are hopeful that we can get a hypothetical of how the expanded DYY Program
would weigh on the Socio-Economic impacts prior to your action. As to whether or not we
should incorporate a hypothetical transaction, which has not been presented to you, which has
not been approved by the Appropriative Pool and which is not being presently recommended by
Watermaster staff or counsel, we think that is going too far. Those are the structural and
process questions. Then, as it relates to the specific individual issues, there are isolated areas
of concern. The heartfelt important views is that the Socio-Economic Report and the technical
reports need to be done so people can understand them. There is an issue that has arisen with
regard to the treatment of losses from storage. It is understood that there is a strongly held
belief on the part of all of the parties to the process that if they have had water held in storage as
soon as this deal went forward they would be relieved of any assessment of losses. Because
we were implementing a program of Hydraulic Control; it has been said to the group and as your
counsel, | am stating if we were intending to pursue that strategy as opposed to one which is in
your present draft as opposed to which says the assessment of losses will continue at the
current 2% level until we achieve Hydraulic Control. Under the Peace Agreement we have no
losses, there were no losses assessed until a specific date, at which point we had to move to a
2% mandatory loss assessment. You had bound yourselves to a minimum of 2% unless and
until there was a scientific technical basis to assume another loss figure. Your discretion is tied.
So unless you are presented with a report to deviate from the 2%, you are stuck with 2%. The
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parties’ expectation was by signing up with the Peace Agreement that they would have some
technical sponsorship to support that. Based upon were we stand right now, and given that the
entire program that we are about to initiate, it is designed to eliminate losses that are presently
occurring to the Santa Ana River. It is a bit difficuit for your consultant to conclude that there are
in deed no losses presently and if we can't make a finding that there are no losses occurring,
you are stuck with the 2% number. This present draft is going to make all of your stakeholders
grumpy; the facts are what we have. This draft reflects the most recent information that we have
received and as soon as we have a feasible technical basis to go to zero, we are happy to do
that. This issue has a second component and that is, what do we do about the water that is held
in the Storage and Recovery account that is available for MWD. The parties previously called
out in the Non-Binding Term Sheet which proposes a 6% loss figure for Storage and Recovery
projects unless there is an in lieu contribution. This documentation provides a rationale for how
that is to be accomplished, that is we are not worried about actual losses, we are talking about a
leave behind which is a concept similar to other banking operations in California where you bank
water in somebody's basin and you do good by leaving some component of your storage behind.
We will assess actual losses for those who have engaged in historical contributions and a 6%
leave behind for those who have not. Watermaster has discretion under this documentation to
go to less. There are then related issues that have been raised regarding the ethnicity of the
Long Term Plan for MZ1 and management of subsidence that bleed into the Peace I
documents and it is represented in the form of concern about hydrologic balance and wanting to
be sure that the commitment towards hydrologic balance in MZ1 is carried forward. The
language that is in the present draft was approved by your stakeholders in whole a sub-group
was set up last week with the task of providing sharper language on that point. In counsel's view
we are on schedule, we will be in a position to distribute draft documents through the
Watermaster process provided these issues are addressed. You will have the ability to approve
the entire suite at the next Watermaster Board meeting. A brief discussion ensued with regard
to the presentation given by Counsel Slater.

HANSON AGGREGATES

Counsel Slater stated this item has been an item of discussion for several months. Inland
Empire Utilities Agency (IEUA) is the lead counsel in this law suit. Watermaster staff and
counsel believe we need to file a complaint against Hanson Aggregates in order to get resolution
regarding this issue; this is a cost issue at this time. IEUA and Watermaster are trying to
recover the costs that were incurred by Hanson's discharge of sediment which clogged the
Lower Day Basin. IEUA is the agency that spent the funds to clean up the basin. As IEUA is the
lead on the lawsuit, Watermaster is also on the pleading with them and will be signing the
pleading. Staff is requesting approval to go ahead and file the complaint against Hanson
Aggregates. Counsel Slater stated counsel will need to seek court approval prior to the filing of
the complaint because the court has indicated in the past when Watermaster is going to
proceed with legal action against a non-party entity it must seek court authorization. A lengthy
discussion ensued with regard to this matter.

Motion by Catlin, second by Pierson, and by unanimous vote
Moved to approve filing of the complaint against Hanson Aggregates, as presented

ACWA REGION 9 MEMBER AGENCY BOARD PRESIDENT
Election for the 2008-2009 ACWA Region 9 Officers and Board Members Who Will Represent
and Serve the Members of Region 9

Neo motion was received on this ifem.



Minutes Watermaster Board Meeting August 23, 2007

REPORTS/UPDATES
A. WATERMASTER GENERAL LEGAL COUNSEL REPORT

1.

MZ1 Filing

Counsel Slater stated the MZ1 Pleading was filed with the court and there is a hearing set
for September 13, 2007 regarding this pleading. Counsel stated there have been
discussions with the attorney representing Chino Hills and it has been requested by Chino
Hills to seek a continuance for this hearing for 120 days on this matter. Counsel has
communicated with Chino Hills at the general counsel level and stated that Watermaster is
not comfortable with continuing the hearing to a later date. Our goal is to have the MZ1
matter taken care of prior to the court process regarding Peace lI; staff and counsel takes
direction from the Watermaster Board and this request will be put forth to the Watermaster
Board members for their direction. Counsel Slater stated if we don't consent, Chino Hills
has indicated their counsel may go to the court immediately to make the request for a
continuance; that could be seen within the next day or so. A brief discussion ensued with
regard to this matter.

Sunding Report — Micro-Economic Study
Counsel Slater stated the workshop regarding this report is scheduled for August 29, 2007

from 10:00 a.m. to 2:00 p.m. A copy of the Sunding Report is on the back table.

Supplemental Filing Regarding May 24, 2007 Court Order
Counsel Slater stated there is another filing on the back table; this was handed out for the

first time at the recent Legal Instrument Workshop. It is called a Supplemental Filing
regarding the May 24, 2007 order. Counsel has gone back and reviewed the May 24, 2007
court order from the last conference that was held with the judge and Watermaster was
ordered within 30 days of that hearing to provide an explanation of the connection between
Hydraulic Control and the Basin Plan Amendments. Counsel Slater stated it was an
oversight that this was not responded to and counsel and staff is now rectifying this with this
supplemental filing; there will not be a hearing on this filing.

B. CEO/STAFF REPORT

1.

Legislative Update
Mr. Manning stated the State of California has approved a budget and there was a

compromise made to do this. A lot of details surrounding the budget will be analyzed by
several parties. There is approximately three weeks left in the legislative session in
Sacramento and a lot of bills will be considered during that time. Mr. Manning stated on
page 95 of the meeting packet Ms. Davis has done a great job in compiling both state and
federal legislative issues. In Washington DC there is a bit of a problem with the WRDA Act;
there is some money in that act that could come to the Chino Basin for studying potential
infrastructure within the basin.

Recharge Update
Mr. Manning stated there is no recharge taking place other than some minor water that
finds its way into our basins.

C. ENGINEERING REPORT

1.

State of the Basin Report Update
Mr. Wildermuth stated he is going to be giving the committee members a short presentation

on the State of the Basin Report (SOB). Through an order that authorized us to implement
the OBMP, the State of the Basin Report is required every two years. This is the third State
of the Basin Report each time it has been done comments have been received by the
Special Referee and the court as to what they would like to see. The report which is out
now is a scaled down version of what it used to be. Mr. Wildermuth stated in May the
Special Referee asked to verify that Watermaster got all the replenishment it was supposed
to do. The State of the Basin Report describes the state of the basin through June 2006
with respect to geology, groundwater levels and storage, pumping and recharge, Hydraulic
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Iv.

V.

VI.

Vil.

Control, and ground level. It is a court order to report the change in the state of the basin
since the implementation of the OBMP. Similar reports have been prepared in 2003 and
2005 for the fiscal years ending in 2002 and 2004. With few exceptions, most of the
material presented in the 2006 SOB report has been presented in prior Watermaster
process meetings and will not be presented today. Mr. Wildermuth stated with regard to the
geology/hydrogeology the basin is much deeper than originally believed in the southern end
of MZ1 and down into Temescal Basin. The sediments in the deeper zones are
predominately fine grained and do not yield or transmit water at exploitable rates. The deep
aquifer subsidence mechanism is now understood which enabled the promulgation of the
long term management plan. Mr. Wildermuth reviewed several maps in detail. Mr.
Wildermuth stated the number of active agricultural wells and associated production has
decreased since implementation of the OBMP in 2000. Agricultural production in the vicinity
of the Desalter | well field has dropped significantly between 2000-2001 and 2005-20086.
Desalter pumping started in 2000-2001 and has reached 16,500 acre-feet per year in 2005-
2006. Mr. Wildermuth reviewed groundwater elevation maps in detail. A review of the time
history of production, recharge, and groundwater levels in MZ1, MZ2, MZ3, MZ4, and MZ5
was completed. A review of groundwater production, recharge, levels, and storage which
included change in storage since the OBMP was implemented in acre-feet from 2000 to
2006 was completed. Mr. Wildermuth stated with regard to groundwater quality, for
the most part there have been no significant changes from prior SOB reports. Chilean
nitrate has been confirmed as a source of some of the low-level perchiorate hits at wells. A
lengthy discussion regarding Chilean nitrate ensued. Mr. Wildermuth reviewed several
other area maps in detail. A discussion with regard to Mr. Wildermuth's presentation
ensued.

D. FINANCIAL REPORT
1. Assessment Package Update

Ms. Rojo stated invoices were sent out recently to bill for one half of the prior years
assessments. As far as tying out the numbers that go into the Assessment Package this
year, staff is all but finished with the land use conversions and the assignments. Staff has
entered almost all of the production from each of the parties and the water activity reports
will hopefully be able to be sent out to the parties by the end of the month. Staff does need
the 85/15 sales figures that are being waited on from some of the parties; we have received
about half to date. Ms. Rojo stated all in all the assessment process has been moved up
several months, but as a result of the Peace Il discussions, the Assessment Package will
not be finalized for a while.

INFORMATION
1. Newspaper Articles
No comment was made regarding this item.

BOARD MEMBER COMMENTS
No comment was made regarding this item.

OTHER BUSINESS

No comment was made regarding this item.

EUTURE MEETINGS

August 21, 2007 9:00 a.m.  Agricultural Pool Meeting @ IEUA
August 23, 2007 9:00 am.  Advisory Committee Meeting
August 23, 2007 11:00 am.  Watermaster Board Meeting

September 13, 2007  10:00a.m.  Appropriative & Non-Agricultural Pool Meeting
September 18, 2007 9:00a.m.  Agricultural Pool Meeting @ IEUA

September 27, 2007 8:00a.m.  Advisory Committee Meeting

September 27, 2007  11:00a.m.  Watermaster Board Meeting
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The Watermaster Board meeting was dismissed by Chair Willis at 11:57 a.m.

Secretary:

August 23, 2007

Minutes Approved:
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Draft Minutes
CHINO BASIN WATERMASTER

WATERMASTER BOARD CONFERENCE CALL
September 13, 2007

WATERMASTER BOARD MEMBERS PRESENT ON THE CONFERENCE CALL

Ken Willis, Ghair West End Consolidated Water Company
Bob Kuhn Three Valleys Municipal Water District
Terry Catlin Inland Empire Utilities Agency

Sandra Rose Monte Vista Water District

Charles Field Western Municipal Water District

Bob Bowcock Vulcan Materials Company

Geoffrey Vanden Heuvel Agricultural Pool, Dairy

Jim Bowman City of Ontario

Watermaster Staff Present

Kenneth R. Manning Chief Executive Officer

Sheri Rojo CFO/Asst. General Manager
Sherri Lynne Molino Recording Secretary
Watermaster Consultants Present

Scott Slater Hatch & Parent

Michael Fife Hatch & Parent

Mark Wildermuth Wildermuth Environmental Inc.

The Watermaster Board Conference Call was called to order by Chair Willis at 4:04 p.m.

Chair Willis stated the conference call will proceed with a quorum being present.

Counsel Slater reviewed the Watermaster Staff Report which was provided electronically on Wednesday,
September 12, 2007. The following recommendations were presented to the Board members
consideration regarding Dr. Sunding's Report.

B. Request and Recommendation

1. Authorize Watermaster staff and counsel to proceed as set forth in the enclosed memoranda
regarding socioeconomic impacts.

Staff recommendation: Approve

2. Provide direction as to whether the acceptance of Dr. Sunding Report should be deferred for an
additional 30 days.

Staff recommendation: Do not approve
3A. Authorize Watermaster and Dr. Sunding to work with the parties to develop a single alternative
baseline within 7 days and to further supplement Dr. Sunding's report within 14 days subject to an

additional not-to-exceed of $20,000, if and only if, there is a consensus (not unanimity) as to the
alternative baseline.

3B Request those parties seeking a model run using an alternative baseline to describe the
baseline alternative in sufficient detail to make alternative runs within 7 days for a run to be completed

17
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within 14 days for a cost not to exceed $20,000. The failure to provide the detail in the time specified will
result in no further model runs.

3C Reject the request.

A lengthy discussion ensued with regard to the recommendations presented by Counsel Slater. It was
decided by the Board members to seek a separate motion for the three items accepted by the Board
members on items B1, B2, and B3B as presented above.

Moation by Vanden Heuvel, second by Rose, and by unanimous vote
Item B1: Moved to authorize Watermaster staff and counsel to proceed as set forth in the
Socio-Economic Process, as presented

PROPOSED SOCIOECONOMIC PROCESS

A. Within seven days following the Dr. Sunding's delivery of his expected final draft of the
socioeconomic report contemplated by the Peace Il Term Sheet, the members of the Appropriative Pool
shall convene a collaborative process to agree upon recommendations that will be applied by
Watermaster in addressing Watermaster's continuing duties under Exhibits H and | of the Judgment.. This
process will focus primarily on three areas as well as the considerations set forth in Section C.2 below that
are thought to be material to the over-all distribution of costs and benefits of the OBMP among the
members of the Appropriative Pool:

(1) Recharge Master Plan. Address the water, facilities and financing plan to equitably
apportion of costs of recharge improvements and the specific measures that may be applicable to
MZ#1 and remediation of subsidence;

(2) Desalters. Address yield preservation, replenishment, salt management, bonding capacity, and
third party financing;

(3) Recycled Water . Address the cost of obtaining and making use of recycled water and the
member’s relative access to recycled water as a commodity.

B. No date has yet been scheduled for a Court hearing regarding the Peace || Measures. However, the
participants acknowledge that their full commitment will be required to resolve potential differences and
consequently they desire that this process be completed as soon as practicable. Notwithstanding their
commitment to this process, all members of the Appropriative Pool reserve their respective rights to file
responsive pleadings related to Watermaster's motion and a request for Court direction to proceed in
accordance with Peace || Measures.

C. The parties will acknowledge and agree that as the Dr. Sunding report is moved through the Pool
Process that although the Report may be final from Dr. Sunding’s perspective:

1. There is a wide range of opinion regarding whether the Report addresses all the economic
considerations that may be applicable to an evaluation of Watermaster's continuing duties under Exhibits
H and | of the Judgment.

2. Without accepting or rejecting the relevance of any specific factors, members of the
Appropriative Pool have suggested the potential importance of other considerations including but not
limited to the following: the 1978 Judgment, apportionment of Operating Safe Yield, access to recharge
water, access to recycled water; the CPUC, NEPA and the CEQA guidelines applicable to the
measurement of socioeconomic impacts, agency ability to pay, and historical contributions by the parties.

3. Any recommendation and any Appropriator vote to accept the Dr. Sunding report as “final”
is subject to these considerations and the willingness of the members of the Appropriative Pool to engage
in the process outlined in A and B above.
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Motion by Bowcock, second by Bowman, and by majority vote — opposing votes by Rose and Vianden
Heuvel

Item B2: Moved to approve the staff recommendation not to delay the acceptance of

Dr. Sunding’s Report for an additional 30 days, as presented

Following a detailed discussion of the merits of the proposal by many of the Board members and audience
the following motion was decided upon.

Motion by Vanden Heuvel, second by Rose, and by unanimous vote
Item B3B: Moved to approve those parties seeking a model run using an alternative baseline
to describe the baseline alternative in sufficient detail to make alternative runs within 7 days,
starting today, September 13, 2007, for a run to be completed within 14 days for a cost not to
exceed $5,000 above the existing contract for $172,600. Bringing the Sunding contract fo a
new total of not to exceed $177,600.

The Watermaster Board conference call was dismissed by Chair Willis at 5:12 p.m.

Secretary:

Minutes Approved:
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Cash Disbursements for the month of August 2007
Watermaster Visa Check Detail

Combining Schedule of Revenue, Expenses and
Changes in Working Capital for the Period July 1,
2007 through July 31, 2007
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CHINO BASIN WATERMASTER

8641 San Bemardino Road, Rancho Cucamonga, Ca 91730
Tel: 909.484.3888 Fax: 909.464.3890 www.cbwm.org

KENNETH R. MANNING
Chief Executive Officer

STAFF REPORT

DATE: September 13, 2007
September 18, 2007
September 27, 2007

TO: Committee Members
Watermaster Board Members

SUBJECT: Cash Disbursement Report — August 2007
SUMMARY
Issue — Record of cash disbursements for the month of August 2007.

Recommendation - Staff recommends the Cash Disbursements for August 2007 be received and filed
as presented.

Fiscal Impact — Funds disbursed were included in the FY 2007-08 Watermaster Budget.

BACKGROUND
A monthly cash disbursement report is provided to keep all members apprised of Watermaster expenditures.

DISCUSSION

Total cash disbursements during the month of August 2007 were $600,718.59. The most significant
expenditures during the month were Wildermuth Environmental Inc. in the amount of $256,771.22, Hatch and
Parent in the amount of $87,027.04, and Berkeley Economic Consulting, Inc. in the amount of $69,250.00
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CHINO BASIN WATERMASTER
Cash Disbursement Detail Report

Aug 07

August 2007
Type Date Num Name Amount
Bill Pmt -Check 8/7/2007 11596 A&RTIRE -36.77
Bill Pmt -Check 8/7/2007 11597 APPLIED COMPUTER TECHNOLOGIES -3,969.15
Bill Pmt -Check 8/7/2007 11598 ARROWHEAD MOUNTAIN SPRING WATER -40.21
Bill Pmt -Check 8/7/2007 11599 BOWCOCK, ROBERT -125.00
Bill Pmt -Check 8/7/2007 11600 BOWMAN, JIM -125.00
Bill Pmt -Check 8/7/2007 11601 CITISTREET -3,652.94
Bill Pmt -Check 8/7/2007 11602 CITY OF RANCHO CUCAMONGA -75.00
Bill Pmt -Check 8/7/2007 11603 COMPUTER NETWORK -1,227.27
Bill Pmt -Check 8/7/2007 11604 DICK LARSEN - TREASURER/TAX COLLECTOR -1,407.99
Bill Pmt -Check 8/7/2007 11605 DIRECTV -74.98
Bill Pmt -Check 8/7/2007 11606 GEQTECHNICAL SERVICES -5,295.19
Bill Pmt -Check 8/7/2007 11607 INLAND EMPIRE UTILITIES AGENCY -1,193.22
Bill Pmt -Check 8/7/2007 11608 JOBS AVAILABLE INC -30.00
Bill Pmt -Check 8/7/2007 11609 KUHN, BOB -125.00
Bill Pmt -Check 8/7/2007 11610 MEDIA JIM -800.00
Bill Pmt -Check 8/7/2007 11611 MONTE VISTA WATER DIST -375.00
Bill Pmt -Check 8/7/2007 11612 OFFICE DEPOT -760.79
Bill Pmt -Check 8/7/2007 11613 PARK PLACE COMPUTER SOLUTIONS, INC, -6,750.00
Bill Pmt -Check 8/7/2007 11614 PAYCHEX -199.52
Bill Pmt -Check 8/7/2007 11615 PETTY CASH -494.61
Bill Pmt -Check 8/7/2007 11616 PREMIERE GLOBAL SERVICES -196.87
Bill Pmt -Check 8/7/2007 11617 PUMP CHECK -2,872.50
Bill Pmt -Check 8/7/2007 11618 PURCHASE POWER -2,070.87
Bill Pmt -Check 8/7/2007 11619 REID & HELLYER -3,866.88
Bill Pmt -Check 8/7/2007 11620 STATE COMPENSATION INSURANCE FUND -739.51
Bill Pmt -Check 8/7/2007 11621 THE FURMAN GROUP, INC. -2,520.00
Bill Pmt -Check 8/7/2007 11622 UNION 76 -152.17
Bill Pmt -Check 8/7/2007 11623 VANDEN HEUVEL, GEQFFREY -250.00
Bill Pmt -Check 8/7/2007 11624 VELASQUEZ JANITORIAL -1,200.00
Bill Pmt -Check 8/7/2007 11625 VERIZON -380.75
Bill Pmt -Check 8/7/2007 11626 WILLIS, KENNETH -250.00
Bill Pmt -Check 8/7/2007 11627 YUKON DISPOSAL SERVICE -151.04
Bill Pmt -Check 8/7/2007 11628 CITISTREET -3,493.23
General Journal 8/11/2007 07/08/3 PAYROLL -7,3565.02
General Journal 8/11/2007 07/08/3 PAYROLL -23,230.56
Bill Pmt -Check 8/13/2007 11629 BERKELEY ECONOMIC CONSULTING, INC. -69,250.00
Bill Pmt -Check 8/13/2007 11630 CARPET CARE CONNECTION -364.70
Bill Pmt -Check 8/13/2007 11631 COMPUTER NETWORK -3,512.65
Bill Pmt -Check 8/13/2007 11632 DCSE -5,048.33
Bill Pmt -Check 8/13/2007 11633 LIATTI & ASSOCIATES -160.00
Bill Pmt -Check 8/13/2007 11634 PUBLIC EMPLOYEES' RETIREMENT SYSTEM -7,456.93
Bill Pmt -Check 81372007 11635 SAFEGUARD DENTAL & VISION -13.32
Bill Pmt -Check 8/13/2007 11636 SAFETY CLEAN JANITORIAL SERVICES -274.00
Bill Pmt -Check 8/13/2007 11637 UNITED PARCEL SERVICE -532.04
Bill Pmt -Check 8/13/2007 11638 W.C. DISCOUNT MOBILE AUTO DETAILING -72.00
Bill Pmt -Check 8/13/2007 11639 WHEELER METER MAINTENANCE -1,05517
Bill Pmt -Check 8/13/2007 11640 PUBLIC EMPLOYEES' RETIREMENT SYSTEM -7,202.97
Bill Pmt -Check 8/14/2007 11641 ACWA SERVICES CORPORATION -262.31
Bill Pmt -Check 8/14/2007 11642 BANK OF AMERICA -2,281.66
Bill Pmt -Check 8/14/2007 11643 CAROLLO ENGINEERS -9,672.00
Bill Pmt -Check 8/14/2007 11644 COMPUTER NETWORK -1,045.18
Bill Pmt -Check 8/14/2007 11645 FIRST AMERICAN REAL ESTATE SOLUTIONS -125.00
Bill Pmt -Check 8/14/2007 11646 MCI -1,169.95
Bill Pmt -Check 8/14/2007 11647 RICOH BUSINESS SYSTEMS-Lease -4,480.25
Bill Pmt -Check 8/14/2007 11648 VERIZON WIRELESS -405.33
Check 8/17/2007 11649 PAULA MOLTER -972.67
Check 8/17/2007 11650 PAULA MOLTER -3,275.84
Bill Pmt -Check 8/20/2007 11651 A&RTIRE -220.56
Bill Pmt -Check 8/20/2007 11652 ADVANCE ORNAMENTAL IRON -90.00
Bill Pmt -Check 8/20/2007 11653 COMPUTER NETWORK -544 .14
Bill Pmt -Check 8/20/2007 11654 ELLISON, SCHNEIDER & HARRIS, LLP -4,978.60
Bill Pmt -Check 8/20/2007 11655 HATCH AND PARENT -87,027.04
Bill Pmt -Check 8/20/2007 11656 PRE-PAID LEGAL SERVICES, INC. -103.60
Bill Pmt -Check 8/20/2007 11657 QUILL -116.11
Bill Pmt -Check 8/20/2007 11658 RICOH BUSINESS SYSTEMS-Maintenance -1,130.07
Bill Pmt -Check B/20/2007 11659 STAULA, MARY L -136.61
Bill Pmt -Check B8/20/2007 11660 WESTERN DENTAL SERVICES, INC. -23.25
Bill Pmt -Check 8/23/2007 11661 ALL PRO PLUMBING, HEATING & AIR -151.00
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CHINO BASIN WATERMASTER

Cash Disbursement Detail Report

Aug 07

August 2007
Type Date Num Name Amount

Bill Pmt -Check 8/23/2007 11662 CALPERS -3,043.62
Bill Pmt -Check 8/23/2007 11663 CASA VERDE LANDSCAPE -748.00
Bill Pmt -Check 8/23/2007 11664 IDEAL GRAPHICS -8.62
Bill Pmt -Check 8/23/2007 11665 OFFICE DEPOT -77.56
Bill Pmt -Check 8/23/2007 11666 STANDARD INSURANCE CO. -593.58
Bill Pmt -Check 8/23/2007 11667 WILDERMUTH ENVIRONMENTAL INC -256,771.22
General Journal 8/25/2007 70805 PAYROLL -7,533.91
General Journal 8/25/2007 70805 PAYROLL -24,009.56
Bill Pmt -Check 8/30/2007 11668 A& RTIRE -241.09
Bill Pmt -Check 8/30/2007 11669 ARROWHEAD MOUNTAIN SPRING WATER -48.00
Bill Pmt -Check 8/30/2007 11670 BLACK & VEATCH CORPORATION -1,528.88
Bill Pmt -Check 8/30/2007 11671 CITISTREET -3,493.23
Bill Pmt -Check 8/30/2007 11672 COMPUTER NETWORK -129.30
Bill Pmt -Check 8/30/2007 11673 CUCAMONGA VALLEY WATER DISTRICT -5,340.00
Bill Pmt -Check 8/30/2007 11674 DIRECTV -74.98
Bill Pmt -Check 8/30/2007 11675 W.C. DISCOUNT MOBILE AUTO DETAILING -75.00
Bill Pmt -Check 8/30/2007 11676 CITISTREET -3,493.23
Bill Pmt -Check 8/30/2007 11677 HSBC BUSINESS SOLUTIONS -494.19
Bill Pmt -Check 8/30/2007 11678 INLAND EMPIRE UTILITIES AGENCY -127.31
Bill Pmt -Check 8/30/2007 11679 INTERNAL REVENUE SERVICE -300.00
Bill Pmt -Check 8/30/2007 11680 PURCHASE POWER -56.45
Bill Pmt -Check 8/30/2007 11681 STANTEC CONSULTING, INC. -2,306.88
Bill Pmt -Check 8/30/2007 11682 STATE COMPENSATION INSURANCE FUND -1,165.99
Bill Pmt -Check 8/30/2007 11683 TELECOM SERVICES -80.00
Bill Pmt -Check 8/30/2007 11684 THE STANDARD INSURANCE COMPANY -156.56
Bill Pmt -Check 8/30/2007 11685 VISION SERVICE PLAN -36.11
Bill Pmt -Check 8/30/2007 11686 W.C. DISCOUNT MOBILE AUTO DETAILING -25.00

-600,718.59




1:27 PM CHINO BASIN WATERMASTER
09/07107 Check Detail
August 2007

Type Num Date Name Account Paid Amount

Bill Pmt -Check 11642 8/14/2007 BANK OF AMERICA 1012 - Bank of America Gen'l Ckg

Bill 402442...  7/31/2007 6141.4 - AGWA Meetings -181.54
6141.3 - Admin Meetings -21.67
6909.1 - OBMP Meetings -183.85
6038 - Other Office Equipment -541.12
6031.7 - Other Office Supplies -354.48
6112 - Subscriptions/Publications -304.00
6191 - Conferences -695.00
TOTAL -2,281.66
Page 1
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5:15 PM
09/06/07

Accrual Basis

CHINQO BASIN WATERMASTER
Profit & Loss Budget vs. Actual

July 2007
Jul 07 Budget $ Over Budget % of Budget
Ordinary Income/Expense
Income

4010 - Local Agency Subsidies 41,667 145,500 -103,833 29%
4100 - Administrative Assessments 5,201,052 0 5,201,052 100%
4110 - Admin Asmnts-Approp Pool 0 7,423,878 -7.423,878 0%
4120 - Admin Asmnts-Non-Agri Pool 0 116,492 -116,492 0%
4700 - Non Operating Revenues 0 181,500 -181,500 0%
Total Income 5,242,719 7,867,370 -2,624 651 67%
Gross Profit 5,242,719 7,867,370 -2,624,651 67%

Expense
6010 - Salary Costs 39,446 477,247 -437,801 8%
6020 - Office Building Expense 9,151 101,580 -82,429 9%
6030 - Office Supplies & Equip. 3,653 46,500 -42 847 8%
6040 - Postage & Printing Costs 10,052 83,000 -72,948 12%
6050 - Information Services 29,014 132,000 -102,986 22%
6060 - Contract Services 3,795 117,500 -113,705 3%
6080 - Insurance 4,000 18,210 -14,210 22%
6110 - Dues and Subscriptions 1,346 16,750 -15,404 8%
6140 - WM Admin Expenses 203 4,650 -4,447 4%
6150 - Field Supplies 0 2,500 -2,500 0%
6170 - Travel & Transportation 1,094 25,000 -23,906 4%
6190 - Conferences & Seminars 1,895 22,500 -20,605 8%
6200 - Advisory Comm - WM Board 1,389 18,931 -17,542 7%
6300 - Watermaster Board Expenses 2,581 41,714 -39,133 6%
8300 - Appr PI-WM & Pool Admin 1,039 24,001 -22,962 4%
8400 - Agri Pool-WM & Pool Admin 1,663 24,004 -22,341 7%
8467 - Ag Legal & Techninical Services 3,867 60,000 -56,133 6%
8470 - Ag Meeting Attend -Special 0 12,000 -12,000 0%
8500 - Non-Ag PI-WM & Pool Admin 312 7,328 -7,016 4%
6500 - Education Funds Use Expens 0 375 -375 0%
9500 - Allocated G&A Expenditures -44.118 -419,640 375,522 11%
Subtotal G&A Expenditures 70,382 816,150 -745,768 9%
6900 - Optimum Basin Mgmt Plan 302,738 1,716,138 -1,413,400 18%
6950 - Mutual Agency Projects 0 10,000 -10,000 0%
9501 - G&A Expenses Allocated-OBMP 19,687 141,199 -121,512 14%
Subtotal OBMP Expenditures 322 425 1,867,337 -1,544,912 17%
7101 - Production Monitoring 10,103 116,709 -106,606 9%
7102 - In-line Meter Installation 2,687 37,791 -35,204 7%
7103 - Grdwtr Quality Monitoring 7,301 162,104 -154,803 5%
7104 - Gdwtr Level Monitoring 14,492 212,667 -198,175 %
7105 - Sur Wtr Qual Monitoring 0 40,553 -40,553 0%
7107 - Ground Level Monitoring 774 425,465 -424,691 0%
7108 - Hydraulic Control Menitoring 8,754 369,232 -360,478 2%
7109 - Recharge & Well Monitoring Prog 2,845 182,827 -179,882 2%
7200 - PE2- Comp Recharge Pgm 193,016 1,255,827 -1,062,811 15%
7300 - PE3&5-Water Supply/Desalte 13,056 159,509 -146,453 8%
Page 1 of 2
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Accrual Basis

7400 -
7500 -
7600
7690 -
7700 -
9502 -

CHINO BASIN WATERMASTER
Profit & Loss Budget vs. Actual
July 2007

PE4- Mgmt Plan
PE6&7-CoopEfforts/SaltMgmt
PEB&S-StorageMgmt/Conj Use
Recharge Improvement Debt Pymt
Inactive Well Protection Prgm
G&A Expenses Allocated-Projects

Subtotal Implementation Project Expenditures

Total Expense

Net Ordinary Income

Other Income/Expense

Other Expense

5010 - Groundwater Replenishment
9999 - To/(From) Reserves
Total Other Expense

Net Other Income

Net Income

Jul 07 Budget $ Over Budget % of Budget
[mmar—————— o | |—  —————— | o~}
21,714 159,674 -137,960 14%
14,095 308,533 -294,438 5%
5,866 92 660 -86,794 6%
618,373 1,377,552 -759,179 45%
0 4,339 -4,339 0%
24,431 278,441 -254,010 9%
937,507 5,183,883 -4,246,376 18%
1,330,314 7,867,370 -6,537,056 17%
3,912,405 0 3,912,405 100%
2,328,727 0 2,328,727 100%
1,583,678 0 1,683,678 100%
3,912,405 0 3,912,405 100%
-3,912,405 0 3,912,405 100%
0 0 0 0%
Page 2 of 2



CHINO BASIN WATERMASTER

Il. BUSINESS ITEMS

A. DR. SUNDING MICRO-ECONOMIC
REPORT

™
_\
S

§
§
&
§
&




CHINO BASIN WATERMASTER

9641 San Bernardino Road, Rancho Cucamonga, Ca 91730
Tel: 909.484.3888 Fax: 909.484.3890 www.cbwm.org

KENNETH R. MANNING

Chief Executive Officer
STAFF REPORT
DATE: September 27, 2007
TO: Advisory Committee Members

Watermaster Board Members
SUBJECT: Sunding Micro-Economic Report
SUMMARY
Recommendation — Staff recommends that the Advisory Committee and Watermaster Board receive
and file the Sunding micro-economic report subject to the process described in this staff report.
L Background

The May 23, 2006 Stakeholder Non-Binding Term Sheet required Watermaster to update earlier
analyses of socioeconomic impacts conducted pursuant to the Judgment prior to requesting Court approval of

the final Peace Il Agreement documents. To accomplish this analysis, Watermaster retained the services of Dr.

David Sunding. Dr. Sunding held a scoping workshop on June 7, 2007. During the course of the preparation of
the analysis, Dr. Sunding met with and conferred with many of the parties in the Basin, and collaborated with
other economists retained by a subset of the parties.

On August 29, 2007, a second workshop was held at which Dr. Sunding presented a draft of his
analysis and took comments from the parties. Following this workshop, a working copy of Dr. Sunding’s model
was made available to the parties for their review. On September 5, 2007, Dr. Sunding attended a further
workshop with the parties to receive further comments.

After the September 5, 2007 workshop, Dr. Sunding performed further revisions to his report and
delivered a final draft form to Watermaster in September 13, 2007.

33



Sunding Micro-Economic Report September 27, 2007

As described below in section Il, several parties had additional comments to the report that were not
fully resolved prior to the Pool meetings. In order to allow the report to move forward through the process, the
parties have agreed to a socioceconomic process.

L. PROPOSED SOCIOECONOMIC PROCESS

A. Within seven days following the Dr. Sunding's delivery of his expected final draft of the socioeconomic
report contemplated by the Peace |l Term Sheet, the members of the Appropriative Pool shall convene a
collaborative process to agree upon recommendations that will be applied by Watermaster in addressing
Watermaster's continuing duties under Exhibits H and | of the Judgment.. This process will focus primarily on
three areas as well as the considerations set forth in Section C.2 below that are thought to be material to the
over-all distribution of costs and benefits of the OBMP amaong the members of the Appropriative Pool:

(1) Recharge Master Plan. Address the water, facilities and financing plan to equitably
apportion of costs of recharge improvements and the specific measures that may be applicable to MZ#1
and remediation of subsidence;

(2) Desalters. Address yield preservation, replenishment, salt management, bonding capacity, and third
party financing;

(3) Recycled Water . Address the cost of obtaining and making use of recycled water and the member's
relative access to recycled water as a commodity.

B. No date has yet been scheduled for a Court hearing regarding the Peace Il Measures. However, the
participants acknowledge that their full commitment will be required to resolve potential differences and
consequently they desire that this process be completed as soon as practicable. Notwithstanding their
commitment to this process, all members of the Appropriative Pool reserve their respective rights to file
responsive pleadings related to Watermaster's motion and a request for Court direction to proceed in
accordance with Peace Il Measures.

C. The parties will acknowledge and agree that as the Dr. Sunding report is moved through the Pool
Process that although the Report may be final from Dr. Sunding’s perspective:

1. There is a wide range of opinion regarding whether the Report addresses all the economic
considerations that may be applicable to an evaluation of Watermaster's continuing duties under Exhibits H and
| of the Judgment.

2. Without accepting or rejecting the relevance of any specific factors, members of the
Appropriative Pool have suggested the potential importance of other considerations including but not limited to
the following: the 1978 Judgment, apportionment of Operating Safe Yield, access to recharge water, access to
recycled water; the CPUC, NEPA and the CEQA guidelines applicable to the measurement of socioeconomic
impacts, agency ability to pay, and historical contributions by the parties.

3. Any recommendation and any Appropriator vote to accept the Dr. Sunding report as “final” is
subject to these considerations and the willingness of the members of the Appropriative Pool to engage in the
process outlined in A and B above.



Report on the Distribution of Benefits to Basin Agencies from the Major Program
Elements Encompassed by the Peace Agreement and Non-Binding Term Sheet

Prepared by:

David L. Sunding, Ph.D.
Berkeley Economic Consulting, Inc.
2550 Ninth Street, Suite 102
Berkeley, CA 94710

September 13, 2007

1. Introduction and Summary of Findings

This report measures the costs and benefits to various Chino Basin agencies of the program
elements encompassed by the Peace I and Peace II Agreements. Both agreements are considered
relative to a baseline state of the world existing after the Judgment but prior to the Peace
Agreement. The analysis examines net returns to the ten largest agencies that hold groundwater
rights in the Basin over the time period 2007 to 2030. Together, these agencies account for over
01 percent of Basin safe operating yield.

Overall, the study shows that the two agreements produce substantial net benefits to Chino Basin
agencies — over $904 million in present value terms. The provisions of the Peace II Agreement
are especially valuable, as they account for $723 million (80 percent) of the total net benefit to
the Basin agencies studied. Through the attainment of hydraulic control, the program elements in
Peace II Agreement include the introduction of large quantities of recycled water in the Basin,
which lessens the need to procure other supplies to meet growing demand for water. With respect
to the distribution of net benefits across agencies, shown in the summary tables below, the main
outcome is that all agencies benefit from the agreements, although the magnitude of the net
benefit varies considerably among agencies.

Total Net Benefit (1000s of 20075)

Peace I'vs. Peace I vs. Peace Il vs.

Baseline Peace I Baseline
City of Chino $20,294 $75.,671 $95,966
City of Chino Hills $12,217 $61,320 $73,537
City of Ontario $42,547 $189,724 $232.271
City of Upland $9,442 $34,644 $44,086
Cucamonga Valley Water District $60,667 $217.462 $278,128
Fontana Union Water Co. $4,839 $25,429 $30,268
Monte Vista Water District $7,025 $33,455 $40,480
San Antonio Water Company $1,141 $5,995 $7.136
Jurupa CSD $15,772 $19,482 $35,254
City of Pomona $8.189 $59,348 $67,537
Total $182,133 $722,530 $904,663
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Net Benefit per Acre-Foot (20075)

Peace Ivs. Peace II vs. Peace I vs.

Baseline Peace | Baseline
City of Chino $31.30 $116.70 $148.00
City of Chino Hills $20.60 $103.38 $123.98
City of Ontario $24.20 $107.91 $132.11
City of Upland $17.46 $64.07 $81.54
Cucamonga Valley Water District $32.92 $118.01 $150.93
Monte Vista Water District $20.13 $95.88 $116.01
Jurupa CSD $17.86 $22.06 $39.92
City of Pomona $11.10 $80.47 $91.58
Overall Average $19.84 $78.69 $98.53

In terms of total net benefit, two agencies, City of Ontario and Cucamonga Valley Water
District, receive over half of all the net benefits resulting from the agreements, An important
reason these agencies receive a large share of the net benefit from the agreements is due to their
relative size: the two agencies combined account for approximately half of the consumer demand
for Basin water.’ Controlling for agency size on the basis of demand for Basin water, the net
benefit resulting from the combined program elements in the Peace 1 and Peace 11 Agreements
shows considerably less variation. The table above indicates that 7 of the 8 agencies with
positive demand for Basin water receiving benefits ranging from $82 to $151 per acre —foot.”

2. Conceptual Framework

The model of groundwater value used in this report is standard in the academic literature and
builds on the methodology used in the earlier aggregate study of Basin net benefits. The net
benefits resulting from access to a groundwater resource are the gains from pumping (the
demand for water) less the cost of extraction and conveyance, and a user cost component, which
reflects the lost option value entailed by removing a unit of water from storage. The stream of
annual net benefits is discounted back to current dollars using a discount factor predicated on the
rate of interest, which is taken to be the current risk-free long-term rate of interest and is set at
4.5 percent per year.

Allocation of aggregate costs and benefits to individual agencies in the Basin is accomplished by
a complex set of legal rules (e.g., shares of operating yield), cost-sharing arrangements that fund
programs for Basin improvements through collective institutions, and market forces. The goal of
this study is to measure net benefits to individual agencies under three scenarios: (i) a baseline
case defined by the Judgment; (ii) a set of rules to operate the Basin and fund programs through
collections as defined by the Peace Agreement; and (iii) an alternative set of rules that are

! Consumer demand for Basin water, which is met through some combination of Basin supply and water imports, is
calculated for each agency as Urban Water Demand less available surface water and other groundwater supplies.
Over the 2007-2030 period of study, the City of Ontario and Cucamonga Valley Water District are projected to meet
consumer demand of 3.4 million acre-feet out of 6.9 million acre-feet (49 percent) of total consumer demand for
Basin water.

? Fontana Union Water Company and San Antonio Water Company are not included in these calculations, because
the available surface water and other groundwater supplies for these agencies exceed their Urban Water Demand.



designed to achieve hydraulic control and are defined in Peace II Agreement (as represented in
the Non-Binding Term Sheet dated May 23, 2006).

To understand the allocation of benefits among individual agencies in the appropriative pool
most clearly, consider for the moment the case in which the appropriative pool comprises 100
percent of the Basin water. Figure 1 depicts the aggregate supply (S) and demand (D) schedules
for this Basin. Aggregate demand is total water demand in the Basin, and the supply curve is a
step functlon ordered from the least expensive uses of water to the most expenswe uses of
water.’ Many of the effects modeled in this study amount to changes in agenmes cost of meeting
water demand. An arrangement or cost-sharing rule that reduces an agency’s cost of service
provides a net benefit to that agency and its ratepayers.

Figure 1. Conceptual Model: Aggregate Demand and Supply
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The first step of the supply curve, which represents the least expensive water source, is
groundwater pumped directly from the Basin. The extent of groundwater pumping in the Basin is
limited by the steady-state (“safe”) yield, which is represented in the figure by quantity Q. The
cost per unit of Basin water is denoted by the (implicit) price PB, which includes lift costs,
conveyance costs, and user cost. The second step of the supply curve represents replenishment
water. After the safe yield of the Basin is exhausted, additional groundwater pumping can occur
provided that replenishment water is purchased to recharge the Basin. The effective capacity of
the Basin is the sum of Basin safe yield and Basin recharge capacity, denoted by the quantity g~
in the figure. (The recharge capacity of the Basin is given by the difference QF - Q%)

? In practice, the water supply function has multiple steps, with each step representing the various pumping and
conveyance costs of a sequence of wells, and, for this reason, aggregate supply conditions are often approximated by
an upwards-sloping, continuous supply function; however, the essential points of the model can be made more
clearly by grouping water costs into common categories represented by each of the three steps.
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Replenishment water is supplied to the Basin through replenlshment water imports at the MWD
replenishment rate, which is denoted in the figure by PX. The third step in the supply function,
the most-expensive source of water, is imported water for direct (consumptive) use. Imported
water for direct use is available to agencies in the Basin at a price denoted by P', which reflects
the cost of procuring new water supplies from outside the Basin. The cost of developing reliable
sources of water outside the Basin may differ across agencies in practice according to the options
available to each agency in developing outside water sources. The outside option for each agency
in the present study, unless stated otherwise, is taken to have a cost equal to the Tier 2 MWD rate
for untreated water.

The equilibrium quantity of water consumed is glven by the intersection of supply and demand,
which occurs at the quantity Q* and the price P'. The key to characterizing the distribution of
benefits from policies that increase the effective yield from the Basin, either by expanding Basin
safe yield or by augmenting Basin recharge capacity, is the understanding that economic values,
as captured by prices, are realized on the margin of water use where supply intersects with
demand (the third step in the figure). Gains from management of the Basin are created by
replacing units of water at the third and most-expensive step of the supply function with less
expensive sources of water. Because individual supplies are added together to get aggregate
supply, the distribution of market benefits to individual agencies in response to Basin
improvements depends on the composition of water use by each agency across each of the steps
of supply, in effect where each agency is “located” on the supply schedule. In general, agencies
who meet their meet urban water demand to a greater degree with marginal units of water (i.e.,
imported water for direct use) acquire a larger share of the benefits from Basm 1mprovements
than agencies that are less represented on this “extensive margin” of supply.*

Consider a policy that increases the recharge capacity of the Basin. In general, such an effort has
two effects that, taken together, can alter the net benefits received by water agencies: (i)
increasing the Basin recharge capacity involves a fixed cost component that must be allocated
among agencies according to some cooperative, cost-sharing rule; and (ii) increasing the Basin
recharge capacity allows for greater use of replenishment water that can displace expensive Tier
2 water on the margin. The distribution of net benefits in the Basin is altered in cases where the
market allocation of benefits from the increased use of replenishment water differs from the
allocation of cost among individual agencies.

Figure 2 shows the gain from an increase in recharge capacity in the Basin. The increase in
recharge capacity 1ncreases the effective yield in the Basin, which is depicted in the figure by the
movement from Qo to Q,%. The increased recharge capacr[y allows Basin agencies to incur
additional replenishment obligations that d1sp1ace Qi* — Q¢® units of imported water for direct
use. The total producer benefit resulting from the increase in recharge capacity is represented by
the shaded region in the figure, which sums the difference between the Tier 2 rate and
replenishment rate for each additional unit of water that can be replenished.

Generaily, users disproportionately represented on the margin of supply represent agencies that incurred large
increases in urban water demand subsequent to the assignment of safe operating yield and were forced to meet the
increase in demand with relatively expensive sources of imported water,



Figure 2. Benefit of an Increase in Basin Recharge Capacity
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Among individual agencies in the Basin, the benefit of an increase in recharge capacity is
distributed exclusively to agencies on the extensive margin of water supply. For this reason, the
market return from an increase in recharge capacity can be distributed equally across agencies
only in the case where the agencies have equal shares of the third step of water supply in the
Basin. To illustrate this point, consider an agency that faces sufficiently small water demand
relative to its share of Basin production rights that its urban water demand can be met each year
entirely through the use of Basin safe yield. Such an agency would require the use of neither
imported replenishment water nor imported water for direct use to meet its urban water demand,
and would stand to receive no market benefit from participating in a cooperative policy designed
to increase Basin recharge capacity. To the extent that cooperative assessments levied to recoup
the cost of increasing Basin recharge capacity are based on relative share of operating yield, as
opposed to being levied in proportion to the initial share of imported water deliveries for direct
use across agencies, policies that increase Basin recharge capacity alter the distribution of net
benefits.

Next, consider the benefit associated with an mcrease m Basin safe yield. F1guxe 3 shows the
effect of an increase in Basin safe yield from Qo to Ql units. The mcrease in Basin safe yield
extends the lowest step of the supply function and displaces Q,® - Qo® units of replenishment
water purchases. The value of the displaced replenishment water (net of the cost of Basin water)
is shown by the cross-hatched region in the figure. The increase in Basin safe yield, in tum

1ncreases the effective yield in the Basin (the sum of Basin yield and recharge capacity) from Qo

to Q;%, which is represented in the figure by a rightward shift 1n the replemshment step of
supply. The increase in Basin safe yield therefore also displaces Q;* — Qg® = Q;® — Q¢® units of
imported water on the extensive margin of supply, which provides an additional gain represented
by the shaded region of the figure. The total market benefit to all agencies is represented by the
sum of these two regions. The value of an increase in Basin safe yield is the difference between
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the price of imported water for direct use and the procurement cost of Basin groundwater for
each unit of additional water made available to Basin agencies.

Figure 3. Benefit of an Increase in Basin Safe Yield
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The economic value of an increase in safe yield conveys upward into market benefit across both
steps of supply. For this reason, policies which lead an increase in Basin safe yield are not only
more valuable to agencies in the Basin than an increase in recharge capacity, but the benefits are
also distributed more equally. As in the case of an increase in replenishment capacity, the
ultimate repository of market value for a one-unit increase in safe yield is a unit of displaced
water on the extensive margin of supply; however, this displacement now occurs with Basin safe
yield rather than through the use of imported replenishment water. To see how the market
benefits of a policy that increases Basin safe yield are distributed to individual agencies, consider
again an agency that meets its urban water demand each year entirely through the use of Basin
safe yield without the need for replenishment water or imported water for direct use. Unlike the
case of an increase in replenishment capacity, the increase in Basin safe yield provides each
agency with physical water assets (e.g., according to its share of Basin safe yield) that can be
sold to other agencies in the transfer market. The gain to this agency following the increase in
Basin safe yield depends on the price it receives in the transfer market, for instance if the transfer
price is equal to the replenishment rate (P®) then the agency acquires a share of the benefits in
the cross-hatched region of the figure in proportion to its share of Basin safe yield. The
remaining benefit of each unit of water provided as the share of safe yield to this agency is
acquired by the water purchaser in the transfer market.

In sum, agencies that initially meet their urban water demand with a relatively large share of
imported water for direct use receive the largest share of the market benefit from a policy that
increases Basin safe yield. These agencies receive the full market value (P! — P®) for each unit of
water displaced through their allocated share of the increase in Basin safe yield. To the extent



that agencies with an initially large share of imported water purchases for direct use participate
in the transfer market, these agencies also acquire the difference between the Tier 2 water price
and the transfer price for each unit of water purchased from agencies that are under-represented
on the extensive margin of supply. If the transfer price of water is taken to be equal to the
replenishment rate (P%), then the market benefit represented by the shaded region of Figure 3 is
divided among agencies according to their relative share of production on the extensive margin
of supply, while the market benefit represented by the cross-hatched region of Figure 3 is divided
among agencies according to their relative share of Basin safe yield.” Policies that expand Basin
safe yield lead to redistributive effects on the net benefits received by individual agencies
whenever the allocation of costs in the cooperative arrangement differ from this distribution of
benefits provided in the market.

The above framework for calculating the distribution of net benefits from various program
elements is applied to the Chino Basin as follows. First, the water yield in the Basin is calibrated
to the relevant quantity supplied by the appropriative pool by netting out production by the
overlying rights-holders from the Basin safe yield. This is essentially the distinction made in
practice between “safe yield” and “safe operating yield” in the Basin. As it pertains to the
calculation of net benefits to agencies with appropriative rights, policies that increase the Basin
yield (as in Figure 3) now refer both to policies that directly increase Basin safe yield as well as
to policies that redistribute the existing safe yield from overlying right-holders to members of the
appropriative pool, for instance through net agricultural transfer.

Second, as defined by the framework above, net benefits are calculated for individual agencies
according to calculations on the avoided cost of Tier 2 water purchases provided by program
elements in the Peace I and Peace Il agreements, respectively, relative to the baseline scenario.®
Considering the change in cost from the introduction of new program elements suppresses the
need to explicitly calculate components of cost that are common to the baseline, Peace I, and
Peace I scenarios.

Third, the analysis abstracts from seasonal and annual cycles in water availability by considering
expected values where possible. Seasonal cycles are smoothed in all scenarios by using annual
data on demand and supply conditions facing agencies. Annual cycles are smoothed in all
scenarios by treating each year as an average weather occurrence represented by the expectation
that each 10-year future horizon in the model is comprised of 7 “wet” years, in which
replenishment water is available to agencies in the Basin, and 3 “dry” years, in which
replenishment water is not available.” Each year in the model thus has the interpretation of
representing production decisions that are 30 percent dry and 70 percent wet. By smoothing
annual production outcomes into an expected value framework, this implies that a replenishment

* This argument does not rely on the water transfer price being equal to the replenishment rate and applies to any
water transfer pricing rule that divides the gains from exchange (defined here by the value P' — PB),

® An alternative scenario is also considered that denominates the avoided cost of imported water for direct use at the
Tier 1 rate, which provides a bracketing condition on the range of outside options available to individual agencies
for procuring reliable new sources of water at rates between the Tier 1 and Tier 2 MWD prices.

7 The expected sequence of wet and dry years is based on the assumption that underlies program element 2 of the
OBMP that “replenishment water is available 7 out of 10 years.” (Implementation Plan: Optimal Basin Management
Plan for the Chino Basin, p13: http://www.cbwm.org/docs/legaldocs/Implementation_Plan.pdf.)
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water step exists in the supply function in each year of the study, but that the length of the step is
treated as 70 percent of the recharge capacity in the Basin.

Fourth, the net benefit of policies that increase the safe operating yield of the appropriative pool
is distributed among individual agencies, in part, through water exchanges between agencies in
the transfer market. Water transfers are specified to exchange units of water between agencies
that are not adequately represented on the extensive margin of supply to agencies which are more
highly represented on this margin. Specifically, the water price in the transfer market is fixed at
the prevailing MWD replenishment rate in each period to divide these rents from exchange.

Finally, the net benefit returned to each agency under Peace | and Peace II rules relative to the
baseline scenario is computed by coupling the market distribution of benefits, as outlined by the
framework here, with the distribution of cost implied by the rules encompassed by each
agreement. These rules are defined in the following description of scenarios.

3. Common Components
Several components common to all scenarios frame the overall analysis.

3.1. Agencies Considered

Because of the detailed calculations required to divide the net benefit created by each scenario
among individual agencies in the study, the study encompasses only the ten largest water-holding
agencies in the Basin (the cities of Chino, Chino Hills, Ontario, Pomona, and Upland, Fontana
Union Water Company, Monte Vista Water District, Cucamonga Valley Water District, Jurupa
Community Services District, and San Antonio Water Company). These ten agencies account for
91.2 percent of the Basin-wide safe operating yield.

3.2. Smoothing Across Hydrologic Years

Because production is smoothed across years, the patterns of local storage and local
supplemental storage are also smoothed for each agency. This abstracts from the actual series of
puts and takes that rely on temporal adjustments in water storage by accounting for the expected
local storage need of individual agencies. (Recall that each year is a representative hydrologic
year characterized by expected conditions that are 70 percent wet and 30 percent dry.) A single
local storage account is constructed for each agency that combines local storage with local
supplemental storage in all scenarios, and the local storage balance of each agency is adjusted
each year to reflect the fact that replenishment water is available to meet replenishment
obligations only 70 percent of the time.

For this reason, the annual amount held in storage for each agency is 3/7 (3/7 = 10/7 — 1) of the
annual excess demand for water that cannot be met by the agency through the allocation of
contemporaneous supply. The expected arrival time of a dry year in which replenishment water
is not available is given by the mean of a Poisson process (n = 10/3), and the average holding
time for a unit of water held in storage is half the expected arrival time of a dry year, which
implies that the average annual amount of water held in local storage is 5/7 (5/7 = 3/7%¥10/3*1/2)
of the annual excess demand for each agency that cannot be met through the allocation of
contemporaneous water supply. In each year, the local storage account is reconciled with the
storage balance in the previous year by adding the increment in local storage to the excess



demand for water for each agency. Local storage levels increase smoothly over time in the model
for most agencies due to the projected increases in urban water demand.

3.3. Water Prices

Annual water prices and the discount factor that converts annual values into present value are
common across all scenarios. The market rates used in 2007 are the current water rates listed by
MWD ($427/AF for Tier 2 water, $238/AF for replenishment water), and a $13 surcharge is
added to the replenishment rate to reflect the $251/AF charge currently paid by each agency for
replenishment water procured through Watermaster. The price of water transactions in the
transfer market is taken in each period to be the price of replenishment water.® The MWD rate
forecast through 2012 is taken as the mean of the high- and low-rate forecasts provided by MWD
over this horizon. Recycled water rates through 2011 are taken from IEUA projections provided
in the 2007 IEUA Long-Run Plan of Finance, with a 25 percent non-member surcharge included
for recycled water deliveries outside the IEUA service area (Jurupa Community Services District
and the City of Pomona). The price of desalter water for urban supply is taken to be the price cap
specified in section 7.6d of the Peace Agreement, which is $375 in 2007. All water rates outside
the range of published forecasts are assumed to increase at a rate of 4.5 percent per year. The
discount factor is also taken to be 4.5 percent.

3.4, Demand

Demand for Basin water for each agency is identical across all three scenarios. Agency-level
demand for Basin water is calculated from data provided in the relevant 2005 Urban Water
Management Plans (UWMP) by taking the projected demand (gross of conservation) compiled
by each agency and converting this into a residual (Basin) demand component by netting out
available supplies of surface water and other groundwater sources available to each agency.” In
the case of Pomona, residual demand for Basin water is taken to be net of Puente and Spadra
Basin recycled water, which implicitly assumes that this water would be available to Pomona
irrespective of whether hydraulic control is attained in Chino Basin. Residual Basin water
demand is linearized for each agency to recover values in the intervening years between the 5-
year intervals reported in each UWMP. Residual demand for Fontana Union Water Co., which
has rights but serves no subscribers, is zero in all scenarios, as is residual demand facing San
Antonio Water Co., which has available surface water and other basin groundwater supply in
excess of demand. The combined residual demand for the remaining agencies in the Basin is
215,996 AF in 2007 and increases over time with population growth projections to 337,246 AF
in 2030. Among agencies with positive demand values, residual demand in 2007 ranges from a
low of 12,753 AF for Monte Vista Water District to a high of 49,552 AF for the City of Ontario,
and the residual water demand for the City of Ontario and Cucamonga Valley Water District
over the entire horizon is about double the residual water demand of Pomona, 2-3 times greater
than the City of Chino, City of Chino Hills, and Jurupa Community Services District, and 5-6

® The average water transaction price in the data provided in the Watermaster’s 2006-2007 Assessment Packet is
$177, which represents an approximate 30 percent discount below the current replenishment rate of $251. This
observed price discount below the expected transfer price accords with the “wet year” transfer price that would arise
in a representative hydrologic year that is 70 percent wet and 30 percent dry when the “dry year” transfer price is
$422, a value bounded by the prevailing Tier 2 price of untreated water of $427.

? for IEUA members, these data are taken from the IEUA Urban Water Management Plan (2005), Table 2-7, and, for
Jurupa Community Services District and the City of Pomona, these data are taken from the individual 2005 Urban
Water Management Plans (2005) available on each agencies website.
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times greater than the residual demand facing the City of Upland and Monte Vista Water
District.

3.5. Desalter Production

Desalter production is treated as equal across all scenarios. Implicitly, this views the level and
location of desalter activity to be determined by the requirements outlined by the Judgment.'’
An alternative approach would be to construct a baseline scenario in which agencies provide
their own salt removal infrastructure. One difference between this alternative approach and the
present one is that, under baseline conditions with individual desalting O&M costs would be
roughly the same, whereas the capital costs of building desalter facilities would be larger by the
amount of funding that became available in the Basin through grants made possible by the Peace
Agreement.

The projected desalter water for urban supply sets a schedule of delivery to three agencies
considered in the study (City of Chino, City of Chino Hills, and Jurupa). The desalter water for
urban supply rises from 15,230 AF to 38,088 AF over the period 2007-2030 among agencies in
the study, with the remaining desalter supply being delivered to the City of Norco and the Santa
Ana River Water Company. Each unit of desalter water supply, including deliveries to the City
of Norco and the Santa Ana River Water Company, creates a replenishment obligation for
producers in the Basin, and this obligation is divided among agencies according to the various
rules encompassed by each of the three scenarios considered (as described below).

3.6. Watermaster Assessments

Although the assessment fees levied by Watermaster differ across the scenarios according to the
total cost of the program elements embodied in each scenario, the rules in which assessments are
distributed across individual agencies are common to all scenarios. Specifically, appropriative
pool assessments are based on each agency’s calculated share of actual fiscal year production.
Given that total production and the share of production by individual agencies encompasses only
a subset of total Basin production (e.g., roughly 87 percent in 2007), this approach slightly over-
estimates assessment costs in all scenarios by attributing 100 percent of the program cost to the
ten agencies included in the study. Because the assessment costs used under the Peace I and
Peace Il scenarios include the baseline costs, as well as significant additional program costs, the
over-allocation of assessment costs to individual agencies in the study provides a conservative
estimate of the total benefit generated under Peace I and Peace II. The different components of
the assessment costs were decomposed into program expenses from the 3-year assessment
projections provided by Watermaster.'' All cost components thereafter are assumed to increase
at a rate of 4.5 percent.

" Projected desalter production is taken from IEUA’s UWMP (2005, Table 3-10 and Table 7-1), and includes the
desalter production of Chine I, Chino I expansion, Chino II, and Desalter 3. The overall level of desalter activity,
which grows to an ultimate production level of 43,000 AF by year 2025, an amount slightly below the 50,457 AF
desalter production level anticipated by 2020 in the OBMP: (Implementation Plan: Optimal Basin Management
Plan for the Chino Basin, Table 3, p59: http://www.cbwm.org/docs/legaldocs/Implementation_Plan.pdf.)

" Personal correspondence with Watermaster staff (August 7, 2007).
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4, Baseline Scenario

4.1.  Basin Supply

In the baseline scenario, available Basin supply for each agency in each year is comprised of the
agency’s share of: (i) safe operating yield, (ii) projected desalter water for urban supply, and (iii)
the net agricultural pool transfer. The safe operating yield is allocated to individual agencies
based on the share of safe operating yield in the Basin defined by the Judgment.

The projected desalter water for urban supply is taken for the baseline case (as well as for the
remaining scenarios) from projections available in the IEUA UWMP.'? Desalter water for urban
use is treated in the model both as a source of water supply in the Basin and as a replenishment
obligation, where the replenishment obligation associated with each unit of desalter water supply
is shared by agencies through the allocation of storage losses and replenishment assessments by
Watermaster, which are calculated for the baseline case according to each agencies pro rata share
of safe operating yield up to the available recharge capacity in the Basin and by in lieu recharge
according to each agencies pro rata share of safe operating yield for any obligation above the
available recharge capacity.

The net agricultural transfer to each agency in each year is calculated by taking a straight-line
projection of land-use conversions between 2006 conditions reported in the 2006-2007
Watermaster Assessment Package, and assumed “full build-out conditions” in 2030 in which all
acres in the agricultural pool eligible for conversion are converted.’* For the baseline scenario,
each converter is credited with 1.3 AF of Basin water for each acre converted, and the sum of
water allocated to all land-use conversions and agricultural pool production in each year is
deducted from the agricultural pool safe yield of 82,800 AF to get the net agricultural pool
transfer to the appropriative pool in each year.' Among the ten largest members of the
appropriative pool considered in the study, the net agricultural transfer increases from 46,265 AF
to 71,377 AF over the 2007-2030 period, which accounts for approximately 92 percent of the
total water transfer to the appropriative pool in each year.

Under baseline conditions, there is also an issue of timing of the agricultural pool transfer, with
no early transfer of agricultural pool water being made to the appropriative pool prior to the
Peace Agreement. Under the Judgment, the agricultural pool allocation was defined to be
414,000 AF in every 5 years. This implies a 4-year waiting period for the appropriative pool
before any agricultural transfer takes place, followed by a large allocation of the cumulative
agricultural pool under-production in year 5, and an annual stream of transfers thereafter based
on a rolling horizon comprised of the previous 5 years agricultural pool under-production. In the

"2 [EUA Urban Water Management Plan (2005), Tables 3-10 and 7-1.

" Watermaster, Fiscal Year 2006-2007 Final Assessment Package, Land Use Conversion Summary (p10):
http://www.cbwm.org/docs/financdocs/Assessment%20Package%20F Y%202006-2007%20Final.pdf. Values after
the conversion of all agricultural land eligible for conversion are based on Watermaster calculations (personal
communication with Watermaster staff, July 12, 2007).

" Under baseline conditions, 1.3 AF of water is allocated to the appropriative pool based on share of safe operating
yield in the baseline scenario. This value is not parsed out from the net agricultural transfer that occurs each year,
because all water transfers between the agricultural pool and the appropriative pool are based on shares of safe
operating yield and an amount greater than 1.3 AF per acre is transferred from the agricultural pool to the
appropriative pool in each year.
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baseline scenario, the agricultural pool transfer is calculated on an annual basis and timing lags
in the delivery of water are suppressed. Differences in the actual timing of the water have no
implications for the baseline values in the study, because the rate of water price inflation is taken
to be equal to the discount rate, so that delays in water delivery have no implications for the
present value calculation.

The sum of these components in each year gives Basin supply for each agency. This represents
the first step of the supply function depicted in Figure 1."* In total, Basin supply among the ten
largest agencies considered in the study rises from 116,044 AF to 164,014 AF over the 2007-
2030 period, with the increase in supply generated through land use conversions and increased
desalter water for urban supply. (This latter source of water supply is matched by an associated
increase in the desalter replenishment obligation, as discussed below.)

4.2, Import Demand

Import demand for each agency in the Basin represents the amount of demand facing each
agency that cannot be met with available Basin supplies (including supplies which can be
purchased from other Basin agencies in the transfer market). Import demand for each agency,
which must be met through some combination of replenishment water purchases and imported
water purchases for direct use, is the sum of three components: (i) excess demand for water; (ii)
storage account adjustments; and (iii) water transfers.

Excess demand for each agency in the Basin is calculated as residual demand less the available
Basin supply. Excess demand for water is negative in each year for Fontana Union Water Co.
and San Antonio Water Co., which implies that these agencies are water suppliers in the transfer
market. In each year, approximately 70 percent of the excess demand for water in the Basin is
derived from Cucamonga Valley Water District and the City of Ontario, which indicates a large
water demand for Basin water among these agencies relative to their share of Basin supply.

In practice, the demand for water in dry years is met, in part, by smoothing the additional water
supplies available in wet years across time through local storage. As discussed above, the model
considers each year to be a representative year (30 percent dry and 70 percent wet), so that the
annual amount of water held in local storage by each agency is 5/7 of the annual excess demand
that cannot be met with contemporaneous supply. Local storage in the model, which represents
the combined total held in local storage and local supplemental storage accounts in a
representative year, increases over the period 2007-2030 from 83,706 AF to 141,565 AF among
agencies in the study, where the growth in local storage over the period occurs in proportion to
the 70 percent increase in excess demand for Basin water as population increases in the region.

Local storage accounts are not constructed for Fontana Union Water Co. and San Antonio Water
Co., because these agencies have excess supply of water in each year above what is necessary to
meet their urban water demands. In practice, these agencies may hold water in local storage to
arbitrage expected differences in transfer prices between wet and dry years, but such arbitrage

"* Because desalter water is not a unique source of supply, an accounting adjustment is made later to back out
desalter water supplies from Basin supply by creating an off-setting replenishment obligation for each unit of
desalter water used for urban supply.
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opportunities are suppressed in the model, because variations in annual water availability are
smoothed in the model to a basis of a representative hydrologic year.

In each year, a storage account adjustment is made for each agency by adding the incremental
growth in local storage from the previous year’s value to the excess demand for water. The
amount of water held in local storage adjusts upward each year to meet the growth in excess
demand, and this need for added storage to smooth increasing volumes of water between wet and
dry years is deducted from contemporaneous water supply.

After storage account adjustments are made in each year, individual excess demand and
individual excess supply conditions clear each year in the transfer market. Excess supply to be
cleared in the transfer market in each year is comprised of sales by Fontana Union Water Co. and
San Antonio Water Co., and, to a lesser extent, by Jurupa Community Services District
beginning in 2021. Jurupa CSD becomes a net supplier of water in the transfer market due to the
relatively large purchases of desalter water for urban supply in the data provided in IEUA’s
UWMP (2005). Water transfers are allocated from these suppliers to individual agencies with
positive demand for transfer water in proportion to each agency’s share of excess demand
relative to total excess demand for water in the Basin. The total amount of water transacted in the
Basin rises from 12,677 AF to 20,401 AF over the 2007-2030 period, and the largest buyers of
transfer water in each period are Cucamonga Valley Water District and the City of Ontario.

4.3. Water Imports

Water is imported into the Basin to meet the sum of import demand for direct use and desalter
replenishment requirements. Imported water is taken as replenishment water in each period up to
the limit on recharge capacity in the Basin (i.e., the second step of the water supply relationship
in Figure 1), and the residual quantity of imported water that cannot be met with replenishment
water is taken as Tier 2 water imports. Under baseline conditions, the recharge capacity of the
Basin is taken to be 29,000 AF per year, which represents the available spreading facilities
discussed as pre-existing facilities in program element 2 of the OBMP.'® Given the smoothing of
production into the basis of representative hydrologic years, this implies that baseline conditions
in the Basin can accommodate 20,300 AF of recharge per year (0.7*29,000 AF). This recharge
capacity defines the limit to which imported water in the Basin can be taken at the lower MWD
replenishment rate.”

Imported replenishment water in the Basin must first be taken to meet the replenishment
obligation of the desalters. The desalter replenishment obligation under baseline conditions is
desalter production for urban supply less a 2 percent storage loss component deducted from
individual local storage accounts.'® Under baseline conditions, the desalter replenishment
obligation (net of the storage loss allocation) begins at 13,556 AF in 2007 and grows to 40,169
AF per year in 2030. In the year 2010, the desalter replenishment obligation rises to 22,604 AF,

' Implementation Plan: Optimal Basin Management Plan for the Chino Basin, p13:
http://www.cbwm.org/docs/legaldocs/Implementation_Plan.pdf.

'7 The increase in Basin recharge capacity, as described in the Recharge Master Plan (WEI, Black and Veatch 2001:
http://www.cbwm.org/docs/rechdocs/rechmastplanphase2rep/chapters/pdf/) is a major program element considered
in the Peace Agreement, both in terms of benefit and cost.

'® Personal correspondence with Watermaster staff,
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an amount in excess of the 20,300 AF recharge capacity of the Basin in the baseline scenario,
and the replenishment obligation remains above the recharge capacity for the remainder of the
time horizon. Over the period 2007-2009, the amount of recharge capacity in excess of the
desalter replenishment requirement (e.g., 20,300 — 13,556 = 6,744 AF in 2007) is allocated to
individual agencies in proportion to each agency’s share of imported water demand relative to
total imported water demand in the Basin. Over the period 2010-2030, the desalter replenishment
obligation exceeds the recharge capacity of the Basin, and the remaining desalter replenishment
obligation above 20,300 AF is met through in lieu production by individual agencies in the
Basin. In the baseline scenario, the desalter replenishment obligation, both the portion met with
replenishment water purchases and the portion taken as in lieu production, is met by individual
agencies according to each agency’s pro rata share of safe operating yield."”

Aggregate supply and demand are cleared each year on the third step of supply by reconciling
effective Basin water supply (Basin supply plus Basin recharge) with import demand through
purchases of Tier 2 water from MWD. Tier 2 MWD water purchases are allocated to individual
agencies based on the share of each agency’s imported water demand relative to total imported
water demand in the Basin. Under baseline conditions, the total purchases of Tier 2 water among
agencies in the Basin rises from 97,766 AF in 2007 to 200,097 AF in 2030, with the combined
purchase share of Cucamonga Valley Water District and the City of Ontario—the two largest
purchasers of imported water—representing between 62 percent and 73 percent of total Tier 2
water purchases in each year.

4.4. Water Procurement Costs

The total cost of water procurement to individual agencies is the sum of five components: (i) Tier
2 water purchases; (ii) transfer water purchases; (iii) desalter water purchases for urban supply;
(iv) desalter replenishment costs; and (v) Watermaster general assessments on the appropriative
pool. Water procurement costs associated with Basin production also exist, but these costs exist
in all scenarios and consequently net out of the comparison of the various program net benefits.

For the purpose of allocating Watermaster assessments, Tier 2 water purchases are assumed to
occur outside the framework of the cooperative organization. That is, the actual production level
of each agency, as recorded by the Watermaster each fiscal year for the basis of assessments,
does not include any production demands that an individual agency meets through Tier 2
purchases acquired from MWD. For this reason, a separate accounting calculation is made for
actual production to recover the allocation of Watermaster assessment costs to individual
agencies in each period. Actual production for each agency is residual demand for Basin water
less Tier 2 water purchases less storage losses and adjustments to the storage account balance.

Watermaster replenishment assessments are levied to recover desalter replenishment costs (for
units up to the 20,300 AF recharge capacity of the Basin) through replenishment water purchased
from MWD each year. These costs are allocated to individual agencies according to each
agencies pro rata share of safe operating yield.

Watermaster general assessments are levied under baseline conditions to cover the cost of
administrative costs, exclusive of the OBMP costs and the special project costs that pertain to

'% Personal correspondence with Watermaster staff (August 29, 2007).
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Peace I and Peace II. In 2007, these costs account for $816 thousand of the projected $7.87
million costs to be levied for general assessments under prevailing Peace conditions. Under
baseline conditions, moreover, only the appropriative pool share of general assessment costs 1s
paid by the appropriative pool, which amounts to $624 thousand of the $816 thousand
administrative costs in 2007, with the remaining share of costs paid by the overlying agricultural
and non-agricultural pools. The costs attributed to the appropriative pool are allocated across to
individual agencies according to each agency’s share of actual production relative to total Basin
production.

4.5,  Summary of Baseline Qutcomes

Table 1 provides a breakdown of the projected outcome for the eight largest producers under
baseline conditions in the year 2015. Total urban water demand for these producers is 293,214
AF in 2015. Total residual demand, which is the difference between urban water demand and the
Basin supply available to each agency, is 273,430 AF. Available Basin water supply, the sum of
the shares of safe operating yield, net agricultural transfer (inclusive of land-use conversions),
and desalter water for urban supply, is 123,554 AF in the year 2015. The total water transfers of
13,089 AF reflect sales by Fontana Union Water Company and San Antonio Water Company to
the remaining producers encompassed by the study. The net storage acquisition of 1,022 AF
reflects the change in the local storage balance between the year 2014 (106,032 AF) and the year
2015 (107,054 AF). This increment in the water held in local storage, which must be met by in
lieu production by agencies, adds to residual demand for water in the Basin, and the difference
between this term and the sum of available Basin water supply and water purchases in the
transfer market results in a combined import demand among producers of 137,809 AF.

Total desalter production in the year 2015 is 34,122 AF, which exceeds the available recharge
capacity of the Basin, so that imported water demand is met entirely with Tier 2 water
purchases.m Actual production among these eight agencies (123,250 AF) is the difference
between residual demand for Basin water, Tier 2 purchases from MWD, in lieu recharge taken to
meet the desalter replenishment obligation, storage losses (2% of local storage = 2,141 AF), and
the net storage acquisition. Watermaster administrative assessments are in 2015 are $1.2 million,
of which $957 thousand is paid by agencies in the appropriative pool.

%0 An additional 3,905 AF of desalter water production is projected for the Santa Ana River Water Company and
City of Norco, who are not considered in this study.
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5. Peacel Scenario

The Peace Agreement introduced various program elements in the Basin that were not present
under baseline conditions. The main components of the Peace Agreement considered here that
altered net benefits in the Basin are: (i) an increase in Basin recharge capacity from 29,000 AF to
134,000 AF; (ii) a change in the rules for land use conversion; (iii) transfer of agricultural pool
assessments to the appropriative pool; (iv) the introduction of a storage and recovery program;
(v) an increase in stormwater recovery from 5,000 AF per year to 12,000 AF per year; and (v)
the Pomona credit. This section describes the changes that occurred through these program
elements to alter net benefits received by individual agencies in relation to the earlier discussion
of the baseline outcome detailed above.

5.1.  Basin Supply

Under the set of Basin programs encompassed by the Peace Agreement, three factors led to
changes in available Basin supply: (i) increased stormwater capture; (ii) a change in the water
allocation resulting from land use conversions (including “early transfer”); and (iii) the
introduction of the Dry Year Yield program for storage and recovery through MWD. The
increased stormwater capture is represented by an annual increase in Basin supply by 12,000 AF
of “new yield” in exchange for tying up 12,000 AF of recharge capacity.

The net agricultural transfer to each agency under Peace conditions increased the return to each
converter from 1.3 AF of Basin water for each acre converted to 2.0 AF of Basin water for each
acre converted. An early transfer program of 32,800 AF per year to the appropriative pool was
also introduced, Wh.lCh ultimately led to an over-allocation of agricultural pool water to the
appropriative pool.”! The net agricultural pool allocation to individual agencies replicates the
Watermaster calculation in each year, given the projected pattern of land use conversion
calculated through 2030. The agricultural pool transfer provides a credit of 2.0 AF per acre for
all land-use conversions taking place after the signing of the Peace Agrecment and credits earlier
conversions at the 1.3 AF per acre rate and the early transfer to members of the appropriative
pool is based on each agency’s share of safe operating yield. Because the sum of these two
components and the projected agricultural pool production level after land-use conversions have
been made exceeds the 82,800 AF of available agricultural pool water in every year, each agency
is charged a replenishment obligation for the amount of over-allocated agricultural pool water in
proportion to each agency’s share of safe operating yield. This is equivalent to deducting the
over-allocation of agricultural pool water from the 32,800 AF early transfer after land use
conversions take place and dividing this residual amount of water (e.g., 32,800 — 4,270 = 28,530
AF in Fiscal Year 2006-2007) pro rata among members of the appropriative pool.

In total, the net agricultural pool transfer to the appropriative pool is the same under baseline and
Peace rules (49,831 AF in 2007 and 76,909 AF in 2030). Among appropriators considered in the

*! Watermaster, Fiscal Year 2006-2007 Final Assessment Package, Land Use Conversion Summary (p10):
http://www.cbwin.org/docs/financdocs/Assessment%20Package?20F Y %202006-2007%20Final.pdf. In the Fiscal
Year 2006-2007 Final Assessment Package provided by the Watermaster, the amount of over-allocation was 4,270
AF (3,893 AF of which is incurred as a replenishment obligation to agencies encompassed by the study), and the
model projects this total to increase through the process of future land use conversions to 5,127 AF in 2030 (4,674
AF of which is incurred as a replenishment obligation to agencies encompassed by the study).
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study, which encompass 91.2 percent of safe operating yield but 100 percent of land use
conversions, the change in land-use conversion rules under the Peace Agreement provides a
slightly larger net agricultural transfer among agencies considered than under baseline conditions
(e.g., 71,673 AF after all conversions take place compared to 71,377 AF under baseline rules).
The outcome for individual agencies under the Peace rules for net agricultural pool transfer
relative to the baseline scenario is discussed later.

The DYY storage and recovery program alters the allocation of Basin water supply by allowing
individual agencies to purchase water from MWD in wet years and store it for use in subsequent
dry years. The effective rate paid to MWD for DYY water inputs, net of subsidies paid to the
participating agencies, is approximately equal to the current replenishment rate,?? and the annual
MWD replenishment rate is used in each period to price DYY water inputs to individual
producers. The present analysis considers the value of the currently-approved 150,000 AF
storage and recovery program.”? Although further expansion beyond this level has been
discussed, the study does not consider the potential expansion of this program to 500,000 AF nor
the possibility for sales of this water to take place outside the Basin. The increase in the DYY
program from 100,000 AF to 150,000 AF is assumed to take place immediately in the year 2007.
To adjust the implied pattern of puts and takes of a 150,000 AF storage and recovery program to
the smooth production horizon of a representative hydrologic year, we assume that water
production in the DYY program is limited to 50,000 AF in each dry year. Given a 0.3 probability
of a dry year, this implies an average of 15,000 AF of water is made available in the Basin each
year through the DY'Y program. The distribution of the DYY program storage across individual
agencies is given by the table of DY'Y shift obligations provided by IEUA for the current DYY-
100 program, and these values are scaled upwards proportionately to 150,000 AF.>* It is
assumed that there is no storage loss for units of water placed in storage.?> In effect, this implies
that participating agencies in the DY'Y program purchase 15,000 AF of water in a representative
hydrologic year at MWD replenishment rates and covert this amount into 15,000 AF of reliable
Basin supply through the use of existing recharge facilities.

Among the ten largest agencies considered in the study, Basin supply under Peace conditions
rises from 137,416 AF in 2007 to 185,692 AF in 2030. This reflects an approximate increase of
26,000 AF per year relative to baseline conditions (under baseline conditions, Basin supply is
111,486 AF in 2007 and 159,496 AF in 2030), and the source of the additional Basin supply
under the Peace Agreement amounts to the roughly 11,000 AF increased stormwater yield (the
share of the 12,000 AF “new yield” acquired by the ten largest agencies) plus the 15,000 AF
recovery of DY'Y storage water.

5.2, Import Demand

Import demand for each agency in the Basin is calculated in the same manner as the baseline
case. As noted above, this involves deducting Basin supply from the Basin water demand facing
each agency to get excess demand, cormrecting excess demand to account for the dynamic
adjustments that occur in local storage accounts, and then reconciling excess supply and excess

22 Personal communication with IEUA staff.

% Personal communication with Watermaster staff.

* [EUA Urban Water Management Plan (2005), Table 6-5.
* Personal correspondence with Watermaster staff,
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demand among individual agencies in the Basin through water transactions in the transfer
market.

Two major changes occur under Peace in the resulting evaluation of import demand. First,
import demand is now lower each year than under baseline conditions by the approximate 26,000
AF of additional Basin supply that is available each year. This ultimately defrays Tier 2 water
purchases as the supply-side of the model is built upwards to the third step of supply. Second, the
amount of water held in the local storage account of individual agencies decreases, for instance
by 17,769 AF in 2007 (83,706 AF in the baseline versus 65,937 AF under Peace.) Much of this
difference in local storage balances is the result of participation in the DYY program crowding-
out storage activities that would otherwise take place in local storage accounts.

5.3. Water Imports

As in the baseline case, annual water imports must flow into the Basin to meet the sum of import
demand and replenishment requirements, where the Basin replenishment requirements now
include 12,000 AF of stormwater recharge and 15,000 AF of replenishment water purchases for
the DYY program in addition to the desalter replenishment obligation. Imported replenishment
water represents the second step of the water supply relationship in Figure 2, and this step is
elongated under Peace by the increase in Basin recharge capacity to 134,000 AF. Given the
smoothing of production, this implies that Basin recharge capacity is 93,800 AF per year
(0.7%134,000 AF) in a representative hydrologic year. Of this amount, 27,000 AF per year of
recharge capacity is now used to accommodate the combined requirements of stormwater
recharge and DYY program recharge, and a substantial share of the remaining recharge capacity
is used to fulfill the replenishment obligation of the desalters. The desalter replenishment
obligation in each year is defined in the same manner as in the baseline scenario to be desalter
production less storage losses of 2 percent deducted from the local storage accounts of producers
in the Basin.”®

Under Peace conditions the need for imported Tier 2 water is smaller than under the baseline.
Three main effects drive this change: (i) the recharge capacity of the Basin can now
accommodate the entire desalter replenishment obligation each year without requiring agencies
to engage in in-lieu recharge; (ii) the amount of annual Basin over-production that can be
sustained in the Basin is larger by the amount of the increase in recharge capacity; and (iii) the
reduction in local storage reduces the allocation of Basin storage losses to the desalter. The first
two components produce direct value to agencies on the extensive margin of supply by defraying
Tier 2 purchases (as depicted in Figure 2). The third component, the change in the designation of
storage losses against the replenishment obligation of the desalters, creates no economic benefit
to the Basin and is purely redistributional in its effects, because the change in the designation of
storage losses does not alter the physical recharge capacity of the Basin. An individual agency
that incurs a one-unit storage loss gives up a unit of water from local storage, and the value of
this unit of water is distributed back to other agencies in the form of a credit against the desalter
replenishment obligation.

26 Peace Agreement, Article 5.2b(xii).
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Under Peace conditions, the amount of replenishment water that is purchased from MWD in
each representative hydrologic year is 81,800 AF (93,800 AF of recharge capacity less the
12,000 AF stormwater recharge). This 81,800 AF of replenishment water, which is purchased at
MWD replenishment rates, is allocated first to meet the 15,000 AF per year replenishment water
requirement for DY'Y participants and to meet the replenishment obligation of the desalter, with
the remaining recharge capacity in each year allocated among individual agencies according to
each agency’s imported water demand relative to total imported water demand in the Basin.

As in the baseline scenario, imported water demand in excess of the recharge capacity of the
Basin is cleared each year in the Peace I scenario on the third step of supply through purchases of
Tier 2 water from MWD. Tier 2 MWD water purchases, as in the baseline case, are allocated to
individual agencies based on the share of each agency’s imported water demand relative to total
imported water demand in the Basin.

Under peace conditions, the total purchases of Tier 2 water among agencies in the Basin rise
from 25,692 AF in 2007 to 127,710 AF in 2030, a decline of approximately 72,000 AF per year
relative to the baseline scenario. This decline in Tier 2 water purchases is approximately equal to
the increase in recharge capacity under the Peace Agreement and represents a replacement of
Tier 2 water purchases with replenishment water purchases at the lower MWD rate in each year.
Cucamonga Valley Water District and the City of Ontario, the two largest buyers of imported
water in both the baseline and Peace I, receive the largest share of the net benefit of this offset in
Tier 2 water, because of their disproportionate representation on the extensive margin of supply.

5.4. Water Procurement Costs

The total cost of water procurement to individual agencies is the sum of eight components: (i)
Tier 2 water purchases; (ii) transfer water purchases; (iii) desalter water purchases for urban
supply; (iv) replenishment water purchases; (v) desalter replenishment costs; (vi) Watermaster
general assessments on the appropriative pool; (vii) Watermaster general assessments on the
agricultural pool paid by the appropriative pool; and (viii) the Pomona credit. The first three
components of water procurement cost are calculated in the same manner as in the baseline case,
with the exce?tion that the total quantities of Tier 2 purchases and transactions in the transfer
market differ.”’

Desalter replenishment costs are recovered through Watermaster replenishment assessments in
an amount equal to the cost of replenishment water purchased from MWD to meet the
replenishment obligation of the desalters each year. As in the baseline case, these costs are

allocated to individual agencies according to each agencies pro rata share of safe operating
. 17128
yield.

Replenishment water purchases allocated to individual agencies related to the DYY program are
levied back on individual agencies in proportion to their storage claims in the program, as
detailed above. Any remaining recharge capacity in excess of the amount needed to fulfill DYY

*" Changes in the pattern of Tier 2 water purchases and water transfers that occur across scenarios and over time
within each scenario can have equilibrium effects on market prices; however, price changes in these markets are not
considered in the scope of the present study.

* Personal correspondence with Watermaster staff (August 29, 2007).
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contributions and the replenishment obligation of the desalters and DY'Y is allocated in each year
to individual agencies according to each agency’s imported water demand relative to total
imported water demand in the Basin.

The total costs recovered through Watermaster general assessments for the program elements in
the Peace I scenario include OBMP assessments, special project assessments, and recharge debt
payments. The additional OBMP and special project assessments in the Peace | scenario amount
to a total $7.05 million out of the $7.87 million (90 percent) in total Watermaster expenses in
2007, and these additional costs of implementing the program elements in the Peace I scenario
rise to $13.8 million in 2030. As in the baseline scenario, the allocation of all appropriative pool
general assessments to individual agencies is made based on each agency’s share of safe
operating yield in the Basin.

The Peace Agreement negotiated the transfer of all general assessment fees from the agricultural
pool to the appropriative pool. The total assessment fees paid by the agricultural pool, which are
now assumed by members of the appropriative pool, amount to §1.1 million in 2007 and decline
to $460 thousand in 2030 due to land use conversions that result in a decline in agricultural water
use as a share of total Basin safe yield. In total, the general assessments paid by the appropriative
pool inclusive of the transfer of agricultural pool assessments increase ten-fold from $624
thousand in the baseline scenario to $6.3 million under Peace conditions in 2007 and the
assessment costs in the Peace I scenario remain at least 7 times as large as the costs attributable
to baseline conditions in the Basin throughout the production horizon. The agricultural pool
share of Watermaster assessment fees is paid by individual agencies in the appropriative pool
according to the agency’s share of the net agricultural transfer in each year.””

Finally, the Pomona credit of $66,667 per year is paid every year by each agency in proportion to
the agency’s share of safe operating yield.

5.5. Comparison of Baseline and Peace Agreement Outcomes

Under the terms of the Peace Agreement, the present value of the net benefit of the program
elements for the ten agencies encompassed by the study is $182 million. The main component
associated with this increased net benefit is the displacement of Tier 2 water with new Basin
yield and replenishment water. Under baseline conditions, the present value of total Tier 2 water
purchases over the 2007-2030 period is $1.53 billion, whereas, under Peace conditions, the
present value of Tier 2 water purchase over the period decreases to $931 million. This decrease
in Tier 2 water under Peace conditions was replaced with replenishment water at the lower
MWD rate, and the combined cost of imported water in the Peace I scenario decreased by $310
million in present value terms (from $2.06 billion under baseline conditions to $1.75 billion
under Peace conditions). This benefit was acquired at the expense of an increase in the present
value of assessment costs from $16.7 million to $146 million.

** For details on this calculation and the distribution of general appropriative pool assessments based on pro rata
share of safe operating yield, see Watermaster, Fiscal Year 2006-2007 Final Assessment Package, Pool 3
Assessments Summary (p5): http://www.cbwm.org/docs/financdocs/Assessment2420Package%20F Y%6202006-
2007%20Final.pdf.
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Table 2 provides a breakdown of the projected outcomes under Peace conditions in the year 2015
for the eight largest producers in the study. A comparison of these outcomes with those that
emerge under baseline conditions in Table 1 provides a useful profile of the essential differences
in Basin performance under each scenario. Residual demand for Basin water is identical in each
scenario. This quantity corresponds to the value Q* in Figure 1. The safe operating yield of the
agencies considered is the same in both cases, as is desalter water for urban supply. The net
agricultural pool allocation to the appropriative pool is slightly higher under Peace (48,848 AF
relative to 48,268 AF under baseline rules). This is because the agencies considered in the study
represent 91 percent of Basin production and nearly 100 percent of the land use conversions,
which are credited with a larger water allocation under Peace. Available Basin supply in the
Peace I scenario is accordingly higher by the sum of this component and the 15,000 AF of supply
available to agencies through the DYY program, which leads to a commensurate reduction in
imported water demand.

The level of local storage is lower under Peace by approximately the 15,000 AF of storage that is
now accounted for in the DYY program. Replenishment purchases are now possible due to the
increase in Basin recharge capacity, and the agencies combine to purchase 31,533 AF of
replenishment water in the year 2015.

In total, Tier 2 water use falls from 137,809 AF under baseline conditions (inclusive of the
purchases required by in lieu recharge) to 82,658 AF under Peace conditions. This decrease in
Tier 2 water imports reflects the displacement of Tier 2 water purchases through a combination
of new Basin yield and increased replenishment water purchases made possible by the expansion
of Basin recharge capacity.

Actual production among these eight agencies is higher in the Peace I scenario by 36,953 AF in
the year 2015 (160,203 AF vs. 123,250 AF in the baseline scenario). This increment in Basin
production represents the effective increase in Basin recharge capacity available to these
producers after accounting for the combined 27,000 AF of recharge capacity utilized by
stormwater and DY'Y program recharge.
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Figure 1 compares the benefit received by each agency from reduced water procurement costs to
the increase in assessment cost that result from the implementation of the program elements in
the Peace I scenario. The assessment costs associated with implementing the program elements
considered in the Peace | scenario are represented by an overall increase from $16.7 million to
$146 million in present value terms. The program benefits in present value terms in the Peace II
scenario are reflected in the decrease in water procurement costs from $2.1 billion under baseline
conditions to $1.8 billion in the Peace I scenario.

In terms of the total benefit, two agencies, City of Ontario and Cucamonga Valley Water
District, receive the largest share of the benefits resulting from the Peace I program elements,
while the assessment costs are distributed more equally among producers. In total, the City of
Ontario and Cucamonga Valley Water District together receive 46 percent of the benefit of
decreased water procurement costs and incur 32 percent of the increase in assessment costs. An
important reason these agencies receive a large share of the net benefit from the agreements is
due to a scale effect in the annual level of residual demand for Basin water, for instance in 2015

these two agencies combined account for 48 percent of residual demand for Basin water
(130,700 AF out 0of 273,430 AF).

Baseline vs. Peace I Benefit-Cost Comparison
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Distribution of Net Benefit, Peace I vs. Baseline ($/per AF)

Pomona, §11.10

Chino, $31.30
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Ontario, $24.20
Cucamonga, $32.92

Upland, §17.46

Figure 2

Figure 2 shows the distribution of net benefits per acre-foot of residual water demand across
individual agencies in the Basin resulting from the program elements in the Peace I scenario.
Fontana Union Water Company and San Antonio Water Company are not included in these
calculations, because the available surface water and other groundwater supplies for these
agencies exceed their total demand. Controlling for agency scale on the basis of residual demand
for Basin water among the remaining producers, the net benefit resulting from the combined
program elements in the Peace II Agreement is grouped between $11.10/AF for the City of
Pomona to $32.92/AF for Cucamonga Valley Water District. Overall, the present value of the net
benefit to all parties over the 24 year horizon resulting from a move from baseline conditions to
Peace conditions is $182 million and the total residual demand for water over this period is 6.9
million AF, which implies an average return of $19.84 per acre-foot to the agencies encompassed
by the study.

6. Peace Il Scenario

The Peace II scenario introduces several major program elements in the Basin that build on the
existing conditions under Peace. The main components of the Peace II scenario that alter market
values in the Basin relative to the Peace I scenario are: (i) hydraulic control, which provides
400,000 AF of cumulative forgiveness and SAR inflow of 9,900 AF per year in the Basin; (ii)
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the production of recycled water; (ii1) a change in the allocation of the replenishment obligation
associated with over-production in the agricultural pool transfer; (iv) a transfer of overlying non-
agricultural pool water to the appropriative pool; and (v) a transfer of the Pomona credit from
Basin agency to Three Valleys. This section describes the changes that occurred through these
program elements to alter net benefits received by individual agencies in relation to the earlier
discussion of the existing program elements in Peace Agreement.

6.1. Basin Supply

Under the set of programs encompassed by the Peace II Agreement, five factors led to changes in
available Basin supply relative to prevailing conditions under Peace: (i) a change in the water
allocation resulting from land use conversions; (ii) the influx of recycled water (for direct use
and groundwater recharge), (iii) the transfer of 49,178 AF of overlying non-agricultural water to
the appropriative pool; (iv) 9,900 AF per year of inflow from the Santa Ana River (SAR),
eventually rising to 12,500 AF per year; and (v) 400,000 AF of cumulative forgiveness for Basin
over-production. Unlike the program elements implemented in the Peace I scenario, all elements
of the Peace II scenario (with the exception of the transfer of the Pomona credit to Three
Valleys) fundamentally alter supply conditions on the lowest step of the supply relationship by
contributing new sources of Basin yield.

The net agricultural transfer to each agency in the Peace Il scenario maintains the return to each
converter of 2.0 AF of Basin water for each acre converted and the early transfer of 32,800 AF
per year to the appropriative pool, but alters the allocation rule for the replenishment obligation
for the amount of over-allocated agricultural pool water. Under Peace I rules, the replenishment
obligation for over-allocated agricultural pool water is made on the basis of a weighted average
of the share of safe operating yield and share of cumulative land-use conversions for each agency
(the “proportion of water available for reallocation (PAR)™) rather than in proportion to each
agency’s share of safe operating yield in the Peace I scenario. By placing greater weight on land
use conversions, a greater share of the replenishment obligation for over-allocated agricultural
pool water is placed on land-use converters. For instance, the combined share of safe operating
yield of the two largest land-use converters in the Basin—City of Chino and Jurupa Community
Services District—is approximately 10 percent, whereas the combined PAR share of these
agencies in Fiscal Year 2006-2007 is 38 percent.*®

The use of significant quantities of recycled water is made possible in the Basin by the
attainment of hydraulic control.’’ Recycled water projections for direct use in the Basin increase
from 11,924 AF in 2007 to 60,450 AF in 2030 and recycled water use for groundwater recharge
rises over the period from 3,443 AF to 35,000 AF.> 3 The recycled water price charged by

3® Watermaster, Fiscal Year 2006-2007 Final Assessment Package, Land Use Conversion Summary (p10):
http://www.cbwm.org/docs/financdocs/Assessment%620Packase%20FY%202006-2007%20F inal. pdf,

3! personal correspondence with TEUA staff.

*2 Projections on recycled water deliveries for direct use and on total recycled water for groundwater recharge is
provided for IEUA members in IEUA Urban Water Management Plan (2005), Table 3-13. The projections on
recycled water deliveries for direct use to non-IEUA members as well as the distribution of recycled water deliveries

for groundwater recharge across individual agencies are based on personal communication with IEUA staff (July 11,
2007).

* In no case does the amount of recycled water used for recharge exceed the DHS-approved dilution rates.
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IEUA for recycled water deliveries in each period is viewed as sufficient to recover the fully
amortized capital and operating costs of their recycled water operations.>

The amount of transfer of overlying non-agricultural water to the appropriative pool is taken to
be 49,178 AF, which is the ending total balance in the pool 2 local storage account in the
Watermaster final assessment package for fiscal year 2006-2007.* This amount of water is
allocated proportionally in four equal installments over the four-year period 2007-2010 to
agencies in the appropriative pool according to their share of safe operating yield, and the price
in each period is set at 92 percent of the prevailing MWD replenishment rate.*

Finally, in meeting the goal of hydraulic control in the Peace II scenario, two sources of water
are created: (1) the Santa Ana River (SAR) inflow is calculated to generate 9,900 AF of new
Basin yield each year, eventually rising to 12,500 AF per year; and (ii) 400,000 AF of
cumulative overdraft is necessary in the Basin over the period 2007-2030.>7 Both the 9,900 AF
per year of SAR inflow and the allocation of the 400,000 AF of cumulative forgiveness are
allocated to meet the replenishment obligation of the desalters. The dynamic path of forgiveness
for the desalter obligation follows the most-rapid depletion path defined by the aggregate study,
which assumes that the Basin overdraft occurs to whatever extent is necessary to meet the
replenishment obligation of the desalters (net of storage losses and SAR inflow). Under the
most-rapid depletion path, hydraulic control is achieved on the cumulative overdraft of 400,000
AF from the Basin in the year 2024, which raises the SAR inflow from 9,900 AF to 12,500 AF
over the remaining period 2025-2030.

6.2. Import Demand

The demand for imported water for each agency in the Basin is calculated in the same manner as
in the Peace scenario. In terms of the resulting values, the influx of new Basin water supply in
response to recycled water use alter the resulting evaluation of import demand relative to the
prevailing conditions under Peace in two significant ways. First, import demand is now lower
each year relative to the outcome under Peace conditions by the amount of new Basin supply.
This water ultimately defrays Tier 2 water purchases as the supply side of the model is built
upwards and aggregated across each step towards the extensive margin of supply. As these
supplies are developed, available supply in the Basin rises to 266,134 AF by the year 2030, an
increase of 80,442 AF above the Peace I scenario and 106,678 AF above the baseline conditions.

Second, the amount of water held in local storage by individual agencies decreases to account for
the effect of these new, reliable water sources in the Basin and the corresponding reduction in the
need to smooth out the cyclical components of water supplies with puts and takes. As recycled
water supplies are developed in the Basin, the need for local storage decreases; for instance, the
total amount of water held in local storage in the Basin in 2030 decreases from 141,565 AF
under baseline conditions, to 129,259 AF in the Peace I scenario, to 80,500 AF in the Peace II
scenario.

* IEUA, Operating and Capital Program Budget, Fiscal Year 2007/08, Volume 1 (July 2007), p231.

** Watermaster, Fiscal Year 2006-2007 Final Assessment Package, Pool 2 Water/Storage Transactions (p12):
http://www.cbwm.org/docs/financdocs/Assessment%20Packace%20F Y%202006-2007%20Final.pdf.

3¢ Non-Binding Term Sheet, item IX.C.

*7 Personal correspondence with staff at Wildermuth Environmental,
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The quantity of water transactions in the water transfer market rises significantly as the number
of agencies selling water increases with the influx of recycled water supplies. This changes the
distribution of net benefits, both directly by the allocation of recycled water supplies based on
proximity of users (rather than according to the share of safe operating yield) and indirectly by
reducing the number of agencies that procure water on the extensive margin of supply.

6.3. Water Imports

An important outcome in the Peace II scenario as a result of hydraulic control is the decrease in
Tier 2 water purchases relative to both the baseline and Peace I scenarios. Unlike the case of the
Peace I scenario, in which the decline in Tier 2 purchases was largely offset by an increase in
assessment costs to support the increase in recharge capacity, the avoided Tier 2 water purchases
in the Peace II scenario are associated either with negligible costs (SAR inflow and forgiveness
for Basin over-draft) or with the relatively low cost associated with recycled water, which is
valued at IEUA recycled water rates. These differences are characterized in the discussion
below.

In addition, the level of water imports increases slightly in the Peace II scenario, because of a
reduction in the storage loss component allocated to meet the desalter replenishment obligation.
In the Peace Il scenario, the desalter replenishment obligation is taken to be desalter production
less storage losses of 1 percent from the local storage accounts of producers in the Basin.*®

6.4  Water Procurement Coslts

All program costs that form the basis for Watermaster assessments in the Peace I scenario (as
described above) are considered in the Peace II scenario, with the exception of the Pomona
credit, which is no longer paid by appropriators in the Basin and is instead paid by Three Valleys
Municipal Water District.*> The removal of this fee from Watermaster assessments leads to an
increase in net benefit to agencies in the Basin by $66,667, and this is returned to agencies in
proportion to each agency’s share of safe operating yield. The increase in net benefit is offset by
a proportional increase in cost for Three Valleys Municipal Water District, and the present value
of this stream of payments over the period 2007-2030 at the prevailing rate of discount (4.5
percent) is $1.0 million.

Recycled water costs are allocated to each agency using the recycled water prices provided by
IEUA, as discussed above. The desalter replenishment obligation, which begins in the year 2024
after the 400,000 AF of over-draft credits are exhausted, is met in the Peace II scenario through
Watermaster replenishment assessments as follows. Half of the desalter replenishment obligation
is met by individual agencies according to pro rata shares of safe operating yield, as in the Peace
I scenario, and the remaining half of the desalter replenishment obligation is met according to
each agency’s share of actual production relative to total production in the Basin.”® This latter
portion of the Watermaster replenishment assessments accords with the method of allocating
Watermaster general assessments to the appropriative pool in all three scenarios considered. The

3% Non-Binding Term Sheet, Item VI.B.1.
** Non-Binding Term Sheet, item VILA.
*® personal correspondence with Watermaster staff (August 29, 2007).
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method for calculating the remaining water procurement costs for each agency is identical to the
method described above for the Peace I scenario.

6.5. Comparison of Baseline, Peace I, and Peace Il OQutcomes

Relative to baseline conditions, the present value of total net benefit among the ten agencies
encompassed by the study for the program elements contained in the Peace II scenario is $904.6
million, which represents an additional net benefits of $722.5 million relative to the outcome of
the Peace I scenario.

The main factor associated with this increased net benefit is the displacement of Tier 2 water
with recycled water, SAR in-flow, and, in the period 2007-2024, with forgiveness for 400,000
AF of Basin over-draft to attain hydraulic control. Under peace | conditions, the present value of
total Tier 2 water purchases over the period 2007-2030 is $931 million, whereas, in the Peace Il
scenario, the present value of Tier 2 water purchases over the period is $271 million. This
decrease in Tier 2 water costs in the Peace Il scenario was replaced with a combination of
400,000 AF of forgiveness for Basin over-draft and recycled water at the lower IEUA recycled
water rate."’ The combined present value of cost of imported water and recycled water inputs in
the Peace II scenario is $1.0 billion, which represents a substantial reduction in the present value
of water procurement cost from $1.75 billion in the Peace I scenario.

Table 3 depicts the projected outcomes to individual agencies in the Peace II scenario for the
year 2015. A comparison of these outcomes with those that emerge in the baseline scenario in
Table 1 and the Peace I scenario in Table 2 provides a useful profile of the essential differences
in Basin performance under Peace II conditions. Residual demand, which corresponds to the
value Q* m Figure 1, is identical in all three scenarios, as is the safe operating yield of the
agencies and desalter production. The net agricultural pool transfer to the appropriative pool
(48,530 AF) is between the values that emerge in the Peace I scenario (48,848 AF) and the
baseline scenario (48,268 AF). Relative to the outcome under Peace I conditions, the new rules
for assessing replenishment obligations for the over-allocated agricultural pool water redistribute
the net returns away from the major land-use converters in the Basin (in particular, the City of
Chino and Jurupa Community Services District).

Available Basin supply in the Peace II scenario in the year 2015 (208,199 AF) is considerably
higher than the available Basin supply in the baseline scenario (123,554 AF) and Peace I
scenario (148,346 AF), which leads to a commensurate reduction in imported water demand.
Virtually the entire difference in imported water demand between the Peace I scenario and the
Peace II scenario is the result of the 60,171 AF addition of recycled water (direct use plus
groundwater replenishment).

The level of local storage in the Peace II scenario in, 53,293 AF, is lower than local storage
levels in the baseline (107,054 AF) and Peace I scenarios (91,649 AF) due to the large influx of

*! The allocation of the 400,000 AF of forgiveness to meet the replenishment obligations of the desalters is
implicitly valued at the Tier 2 rate, because each unit of forgiveness that is credited against the desalter
replenishment obligation, which is valued directly in the model at the replenishment rate, “frees up” a unit of
recharge capacity that allows a unit of Tier 2 water to be displaced on the extensive margin of supply.

29



o

e

reliable Basin water through the development of the recycling program and the acquisition of
SAR inflow. This greater availability of Basin water supply also facilitates a richer pattern of
water transfers in the Peace Il scenario.

In total, Tier 2 water purchases in the year 2015 are 10,186 AF, which represents a substantial
reduction from the 137,089 AF of Tier 2 water purchases that take place under baseline
conditions (inclusive of the purchases required by in lieu recharge) and the 82,658 AF under
Peace I conditions. Replenishment water purchases increase in the Peace II scenario from 31,533
AF in the Peace I scenario to 41,800 AF in the Peace II scenario. The increase in replenishment
imports reflects the replacement of 35,267 AF of replenishment obligations in the Peace I
scenario with SAR inflow and desalter forgiveness in the year 2013, less the 20,671 AF claim on
recharge facilities associated with the groundwater recharge component of the recycled water
program in the Peace II scenario. The decrease in Tier 2 water imports of 72,430 AF between the
Peace I and Peace II scenario is the result of the displacement of Tier 2 water purchases with a
combination of recycled water, SAR in-flow, and allowed over-draft.

Actual production among these eight agencies in the year 2015 (182,170 AF) is higher in the
Peace II scenario than in the Peace I scenario (160,203 AF) and the baseline scenario (121,138
AF). This increment in Basin production relative to the Peace I scenario represents the increase
in Basin supply resulting from the use of recycled water for groundwater recharge as well as
small adjustments in storage loss and net storage requirements.*

Finally, notice in the comparison of Tier 2 purchases by individual agencies in Tables 1-3 that
the distribution of Tier 2 water purchases across individual agencies in the Basin differs in all
three scenarios relative to the distributions of safe operating yield and the distribution of actual
production. These elements together comprise the basis for the allocation of collective Basin net
benefits to individual agencies, with the division of market benefits from Basin improvement
activities determined by each agency’s share of Tier 2 water purchases, and the allocation of cost
determined through Watermaster formulas that are based either on a individual agency’s share of
actual production to total Basin production or on a individual agency’s share of safe operating
yield. Differences in the distributions of these three key values across individual agencies in the
Basin are responsible for inequalities in the distribution the net benefit from the various program
elements that improve the management of Chino Basin water resources.

* Recycled water for direct use offsets urban water demand, but does not otherwise influence Basin production.
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Figure 3 compares the benefit received by each agency from reduced water procurement costs to
the increase in assessment cost that result from the implementation of the program elements in
the Peace Il scenario. The program costs in the Peace II scenario do not differ substantively from
program costs in the Peace I scenario, and represent an overall increase from $17 million to
$143.2 million in present value terms. The program benefits in present value terms in the Peace
II scenario are reflected in the decrease in water procurement costs from $2.1 billion under
baseline conditions to §$1.1 billion in the Peace II scenario.

City of Ontario and Cucamonga Valley Water District receive the largest share of the benefits
resulting from the Peace II program elements, while the assessment costs resulting from the
Peace II program elements are notably smaller and distributed more equally across the agencies.
In total, the City of Ontario and Cucamonga Valley Water District together receive 56 percent of
the benefit of decreased water procurement costs and incur 39 percent of the increase in
assessment costs.

Baseline vs. Peace II Benefit-Cost Comparison
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Figure 3
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Distribution of Net Benefit, Peace II vs. Baseline ($/per AF)

Pomona, $91.58

Chino, $148.00

Jurupa, $39.92

Monte Vista, $116.01 ]
-1 Chino Hills, $123.98

Cucamonga, $150.93
Ontario, $132.11

Upland, $81.54

Figure 4

Figure 4 depicts the distribution of net benefits per acre-foot of residual water demand across
individual agencies in the Basin resulting from the program elements in the Peace II scenario.
Overall, the present value of the net benefit to all parties over the 24 year horizon resulting from
a move from baseline conditions to Peace conditions is $905 million and the total projected
water demand over this period is 9.1 million AF, which implies an average return of $98.53 per
acre-foot to the agencies encompassed by the study.

Noting, as before, that Fontana Union Water Company and San Antonio Water Company have
available surface water and other groundwater supplies in excess of their demand, and
controlling for agency scale on the basis of residual demand for Basin water among the
remaining producers, the net benefit resulting from the combined program elements in the Peace
I1 Agreement lies between $39.92/AF for Jurupa CSD to $150.93 for Cucamonga Valley Water
District.

The net benefit/AF received by Jurupa Community Services District is significantly smaller than
the net benefit/AF received by other producers, because of systematic differences in the way this
agency meets consumer water demand. Jurupa Community Services District is disadvantaged in
the ability to capitalize on program elements that improve Basin performance by the large share
of desalter water for urban water supply it receives, which cannot be defrayed by the
development of new Basin supplies, and by a negligible reliance on imported water from MWD.
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Among the remaining agencies, the Cities of Pomona and Upland receive a smaller share of the
net benefit/AF, while Monte Vista Water District, the Cities of Chino, Ontario, Upland, and
Chino Hills, and Cucamonga Valley Water District each receive a net benefit/AF above
$116/AF.

7. Alternative Scenarios

This section examines the sensitivity of the results to variations in various assumptions
underlying the model. In theory, each of the factors considered here has the potential to change
the relative rankings among agencies with respect to benefits per acre-foot. For example,
increasing the cost of capital will tend to elevate the ranking of agencies that receive benefits in
early years. These sensitivity analyses are intended to bracket actual results and measure the
sensitivity of outcomes to changes in assumptions.

Five parameters are varied and the model results are recalculated in each case. The alternative
scenarios considered are: (i) variation in the share of the desalter replenishment obligation
attributed to the appropriative pool in the baseline case; (ii) variation in the discount rate; (iii)
variation in Urban Water Demands; (iv) variation in the availability of Tier 1 water to agencies
in the Basin; and (v) increases in effective recycled water prices due to the long-run average cost
of recycled water infrastructure improvements.

The model results are most sensitive to the scenario in which all Tier 2 water purchases in the
model are replaced with Tier 1 water purchases at the lower MWD rate. The results of this
scenario are shown in Table 4. This scenario provides a bracketing assumption on the value of
the outside water options available to agencies and it is unlikely that each agency can meet
annual increases in urban water demand every year with a continued expansion of Tier 1
purchases. To the extent that individual agencies differ in their access to Tier 1 water, moreover,
market forces would lead to a displacement of Tier 2 water purchases on the extensive margin of
supply before any displacement occurs of Tier 1 water purchases, so that a model that considered
a relatively equal mix of Tier 1 and Tier 2 water supplies would not result in values near the mid-
point between the Tier 1 scenario and the Tier 2 scenario. Nonetheless, the total net benefit in the
Basin under Peace II scenario remains high—$611.7 million ($88.89/AF)—even when the entire
increase in Basin supply is valued at the displacement cost of Tier 1 water.

The model results are fairly robust to variations in the remaining parameters. In total, the net
benefit of the Peace II program elements varies across the scenarios in a range between $806.7
million - $864.4 million ($87.87/AF - $104.22/AF) in each scenario, relative to the $904.6
million ($98.53/AF) at baseline levels of the parameters.
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