P47



THIS PAGE
HAS
INTENTIONALLY
BEEN LEFT
BLANK
FOR PAGINATION

P48



Stradling Yocca Carlson & Rauth
Draft of 8/25/10

WATER PURCHASE AGREEMENT
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WATER PURCHASE AGREEMENT

This Agreement, dated as of November 1, 2010, by and between the Chino Basin Desalter
Authority (the “Authority™), a joint exercise of powers agency duly organized and existing pursuant
to Article 1, Chapter 5, Division 7, Title 1 of the Government Code (the “Joint Powers Act™),
commencing with Section 6500, and the Western Municipal Water District of Riverside County (the
“Purchaser™).

WITNESSETH:

WIHEREAS, the certain Authority members who are water purveyors in the Chino Basin
currently receive desalted water from the Authority pursuant to Water Purchase Agreements dated as
of January 15, 2002,

WHEREAS, in accordance with the provisions of that certain Peace Agreement dated as of
June 29, 2000, the Peace II Agreement, and Amendment No. 2 to Joint Exercise of Powers
Agreement Creating the Chino Basin Desalter Authority, the Authority has agreed to expand the
existing desalted water facilities of the Authority by addition of the Expansion Project, in ogder to:
(1) increase the output thereof by a projected [9 m.g.d. for a cumulative total of 40,000 acre-feet per
vear}; and (2) sell such increased production to the Expansion Group; and (3) provide for increased
reliability of desalted water deliveries from the Authority’s existing facilifies.

WHEREAS, such expansion of the Authority’s existing desalter water facility is being
undertaken through the design and construction of the Desalter Phase 3 Expansion Facilities
(“Expansion Project”), which will be fully integrated with the Authority’s existing desalter water
facilities.

WHEREAS, the Desalter Phase 3 Expansion Facilitics will be designed and constructed in
accordance with direction received from Chino Basin Watermaster and in a manner that Chino Basin
Watermaster believes will facilitate hydraulic control through reoperation in the Chino Basin, thereby
creating an estimated additional 400,000 acre-feet of controlled overdraft which will be allocated in
accordance with the Peace II Agreement.

WHEREAS, the Expansion Group has commenced the design and construction of the
Expansion Project, in furtherance of which the Purchaser, on behalf of the Expansion Group, has
entered into an Intergovernmental Agreement with the Authority, dated October 21, 2009, which
provides for the design, construction and aceeptance by the Authority of a portion of the Expansion
Project.

WHEREAS, in furtherance of the design and construction of the Expansion Project, the
Purchaser and the Authority are anticipated to enter into that certain First Amended and Restated
Intergovernmental Agreement dated concurrently with this Agreement, to which Ontario and JCSD
shall be parties, which provides for Western to act as Project Manager in connection with the design
and construction of the Desalter Phase 3 Expansion Facilities.

WHEREAS, the Authority is entering into a new Water Purchase Agreement with the
Purchaser and a series of Amended and Restated Water Purchase Agreements with all other members
of the Authority to document its acceptance of the design and construction work for the Expansion
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Project already completed, to accept responsibility for the completion of the Desalter Phase 3
Expansion Facilities (but not the obligation to pay the cost of such work, except as specifically set
forth in Section 13(k)} and the integration of the Desalter Phase 3 Expansion Facilities into the
Authority’s existing desalter water facilities, and to document the obligations of all Purchasers and
Authority members who are water purveyors with regard to its desalter water facility, including the
Desalter Phase 3 Expansion Facilities as they are designed, constructed, become operational and are
fully integrated with the Authority’s existing desalter water facilities.

WHERFEAS, the Expansion Group has agreed to pay all capital costs for the design and
construction of the Expansion Project as set forth in [Table 8.10 of the June, 2010 Chino Desalter
Phase 3 Comprehensive Predesign Report], financed independently by each Expansion Group
member (or the Authority in the event of a default of an Expansion Group member), as provided in
this Agreement.

WHEREAS, in consideration for its payment of the capital costs of the Desalter Phase 3
Expansion Project, each Expansion Group member will receive the new or additional Project
Allotment set forth in the third column of Exhibit “A”.

WHEREAS, if any member of the Expansion Group defaults in ifs obligation to pay for its
share of the capital costs of the Expansion Project, this Agreement authorizes the Authority to issue
Authority Bonds to cover such unmet costs, which Authority Bonds will be secured solely by
revenues generated by such defaulting Expansion Group member’s water system and on a parity with
such Expansion Group member’s bond and contract obligations that constitute operation and
maintenance expenses.

WHEREAS, each Expansion Group member shall not be responsible for Authority
operations and maintenance costs associated with the Expansion Project unless and until the
Expansion Project Completion Date.

WHEREAS, upon full integration of the Desalier Phase 3 Expansion Facilities into the
existing desalter water facilities, the price of desalter product water (not including Debt Service on
any Authority Bonds issued after exccution of this Agreement and Debt Service on outstanding
Authority Bonds previously paid by Authority members) delivered from the Authority’s desalted
water facilities, including the Desalter Phase 3 Expansion Facilities, shall be charged to all members
of the Authority at a rate calculated to achieve a uniform melded pro-rata allocation of costs among
all Authority members, except as expressly otherwise provided herein, based upon each member’s
proportionate firm commitment to purchase water from the Authority, as set forth in Exhibit “A.”

WHEREAS, the Purchaser has no responsibility to pay Fixed Project Costs relating to
Authority Bonds issued prior to the date of this Agreement.

WHEREAS, the Authority and the Purchaser now wish to enter into this Water Purchase
Agreement to provide for the acquisition, construction, operation and financing of the expanded
desalied water facilities, for the sale by the Authority to the Purchaser of the Purchaser’s Project
Allotment and certain other matters.

NOW THEREFORE, the parties hereto do agree as follows:
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Section 1. Definitions.
The following terms shall, for all purposes of this Agreement have the following meanings:

“Administrative Costs” means the administrative costs allocable to the operation and
management of the Authority, calculated in accordance with generally accepted accounting
principles, including but not limited to insurance, taxes (if any), fees of auditors, accountants,
attorneys or engineers and insurance premiums, but shall not include Project Operation and
Maintenance Expenses,

“Authority” shall have the meaning assigned thereto in the preamble hereto.

“Authority Bonds” means bonds, notes or other evidences of indebtedness issued by or on
behalf of the Authority to finance or refinance the Project.

“Authority Fiscal Year” means the twelve month period commencing on July 1 of each
calendar year and ending on the following June 30 or such other twelve month period which may be
designated by the Authority ag its fiscal year.

“Bonds” mean all bonds, notes or similar obligations (but not inchiding Contracts) of the
Purchaser authorized and issued by the Purchaser under and pursuant to applicable laws of the State
of California after the date of execution of this Agreement, the principal of and interest on which are
an operation and maintenance expense of the Purchaser Water System determined in accordance with
generally accepted accounting principles and which are secured by a pledge or a lien on Purchaser
Net Water System Revenues and which are on a parity with the obligations of the Purchaser under
this Agreement.

“Bond Resolution” means the resolution or resolutions providing for the issuance of
Authority Bonds and the terms thereof, and any indenture or trust agreement related thereto.

“Contract Payments™ means:

(1) the interest payable during such Purchaser Fiscal Year on all outstanding
Bonds, assuming that all outstanding term Bonds are redeemed or paid from sinking fund
payments as scheduled (except to the extent that such interest is to be paid from the proceeds
of the sale of any Bonds);

(2) that portion of the principal amount of all outstanding serial Bonds maturing
during such Purchaser Fiscal Year;

(3) that portion of the principal amount of all outstanding term Bonds required to
be redeemed or paid during such Purchaser Fiscal Year; and

4 that portion of payments under Contracts (other than under this Agreement)
constituting principal and interest required to be made at the times provided in the Contracts.

“Contracts” means this Agreement and all contracts of the Purchaser authorized and executed
by the Purchaser under and pursuant to the applicable laws of the State of California after the date of
execution of this Agreement, the payments under which are an operation and maintenance expense of
the Purchaser Water System determined in accordance with generally accepted accounting principles

[R]
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and which are secured by a pledge of or lien on the Purchaser Net Water System Revenues and
which are on a parity with the obligations of the Purchaser under this Agreement.

“Debt Service” means, as of the date of calculation and with respect to Authority Bonds, an
amount equal to the sum of (i) interest payable during such Authority Fiscal Year on Authority
Bonds, except to the extent that such interest is to be paid from capitalized interest, (ii) that portion of
principal of Authority Bonds payable during such Authority Fiscal Year, (i} amounts necessary to
replenish the Reserve Fund created pursuant to the Bond Resolution, and (iv) all letters of credit and
other financing costs payable on a periodic basis. Such interest, principal installments and financing
costs for such series shall be calculated on the assumption that no Authority Bonds outstanding at the
date of calculation will cease to be outstanding except by reason of the payment of principal on the
due date thereof;

provided further that, as to any such Authority Bonds bearing or comprising interest at other
than a fixed rate, the rate of interest used to calculate Debt Service shall be one hundred ten percent
{110%) of the greater of (a) the daily average interest rate on such Authority Bonds during the twelve
(12) calendar months preceding the date of calculation (or the portion of the then current Authority
Fiscal Year that such Authority Bonds have borne interest) or (b) the most recent effective interest
rate on such Authority Bonds prior to the date of calculation; and

provided further that, as to any such Authority Bonds or portions thereof bearing no interest
but which are sold at a discount and which discount accretes with respect to such Authority Bonds or
portions thereof, such accreted discount shall be treated as interest in the calculation of Debt Service;
and

provided further that the amount on deposit in a debt service reserve fund on any date of
calculation of Debt Service shall be deducted from the amount of principal due at the final maturity
of the Authority Bonds for which such debt service reserve fund was established and in each
preceding Authority Fiscal Year until such amount is exhausted.

“Desalter Phase 3 Expansion Facilities” or “Expansion Project” means the facilities described
in the [Chino Desalter Phase 3 Comprehensive Predesign Report} approved by the Board of Directors
on November 2010, The Authority and the Purchaser acknowledge that portions of the Desalter
Phase 3 Expansion Facilities are currently being designed or constructed and that the definition of the
Desalter Phase 3 Expansion Facilities may be revised from time fo time prior to commencement of
construction without amendment to this Agreement.

“Diesalter Phase 3 Expansion Facilities Buy-In Costs” means § , as computed in
accordance with the Project Memorandum regarding Buy-In Cost Methodology for Chino Desalter
Phase 3 Expansion — Final, prepared by Dan Baker of Carollo Engineers, dated as of August 6, 2010.

“Expansion Group” means the Purchaser, the City of Ontario (“Ontario”), and Jurupa
Community Services District (“JCSD™).

“Expansion Project Completion Date” means the date determined by the Board of Directors
of the Authority on which the Expansion Project is complete and is expected to be operated at

[ 1% of design capacity.
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“Facilities Acquisition Agreement” means the Facilities Acquisition Agreement, dated as of
January 15, 2002, by and between SAWPA and the Authority, as such Facilities Acquisition
Apreement may be amended or supplemented from time-to-time.

“Fixed Project Costs™ means capital costs, including Debt Service, and reserves for repair
and replacement and improvement to the Project and for payment of Debt Service of the Project, and
all other amounts paid by the Authority other than Variable O&M Costs and Fixed Q&M Costs.

“Fixed O&M Costs” means operation, maintenance, power, replacement and other costs,
including Project Operation and Maintenance Expenses and a reasonable reserve for contingencies,
in each case incurred by the Authority with respect to the Project, irrespective of the amount of water
delivered to the Project Participants, including but not limited to amounts required to be deposited in
the Membrane Replacement Fund, amounts payable under transportation agreements, including but
not limited to amounts payable to Jurupa Community Services District under the Agreement By And
Between The Chino Basin Desalter Authority, Jurupa Community Services District, The City Of
Ontario, The City Of Norco And Santa Ana River Water Company Providing For The Transportation
Of Chino II Desalter Water, as it may be amended from time fo time,

“Independent Certified Public Accountant” means any firm of certified public accountants
appointed by the Purchaser, or the Authorify, as the case may be, and each of whom is independent
pursuant to the Statement on Auditing Standards No. I of the American Institute of Certified Public
Accountants.

“Intergovermmental Agreement” means the [First} Amended and Restated Governmental
Agreement by and between the Authority and the Purchaser, as such agreement may be amended or
supplemented from time-to time.

“Joint Powers Agreement” means the Joint Exercise of Powers Agreement creating the Chino
Basin Desalter Authority, as such agreement may be amended or supplemented from time to time.

“Lump Sum Past Administrative Costs” means §$ , as computed in accordance
with [ 1.

“Peace Il Agreement” means that certain Peace II Agreement: Party Support for
Watermaster’s OBMP Implementation Plan, — Settlement and Releage of Claims Regarding Future
Desalters, dated as of October 25, 2007.

“Project” means those certain facilities necessary to deliver desalted water to the Project
Participants, including the following: (i) the existing Chino [ Desalter, (ii) the existing Chino 1
Expansion facilities, (iii) the existing Chino IT Desalter, (iv) the Desalter Phase 3 Expansion
Facilities and (v) related water pipelines, electric generators and associated facilities. The Authority
and the Purchaser acknowledge that portions of the Desalter Phase 3 Expansion Facilities are
currently being designed or constructed and that the definition of the Project may be revised from
time-to-time prior to commencement of construction without amendment to this Agreement. The
Project does not include any obligations of the Purchaser under the Peace Il Agreement other than
the obligation to construct the Desalter Phase 3 Expansion Faeilities.

“Project Allotment” means the volume of desalted water per year set forth on Exhibit A
hereto.
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“Project Operation and Maintenance Expenses” means the actual costs spent or incurred by
the Authority for maintaining and operating the Project, calculated in accordance with generally
accepted accounting principles and Section 9 hereof, including (among other things) the expenses of
management and repair and other expenses necessary to maintain and preserve the Project, in good
repair and working order, or charges required to be paid by it to comply with the terms of the
Authority Bonds or of this Agreement, but excluding in all cases (i) depreciation, replacement and
obsolescence charges or reserves therefor, (ii) amortization of intangibles or other bookkeeping
entries of a similar nature, (iii) Administrative Costs, (iv) costs of capital additions, replacements,
betterments, extensions or improvements to the Proiect, which under generally accepted accounting
principles are chargeable to a capital account or to a reserve for depreciation and (v) Debt Service.

“Project Participant” means the Purchaser and each entity listed in Exhibit A hereto
executing Water Purchase Agreements with the Authority.

“Purchaser” shall have the meaning assigned thereto in the preamble hereto.

“Purchaser Fiscal Year” means the twelve month period commencing on July 1 of each year
and ending on the following June 30 or such other twelve month period which may be designated by
the Purchaser as its fiscal year.

“Purchaser Net Water System Revenues” means, for any Purchaser Fiscal Year, the
Purchaser Water System Revenues for such Purchaser Fiscal Year less the Purchaser Operation and
Maintenance Expenses for such Purchaser Fiscal Year,

“Purchaser Operation and Maintenance Expenses” means the costs spent or incurred by the
Purchaser for maintaining and operating the Purchaser Water System, calculated in accordance with
generally accepted accounting principles, including (among other things) the expenses of
management and repair and other expenses necessary to maintain and preserve the Purchaser Water
System, in good repair and working order, and including administrative costs of the Purchaser,
salaries and wages of employees, payments to the Public Employees Retirement System, overhead,
insurance, taxes (if any), fees of auditors, accountants, attorneys or engineers and insurance
premiums, and all other reasonable and necessary costs of the Purchaser, but excluding in all cases
(i) depreciation, replacement and obsolescence charges or reserves therefor, (ii) amortization of
intangibles or other bookkeeping entries of a similar nature, (iit) charges for the payment of principal
and interest on Bonds or Cantracts and (iv) payments under this Agreement.

“Purchaser Share” means the Purchaser’s Project Allotment divided by the sum of all Project
Participants’ Project Allotments, all as set forth as Exhibit A hereto.

“Purchaser Water System” means properties and assets, real and personal, tangible and
intangible, of the Purchaser now or hereafter existing, used or pertaining to the acquisition, treatment,
reclamation, transmission, distribution and sale of water, including all additions, extensions,
expansions, improvements and betterments thereto and equipment relating thereto; provided,
however, that to the extent the Purchaser is not the sole owner of an asset or property or to the extent
that an asset or property is used in part for the above described water purposes, only the Purchaser’s
ownership interest in such asset or property or only the part of the asset or property so used for water
purposes shall be considered to be part of the Purchaser Water System.
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“Purchaser Water System Revemes” means the income, rents, rates, fees, charges, and other
moneys derived by the Purchaser from the ownership or operation of Purchaser Water System
including, without limiting the generality of the foregoing, (i} all income, rents, rates, fees, charges or
other moneys derived from the sale, furnishing, and supplying of water and other services, facilities,
and commodities sold, furnished, or supplied through the facilities of Purchaser Water System,
including standby and availability charges, capital water facilities fees for design, construction and
reconstruction expenses, development fees and other fees allocable to the Purchaser Water System,
(1) taxes or assessments as may be imposed if the levy thereof and payment hereunder is permitted
by law, and (iii) the eamings on and income derived from amounts set forth in clauses (i) and (ii)
above, and shall not include (y) customers’ deposits or any other deposits subject to refund until such
deposits have become the property of the Purchaser and (2) proceeds of any taxes or assessments
except taxes or assessments described in clause (ii) above.

“SAWPA” means the Santa Ana Watershed Project Authority, a joint exercise powers
agency, including the successors and assigns thereof.

[“Term Sheet” shall have the meaning assigned thereto in the preamble hereto.] [This
definition s used in Section 4(d); retain in agreement unless Section 4(d) is deleted.]

“Trustee” means the entity or entities designated by the Authority pursuant to any Bond
Resolution to administer any funds or accounts required by such Bond Resolution or otherwise.

“Variable O&M Costs” means the operation, maintenance, power, replacement and other
costs, including Project Operation and Maintenance Expenses incurred by the Authority in
connection with the Project in an amount which is dependent upon and varies with the amount of
water delivered to the Project Participants.

“Water Purchase Agreement” means this Water Purchase Agreement and each Amended and
Restated Water Purchase Agreement by and between the Authority and a Project Participant, as the
same may be amended or supplemented tfrom time to time.

Section 2. Purpose.

The purpose of this Agreement is for the Authority to sell Project Allotment to the Purchaser,
to deliver Project Allotment to the Purchaser available from the Project, to provide the terms and
conditions of such delivery and sale and to provide for the acquisition, construction and financing of
the Project. The parties hereto confirm that this Agreement constitutes a contractual right to
purchase desalted water and that no water right is being transferred by the Authority to any Project
Participant under this Agreement.

Section 3. Financing, Construction and Operation.

The Authority will use its best efforts to cause or accomplish the acquisition, construction,
operation and financing of the Project, the obtaining of all necessary authority and rights, consents
and approvals, and the performance of all things necessary and convenient therefor, subject to
compliance with all necessary federal and state laws, including but not limited to the California
Environmental Quality Act (“CEQA™), the terms and conditions of the Authority’s permits and
licenses and all other agreements relating thereto. Notwithstanding the foregoing, the Authority
acknowledges that the Purchaser intends to deposit with the Authority the Fixed Project Costs
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allocable to the Purchaser for the initial costs of the Desalter Phase 3 Expansion Facilities in
accordance with Section 13(k) and that the Authority shall not have any obligation to finance the cost
of the initial construction of the Desalter Phase 3 Expansion Facilities from any source of funds other
than such deposit unless the Purchaser defaults in its obligation to make such deposits in accordance
with Section 13(k). The Purchaser acknowledges and agrees that the Authority shall initially contract
with the Purchaser to design, acquire and constrict the Desalter Phase 3 Expansion Facilities in
accordance with the Intergovernmental Agreement.

Section 4. Delivery of Water,

(a) Request by Purchaser. Pursuant to the terms of this Agreement, the Authority shall
provide to the Purchaser, and the Purchaser shall take, or cause to be taken, in each Authority Fiscal
Year an amount of water equal to the Purchaser’s Project Allotment unless the Purchaser notifies the
Authority, pursuant to procedures to be developed by the Authority, that the Purchaser requires an
amount of water less than the Parchaser’s Project Allotment. Subject to the Project Participant’s
payment obligations hereunder, the Authority agrees to use its best cfforts to deliver desalted water
pursuant to this Agreement meeting the water quality standards sef forth in Section 5.3 of the Joint
Powers Agreement and all applicable local, state and federal water quality standards as such
standards may be in effect from time to time.

{b) Points of Delivery; Flow Rate. The Authority will deliver or cause to be delivered to
or for the account of the Purchaser the amount of water specified in each request at a flow rate and
through delivery structures at a point along the Project to be agreed upon by the Authority and the
Purchaser. The Authority will remain available to make or cause to be made all necessary and
possible arrangements for transmission and delivery of such water in accordance with this
Agreement.

{c) Delivery of Water Not Delivered in Accordance with Schedule. If in any Authority
Fiscal Year the Authority, as a result of causes beyond its control, is unable to deliver any portion of
the Purchaser’s Project Allotment for such Authority Fiscal Year as provided for in the delivery
schedule established for that Authority Fiscal Year, the Purchaser may elect to receive the amount of
water which otherwise would have been delivered to it during such period at other times during the
Authority Fiscal Year or subsequent to such Authority Fiscal Year, to the extent that such water is
then available and such election is consistent with the Authority’s overall delivery ability,
considering the then current delivery schedules of all Project Participants and the Authority.

(d) [SARWC Request. Pursuant to the Joint Powers Agreement, if Santa Ana River
Water Company cannot receive the full 1,200 acre feet of water allocated thereto as provided in the
Term Sheet, then Farupa Community Services District and the City of Ontario will abate their
deliveries of water from the Project on a pro-rata basis to ensure that Santa Ana River Water
Company can receive the full 1,200 acre feet of water from the Authority for such year.
Notwithstanding the foregoing, Jurupa Community Services District and the City of Ontario shall
only have such obligation if Santa Ana River Water Company’s demand for water is constant or af a
“steady-rate” of 744 gpm.]

Section 5. Curtailment of Delivery for Maintenance Purposes.

(a) Authority May Curtail Deliveries. The Authority may temporarily discontinue or
reduce the delivery of water to the Purchaser hereunder for the purposes of necessary investigation,
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inspection, maintenance, repair, or replacement of any of the Project facilities necessary for the
delivery of water to the Purchaser. The Authority shall notify the Purchaser as far in advance as
possible of any such discontinuance or reduction, except in cases of emergency, in which case notice
shall be given as soon thereafter as possible.

(b) Purchaser May Receive Later Delivery of Water Not Delivered. In the event of any
discontinuance or reduction of delivery of water pursuant to subsection (a) of this Section, the
Purchaser may elect to receive the amount of water which otherwise would have been delivered to it
during such period under the water delivery schedule for that Authority Fiscal Year at other times
during the Authority Fiscal Year or subsequent to such Authority Fiscal Year to the extent that such
water is then available and such election is consistent with the Authority’s overall delivery ability,
considering the then current delivery schedules of all Project Participants and the Authority,

Section 6. Shortage in Water Supply.

In any Authority Fiscal Year in which there may occur a shortage or interruption in the
supply of water available for delivery to the Project Participants, including but not limited to
shortages or interruptions caused by changes in Taws, regulations or rulings relating to or affecting
the Authority’s permits and licenses, with the result that such supply is less than the total of the
annual Project Allotments of all Project Participants for that Authority Fiscal Year, the Authority
shall reduce the delivery of water to the Purchaser in accordance with the Joint Powers Agreement.

Section 7. Measurement of Water Delivered.

The Authority shall measure, or cause to be measured, all water delivered to the Purchaser
and shall keep and maintain accurate and compleie records thereof. For this purpose and in
accordance with Section 4 hereof, the Authority shall install, operate, and maintain, or cause to be
installed, operated and maintained, at all delivery structures for delivery of water to the Purchaser at
the point of delivery determined in accordance with Section 4(b) such measuring devices and
equipment as are satisfactory and acceptable fo both parties. Said devices and equipment shall be
examined, tested, and serviced by the Authority regularly to insure their accuracy. At any time or
times, the Purchaser may inspect such measuring devices and equipment, and the measurements and
records taken therefrom.

Section 8. Responsibility for Delivery and Distribution of Water.

() Neither the Authority nor any of its officers or agents shall be liable for the control,
carriage, handling, use, disposal, or distribution of water supplied to the Purchaser after such water
has passed the points of delivery established in accordance with Section 4(b) hereof’ nor for claim of
damage of any nature whatsoever, including but not limited to property damage, personal injury or
death, arising out of or connected with the control, carriage, handling, use, disposal or distribution of
such water beyond said points of delivery and including attorneys fees and other costs of defense in
connection therewith; the Purchaser shall indemnify and hold harmless the Authority and its officers,
agents, and employees from any such damages or claims of damages.

(2) Neither the Purchaser nor any of its officers, agents, or employees shall be liable for
the control, carriage, handling, vse, disposal, or distribution of water supplied to the Purchaser until

such water has passed the points of delivery established in accordance with Section 4(b) hereof; nor
for claim of damage of any nature whatsoever, including but not limited to property damage,
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personal injury or death, arising out of or connected with the control, carriage, handling, use, disposal
or distribution of such water prior to such water passing said points of delivery and including
attorneys fees and other costs of defense in connection therewith; the Autharity shall indemnify and
hold harmless the Purchaser and its officers, agents, and employees from any such damages or claims
of damages.

Section 9. Rates and Charges.

(a) Establishment of Rates and Charges. The Authority shall fix charges to the Purchaser
under this Agreement to produce revemies to the Authority from the Project equal to the amounts
anticipated to be needed by the Authority to pay Administrative Costs and to pay the actual cost of
producing the Purchaser’s Project Allotment, which shall include the following costs of the Authority
to deliver the Purchaser’s Project Allotment through the Project: (i) Fixed Project Costs, (ii) Fixed
O&M Costs and (iii) Variable O&M Costs.

(b) Insufficiency of Funds. If Fixed Project Costs, Fixed O&M Costs and Variable
O&M Costs collected by the Authority are insufficient to operate and maintain the Project as
contemplated under the Joint Powers Agreement, the Authority shall notify the Purchaser of such
insufficiency and the Purchaser shall pay to the Authority an amount of such insufficiency equal to
such insufficiency multiplied by the Purchaser Share. The obligation of the Purchaser to pay
Administrative Costs shall commence immediately upon the execution and delivery of this
Agreement and shall continue so long as the Purchaser is a member of the Authority. The obligation
of the Purchaser to pay Fixed Project Costs and Fixed Q&M Costs shall commence upan the later to
occur of (i) execution of this Agreement and (ii) the first delivery of water by the Authority to the
Purchaser and thereafter shall continue to exist and be honored by the Purchaser whether or not water
is furnished to it from the Project at all times or at all (which provision may be characterized as an
obligation to pay all costs on a take-or-pay basis whether or not water is delivered or provided and
whether or not the Project is completed or is operable).

(c) Source of Payments. The obligation of the Purchaser to make payments under this
Agreement is a limited obligation of the Purchaser and not a general obligation thereof. The
Purchaser shall make payments under this Agreement solely from Purchaser Water System Revenues
as a Purchaser Operation and Maintenance Expense. The Purchaser shall make such payments on a
parity with other Purchaser Operation and Maintenance Expenses and prior to any other payments
other than Bonds or Contracts. Nothing herein shall be construed as prohibiting (i) the Purchaser
from using any other funds and revenues for purposes of satisfying any provisions of this Agreement
or (ii) from incurring obligations payable on a parity with the obligations under this Agreement so
long as the Purchaser complies with Section 13(a) hereof.

(d) Obligation Is Not Subject To Reduction. The Purchaser shall make payments of
Fixed Project Costs and Fixed Q&M Costs under this Agreement whether or not the Project is
completed, operable, operated or retired and notwithstanding the suspension, interruption,
interference, reduction or curtailment of operation of the Project or of water contracted for in whole
or in part for any reason whatsoever. Such payments are not subject to any reduction, whether offset
or otherwise, and are not conditioned upon performance by the Authority or any other Project
Participant under this Agreement or any other agreement.

(e) Several Obligation. The Purchaser shall not be liable under this Agreement for the
obligations of any other Project Participant. The Purchaser shall be solely responsible and liable for
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performance of its obligations under this Agreement. The obligation of the Purchaser to make
payments under this Agreement is a several obligation and not a joint obligation with those of the
other Project Participants.

H Allocation of Costs and Expenses.

Except as expressly provided in Sections 3 and 13(k) for payment of Desalter Phase 3
Expansion Facilities Fixed Project Costs, the Authority shall not allocate costs and expenses in any
way which discriminates among Project Participants.

(1) Method of Computation of Fixed Project Costs and Fixed O&M Costs. The
Fixed Project Costs shall be sufficient to return to the Authority those capital costs of the
Authority necessary to deliver water to the Purchaser. The Fixed O&M Costs shaill be
sufficient to return to the Authority Project Operation and Maintenance Expenses and a
reasonable reserve for contingencies, in each case incurred by the Authority with respect to
the Project, irrespective of the amount of water delivered to the Project Participants. The
total amount of Fixed Project Costs shall be allocated to the Purchaser by multiplying the
Purchaser Share times all Fixed Project Costs. The total amount of Fixed O&M Costs shail
be allocated to the Purchaser by multiplying the Purchaser Share times all Fixed O&M Costs.
The Purchaser Share of Fixed Project Costs and Fixed O&M Costs shall initially be
calculated using the figures in the second column on Exhibit A; commencing upon the
Expansion Project Completion Date, the Purchaser Share of Fixed Project Costs and Fixed
O&M Costs shall be calculated using the figures in the third column on Exhibit A.

(ii) Methad of Computation of Variable Q&M Costs. The Variable O&M Costs
shall return to the Authority those costs of the Project which constitute Variable O&M Costs.
There shall be computed for the Project a charge per acre-foot of water which will return to
the Authority the total projected Variable Q&M Costs of the Project for each Authority Fiscal
Year. The parties confirm that if the Purchaser complies with the notice requirement of
Section 4(a), no Variable Q&M Costs will be allocated to the Purchaser for the portion of
Project Allotment not produced by the Authority for the Purchaser.

(i)  Method of Computing Administrative Costs. Administrative Costs shall be
sufficient to return to the Authority ali costs of operating and managing the Authority,
including reasonable reserves for contingencies. The total amount of Administrative Costs
shall be allocable to the Purchaser by multiplying (i) the Project Allotment in the third
column on Exhibit A divided by the total Project Allotment in the third column on Exhibit A,
times (ii) all Administrative Costs.

(iv)  Adjustments. The Authority shall update the values and amounis of
Administrative Costs, Fixed Project Costs, Fixed O&M Costs and Variable O&M Costson a
quarterly basis, including year-to-date comparisons to the approved Administrative Costs
budget and Project budget in order that the costs and expenses to the Purchaser may
accurately reflect increases or decreases from Authority Fiscal Year to Authority Fiscal Year
in Administrative Costs, Fixed Project Costs, Fixed O&M Costs and Variable O&M Costs.
In addition, each such determination shall include an adjustment to be paid or received by the
Purchaser for succeeding Authority Fiscal Years which shall account for the differences, if
any, between projections of Administrative Costs, Fixed Project Costs, Fixed O&M Costs
and Variable O&M Costs used by the Authority in determining the amounts of said
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Administrative Costs, Fixed Project Costs, Fixed O&M Costs and Variable O&M Costs for
all preceding Authority Fiscal Years and actual Administrative Costs, Fixed Project Costs,
Fixed O&M Costs and Variable O&M Costs incurred by the Auvthority for water delivered to
the Purchaser during such Authority Fiscal Years.

{v) Inferest Earnings. Interest earnings on all amounts paid by the Purchaser to
the Authority shall be credited to the Purchaser through the budgeting process.

The Authority hereby acknowledges the right of the Purchaser to prepay all, or any portion
of, the Purchaser’s Project Share of Fixed Project Costs constituting Debt Service pursuant to this
Agreement based on the Purchaser’s Project Allotment, if and to the extent such prepayment is
permitted under the applicable Bond Resolution. The Authority shall accept from the Purchaser
prepayments of all, or any portion of, the Purchaser’s Project Share of Fixed Project Costs
constituting Debt Service and apply such prepayments as set forth in this Section 9(f)(i). If and to the
extent such prepayment is permitted under the applicable Bond Resolution, the Authority and the
Purchaser agree that the Purchaser may prepay all or a portion of its obligation to pay Fixed Project
Costs constituting Debt Service pursuant to this Section 9 by providing the Treasurer of the Authority
written notice of (i) its intention to pay to the Trustee, on or before the Prepayment Date (as defined
below), the Purchaser’s Project Share of the principal amount of the Authority Bonds (the
“Prepayment Amourtt”), and {(ii) that the Purchaser has sufficient funds available to pay the
Prepayment Amount on or before the Prepayment Date. The Prepayment Amount shall be calculated
as: (1) a principal payment equal to the Purchaser’s Project Share, as adjusted to reflect prepayments
of Authority Bonds by any other Project Participant, of Authority Bonds then outstanding and being
prepaid, in the principal amount and of the maturities designated in writing by the Purchaser; plus (2)
accrued interest from the last date on which the Purchaser made a payment of the Purchaser’s Project
Share of Debt Service to the first date the Debt Service may be redeemed by the Authority after the
Authority has received written notice from the Purchaser of its intention to prepay such Debt Service
(the “Prepayment Date”); plus (3) any applicable redemption premium with respect to the Authority
Bonds to be refunded on the Prepayment Date, less (4) a credit for the Purchaser’s Project Share, as
adjusted fo reflect prepayments of Authority Bonds by any other Project Participant, of any cash
funded reserve fund established for the Authority Bonds from proceeds of such Authority Bonds.
After providing written notice to the Authority as described above, the Purchaser shall deposit with
the Trustee the Prepayment Amount, in immediately available funds, no later than the last business
day before the Prepayment Date. In the event the Authority issues additional Authority Bonds for the
Project, the Purchaser may also prepay all or a portion of its allocable share of the principal amount
of those Authority Bonds, calculated as set forth in the preceding sentence.

(g) Time and Method of Payment.

)] Administrative Costs, Fixed Project Costs and Fixed O&M Costs. The
Purchaser shall pay to the Authority, on or before January 15, April 15, July 15 and October
15 of each Authority Fiscal Year, 25% of the charge to the Purchaser for such Authority
Fiscal Year of the Administrative Costs, Fixed Project Costs and Fixed O&M Costs. The
parties acknowledge that Purchasers of Project Allotment allocable to the Desalter Phase 3
Expansion Facilitiecs have no obligation to pay Fixed O&M Costs associated with the
Expansion Project until the Expansion Project Completion Date.

(i) Variable O&M Costs. The Purchaser shall pay to the Authority the charges
to the Purchaser for the Variable O&M Costs for the three-month period commencing on the
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next succeeding January 1, April 1, July 1 or October 1 so that the Authority receives
quarterly payments of Variable O&M Costs three months in advance of the time when such
Variable O&M Costs will begin to be incurred by the Authority.

(itiy  Contest of Accuracy of Charges, If the Purchaser questions or disputes the
correciness of any billing statement by the Authority, it shall pay the Authority the amount
claimed when due and shall, within thirty (30) days of the completion and delivery of the
Authority’s annual audit, request an explanation from the Authority. If the bill is determined
to be incorrect, the Authority will adjust the bill to the Purchaser in the next Authority Fiscal
Year, including an adjustment equal to the interest actually earned by the Authority on its
general reserves during such period. [If the Authority and the Purchaser fail to agree on the
correctness of a bill within thirty (30) days after the Purchaser has requested an explanation,
the parties shall promptly submit the dispute to arbitration under Section 1280 et seq. of the
Code of Civil Procedure.

Section 10. Agonual Budget and Billing Statement.

The Authority will prepare a preliminary annual budget for each applicable Authority Fiscal
Year for credits, costs and expenses relating to Administrative Costs and a preliminary annual budget
for each applicable Authority Fiscal Year for credits, costs and expenses relating to the Project,
including Variable O&M Costs, Fixed O&M Costs and Fixed Project Costs. The Authority shall
submit a draft of such budgets to the Purchaser on or prior to each April 1 for review and comment.
Authority staff shall use its best efforts to resolve any questions or concerns caused by a Project
Participant during such review. The Board of Directors of the Authority will adopt the final annual
budgets for the applicable Authority Fiscal Year on or before June 1 of each Authority Fiscal Year
after at least one public hearing on the budgets and shall allow any Project Participant which may
object to any provision of the budgets to present such objection during such hearing. The Authority
shall supply a copy of said final annual budgets to the Purchaser on or before June 15 of each
Authority Fiscal Year. Any amendment to a budget shall be submitted to the Purchaser for review
and comment at least 30 days prior to action thereon by the Authority Board of Directors. Any such
amendment shall be subject to the same hearing requirements applicable to the budgets set forth
above.

Section 11. Obligation in the Event of Default.

(a) Written Demand. Upon failure of the Purchaser to (i) make any payment in full when
due under this Agreement or (ii) to perform any other obligation hereunder, the Authority shall make
written demand upon the Purchaser. If a failure described in clause (i) above is not remedied within
thirty (30) days from the date of such demand or, if Authority Bonds are outstanding, for such
additional time as is reasonably required, in the sole discretion of the Trustee, to correct the same,
such failure shall constitute a default at the expiration of such period. If a failure described in
clause (ii} cannot be remedied within thirty (30) days from the date of such demand but the Purchaser
commences remedial action within such thirty (30) day period, such failure shall not constitute a
default hereunder. Notice of any such demand shall be provided to each other Project Participant by
the Authority. Upon failure of the Authority to perform any obligation of the Authority hereunder,
the Purchaser shall make written demand upon the Authority, and if said failure is not remedied
within thirty (30) days from the date of such demand or, if Authority Bonds are outstanding, for such
additional time as is reasonably required, in the sole discretion of the Trustee, to correct the same,
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such failure shall constitute a default at the expiration of such period. Notice of such demand shall
be provided to each Project Participant by the Purchaser making such written demand.

In addition to any default resulting from breach by the Authority or the Purchaser of any
agreement, condition, covenant or tenmn hereof, if the Authority or the Purchaser shall file any
petition or institute any proceedings under any act or acts, state or federal, dealing with or relating to
the subject of bankruptcy or insolvency or under any amendment of such act or acts, either as a
bankrupt or as an insclvent or as a debtor or in any similar capacity, wherein or whereby the
Authority or the Purchaser asks or seeks or prays to be adjudicated a bankrupt, or is to be discharged
from any or all of its debts or obligations, or offers to its creditors to effect a composition or
exlension of time to pay ifs debts, or asks, seeks or prays for a reorganization or to effect a plan of
reorganization or for a readjustment of its debts or for any other similar relief, or if the Authority or
the Purchaser shall make a general or any assignment for the benefit of its creditors, then in each and
every such case the Authority or the Purchaser, as the case may be, shall be deemed to be in default
hereunder.

(b) Transfer for Defaulting Purchases’s Account. Upon the failure of the Purchaser to
make any payment which failure constitutes a default under this Agreement, the Authority shall use
its best efforts to transfer for the Purchaser’s account all or a portion of the Purchasei’s Project
Allotment for all or a portion of the remainder of the term of this Agreement. Notwithstanding that
all or any portion of the Purchaser’s Project Allotment is so transferred, the Purchaser shall remain
liable to the Authority to pay the full amount of its share of costs hereunder as if such sale or transfer
has not been made, except that such liability shall be discharged to the extent that the Authority shall
receive payment from the transferee thereof.

{c) Termination of Entitlement to Project Allotment: Continuing Obligations. Upon the
failure of the Purchaser to make any payment which failure constitutes a default under this
Agreement and causes the Authority to be in default under any Bond Resolution, the Authority may
(in addition to the remedy provided by subsection (b) of this Section) give notice of termination of
the provisions of this Agreement insofar as the same entitle the Purchaser to its Project Allotment
which notice shall be effective within 30 days thereof unless such termination shall be enjoined,
stayed or otherwise delayed by judicial action. Irrespective of such termination, the Purchaser shall
remain liable to the Authority to pay the full amount of costs hereunder.

(d) Enforcement of Remedies. In addition to the remedies set forth in this Section, upon
the occurrence of an Event of Default as defined herein, the Authority or the Purchaser, as the case
may be, shall be entitled to proceed to protect and enforce the rights vested in such party by this
Agreement by such appropriate judicial proceeding as such party shall deem most effectual, either by
suit in equity or by action at law, whether for the specific performance of any covenant or agreement
contained herein or to enforce any other fegal or equitable right vested in such party by this
Agreement or by law. The provisions of this Agreement and the duties of each party hereof, their
respective boards, officers or employees shall be enforceable by the other party hereto by mandamus
or other appropriate suit, action or proceeding in any court of competent jurisdiction, with the losing
party paying all costs and attorney fees.

(e) Trustee is Third Party Beneficiary. Any Trustee for Authority Bonds shall have the
right, as a third party beneficiary, to initiate and maintain suit to enforce this Agreement to the extent
provided in any Bond Resolution.
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Section 12. Transfers, Sales and Assignments of Project Allotment or Purchaser Water
System.

(a) Transfer of Project Allotment. The Purchaser has the right to make transfers, sales,
assignments and exchanges (collectively “transfers”) of its Project Allotment or its rights or
obligations with respect thereto only as expressty provided in this Section. Inno event shall any sale
or other disposition of all or any portion of the Purchaser’s Project Allotment relieve the Purchaser of
any of its obligations hereunder. The Purchaser shall give notice to the Authority in accordance with
rules and regulations approved by the Authority from time to time.

(b) Sale or Other Disposition of Project Allotment. If in any Fiscal Year the Purchaser
determines in accordance with 4(a) not to receive all of the Project Allotment, the Authority shall
offer such portion of the Project Allotment to the State of California at a price to be determined by
the Authority, [If the State of California declines to purchase such Project Allotment, the Purchaser
shall have the right to sell such portion of the Project Allotment to another Project Participant or an
entity which is not a Project Participant.] No such sale of the Project Allotment shall relieve the
Purchaser of any of its obligations hercunder.

Section 13. Covenants of the Purchaser.

The Authority and the Purchaser agree that the covenants contained in this Section shall only
be enforced by the Authority to the extent necessary to enforce the payment provisions contained
herein.

(a) Amount of Rates and Charges. The Purchaser will fix, prescribe and collect rates and
charges for the Purchaser Water System which will be at least sufficient to yield during each
Purchaser Fiscal Year Purchaser Net Water System Revemies (excluding Contract Payments,
Administrative Costs, Fixed Project Costs, Fixed O&M Costs and Variable O&M Costs) equal to one
hundred twenty-five percent (125%) of the Contract Payments, Administrafive Costs, Fixed Project
Costs, Fixed O&M Costs and Variable O&M Costs for such Purchaser Fiscal Year. The Purchaser
may make adjustments from time to time in such rates and charges and may make such classification
thereof as it deems necessary, but shall not reduce the rates and charges then in effect unless the
Purchaser Net Water System Revenues from such reduced rates and charges will at all times be
sufficient to meet the requirements of this section.

(b) Against Sale or Other Disposition of Property. Subject to Section 13(j), the
Purchaser will not sell, lease or otherwise dispose of the Purchaser Water System or any part thereof
unless the governing board of the Purchaser determines in writing that such sale, lease or other
disposition will not materially adversely affect the Purchaser’s ability to comply with subsection (a)
of this Section and, in the case of a sale or other disposition, the entity acquiring the Purchaser Water
System or such part thereof shall assume all obligations of the Purchaser under this Agreement. The
Purchaser will not enter into any agreement or lease which impairs the operation of the Purchaser
Water System or any part thereof necessary to secure adequate Purchaser Net Water System
Revenues for the payment of the obligations imposed under this Agreement or which would
otherwise impair the rights of the Authority with respect to the Purchaser Water System Revenues or
the operation of the Purchaser Water System.

(c) Against Competitive Facilities. To the extent permitted by existing law and within
the scope of its powers but only to the extent necessary to protect the rights of the owners of
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Authority Bonds, the Purchaser will not acquire, construct, maintain or operate and will use its best
efforts not to permit any other public or private agency, corporation, district or political subdivision
or any person whomsoever to acquire, construct, maintain or operate within the boundaries of the
Purchaser any water system competitive with the Purchaser Water System which might have the
effect of materially adversely affecting the Purchaser’s ability to pay Administrative Costs, Fixed
Project Costs, Fixed O&M Costs and Variable O&M Costs.

(d) Maintenance and Operation of the Purchaser Water System: Budgets. The Purchaser
will maintain and preserve the Purchagser Water System in good vepair and working order at all times
and will operate the Purchaser Water System in an efficient and economical manner and will pay all
Purchaser Operation and Maintenance Expenses as they become due and payable. On or before the
first day of each Purchaser Fiscal Year thereafter, the Purchaser will adopt and file with the Authority
a budget approved by the legislative body of the Purchaser, including therein in the estimated
Administrative Costs, Fixed O&M Costs, Variable O&M Costs and Fixed Project Costs payable to
the Authority. Any budget may be amended at any time during any Purchaser Fiscal Year and such
amended budget shall be filed by the Purchaser with the Authority.

(e) Insurance. The Purchaser shall procure and maintain or cause to be procured and
maintained insurance on the Purchaser Water System with responsible insurers so long as such
insurance is available from reputable insurance companies, or, alternatively, shall establish a program
of self-insurance, or participate in a joint powers agency providing insurance or other pooled
insurance program, in such amounts and against such risks (including accident to or destruciion of
the Purchaser Water System) as are usually covered in connection with water systems similar to the
Purchaser Water System.

H Accounting Records and Financial Statements.

(i) The Purchaser will keep appropriate accounting records in which complete
and correct entries shall be made of all transactions relating to the Purchaser Water System,
which records shall be available for inspection by the Authority and the Trustee at reasonable
hours and under reasonable conditions.

(i) The Purchaser will prepare and file with the Authority annually within two
hundred ten (210) days after the close of each Purchaser Fiscal Year (commencing with the
Purchaser Fiscal Year ending June 30, 2002) financial statements of the Purchaser for the
preceding Purchaser Fiscal Year prepared in accordance with generally accepted accounting
principles, together with a report of an Independent Certified Public Accountant thereon.
The Purchaser will promptly firnish a copy of such report to the Authority and to the
Trustee.

(2) Protection of Security and Rights of the Authority. The Purchaser will preserve and
protect the rights of the Authority and the Trustee to the obligations of the Purchaser hereunder and
will warrant and defend such rights against alf claims and demands of all persons.

(h) Payment of Taxes and Compliance with Governmental Regulations. The Purchaser
will pay and discharge all taxes, assessments and other governmental charges which may hereafter be
[awfully imposed upon the Purchaser Water System or any part thereof or upon the Purchaser Water
System Revenues when the same shall become due. The Purchaser will duly observe and conform
with all valid regulations and requirements of any governmental authority relative to the operation of
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the Purchaser Water System or any part thereof, but the Purchaser shall not be required to comply
with any regulations or requirements so long as the validity or application thereof shall be contested
in good faith.

(1) Further Assurances. The Purchaser will adopt, deliver, execute and make any and all
further assurances, instruments and resolutions as may be reasonably necessary or proper to effect the
financing and refinancing of the Project and to allow the Awuthority to comply with reporting
obligations, to assure the Authority of the Purchaser’s intention to perform hercunder and for the
hetter assuring and confirming unto the Authority and the Trustee of the rights and benefits provided
to them herein.

@ Maintenance of Tax-Exempt Status of Authority Bonds, Notwithstanding any other
provision of this Agreement, the Purchaser shall not take any action or omit fo take any action,
directly or indirectly, in any manner, which would result in any of the Authority Bonds being treated
as an obligation not deseribed in Section 103(a) of the Internal Revenue Code of 1986, as amended,
by reason of classification of such Authority Bond as a “private activity bond” within the meaning of
Section 141 of'said Code or for any other reason.

(k) Desalter Phase 3 Expansion Facilities Fixed Project Costs. The Purchaser shall pay
to the Authority its share of Desalter Phase 3 Expansion Facilities Fixed Project Costs allocable in
accordance with Section 14(f} hereof. In the event that the Purchaser fails to pay any Fixed Project
Costs on the date determined in accordance with Section 14(f), the Authority shall have the right, but
not the obligation, to exercise all remedies set forth in Section 11 hereof and, in addition thereto, to
issue Authority Bonds secured solely by payments by the Purchaser hereunder as Fixed Project Costs
and apply the proceeds thereof to Desalter Phase 3 Expansion Facilities Fixed Project Costs, to
enable Authority to satisfy its obligations under Section 3(a).

Section 14. Covenants of the Authority.

(a) Insurance. The Authority shall procure and maintain or cause to be procured and
maintained insurance on the Project with responsible insurers so long as such insurance is available
from reputable insurance companies, or, alternatively, shall establish a program of self-insurance, or
participate in a joint powers agency providing insurance or other pooled insurance program, covering
such risks, in such amounts and with such deductibles as shall be determined by the Authority and as
may be required under the Authority Bonds. The Authority shall indemnify and hold harmless the
Purchaser from any liability for personal injury or property damage resulting from any accident or
occurrence arising out of or in any way related to the construction or operation of the Project.

(b) Accounting Records and Financial Statements.

(i) The Authority will keep appropriate accounting records in which complete
and correct entries shall be made of all Authority transactions relating to the Project, which
records shall be available for inspection, copying and audit by the Purchaser and its
accountants, attorneys and agents at reasonable hours and under reasonable conditions.

(ii) The Authority will prepare annually within two hundred ten (210} days after
the close of each Authority Fiscal Year (commencing with the Authority Fiscal Year ending
June 30, 2010) financial statements of the Authority for the preceding Authority Fiscal Year
prepared in accordance with generally accepted accounting principles, together with a report
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of an Independent Certified Public Accountant thereof. The Authority will promptly furnish
a copy of such report to the Purchaser and to the Trustee.

(c) Compliance with Law. The Authority shall comply with all local, state and federal
laws applicable to the Project.

(d) Against Sale or Other Disposition of Project. The Authority will not sell, lease or
otherwise dispose of the Project or any part thereof unless the Board of Directors of the Authority
determines that such sale, lease or other disposition will not materiafly adversely affect the
Authority’s ability to comply with its obligations hereunder and under the Authority Bonds.

(e) Maintenance and Operation of the Proiect. Subject to the payment obligations of the
Project Participants hereunder, the Authority will maintain and preserve the Project in good repair
and working order at all times and will operate the Project in an efficient and economical manner
consistent with the Joint Powers Agreement. Notwithstanding the foregoing, no material portion of
the Project shall be abandoned by the Authority without the consent of all Project Participants.

03] Desalter Phase 3 Expansion Facilities Fixed Project Costs. The Authority shall give
written notice to the Purchaser of its share of each contract for Desalter Phase 3 Expansion Facilities
Fixed Project Costs 60 days prior to the letting of such contract. Such Desalter Phase 3 Expansion
Facilities Fixed Project Costs shall be consistent with the then-current capital budget approved by the
Authority Board. The Purchaser shall deposit such amount with the Authority no later than 30 days
prior to the estimated date such contract will be let.

(g) Future Fixed Project Costs. With respect to Fixed Project Costs (other than Desalter
Phase 3 Expansion Facilities Fixed Project Costs, the payment of which is provided for in
subdivision (f) of this Section 14) anticipated to be funded through the issuance of Authority Bonds,
the Authority shall give written notice to the Purchaser of its share of Fixed Project Costs 90 days
prior to the proposed date of issuance of Authority Bonds therefor. Unless the Purchaser deposits
such Fixed Project Costs with the Authority no later than 30 days prior to the proposed date of
issuance of Authority Bonds therefor, the Authority shall include such Fixed Project Costs in the
Authority Bonds.

(h) Expansion Project Water Available Prior to the Expansion Project Completion Date.
The parties agree that in the event that water is produced from the Expansion Project prior to the
Expansion Project Completion Date, the Authority will negotiate with the Purchasers on an equitable
allacation of such water as well as the allocation of Fixed O&M Costs and Variable O&M Costs
relating thereto.

Section I5. Term.

(a) No provision of this Agreement shall take effect until it and Water Purchase
Agreements with ali Project Participants have been duly executed and delivered to the Authority
together with an opinion for each Project Participant of an attorney or firm of attorneys in
substantially the form attached hereto as Exhibit B and an opinion for the Authority of Stradling
Yocca Carlson & Rauth, a Professional Corporation, General Counsel, in substantially the form
attached hereto as Exhibit C. In addition the Purchaser will deposit the Desalter Phase 3 Expansion
Facilities Buy-In Cost and Lump Sum Past Administrative Costs with the Authority on or before
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, 2010. The deposit of such amounts shall be a condition precedent to the effectiveness of this
Water Purchase Agreement.

{b) Notwithstanding the delay in effective date of this Agreement until all Project
Participants have complied with subsection (a) of this Section, it is agreed by the Purchaser that in
consideration for the Authority’s signature hereto, and for its commitment to use its best efforts fo
obtain the commitment of all Project Participants, the Purchaser upon its execution and delivery of
this Agreement to the Authority along with the required opinion and any required evidence of
compliance as required by subsection (a) of this Section shall be immediately bound not to withdraw
its respective offer herein made to enter into this Agreement as executed and/or supplemented or to
decrease or terminafe its Project Allotment before December |, 2010.

{c) The term of this Agreement shall continue until the later of January 15, 2031 or the
final maturity of Authority Bonds. The parties hereto agree to negotiate in good faith to amend this
Agreement on or ptior to such date to extend the term hereof and to include terms and conditions as
are mutually agreeable to the parties, provided that the price to be paid with respect to the Project
Allotment in such amendment shall reflect the payment of capital costs to such date.

Section 16. Assignment.

The Authority may pledge and assign to any Trustee for Authority Bonds, all or any portion
of the payments received under this Agreement from the Purchaser and the Authority’s other rights
and interests under this Agreement. Such pledge and assignment by the Authority shall be made
effective for such time as the Authority shall determine and provide that the Trustee shall have the
power to enforce this Agreement in the event of a default by the Authority under a Bond Resolution.
The Purchaser may assign its rights or obligations under this Agreement only in accordance with
Section 15 hereof.

Section 17. Amendments.

Except as otherwise provided in this Agreement, on and after the date Authority Bonds are
issued and so long as any Authority Bonds are outstanding in accordance with the applicable Bond
Resolution, Section 9, 11, 12, 13, 14 and 16 and this Section of this Agreement shall not be amended,
modified or otherwise changed or rescinded by agreement of the parties without the consent of each
Trustee for Authority Bonds whose consent is required under the applicable Bond Resolution. This
Agreement may only be otherwise amended, modified, changed or rescinded in writing by each of
the parties hereto.

The Authority aprees not to grant to the owners of Authority Bonds as individuals any rights
relating to the amendment, maodification or change of this Agreement.

Notwithstanding the foregoing, the sections of this Agreement set forth in the prior paragraph
of this Section may be amended without the consent of each Trustee for Autharity Bonds for any of
the following purposes:

(a) to add to the agreements, conditions, covenants and terms contained herein required

to be observed or performed by the Authority or the Purchaser other agreements, conditions,
covenants and terms hereafter to be observed or performed by the Authority or the Purchaser, or to
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surrender any right reserved herein to or conferred herein on the Authority or the Purchaser, and
which in either case shall not adversely affect the interests of the owners of any Authority Bonds;

(b) to make such provisions for the purpose of curing any ambiguity or of correcting,
curing or supplementing any defective provision contained herein or in regard to questions arising
hereunder which the Authority or the Purchaser may deem desirable or necessary and not
inconsistent herewith, and which shall not materially adversely affect the interests of the owners of
any Authority Bonds;

{c) to make any modifications or changes necessary or appropriate in the opinion of a
firm of nationally recognized standing in the field of law relating to municipal bonds to preserve or
protect the exclusion from gross income of interest on the Authority Bonds for federal income tax
purposes;

{(d) to make any modifications or changes to this Agreement in order to enable the
execution and delivery of Authority Bonds on a parity with any Authority Bonds previously issued
and to make any modifications or changes necessary or appropriate in connection with the execution
and delivery of Authority Bonds;

{e) to make any other modification or change to the provisions of this Agreement which
does not materially adversely affect the interests of the owners of any Authority Bonds;

{f) to make changes to the definition of “Project.”
Section 18, Miscellaneous.

{a) Headings. The headings of the sections hereof are inserted for convenience only and
shall not be deemed a part of this Agreement.

(b) Partial Invalidity. Tf any one or more of the covenants or agreements provided in this
Agreement to be performed should be determined to be invalid or contrary to law, such covenant or
agreement shall be deemed and construed to be severable from the remaining covenants and
agreements herein contained and shall in no way affect the validity of the remaining provisions of
this Agreement.

{(c) Counterparts. This Agreement may be executed in several counterparts, all or any of
which shall be regarded for all purposes as one original and shall constitute and be but one and the
same instrument.

(d) Governing _Law. THIS AGREEMENT SHALL BE GOVERNED BY AND
CONSTRUED IN ACCORDANCE WITH THE LAWS OF THE STATE OF CALIFORNIA.

20
DOCSOC/1428583v5/024429-0030

P72



(e Notices. Any notices required or permifted to be given hereunder shall be given in
writing and shall be delivered (a) in person, (b) by certified mail, postage prepaid, return receipt
requested, (c) by Federal Express or another reputable commercial overnight courier that guarantees
next day delivery and provides a receipt, or (d) by telefacsimile or telecopy, and such notices shall be
addressed as follows:

If to Purchaser: Western Municipal Water District of Riverside County
450 E. Alessandro Blvd
Riverside, CA 92508
Attn:  General Manager

With a copy to: John Schatz, Esq.
PO Box 7775
Laguna Niguel, CA 92607-7775

If to Authority: Chino Basin Desalter Authority
c/o City of Ontario
1425 South Bon View Avenue
Ontario, CA 91761
Attn: Authority Coordinator

With a copy to: Stradling Yocca Carlson & Rauth
660 Newport Center Drive
Newport Beach, CA 92660
Attention: Douglas Brown

or to such other address as either party may from time to time specify in writing to the other party.
Any notice shall be deemed delivered when actually delivered, if such delivery is in person, upon
deposit with the U.S. Postal Service, if such delivery is by certified mail, upon deposit with the
overnight courier service, if such delivery is by an overnight courier service, and upon transmission,
if such delivery is by telefacsimile or telecopy.

6] Merger of Prior Agreements. This Agreement and the exhibits hereto constitute the
entire agreement between the parties and supersede all prior agreements and understandings between
the parties relating to the subject matter hereof. This Agreement is intended to implement, and
should be interpreted consistent with, the Joint Powers Agreement.

(&) Time of the Essence. Time is of the essence in the performance of this Agreement.
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IN WITNESS WHEREOF the Purchaser has executed this Agreement with the approval of
its governing body, and caused its official seal to be affixed and the Authority has executed this
Agreement in accordance with the authorization of its Board of Directors,

CHINO BASIN DESALTER AUTHORITY

By:

Chairperson

Attest:
By:
Secretary
WESTERN MUNICIPAL WATER DISTRICT OF
RIVERSIDE COUNTY
By:
Chairperson
[SEAL]
Afttest:
By:
Secretary
22
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EXHIBIT A

Project Allotment
Prior to Initial Delivery of
Desalter Phase 3 Expansion

Facilities Water (acre-feet)

Project Allotment
After Initial Delivery of
Desalter Phase 3 Expansion
Facilities Water (acre-feet)

Project Participant

City of Chino 5,000 5,000
City of Chino Hills 4,200 4,200
City of Norco 1,000 1,000
City of Ontario 5,000 8,533
Turupa Community Services District 8,200 11,733
Santa Ana River Water Company 1,200 1,200
Western Municipal Water District 0 3.534

24,600 35,200

A-1
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EXHIBIT B

[This opinion shall be delivered upon execution of the Water Purchase Agreement]
~,2010

Chino Basin Desalter Authority

Western Municipal Water District of Riverside County
450 E. Alessandro Blvd
Riverside, CA 92508

Ladies and Gentlemen;

We are acting as [special] counsel to the Western Municipal Water District of Riverside
County (the “Purchaser”) under the Water Purchase Agreement, dated as of November 1, 2010 (the
“Agreement”), between the Chino Basin Desalter Authority (the “Authority™) and the Purchaser, and
have acted as general counsel to the Purchaser in connection with the matters referred to herein. As
such counsel we have examined and are familiar with (i) documents relating to the existence,
organization and operation of the Purchaser provided to us by the Purchaser, (ii) certifications by
officers of the Purchaser, (iii) all necessary documentation of the Purchaser relating to the
authorization, execution and delivery of the Agreement, and (iv) an executed counterpart of the
Agreement. Terms used herein and not otherwise defined have the respective meanings set forth in
the Agreement.

Based upon the foregoing and such examination of law and such other information, papers
and documents as we deem necessary or advisable to enable us to render this opinion, including the
Constitution and laws of the State of California, together with the resolutions, ordinances and public
proceedings of the Purchaser, we are of the opinion that:

1. The Purchaser is a general law city, duly created, organized and existing under the
laws of the State of California and duly qualified to furnish water service within its boundaries.

2. The Purchaser has legal right, power and authority to enter into the Agreement and to
carry out and consummate all transactions reasonably contemplated thereby, and the Purchaser has
complied with the provisions of applicable law relating to such transactions.

3. The Agreement has been duly authorized, executed and delivered by the Purchaser, is
in full force and effect as to the Purchaser in accordance with its terms and, subject to the
qualifications set forth in the second to the last paragraph hereof, and assuming that the Authority has
all requisite power and authority, and has taken all necessary action, to authorize, execute and deliver
such Agreement, the Agreement constitutes the valid and binding obligation of the Purchaser .
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4, The obligations of the Purchaser to make payments under the Agreement from the
Revenues of its Purchaser Water System or other fawfully available funds as provided in Section 10
of the Agreement is a valid, legal and binding obligation of the Purchaser enforceable in accordance
with its terms.

5. No approval, consent or authorization of any governmental or public agency,
authority or person is required for the execution and delivery by the Purchaser of the Agreement.

6. The authorization, execution and delivery of the Agreement and compliance with the
provisions thereof will not conflict with or constitute a breach of, or defauit under, any instrument
relating to the organization, existence or operation of the Purchaser, any commitment, agreement or
other instrument to which the Parchaser is a party or by which it or its property is bound or affected,
or any ruling, regulation, ordinance, judgment, order or decree to which the Purchaser (or any of its
officers in their respective capacities as such) is subject or any provision of the laws of the State of
California relating to the Parchaser and its affairs.

7. There is no action, suit, proceeding, inquiry or investigation at law or in equity, or
before any court, public board or body, pending or, to our knowledge, threatened against or affecting
the Purchaser or any entity affiliated with the Purchaser or any of its officers in their respective
capacities as such, which questions the powers of the Purchaser referred to in paragraph 2 above or
the validity of the proceedings taken by the Purchaser in connection with the authorization, execution
or delivery of the Agreement, or wherein any unfavorable decision, raling or finding would
materially adversely affect the transactions contemplated by the Agreement, or which would
adversely affect the validity or enforceability of the Agreement.

The opinion expressed in parvagraphs 3 and 4 above are qualified to the extent that the
enforceability of the Agreement may be limited by any applicable bankruptcy, insolvency,
reorganization, arrangement, moratorium, or other laws affecting creditors’ rights, to the application
of equitable principles and to the exercise of judicial discretion in appropriate cases and to the
limitations on legal remedies against public agencies in the State of California and provided that no
opinion is expressed with respect to any indemnification or contribution provisions contained therein.

This opinion is rendered only with respect to the laws of the State of California and the
United States of America and is addressed only to the Chino Basin Desalter Authority and the
Purchaser . No other person is entitled to rely on this opinion, nor may you rely on it in connection
with any transactions other than those described herein.

Very truly yours,
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EXHIBIT C

[ This opinion shall be delivered upon execution of the Water Purchase Agreement]
_,2010

Chino Basin Desalter Authority

The Project Participants Listed on
Exhibit A attached hereto

Ladies and Gentlemen:

We are general counsel to the Chino Basin Desalter Authority (the “Authority™) and are
familiar with those certain Amended and Restated Water Purchase Agreements and that certain
Water Purchase Agreement, each dated as of November 1, 2010 (each, an “Agreement™), between
the Authority and each of the water contractors identified on Exhibit A attached hereto (each, a
“City”} in connection with the matters referred to herein. As special counsel we have examined and
are familiar with (i) documents relating to the existence, organization and operation of the Authority
provided to us by the Authority, (i} certifications by officers of the Authority, (iii) all necessary
documentation of the Authority relating to the authorization, execution and delivery of the
Agreement, and {(iv) an executed counterpart of the Agreement. Terms used herein and not otherwise
defined have the respective meanings set forth in the Agreement,

Based upon the foregoing and such examination of law and such other information, papers
and documents as we deem necessary or advisable to enable us to render this opinion, including the
Constitution and laws of the State of California, together with the resolutions, ordinances and public
proceedings of the Authority, we are of the opinion that:

i. The Authority is a joint exercise of powers agency duly created, organized and
existing under the laws of the State of California.

2, The Authority has legal right, power and authority to enter into the Agreement and to
carry out and consummate all transactions reasonably contemplated thereby, and the Authority has
complied with the provisions of applicable law relating to such transactions.

3. The Agreement has been duly authorized, executed and delivered by the Authority, is
in full force and effect as to the Authority in accordance with its terms and, subject to the
qualifications set forth in the second to the last paragraph hereof, and assuming that each City has all
requisite power and authority, and has taken all necessary action, to authorize, execute and deliver
such Agreement, the Agreement constifutes the valid and binding obligation of the Authority.

4. No approval, consent or authorization of any governmental or public agency,
authority or person is required for the execution and delivery by the Authority of the Agreement.

5. The authorization, execution and delivery of the Agreement and compliance with the
provisions thereof will not conflict with or constitute a breach of, or default under, any instrument
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relating to the organization, existence or operation of the Aunthority, any commitment, agreement or
other instrument to which the Authority is a party or by which it or its property 1s bound or affected,
or, to the best of our knowledge, any ruling, regulation, ordinance, judgment, order or decree to
which the Authority (or any of its officers in their respective capacities as such) is subject or any
provision of the laws of the State of California relating to the Authority and its affairs.

6. There is no action, suit, proceeding, inquiry or investigation at law or in equity, or
before any court, public board or body, pending or, to our knowledge, threatened against or affecting
the Authority or any of its officers in their respective capacities as such, which questions the powers
of the Authority referred to in paragraph 2 above or the validity of the proceedings taken by the
Authority in connection with the anthorization, execution or delivery of the Agreement, or wherein
any unfavorable decision, ruling or finding would materially adversely affect the transactions
contemplated by the Agreement, or which, in any way, would adversely affect the validity or
enforceabhility of the Agreement.

The opinion expressed in paragraph 3 above is qualified to the extent that the enforceability
of the Agreement may be limited by any applicable bankrupicy, insolvency, reorganization,
arrangement, moratorium, or other laws affecting creditors’ rights, to the application of equitable
principles and to the exercise of judicial discretion in appropriate cases and to the limitations on legal
remedies against public agencies in the State of California and provided that no opinion is expressed
with respect to any indemnification or contribution provisions contained therein.

This opinion is rendered only with respect to the laws of the State of California and the
United States of America and is addressed only to the Authority and the Project Participants. No
other person is entitled to rely on this opinion, nor may you rely on it in connection with any
transactions other than those described herein.

Respectiully submitted,

DOCSOC/1428583v5/024429-0030

P80






THIS PAGE
HAS
INTENTIONALLY
BEEN LEFT
BLANK
FOR PAGINATION

P82



Redlined
Redraft of
Watermaster
Resolution 2010-04,
October 19, 2010



THIS PAGE
HAS
INTENTIONALLY
BEEN LEFT
BLANK
FOR PAGINATION

P84



| Privileged and Confidential: Offer of Compromise: 10/4921/2010

CONCEPTUAL
WATERMASTER RESOLUTION
NO. 2010-04

RESOLUTION OF THE CHINO BASIN WATERMASTER
REGARDING IMPLEMENTATION OF THE PEACE Il AGREEMENT AND THE
PHASE Ill DESALTER EXPANSION IN ACCORDANCE WITH THE DECEMBER 21,
2007 ORDER OF THE SAN BERNARDINO SUPERIOR COURT

1. WHEREAS, the Judgment in the Chino Basin Adjudication, Chino Basin
Municipal Water District v. City of Chino, et al., San Bernardino Superior Court No.
51010, created the Watermaster and directed it o perform the duties as provided in the

| Judgment or ordered or authorized by the Ceourt in the exercise of the Court's
continuing jurisdiction;

2. WHEREAS, Watermaster has the express powers and duties as provided in the
Judgment or as “hereafter” ordered or authorized by the Court in the exercise of the
Court's continuing jurisdiction” subject to the limitations stated elsewhere in the
Judgment;

3. WHEREAS, Watermaster, with the advice of the Advisory and Pool Committees
has discretionary powers to develop an Optimum Basin Management Program (OBMP)
for Chino Basin, pursuant to Paragraph 41 of the Judgment;

4, WHEREAS, in June of 2000, the Parties to the Judgment executed the Peace
| Agreement providing for the implementation of the OBMP, and Watermaster adopted
Resolution 2000-05 whereby it agreed to act in accordance with the Peace Agreement;

5. WHEREAS, the Court ordered Watermaster to proceed in accordance with the
Peace Agreement and the OBMP Implementation Plan, Exhibit “B” thereto on June 20,
2000;

6. WHEREAS, Watermaster adopted and the Court approved Chino Basin
Watermaster Rules and Regulations in June of 2001;

7. WHEREAS, the Peace Agreement, the OBMP Implementation Plan and the
Chino Basin Watermaster Rules and Regulations reserved Watermaster's discretionary
powers in accordance with Paragraph 41 of the Judgment, with the advice from the
Advisory and Pool Committees, and contemplated further implementing actions by
Watermaster;
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8. WHEREAS, the Judgment requires that Watermaster, in implementing the
Physical Solution; and the OBMP, hasve flexibility, te-censiderand-where appropriate,
to _make further adjustments aﬁer—takmg—rﬁteﬁm consideration of technological,
economic, social and institutional factors in maximizing the efficient use of the waters of
the Basin;

9. WHEREAS, the Peace Agreement and the OBMP Implementation Plan were
subject to reconsideration and potential revision of various provisions and ongoing
judicial supervision as well as the requirement that monitoring and reporting may lead to
further modifications and refinements in management practices;

10. WHEREAS, to prudently respond to changing conditions and best management
practices. the Parties to the Judgment presented Watermaster with a proposed suite of
management strategies, new agreements and proposed amendments to then--existing
agreements that were collectively referenced in Watermaster Resolution 2007-05,
(amendments to the Watermaster Rules and Regulations, Purchase and Sale
Agreement with the Overlying (Non-Agricultural) Pool, Judgment Amendments, Peace I
Agreement, Supplement to the OBMP, Second Amendment to the Peace Agreement)
and the subsequent Court filings as the “Peace Il Measures”;

11. WHEREAS, the OBMP Implementation Plan was supplemented to reflect
Western Municipal Water District's (WMWD’s) commitment to act independently or in its
complete discretion with the City of Ontario (Ontario) and the Jurupa Community
Services District (Jurupa) to plan, design and construct 9 million gallons per day of new
desalting capacity “to obtain Hydraulic Control, to support Re-Operation and support the
Future Desalters” (Peace Agreement Il Section 5.2.);

12. WHEREAS, Watermaster fully and carefully evaluated the legal, technical,
scientific, economic and physical consequences of the proposed Peace |l Measures
through internal and professional expert reports and opinions, including but not limited
to reports issued by Dr. David Sunding and Mark Wildermuth, and Watermaster lodged
these reports with the Court;

13. WHEREAS, in some instances, the Parties to the Judgment retained their own
independent professionals to analyze the Watermaster reports- and the consequences
of the Peace Il Measures and presented their findings to Watermaster;

14. WHEREAS, the Peace Il Measures were subject to substantial stakeholder input
from parties and they were modified to address the stated concerns;

15. WHEREAS, the Appropriative Pool, the Overlying (Agricultural) Pool, the
Overlying (Non-Agricultural) Pool, the Advisory Committee and the Watermaster Board
all unanimously approved Resolution No. 2007-05 thereby adopting the Peace Il
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Measures and forwarding them to the Court requesting an order to proceed in
accordance with the stated terms;

167Z. WHEREAS, upon receipt of the submittal, the Special Referee issued a report
requesting clarification and further information of the Peace Il Measures at an
evidentiary hearing;

178. WHEREAS, the Assistant to the Special Referee, Joe Scalmanini of Luhdorff &
Scalmanini Consulting Engineers, transmitted his technical review in March of 2007
(“Report”). In relevant part, the Report states:

“For planning level analysis, the existing model is a useful and
applicable tool to simulate approximate basin response to
management actions that involve the quantities and distribution of
pumping and recharge in the basin. For example, for the most
notable of its applications to date, which has been to conduct a
planning level analysis of intended future hydraulic control, the
model can be confidently utilized to examine whether groundwater
conditions (levels) will form in such a way that hydraulic control will
be achieved as (sic) result of basin re-operation and, if not, what
other changes in basin operation are logically needed to achieve it.”
(Report at p. 37)

189. WHEREAS, Watermaster caused the completion of a preliminary engineering,
hydrogeologic, and technical evaluation of the potential physical impacts to the Basin
and to the Parties to the Judgment that might result from implementation of the Peace Il
Measures. The preliminary evaluation was conducted by Mark Wildermuth of
Wildermuth Environmental and was lodged with the Court;

1920. WHEREAS, Watermaster caused the preparation of a specific project description
set forth in the then proposed Supplement to the OBMP Implementation Plan for the
purpose of conducting a more refined engineering, hydrogeologic and technical
evaluation of the physical impacts to the Basin and to the Parties to the Judgment that
may result from implementation of the Peace Il measures, and it was lodged with the
Court;

204. WHEREAS, the design, financing, construction and operation of the planned
expansion to desalting within the Chino Basin would cause the Parties to the Judgment
to incur substantial, irrevocable commitments;

212. WHEREAS, Watermaster caused the completion of a macro socioeconomic
analysis by Dr. David Sunding, a PhD in economics and professor at the University of
California Berkeley referenced in Watermaster Resolution 2007-05 and lodged with the

Court. The macro analysis provided a comprehensive evaluation of the macro costs
3
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and benefits to the parties as a whole that may be attributable to the Peace Il measures,
and it was lodged with the Court;

223. WHEREAS, Watermaster caused an update of the previously completed
socioeconomic analysis conducted pursuant to the Judgment. The analysis was
completed by Dr. Sunding, and it considered the positive and negative impacts of
implementing the OBMP, the Peace Agreement, and the Peace Il measures, including
Watermaster assessments. The analysis also addressed the potential distribution of
costs and benefits among the parties that were initiated with the approval of the Peace
Agreement. The study was referenced in Watermaster Resolution 2007-05 and lodged
with the Court in support of Watermaster’s request to approve the Peace Il Measures;

234. WHEREAS, a hearing was held before the Court at which Watermaster
presented substantial evidence in support of the adoption of the Peace |l Measures,
through documentation, briefs, expert reports and opinions, argument and testimony in
support of its request for an order to proceed in accordance with the Peace Il Measures;

245. WHEREAS, Watermaster prepared a summary of the cumulative total of
groundwater production and desalting from all authorized Desalters and other activities
authorized by the 2007 Supplement to the OBMP Implementation Plan as amended as
provided in the Peace Agreement in a schedule that: (i) identifies the total quantity of
groundwater that will be produced through the proposed Basin Re-Operation to obtain
Hydraulic Control, and (ii) characterizes and accounts for all water that is projected to
be produced by the Desalters for the initial Term of the Peace Agreement (by 2030) as
dedicated water, New Yield, controlled overdraft pursuant to the Physical Solution or
subject to Replenishment;

256. WHEREAS, the post hearing briefs and supplemental evidence were filed by
Watermaster. and the Special Referee issued a report recommending an order be
issued to proceed in accordance with the Peace Il Measures;

267. WHEREAS, on December 21, 2007, the Court issued an order instructing
Watermaster to proceed with the Peace Il Measures;

278. WHEREAS, on April 1, 2010, the Regional Water Quality Control Board
(Regional Board) issued an Administrative Civil Liability complaint against Watermaster
and IEUA in response to an alleged failure of the Co-Permittees to obtain Hydraulic
Control;

289. WHEREAS, in reliance upon the collective commitments of the Pparties to the
Judgment and with the concurrence of CDA in the "Milestones Schedule.”; Watermaster
and IEUA entered into a settlement agreement with the Regienal\WaterQuality-Centrel
Bgoard [Regional Board} in May of 2010 that established a revised schedule for the
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construction of new facilities and the completion of the Phase Il Desalter Expansion
(Expansion Project);

2930. WHEREAS, a substantial fine has been paid to the Regional Board;

3014. WHEREAS, Administrative Expenses arising under the Physical Solution must
be categorized as either a General Administrative Expense or a Special Project
Expense as set forth in Paragraph 54 of the Judgment;

312. WHEREAS, Administrative Expenses must be allocated and assessed against
the respective pools and then uniformly among the members of the Appropriative Pool
in accordance with their respective percentage of the year's total production. (Judgment
Exhibit H, Section 6.);

323. WHEREAS, the Peace Il Measures and specifically the Peace Il Agreement
obligates WMWD “acting independently or in its complete discretion with Ontario,
Jurupa or both will exercise good faith and reasonable best efforts to arrange for the
design, planning and construction of Future Desalters in accordance with the 2007
Supplement to the OBMP Implementation Plan, to account for Hydraulic Control, Re-
Operation and Future Desalters” (Peace Il Agreement Section 5.3);

334. WHEREAS, WMWD has exercised its discretion to join with Ontario and Jurupa
to design, plan and construct the Future Desalters in accordance with the 2007
Supplement to the OBMP Implementation Plan;

345. WHEREAS, the intended purposes of the Future Desalters are to provide safe
yield preservation, water supply for participating entities, salt management, and
expanded use of recycled water and hydraulic control,

356. WHEREAS, the act of securing Hydraulic Control was a known and intended
objective attributable to the Future Desalters that was to be achieved by causing a
change in water levels within the Basin and the corresponding economic consequences
related to those expected changes were fully evaluated at the time of adoption of the
Peace Il Measures;

367. WHEREAS, there are two sources of groundwater elevation changes that are
projected to occur with the implementation of the Peace Il Agreement: (1) groundwater
elevation changes from Re-operation and (2) groundwater elevation changes from the
expansion of the Chino Desalter Program, which includes the installation and operation
of the new Chino Creek Well Field (CCWF) and changes in groundwater production at
other wells that provide raw groundwater to the Desalters;

378. WHEREAS, the Court conditioned its approval of the Peace Il Measures; upon
5
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the prompt development and implementation of a Recharge Master Plan that will
provide long-term hydrologic balance within the Basin and within each of the
Management Zones;

339. WHEREAS, the broad regional impacts attributable to Re-operation were
intended to be measured and monitored by Watermaster and the full cost differential
associated with a change in water levels, such as increased pump lifts, well deepening,
and well and pump improvements were reserved to each party producing water in
consideration for the substantial individual and broader benefits received pursuant to
the Peace Il Measures;

3940. WHEREAS, based upon groundwater-level monitoring data available to
Watermaster, groundwater levels in the 1970s, prior to the implementation of the
Physical Solution set forth in the Judgment, were lower than the groundwater levels
when the Re-Operation commenced,

404. WHEREAS, prudently constructed and properly maintained groundwater wells
will not become inoperable due to groundwater level declines from Re-Operation;,

412. WHEREAS, the more localized impacts of the CCWF and from changes in the
production at other wells that provide water to the Desalters have been identified by
Watermaster. These local impacts are characterized by groundwater-level declines
greater than twenty (20) feet more than would occur if the Peace || Measures and Basin
Re-operation had not been pursued (approximately thirty-five (35) feet lower than
present groundwater elevations), as shown in Exhibit “A." This area is hereafter
referred to as the Zone of Influence;

423. WHEREAS, exclusive of the existing and proposed Desalter wells, the Zone of
Influence contains 8-9 active agricultural wells and no municipal and industrial wells":

434. WHEREAS, water level declines of less than twenty (20) feet should not cause a
prudent well owner to suffer a loss of water supply;

445, WHEREAS, ihe Inland Empire Utilities Agency (IEUA) has caused the
completion of a Supplemental Environmental Impact Report (SEIR) for the Peace Il
Measures which was certified by IEUA on October 6, 2010 and its relevant part is
attached herein by this reference as Exhibit "FX£":

4587, WHEREAS, the SEIR approved by IEUA has evaluated potential impacts and
developed a proposed mitigation plan generally assigning responsibility for regional
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impacts to those entities with regional scope (IEUA and Watermaster)- and localized
impacts. to the CDA:

46. WHEREAS, tSection he-SEIR%-%X4.3-10 of the SEIR provides that if an owner
of one of the agricultural wells is adversely impacted by a decline in the water table
greater than twenty (20) feet as measured against the non-project scenario, they may
present a request to CDA for mitigation of the alleged impact, and CDA will evaluate the
claim and take whatever action is appropriate under the circumstances.

47. WHEREAS, the CDA previously adopted an Emergency Response Plan to
address concerns of well owners in the vicinity of the existing Desalters and it is
attached hereto as Exhibit “HX":

48. WHEREAS, there is general satisfaction with the adequacy of the existing
Emergency Response Plan and it is anticipated that CDA will make the Emergency
Response Plan applicable to the Expansion Project;

496, WHEREAS, Section 5.8(a) of the Peace Il Agreement, the Supplement to the
OBMP and the Court Order required that the new wells for the Future Desalters be
constructed so that they are perforated to produce groundwater only from in-the shallow
aquifer system among Desalter | wells No. 1 through 4 and west of Desalter | as
designated and this is where the CCWF will be located,

5047. WHEREAS, the best available information, inclusive of the developed models,
have been considered so as to locate and perforate these wells in a manner
contemplated by the Peace Agreement, the Peace Il Measures and reasonably
calculated by Watermaster to secure the objective of Hydraulic Control and minimize
the risk of differential land subsidence,

5148. WHEREAS, provided that the production of groundwater from the Future
Desalters is as provided in the Supplement to the OBMP, WMWD, Ontario and Jurupa
shall be entitled to first priority for the allocation of the 400,000 acre-feet of controlled
overdraft authorized by the Judgment Amendments to Exhibit | and as expressly set
forth in the schedule filed with and approved by the Court as a component of Condition
Subsequent Number Seven attached hereto as Exhibit “B”;

5249. WHEREAS, WMWD exercised its right to proceed with the proposed
construction of Future Desalters with Ontario and Jurupa (Expansion Parties) as
provided in the Peace Il Agreement and to initially apportion their relative shares of the
project costs and benefits in a manner consistent with the Peace Il Measures;

530. WHEREAS, subject to final review of costs and compliance with stated
conditions, the Expansion Parties elected to fully and completely integrate with and

7

P91



Privileged and Confidential: Offer of Compromise: 10/4921/2010

carry_-out their actions by and through the Chino Basin Desalter Authority (CDA) in a
manner that will cause construction and operation of the designated new wells for the
Future Desalters consistent with the Supplement to the OBMP, the Peace Il Agreement
and as approved herein by Watermaster,

544. WHEREAS, except for WMWD, CDA is comprised of members of the
Appropriative Pool;

552. WHEREAS, in Article V of the Peace Il Agreement, WMWD contractually agreed
to exercise good faith and reasonable best efforts to cause the completion of the
Expansion Project amona other things;

562. WHEREAS, WMWD has expended in excess of $5 million dollars and the
Expansion Parties a cumulative total of $15 million in out—of—pocket costs (up to $5
million of which may be subiject to reimbursement by third—party arants that will be used
for purposes consistent with the grant authorizations) in pursuit of the design. planning
and construction of the Expansion Project.

573. WHEREAS, WMWD will make a determination pursuant to Section 5.7 of the
Peace Il Agreement as to whether the cost-cap has been exceeded or whether it
intends to proceed with the Expansion Project notwithstanding that the cost-cap has
been exceeded (inclusive of an approval or reasonable assurance by MWD that it will
award a $139 per acre-foot subsidy) no later than upen-the-earieref{1)-the date that
CDA approves the Expansion Project; ter{2)}-December312010;

584. WHEREAS, there has been no prior express undertaking pursuant to the Peace
Il Measures to complete the Expansion Project by any member of CDA other than
WMWD and the members of the Appropriative Pool that are not members of CDA
request that there be one by each member of CDA (but not CDA itself),

| 594. WHEREAS, it is anticipated that each of the members of the Appropriative Pool
that are also members of CDA will pledge their support for the Expansion Project as it is
approved by CDA by each member adopting a Resolution in substantial conformity with
Exhibit “IX" attached hereto;

6055. WHEREAS, Wildermuth Env. Inc., has prepared a summary evaluation attached
hereto as Exhibit “C" that concludes that the expected location of the new wells for the
Future Desalters and production of groundwater from the shallow zones will: (a) result in
Watermaster securing Hyrdraulic Control and (b) not cause inelastic land subsidence
and damage or otherwise cause unmitigated Material Physical Injury;

3
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6156. WHEREAS, Watermaster and its engineer Wildermuth Env. Inc. will work closely
with CDA in establishing final groundwater pumping protocols for each of the wells that
will be constructed and operated in connection with the Future Desalters_and will report
these pumping protocols to Watermaster for review, comment and adoption;-

6258. WHEREAS, Jurupa has expressed concerns regarding the impact of local
groundwater production when combined with the production from the Desalters within
Management Zone 3;

6359. WHEREAS, the Peace Agreement requires Watermaster to exerciset Best
Efforts to, among other things, “direct Recharge relative to Production in each area and
sub-area of the Basin to achieve long-term balance and to promote the goal of equal
access to groundwater within all areas and sub-areas of the Chino Basin” (Peace
Agreement Section 5.1(e)(iii).) as well as to “maintain long-term hydrologic balance
between total Recharge and discharge within all areas and subareas” (Peace
Agreement Section 5.1(e)(viii));

640. WHEREAS, Watermaster has prepared and filed its proposed Recharge Master
Plan with the Court which seeks to create hydrologic balance within the Basin and
within Management Zones in accordance with Peace Agreement Article VIII.

6514. WHEREAS, the unfunded costs of capital improvements for the Recharge
Master Plan are allocaied equally between the—IEUA and Watermaster, with
Watermaster's share being apportioned in accordance with each party’s percentage of
Operating Safe Yield (Peace Il Agreement Section 8.1(b));

662. WHEREAS, to the extent grant funds, loans or other third-—party money are
unavailable to fund operations and maintenance costs of the Recharge Master Plan,
they will be funded as provided in Peace Agreement Il Section 8.1(a) with IEUA’s
relative share being based upon its percentage use for recycled water as compared to
total recharge from all sources. Watermaster's respective share_of the funding will
beirng allocated among its stakeholders in accordance with their total Production from
the Basin, other than Desalter Production (Peace Agreement Il Section 8.1(a));

67. WHEREAS, the members of CDA would not undertake the Expansion Project
without the Desalter Production Offsets provided in Section 6.2 of the Peace |l

9
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Adgreement "and the reasonable assurances that 400,000 acre-feet of controlled
overdraft was available to off-set the cost of Replenishment attributable to the Desalters
and thereby avoid a Replenishment Assessment as a member of the Appropriative Pool
as descrlbed in the Peace II Aqreement and WhICh WMWD—Qmase-enei—Jumea%ewd

%he—cludemem—andwmm—avaﬂablhtv is subject to the successful completlon of the a

Recharge Master Plan.

682. WHEREAS, CDA desires clarification as to its respective obligations regarding
potential mitigation of localized as compared with regional impacts attributable to
changes in groundwater levels resulting from Hydraulic Control and from the specific
draw-down affecting the 8-9 wells identified in Exhibit “A:";

694. WHEREAS, the Peace Agreement provides, among other things, that “[t]he
specific location of wells to supply the Chino |l Desalter and Future Desalters shall be
determined with Watermaster approval and shall be in a location; which is consistent
with and shall carry out the purpose of the OBMP. The design and construction of the
Chino Il Desalter, Chino | Expansion, and Future Desalters shall be in accordance with
the OBMP and subject to Watermaster approval. Watermaster's approval shall not be
unreasonably withheld and shall insure that the operation of the Desalters will
implement the OBMP and not result in Material Physical Injury to any gParty to the
Judgment or the Basin-";

70. WHEREAS, subject to the acknowledgements in Whereas' 39, 40, 43 and
Finding 11, all pParties to the Judament retain all common law rights, remedies to
redress the impacts attributable to land subsidence and unreasonable interference with
vested property rights, whatever those rights, remedies and defenses will be;

71. WHEREAS, Watermaster will review data and monitoring efforts relevant to the
measurement of land subsidence, report at least annually thereon and take appropriate
corrective action as provided in the SEIR and as otherwise required:

7265. WHEREAS, CDA and the Parties to the Judgment desire a summation of their
respective obligations for Desalter Replenishment and Future Desalters arising under
the Peace Agreement and its progeny, and Watermaster has prepared such a summary
restatement attached hereto as Exhibit “D”;

7366. WHEREAS, groundwater contamination has resulted at the Chino Airport and
this contamination may result in the Desalters incurring additional costs associated with
removing and treating the contamination;

7467. WHEREAS, certain Parties to the Judgment that are members of the CDA
requested Watermaster to lead efforts to obtain compensation from the primary

10
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responsible party, San Bernardino County, and Watermaster accepted the request;

7568. WHEREAS, Watermaster expects and intends to recover all of the incremental
capital and operations and maintenance expenditures from San Bernardino County and
to remit such proceeds to the Parties to the Judgment comprising CDA as they may
direct_subject to \Watermaster's outstanding pricr request to be reimbursed by CDA for
the legal and consultant costs reasonably incurred in leading the effort to recover funds
from San Bernardino County;

7669. WHEREAS, all conditions precedent to the construction and operation of the
Future Desalters as set forth in the Peace Agreement and the Peace |l Agreement have
been satisfied upon the action by CDA to approve the Expansion Project and there are
no conditions subsequent that will require a suspension in operations;

776. WHEREAS, WMWD is the only member of the CDA with a right to receive
delivery of groundwater that will be produced by the Desalters that is not also a member
of the Appropriative Pool*

731. WHEREAS, all production from the Basin must be accounted for by Watermaster
and the production attributed to WMWD under Exhibit | to the Judgment should be
accounted for by being assigned to a party within a respective Pool;

792. WHEREAS, WMWD has no share of Operating Safe Yield as defined by the
Judgment but would be entitled to produce groundwater with a “first priority right” to a
credit against replenishment under Exhibit | to the Judgment and the Peace Il
Agreement, up to the maximum quantities stated in Condition Subsequent Number
Seven for the duration of the Peace Agreement (2030);

8073. WHEREAS, WMWD's may desire to intervene into the Appropriative Pool if it can
freely negotiate reasonable terms prior to the operation of the Expansion Project; and.

NOW, THEREFORE, on the basis of the staff reports, expert opinions and substantial
evidence presented at this hearing, Watermaster finds that:

: WMWD has elected to proceed to construct the Future Desalters jointly with
Jurupa and Ontario (Expansion Parties) by and through CDA as provided in
agreements between and among CDA and its members.

2, ln-ilt is reasonably anticipated that aAll members of CDA asare pParties to
the Judgment will and-—-have—new—agreed to exerciset good faith and
reasonable best efforts towards the timely completion of the Expansion
Project as it is described in the approved PDR_by their approval of a

* WMWD has not necessarily agreed to request intervention.
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10.

11.

T2

13.

resolution _in_substantial conformity with the Resolution of Support for
Completion of Future Desalters attached hereto as Exhibit "I'X— .

Upon MWD's reasonably anticipated approval of the requested $139 subsidy
for the Desalters, tFhe cost-cap set forth in Peace Il Agreement Section 5.7
will has-not beer exceeded and WMWD shall proceed, jointly with Jurupa and
Ontario through CDA to cause the completion of the Future Desalters.’

For the avoidance of doubt, the allocation of the cost of Replenishment Water
for the Desalters under the Peace Agreement and its progeny is set forth in
Exhibit “D” with acknowledgement that the provisions of Peace Agreement Il
Section 6.2(b)(ii) which excludes Desalter production in the calculation of an
Appropriator's proportionate responsibility for Desalter Replenishment as
subject to being revisited if the net cost of Desalter Water is materially
reduced.

The Expansion Parties have proposed Future Desalter facilities that are
reasonably calculated to achieve the stated objectives of Future Desalters: (a)
yield preservation; (b) water supply; (c) salt management; (d) expanded use
of recycled water; and (e) hydraulic control.

The Future Desalters have been designed and will be constructed and
operated to produce water with high total dissolved solids (TDS).

Peace Agreement and Peace |l Measures' obligations regarding the
requirement of providing hydrologic balance in each Management Zone,
including Management Zone Number 3 remains in full force and effect.

The CCWEF will be located in an area that is consistent with the designations
in the Supplement to the OBMP and the purposes of the OBMP
Implementation Plan. (Peace Agreement 7.3(e).)

The location and the proposed operation of the Future Desalter wells are
highly unlikely to result in inelastic subsidence that causes any physical
damage to the aquifer, roads or structures.

Watermaster has proposed measures set forth in the SEIR attached hereto
as Exhibit “F—" and will establish measurement and monitoring protocols that
if followed, will minimize the long-term risk of inelastic subsidence that might
cause physical damage to de minimus levels_and report on these protocols to
Watermaster and to the parties.

Prudent well operators will design, construct and operate groundwater
production facilities that withstand seasonal fluctuations in water levels.

Water levels that fluctuate more than 35 feet from present levels and that are
20 feet lower than the groundwater level conditions that would occur in
absence of the Phase Il Desalter Expansion can be addressed through the
proposed SEIR mitigation plan

Watermaster has timely filed its Recharge Master Plan and intends to
implement the Plan in a manner that creates hydrologic balance with

? Subject to a determination by WMWD and evaluation of such determination by the Parties to the Judgment,
Watermaster and the Court.

SB-550075 44+
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Management Zone 3 and minimizes adverse impacts of pumping within the
Management Zone as required by the Peace Agreement.

14.  The WMWD, Jurupa and Ontario _have spent $15 will-expend tensof
mmillions—ef-dellars in pursuit of the planning. design and construction costs
for censtructing-tthe Expansion Project (—up to $5 million of which may be
reimbursed from third-—party grants that will be used for purposes consistent
with the grant authorizations) in_consideration of and in_reliance upon
Watermaster’s timely and successful implementation of the Recharge Master
Plan.

154. Within 24 months from the adoption of the Resolution, WMWD can
reasonably negotiate terms for intervention into the Appropriative Pool or
request Watermaster to designate a member of CDA that is also a member of
the Appropriative Pool for purposes of accounting for the dDesalter
gProduction;

165. The designation by Watermaster must not increase the assignee
Appropriator's obligations or benefits to Watermaster or under the Judgment,
Peace Agreement and the Peace Il Measures.

a¥a Batelalide ] BlaTala B alal='

i -The requirements set forth in Section 5.5(e) of the Peace Il
Aareement have been satisfied by WMWD's assumption of project risk, out of
pocket costs presently in excess of $5 million ($15 million for the Expansion
Parties) and the further assumption of capital and operations and
maintenance costs in excess of expectations (the cost--cap as for WMWD's
portion of expenses. However, this finding is made only with regard to
WMWD's obligation under Section 5.5 to complete final binding agreement(s)
reqarding Future Desalters. This finding is not intended to have any bearing
or impact on the sufficiency of WMWD'’s assumption of risk and costs for any
other purpose, including the availability of a reduced uniform loss percentage
under Peace Il Agreement Section 7.4. This finding also does not affect
WMWD’s rights or obligations to intervene into the Appropriative Pool on the
terms and conditions that may be fairly agreed among the Appropriative Pool
and WMWD.

187. The MWD is expected to approve the award of $139 per acre-foot to Western
for the benefit of the Expansion Project between in-November of 2010_and
January of 2011.-

198. CDA is expected to take all required actions to allow the Expansion Project to
proceed in between MevemberorDecember of 2010_and February of 2011.

13
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NOW, THEREFORE, on the basis of substantial evidence presented and the above
findings, be it further resolved and determined that:

|1

SB 561455 v2:008350.0018

The above--referenced actions in whole and in part are consistent with the
Judgment, the Peace Agreement, the Peace Il Measures and the December
21, 2007 Order of the Court (Ecollectively “Prior Directives”) and in the event
of any inconsistencies between this Resolution and the language of these
Prior Directives, the Prior Directives shall control.

As approved and conditioned as set forth above, including but not limited to
the location and screening of the proposed wells, the CDA Emergency
Response Plan, the SEIR mitigation plans applicable for subsidence, water
level fluctuations and the improvements identified in -the Recharge Master
Plan, the above—referenced actions present no threat of Material Physical
Injury (Peace Agreement Section 7.3(d).

Unless authorized in advance by Watermaster for good cause arising from
the need for testing, monitoring, or mitigation, the Parties to the Judgment
comprising CDA will not -produce groundwater from the deep aquifer system
among Desalter wells No 1 through 4 as set forth in Peace Agreement Il
Section 5.8(a)(i)(ii). Watermaster reserves all rights and remedies to redress
a violation of this condition, including but not limited to the right to make
application to the Court to revisit the allocation of some or all of the 400,000
acre-feet of controlled overdraft, taking into account the specific causes
associated with the failure, However, such an application will not require a
discontinuance of Desalter operations. (See Judgment Exhibit |; Peace
Agreement I, Section 5.8(a)(i)(ii).)

Watermaster will not otherwise suspend availability of any portion of the
400,000 acre-feet of controlled overdraft unless there is a failure to comply
with the requirements to complete and implement a Recharge Master Plan as
provided in Peace Agreement Section 7.3.

Watermaster reconfirms its commitment to the funding for and imperance-eof
the timely and successiul implementation of a Recharage Master Plan,
including achieving hydrologic balance within each Management Zone.

All gParties to the Judgment that are members of CDA will exercise good faith
and_reasonable best efforts to support the completion of the Expansion
Project as it is defined in and as conditioned by the aniicipated CDA approval
of the Expansion Project and cause a quarterly report on its progress to be
filed with Watermaster All parliesto-the-Judgmentthat-are-membersof DA

Watermaster shall assume the complete financial and management
responsibility for monitoring baseline water level and groundwater extraction

14
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| 154

|  165.

| 178

124,

132.

143.

conditions so as to avoid inelastic: land subsidence that may cause physical
damage as provided in Exhibit “E,” attached hereto.

No economic mitigation will be required of CDA to address the physical
impact of lowered water levels in the Basin, other than the agricultural wells
designated in Exhibit “F," attached hereto.

A specific mitigation plan has been developed in the SEIR to address the
agricultural wells (there are no municipal or industrial wells) which will be
implemented by the Parties to the Judgment comprising CDA or in their
discretion through CDA. The specific criteria for evaluating the impacts are
set forth in Exhibit “F," attached hereto. _
Watermaster will update and inform the Court of the status of implementing
the OBMP and request a further order of the Court directing Watermaster to
proceed as provided herein.

Upon the completion of the Future Desalters (the Phase Il Expansion) as
reflected in the approved revised Chino Desalter Phase 3 Comprehensive
Pre-Design Report (CDA PDR) attached hereto as Exhibit “G/”
the Parties to the Judgment will be deemed to have satisfied all individual and
collective obligations arising from the Peace Agreement and the OBMP
Implementation Plan, Peace Il Measures and all prior orders of the Court
related to the requirement to construct Desalters in accordance with Peace
Agreement Il Section 10.2.

WMWD and IEUA are relieved of the funding requirements upon the
completed construction of the Expansion Project as set forth in Peace |l
Agreement Section 10.4.

Localized impacts on the wells will be mitigated as provided in the mitigation
plan set forth in Exhibit “F.H"-

Regional impacts attributable to the lowering of the water table across the
Basin have been fully analyzed in connection with the Court approval of the
Peace Il Measures, and fully mitigated by the suite of corresponding offsetting
benefits arising under the Peace Il Measures. Consequently, CDA and the
members of CDA will have no obligation to offset or mitigate any increased
costs that may be incurred by Parties to the Judgment that own wells outside
of the designated wells.

At its own expense, Watermaster will monitor water conditions to measure the
effectiveness of hydraulic control and subsidence.

As provided in Section 6.2(b)(ii) the allocation of Replenishment is reserved
and committed to offset the Replenishment attributable to the Future Desalter
expansion.

Agreements among the Parties, whatever they may be, for Replenishment,
operations, conditions and corresponding consideration without limitations,
are unaffected by this determination. However, for the avoidance of doubt,
Exhibit “D” accurately summarizes and restates these obligations.
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187.

198.

210.

924,

232,

Watermaster will negotiate with the County of San Bernardino as the party
primarily responsible for contamination and all sums obtained will be paid to
CDA to offset all of the incremental capital and operations and maintenance
expenses incurred by the Parties to the Judgment comprising CDA or in their
discretion through CDA

Watermaster will continue to require that to the extent any of the Peace Il
Implementing Measures constitute “projects” within the meaning of the
California Environmental Quality Act (“CEQA”), compliance with CEQA will be
required as a pre-condition of Watermaster's issuance of any final, binding
approvals.

The actions articulated above and contemplated herein to optimize the
beneficial use of the groundwater and the Basin benefit the Basin and the
Parties to the Judgment.

The members of CDA may make application for future relief and assistance
from Watermaster to redress potential inequities in redressing water quality
concerns only after having first obtained a recommendation for such relief
from the Appropriative Pool. The Watermaster retains complete discretion in
responding to any such request.

Within 24 months of the date of this Resolution, WMWD willth make an
election to either: (a) intervene into the Appropriative Pool on terms it may
freely negotiate; or (b) consensually assign the production for the desalted
water attributable to the Expansion Project on behalf of WMWD to an
Appropriative Pool member of the CDA.

This Resolution is subject to the express condition subsequent of CDA
approving the Water Purchase Agreements and the PDR as amended
following WMWD's determination that it intends to proceed with the
Expansion Project pursuant to Section 5.7 of the Peace Il Agreement.
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LIST OF EXHIBITS

Exhibit “A"  Map: Mitigation Area for Groundwater-Level Decline Caused by
Expansion of the Chino Desalter Program, Figure x-x

Exhibit “B"  Judgment Amendments to Exhibit |, “Engineering Appendix, “components
of Wildermuth Response to Condition Subsequent Number Seven, including Schedule
and Tables

Exhibit “C"  Wildermuth Env. Inc. Staff Letter, May 27, 2010 re Material Physical Injury
Analysis —Wells I-16, I-18, I-MW16, I-MW18 of the Chino Creek Well Field

Exhibit “D"  Watermaster Summary of Obligations for Desalter Replenishment and
Future Desalters Post-Peace Agreement I

Exhbit "D-1" Peace |l Section 6.2

Exhibit “E”  Map: Chino Basin Watermaster’'s Current and Proposed Subsidence
Monitoring Program, Figure x-x

Exhibit “F"  Groundwater-Levels Mitigation Measures Peace Il SEIR 4.3--10

Exhibit “G” Revised Chino Desalter Phase 3 Comprehensive Pre-Design Report CDA
PDR

Exhibit “H*  CDA Emergency Response Plan, June 29, 2005

Exhibit “I” Draft 3 Appropriator Resolution of Support for Completion of Future
Desalters, October 20, 2010
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CONCEPTUAL
WATERMASTER RESOLUTION
NO. 2010-04

RESOLUTION OF THE CHINO BASIN WATERMASTER
REGARDING IMPLEMENTATION OF THE PEACE It AGREEMENT AND THE
PHASE Il DESALTER EXPANSION IN ACCORDANC ITH THE DECEMBER 21,

2007 ORDER OF THE SAN BERNARDIN

1. WHEREAS, the Judgment in the Ch 165 Basin Ad}udlcatlon
Municipal Water District v. City of Chino, et:al., Sah Bernardino Sup Q@urt No.
51010, created the Watermaster and directed:it:to perform the duties as proyv ied in the
Judgment or ordered or authorized by the Court in‘th exermse of the Court's continuing
jurisdiction; ;

hino Basin

2. WHEREAS, Watermaster has the express power and duties as provided in the
Judgment or as “hereafter” ordered:o authorized by the Couer the exercise of the
Court's continuing jurisdiction” subject’to. the limitations stated elsewhere in the
Judgment;

3. WHEREAS, Watermaster, with thég}é /ice of thef'Adwsory and Pool Committees
has discretionary powers-to develop an Optimum Basin Management Program (OBMP)
for Chino Basin, purstant’ to Paragraph 41 of the Judgment

4, WHEREAS in“dune o iOOO the Parties'to the Judgment executed the Peace
Agreement providing for the lementation of the OBMP, and Watermaster adopted
Resolution 2000 05 whereby it-agréed to; act in accordance W!th the Peace Agreement;

5.

Peagc: Agreementj"é d the OBMP lmp[ementatlon Plan, Exhibit “B” thereto on June 20,
2000;

6. WHEREAS Watermaster adopted and the Court approved Chino Basin
Watermaster Rulés:and Regulations in June of 2001,

7. WHEREAS, the Peace Agreement, the OBMP Implementation Plan and the
Chino Basin Watermaster Rules and Regulations reserved Watermaster's discretionary
powers in accordance with Paragraph 41 of the Judgment, with the advice from the
Advisory and Pool Committees, and contemplated further implementing actions by
Watermaster:
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8. WHEREAS, the Judgment requires that Watermaster, in implementing the
Physical Solution and the OBMP, has flexibility, where appropriate, to make further
adjustments in consideration of technological, economic, sociai and institutional factors
in maximizing the efficient use of the waters of the Basin;

9. WHEREAS, the Peace Agreement and the OBMP linplementation Plan were
subject to reconsideration and potential revision of vari “provisions and ongoing
judicial supervision as well as the requirement that monitoring.and reporting may lead to
further modifications and refinements in management practlces

10 WHEREAS to prudently respond to changmg condttlons an st management

Agreement with the Overlying (Non-Agricultural) Poal
Agreement, Supplement to the OBMP, Second Am

11. WHEREAS, the OBMP [mplel ppiemented to reflect
Western Municipal Water District’s (WIVIWI’S) commltment to act independently or in its
complete discretion with the City of Ontari
Services District (Jurupa) to plan, design and: construc 9:million gallons per day of new
desalting capacity “to obtain Hydraulic Contral, to support Re-Operation and support the
Future Desalters” (P greement II Sectlon"'5 2.%

12. WHEREAS, Watermaster fully and caréfully evaluated the legal, technical,
scientific, economic and*physical: consequences of the proposed Peace Il Measures
through internat and professional expertireports and opinions, including but not limited
to reports issued. by Dr. David Stinding and Mark Wildermuth, and Watermaster lodged

13." WHEREAS, in some mstances the Parties to the Judgment retained their own
lndependent_:professmna!s'{to analyze the Watermaster reports and the consequences

of the Peace IEMeasures presented their findings to Watermaster;

14. WHEREAS, the

‘ ce Il Measures were subject to substantial stakeholder input
from parties and they

e modified to address the stated concerns;

156. WHEREAS, the Appropriative Pool, the Overlying (Agricultural) Pool, the
Overlying (Non-Agricuitural) Pool, the Advisory Committee and the Watermaster Board
all unanimously approved Resolution No. 2007-05 thereby adopting the Peace Il
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Measures and forwarding them to the Court requesting an order to proceed in
accordance with the stated terms;

16. WHEREAS, upon receipt of the submittal, the Special Referee issued a report
requesting clarification and further information of the Peac;e I Measures at an
evidentiary hearing;

17. WHEREAS, the Assistant to the Special Referee
Scalmanini Consulting Engineers, transmitted his te
(“Report’). In relevant part, the Report states:

,T-"e Scé!manini of Luhdorff &

“For planning level analysis, the, exnstmg model is a
applicable tool to S|mulate T proxmate basin

pumping and recharge in the ba_n._‘ For xample, for the ‘most
notable of its applications to date, WhI.Chf as-been to conduct a
planning level analysis of 1ntended future, hydraulic control, the
model can be confidently utilized to examing:whether groundwater
conditions (levels) W|II form in such a way th ydraulic control will
be achieved as (sic) result:of basin re-operation ‘and, if not, what
other changes in basin operation-are logically needed to achieve it.”
(Report at p. 37)

18. WHEREAS, Watermaster caused the.completion of a preliminary engineering,
hydrogeologic, and technical. evaluation of the.potential physical impacts to the Basin
and to the Parties fo the Jud ment that might result from implementation of the Peace ||
Measures. \ i

20. WHEREAS, the design, financing, construction and operation of the planned
expansion to desali n the Chino Basin would cause the Parties to the Judgment
to incur substantial, irrevocable commitments;

21. WHEREAS, Watermaster caused the completion of a macro socioeconomic
analysis by Dr. David Sunding, a PhD in economics and professor at the University of
California Berkeley referenced in Watermaster Resolution 2007-05 and lodged with the
Court. The macro analysis provided a cognprehensive evaluation of the macro costs
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and benefits to the parties as a whole that may be attributable to the Peace 1l measures,
and it was lodged with the Court;

22, WHEREAS, Watermaster caused an updaie of the previously completed
socioeconomic analysis conducted pursuant to the Judgment. The analysis was
completed by Dr. Sunding, and it considered the positivesand negative impacts of
implementing the OBMP, the Peace Agreement, and the Peace"flel measures, including
Watermaster assessments. The analysis also addressed:the potential dlstnbutlon of
costs and benefits among the parties that were mltlated‘__ ith the.approval of the Peace

presented substantial evidence in support. of; adoption of the Peace I\?Iéasures
through documentation, briefs, expert reports and: plntons argument and testimony in
support of its request for an order to proceed in ac ance with the Peace |l Measures:

24. WHEREAS, Watermaster prepared a summary the cumulative total of
groundwater production and desalting.from all authorized Desalters and other activities
authorized by the 2007 Supplement to the OBMP Implementation Plan as amended as
provided in the Peace Agreement in a; dule that: (i) identifies the total quantity of
groundwater that will be produced through th prop d Basin Re-Operation to obtain
Hydraulic Control, and (ii) characterizes an Fall water that is projected to
be produced by the Desalters for the initial Term of the Peace Agreement (by 2030) as
dedlcated water, N: w Yield;: controlled overdraft pursuant {o the Physical Solution or

(Regional Board)e ed an Admmlstratlve Civil Liability complaint against Watermaster
and IEUA in respohs: an alleged failure of the Co-Permittees to obtain Hydraulic
Control;

28. WHEREAS, in reliance upon the collective commitments of the Parties to the
Judgment and with the concurrence of CDA in the "Milestones Schedule,” Watermaster
and IEUA entered into a settlement agreement with the Regional Board in May of 2010
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that established a revised schedule for the construction of new faciliies and the
completion of the Phase lil Desalter Expansion (Expansion Project);

29. WHEREAS, a substantial fine has been paid to the Regional Board;

30. WHEREAS, Administrative Expenses arising under
be categorized as either a General Administrative Expé
Expense as set forth in Paragraph 54 of the Judgment;

Physical Solution must
“or a Special Project

31. WHEREAS, Administrative Expenses must be allocated:and assessed against
the respective pools and then uniformly among the members of the: A proprlative Pool
in accordance with their respective percentage of:tf ' { (Judgment
Exhibit H, Section 6.);

32. WHEREAS, the Peace || Measures and: peczf ally the Peace
obligates WMWD *“acting independently or in is:. :
Jurupa or both will exercise good faith and reascnable
design, planning and construction of Future Desalters
Suppiement to the OBMP Impleme_‘ on Plan, to accoun

greement
mplete discretion with Ontario,
est efforts to arrange for the
accordance with the 2007
' _‘::Hydraullc Control, Re-

35. WHEREAS, the act of 'securing Hydraulic Control was a known and intended
objective attributable. to the Futu salters that was to be achieved by causing a
change in water levels’ within the Basin and the corresponding economic conseguences
related’ to those expected changes were fully evaluated at the time of adoption of the
Peace Il IVIeas res;

36. there arﬁ two sources of groundwater elevation changes that are
projected to occur with.the implementation of the Peace Il Agreement: (1) groundwater
elevation changes fro e-operation and (2) groundwater elevation changes from the
expansion of the Chino’Desalter Program, which includes the installation and operation
of the new Chino Creek Well Field (CCWF) and changes in groundwater production at
other wells that provide raw groundwater to the Desalters;

37. WHEREAS, the Court conditioned its approval of the Peace || Measures upon
5
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the prompt development and implementation of a Recharge Master Plan that will
provide long-term hydrologic balance within the Basin and within each of the
Management Zones;

38. WHEREAS, the broad regional impacts attributable to Re-operation were
intended to be measured and monitored by Watermaster arid. the full cost differential
associated with a change in water levels, such as increased:pump lifts, well deepening,
and well and pump improvements were reserved to ez rty producing water in
consideration for the substantial individual and broader be received pursuant to
the Peace It Measures,

39. WHEREAS, based upon groundwater—level monitoring data: available to
Watermaster, groundwater levels in the 1970s, prior to the |mplementat|c;nn of the
Physical Solution set forth in the Judgment;were lower than the groundwater levels
when the Re-Operation commenced;

aintained groundwater wells
from Re-Operation;

40. WHEREAS, prudently constructed and properly.
will not become inoperable due to groundwater level decli

by groundwater-level declines
& Peace |l Measures and Basin
irty-five (35) feet lower than
Exhibit “A.” This area is hereafter

44, WHEREAS the

Measures which’ S cert"_‘led by IEUA on October 6, 2010 and its relevant part is
attached herein by this rence as kExhibit “F";

45. WHEREAS, the“SEIR approved by IEUA has evaluated potential impacts and
developed a proposed mitigation plan generally assigning responsibility for regional
impacts to those entities with regional scope (IEUA and Watermaster) and localized
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impacts, to the CDA;

46. WHEREAS, Section 4.3-10 of the SEIR provides that if an owner of one of the
agricultural wells is adversely impacted by a decline in the water table greater than
twenty (20) feet as measured against the non-project scenario, they may present a
request to CDA for mitigation of the alleged impact, and CDAwill evaluate the claim and
take whatever action is appropriate under the circumstanc

47. WHEREAS, the CDA previously adopted an Emerg 1cy Response Plan to
address concerns of well owners in the vicinity of the. exrstr J-Desalters and it is
attached hereto as Exhibit “H"; TR

OBMP and the Court Order requwed that the new wells: for the Future Desalters be
constructed so that they are perfora _to produce groundwater only from the shallow

overd__i_tt authorlzed by.the Judgment ‘Amendments to Exhrbzt I and as expressly set
forth in the schedule filed;with and approved by the Court as a component of Condition

Subsequent Number Seven.attached hereto as Exhibit “B”;

52. WHEREAS \NMWD exercised its right to proceed with the proposed
construction of Futur: esalters with Ontario and Jurupa (Expansion Parties) as
provided in the Peace'lI’Agreement and to initially apportion their relative shares of the
project costs and benefits in a manner consistent with the Peace 1l Measures;

53. WHEREAS, subject to final review of costs and compliance with stated
conditions, the Expansion Parties elected to fully and completely integrate with and
carry out their actions by and through the Chino Basin Desalter Authority (CDA) in a

7
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manner that will cause construction and operation of the designated new wells for the
Future Desalters consistent with the Supplement to the OBMP, the Peace Il Agreement
and as approved herein by Watermaster;

54. WHEREAS, except for WMWD, CDA is comprised of members of the
Appropriative Poaol;

WD contractually agreed
e completion of the

55. WHEREAS, in Article V of the Peace Il Agreemer
to exercise good faith and reasonable best efforts Io__ caus
Expansion Project among other things;

56. WHEREAS, WMWD has expended |
Expansion Parties a cumulative total of $15

and construction of the Expansion Project.

57. 'WHEREAS, WMWD will make a determlnatlon'p
Peace I Agreement as to whethér
intends to proceed with the Expansit ject notwithstandi' hat the cost-cap has
been exceeded (inclusive of an appro reasonable assurance by MWD that it will
award a $139 per acre-foot subsidy) no. later:tf date that CDA approves the
Expansion Project; '

ant to Section 5.7 of the
e cost-cap has been:

58. WHEREAS as.been no prior e;(press undertaking pursuant to the Peace

Future Desalters and: ction of groundwater from the shallow zones will: (a) resuit in
Watermaster securing™H irdraulic Control and (b) not cause inelastic land subsidence
and damage or otherwise cause unmitigated Material Physical Injury;

61. WHEREAS, Watermaster and its engineer Wildermuth Env. Inc. will work closely
with CDA in establishing final groundwater pumping protocols for each of the wells that
will be constructed and operated in connection with the Future Desalters and will report

8
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these pumping protocols to Watermaster for review, comment and adoption;

62. WHEREAS, Jurupa has expressed concerns regarding the impact of local
groundwater production when combined with the production from the Desalters within
Management Zone 3;

63. WHEREAS, the Peace Agreement requires Waterm ister fo exercise Best Efforts
to, among other things, “direct Recharge relative to Production in each area and sub-
area of the Basin to achieve long-term balance and to promc')te“ he goal of equal access
to groundwater within all areas and sub-areas of the Chino Basini. (Peace Agreement
Section 5.1(e)(ii).) as well as to “maintain long-term hydrologic balance between total
Recharge and discharge within ail areas and. "Ubareas (Peace Agreement Section
5.1(e)(viii));

64. WHEREAS, Watermaster has prepared and. flleq s proposed Recharge Master
Plan with the Court which seeks to create hydrologlc balance within the Basin and
within Management Zones in accordance with Peace Ag_reement Article VIIL

65. WHEREAS, the unfunded-i
Master Plan are allocated equally bet
share being apportioned in accordance:
Yield (Peace || Agreement Section 8.1(b)):

s of capital improvements for the Recharge
n.IEUA and Watermaster with Watermaster's
‘each party’s percéntage of Operating Safe

66. WHEREAS, to.the extent grant funds, loans ‘or other third-party money are
unavailable to fund;operatio s and maintenange costs of the Recharge Master Plan,
they will be funded provided in Peace Agreement Il Section 8.1(a) with IEUA’s
relative share belng'b 1sed up n its percentage Use for recycled water as compared to
total recharge from all source Watermaster's respective share of the funding will be
allocated among its stakehol in“accordance with their total Production from the
Basin, other.than Desalter Production (Peace Agreement Il Section 8.1(a));

overdraft was- yallable to offset the cost of Replenlshment attributable to the Desalters
and thereby avoi Reple ‘1shment Assessment as a member of the Appropriative Poo!
as described in th e |l Agreement, and which availability is subject to the
successful completion o he Recharge Master Plan.

68. WHEREAS, CDA desires clarification as to its respective obligations regarding
potential mitigation of localized as compared with regional impacts attributable to
changes in groundwater levels resulting from Hydraulic Control and from the specific
draw-down affecting the 8-9 wells identified in Exhibit “A”;

9
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69. WHEREAS, the Peace Agreement provides, among other things, that “[tlhe
specific location of wells to supply the Chino I Desalter and Future Desalters shall be
determined with Watermaster approval and shall be in a location which is consistent
with and shall carry out the purpose of the OBMP. The design and construction of the
Chino I Desalter, Chino | Expansion, and Future Desalters shall be in accordance with
the OBMP and subject to Watermaster approval. Watermaster's-approval shall not be
unreasonably withheld and shall insure that the o 'ﬁra_ ion of the Desalters will
implement the OBMP and not result in Material Physical Injury to any Party to the
Judgment or the Basin”; N

70. WHEREAS, subject to the acknowledgé?ﬁents in Whereas
Finding 11, all Parties to the Judgment retain all common law righ Tremedies to
redress the impacts attributable to land subs:d_,nce and_unreasonable mterference with
vested property rights, whatever those rights, rem”\" defenses will be?

71. WHEREAS, Watermaster will review data ana f'omtonng efforts relevant to the
measurement of [and subsidence, report at least annually thereon and take appropriate
corrective action as provided in the SEIR and as otherwise reqwred

72, WHEREAS, CDA and the Part ) he. Judgment deswe a summation of their
respective obligations for Desalter Replénishment and Future Desalters arising under
the Peace Agreement and its progeny, and: __atermaeter has prepared such a summary
restatement attached hereto as Exhibit “D”; - :

73. undwater contamlnatlon{;‘:has resulted at the Chino Airport and

to remit such proceeds to the Parties to the Judgment comprising CDA as they may
direct subject to Watérmaster's outstanding prior request to be reimbursed by CDA for
the legal and consultant costs reasonably incurred in leading the effort to recover funds
. from San Bernardino County,

76. WHEREAS, all conditions precedent to the construction and operation of the
Future Desalters as set forth in the Peace Agreement and the Peace 1l Agreement have
been satisfied upon the action by CDA to approve the Expansion Project and there are

10
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ho conditions subsequent that will require a suspension in operations;

77. WHEREAS, WMWD is the only member of the CDA with a right to receive
delivery of groundwater that will be produced by the Desalters that is not also a member
of the Appropriative Pool;

78. WHEREAS, all production from the Basin must be ag
and the production attributed to WMWD under Exhibi

nted for by Watermaster
0. the Judgment should be

79. WHEREAS, WMWD has no share of Op,erating §"afe Yié
Judgment but would be entitled to produce grour
credit against replenishment under Exhibi

80. WHEREAS, WMWD's may desire to intervene into_the Appropriative Pool if it can
freely negotiate reasonable terms prior to the operation of'the Expansion Project; and.

NOW, THEREFORE, on the basis

:staff reports, expert opinions and substantial
evidence presented at this hearing, Water ]

1. WMWD has elected to proceeci tosconstriict thé Future Desalters jointly with
Jurupa and Ontario (Expansion Partles) by and through CDA as provided in

0 exercise goéd faith and reasonable best efforts
'pletl‘q_n of the Expansion PrOject as it |s described |n

ith:the Resolution o upport for Completion of Future Desalters attached

‘hereto’ as:Exhibit "1

Upon MWD’'s. reasonably 1 mpated approval of the requested $139 subsidy

for the Desalters the cost-cap set forth in Peace II Agreement Section 5.7 will

not be exceeded:and WMWD shall proceed, jointly with Jurupa and Ontario
through CDA to c:f"_ se the completion of the Future Desalters.

4. For the avoidance of doubt, the allocation of the cost of Replenishment Water
for the Desgalt rs: Under the Peace Agreement and its progeny is set forth in
Exhibit “D” w; “acknowledgement that the provisions of Peace Agreement Il
Section 6.2(b)(ii) which excludes Desalter production in the calculation of an
Appropriator's proportionate responsibility for Desalter Replenishment as
subject to being revisited if the net cost of Desalter Water is materially
reduced.

11

5B 562061 v1:008350.0018

P115



Privileged and Confidential: Offer of Compromise: 10/21/2010

5. The Expansion Parties have proposed Future Desalter facilities that are
reasonably calculated to achieve the stated objectives of Future Desalters: (a)
yield preservation; (b) water supply; (c) salt management; (d) expanded use
of recycled water; and (e) hydraulic control.

B. The Future Desalters have been designed and will be constructed and
operated to produce water with high total dissolved:solids (TDS).
7. Peace Agreement and Peace II Measures gations regarding the

requirement of providing hydrologic balan
including Management Zone Number 3 rema
8. The CCWF will be located in an area that is consrst
in the Supplement to the OBMP
Implementation Plan. (Peace Agreement,
9. The location and the proposed op ation “of the Future Des
highly unlikely to result in inela subsidence that causes
damage to the aquifer, roads or structur'
10. Watermaster has proposed measures se h in*the SEIR attached hereto
as Exhibit “F" and will establish measurement and monitoring protocols that if
followed, will minimize the long-term risk of ;nelastrc subsidence that might
cause physical damage to:de minimus levels and réport-on these protocols to
Watermaster and to the parties *
Prudent well o'perators w'

ch Management Zone,

wells are
ny physical

réliance upon Watermasters timely and successful implementation of the
Recharge Master Plan.

15.  Within 24 'months from the adoption of the Resolution, WMWD can
reasonably negotiate terms for intervention into the Appropriative Pool or
request Watermaster to designate a member of CDA that is also a member of
the Appropriative Pool for purposes of accounting for the Desalter Production;

16. The designation by Watermaster must not increase the assignee
Appropriator's obligations or benefits to Watermaster or under the Judgment,
Peace Agreement and the Peace [l Measures.

12
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17.  The requirements set forth in Section 5.5(e) of the Peace Il Agreement have
been satisfied by WMWD’s assumption of project risk, out of pocket costs
presently in excess of $5 million ($15 million for the Expansion Parties) and
the further assumption of capital and operations and maintenance costs in
excess of expectations (the cost-cap as for WMWD's portion of expenses.
However, this finding is made only with regard to.WMWD’s obligation under
Section 5.5 to complete final binding agr it(s) regarding Future
Desalters. This finding is not intended to ha earing or impact on the
sufficiency of WMWD’s assumption of risk r any other purpose,
including the avallablllty of a reduced uniform Ioss percentage under Peace I

The MWD is expected to approve the®

18.
for the benefit of the Expansion Project
January of 2011.

19.

NOW, THEREFORE, on the basis of fsqggsté

ment Section 7.3(d).
‘ n advance by Watermaster for good cause arising from
the need 3f'0r ng, monitoring, or mitigation, the Parties to the Judgment
comprising C_QA’ will not produce groundwater from the deep aquifer system
among Desalter wells No 1 through 4 as set forth in Peace Agreement I
Section 5.8(a)(i)(ii)). Watermaster reserves all rights and remedies to redress
a violation of this condition, including but not limited to the right to make
application to the Court to revisit the allocation of some or all of the 400,000
acre-feet of confrolled overdraft, taking into account the specific causes
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associated with the faillure. However, such an application will not require a
discontinuance of Desalter operations. (See Judgment Exhibit |; Peace
Agreement I, Section 5.8(a)(i)(ii).)

4. Watermaster will not otherwise suspend availability of any portion of the
400,000 acre-feet of controlled overdraft unless there is a failure to comply
with the requirements to complete and implement aiRecharge Master Plan as
provided in Peace Agreement Section 7.3.

5. Watermaster reconfirms its commitment to the faridi

for and the timely and

rcise good faith
Expansion

of the Expansion Project and cau
filed with Watermaster.

7. Watermaster shall assume the compl financial and management
responsibility for monitoring baseline water level and groundwater extraction
conditions so as to avoid inelastic land subsit e that may cause physical
damage as provided in Exhlblt “E,” attached hereto.. .

8. No economic mitigation wi required of CDA" to address the physical
|mpact of Iowered water Ievei.s he Bas;n other than the agricultural wells

e:a quarterly report on its p g ess to be

1 wsed Chino Desalter Phase 3 Comprehensive
attached hereto as E)(h!blt ‘G,"

related to*tr __\___naqwrement to construct Desalters in accordance with Peace
Agreement Il Section 10.2.

12.  WMWD and’ IEUA are relieved of the funding requirements upon the
completed construction of the Expansion Project as set forth in Peace |
Agreement Section 10.4.

13. Localized impacts on the wells will be mitigated as provided in the mitigation
plan set forth in Exhibit “F."
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14.  Regional impacts attributable to the lowering of the water table across the
Basin have been fully analyzed in connection with the Court approval of the
Peace |l Measures, and fully mitigated by the suite of corresponding offsetting
benefits arising under the Peace Il Measures. Consequently, CDA and the
members of CDA will have no obligation fo offset or mitigate any increased
costs that may be incurred by Parties o the Judgment that own wells outside
of the designated wells. ST

15.  Atits own expense, Watermaster will monltor er.conditions to measure the

16.

7.

18. Watermaster will negotiate with the County of San Bemardlno as the party
primarily responsible for contamination and all’ sums obtamed will be paid to
CDA to offset all of the in
expenses incurred by the F’.
discretion through CDA

rst obtained a recommendation for such relief

iative Podl. The Watermaster retains complete discretion in

_such request.

of the date of this Resolution, WMWD will make an election

- ene into the Appropriative Pool on terms it may freely

negotiate;~o consensually assign the production for the desaited water
attributable e Expansion Project on behalf of WMWD to an Appropriative
Pool member of the CDA.

23. This Resolution is subject to the express condition subsequent of CDA
approving the Water Purchase Agreements and the PDR as amended
following WMWD’s determination that it intends to proceed with the
Expansion Project pursuant to Section 5.7 of the Peace Il Agreement.
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LIST OF EXHIBITS

Exhibit “A”  Map: Mitigation Area for Groundwater-Level Declme Caused by
Expansion of the Chino Desalter Program, Figure x-x

Exhibit “B” Judgment Amendments to Exhibit |, “Eng ring:Appendix, “components
of Wildermuth Response to Condition Subsequent Number Se cluding Schedule
and Tables ;

Exhibit “C”  Wildermuth Env. Inc. Staff Lett
Analysis — Wells [-16, 1-18, I-MW16, |-MW18:0

ay 27, 2010 re Material P sical Injury
he Chlno Creek Well Field

:esalter Replenishment and

Exhibit “D” Watermaster Summary of Obllgatlons%for
Future Desalters Post-Peace Agreement Hl -

Exhbit “D-1" Peace Il Section 6.2&

Exhibit “E”  Map: Chino Basin Waterm

P& Current and Proposed Subsidence
Monitoring Program, Figure x-x 8

Exhibit “F*  Groundwater-Leveis Mitigation Measures Peace [l SEIR 4.3-10

Exhibit “G” Revis
PDR

hino’Desalter Phase 3 Comprehenswe Pre-Design Report CDA

pons Plan June 29, 2005

Exhibit “H"  CDA Emergency

> Appropriator Résolution of Support for Completion of Future
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