NOTICE OF MEETINGS

Thursday, July 14, 2011

9:00 a.m. — Appropriative Pool Meeting
11:00 a.m. — Non-Agricultural Pool Conference Call Meeting
1:00 p.m. — Agricultural Pool Meeting

AT THE CHINO BASIN WATERMASTER OFFICES
9641 San Bernardino Road
Rancho Cucamonga, CA 91730
(909) 484-3888




CHINO BASIN WATERMASTER

Thursday, July 14, 2

011

9:00 a.m. — Appropriative Pool Meeting
11:00 a.m. — Non-Agricultural Pool Conference Call Meeting
1:00 p.m. — Agricultural Pool Meeting

AGENDA PACKAGES




CHINO BASIN WATERMASTER
APPROPRIATIVE POOL MEETING
9:00 a.m. — July 14, 2011
WITH
Mr. John Mura, Chair
Mr. Marty Zvirbulis, Vice-Chair
At The Offices Of
Chino Basin Watermaster
9641 San Bernardino Road
Rancho Cucamonga, CA 81730

AGENDA

CALL TO ORDER

AGENDA - ADDITIONS/REORDER

CONSENT CALENDAR
Note: All matters listed under the Consent Calendar are considered to be routine and be no
separate discussion on these items prior to voting unless any members, staff, or the public

requests specific items be discussed and/or removed from the Consent Calendar for separate
action.

A. MINUTES
1. Minutes of the Appropriative Pool Meeting held June 2, 2011 (Page 1)

B. FINANCIAL REPORTS
1. Cash Disbursements for the month of May 2011 {Page 23)
2. Watermaster VISA Check Detail for the month of May 2011 (Page 35)
3. Combining Schedule for the Period July 1, 2010 through May 31, 2011 (Page 39)
4. Treasurer's Report of Financial Affairs for the Period May 1, 2011 through May 31, 2011
{Page 41) '
5. Budget vs. Actual July through May 2011 {Page 47)

C. WATER TRANSACTIONS
1. Consider Approval for Notice of Sale or Transfer — Fontana Water Company
("Company”) has agreed to purchase from The Nicholson Trust annual production right in
the amount of 7.000 acre-feet to satisfy a portion of the Company’s anticipated Chino Basin
replenishment obligation for Fiscal Year 2010/2011. Date of Application: June 21, 2011,
Date of Notice: July 7, 2011 (Page 53)

BUSINESS ITEMS
A. ACQUISITION OF RIGHT OF ENTRY AGREEMENT FOR HORIZONTAL EXTENSOMETER

Consider Approval for the Proposed Right of Entry Agreement for the Horizontal Extensometer
and Payrment of $1,000 to the Land Owner (Page 63)

B. UPDATE OF CHINO BASIN GROUNDWATER MODEL

REPORTS/UPDATES

A. WATERMASTER GENERAL LEGAL COUNSEL REPORT
1. Paragraph 31 Appeal
2.  Restated Watermaster Judgment
3.  September 30, 2011 Hearing



Agenda Appropriative Pool Meeting July 14, 2011

B. ENGINEERING REPORT
1.  Progress Report on the State of the Basin Report

C. CEOI/STAFF REPORT
1. Recharge Update
2. 85/15 Rule Review

D. INLAND EMPIRE UTILITIES AGENCY PRESENTATION
1. GWR Update — Andy Campbell

V. INFORMATION
1. Cash Disbursements for June 2011 (Page 69)
2. Newspaper Articles (Page 79)
V. POOL MEMBER COMMENTS
Vl. OTHER BUSINESS
Vil. CONFIDENTIAL SESSION - POSSIBLE ACTION
Pursuant to the Appropriative Pool Rules & Regulations, a Confidential Session may be held during
the Watermaster Pool meeting for the purpose of discussion and possible action.

1. Paragraph 31 Motion

VII. EUTURE MEETINGS

Thursday, July 14, 2011 9:00 a.m. Appropriative Pool Meeting @ CBWM

Thursday, July 14, 2011 11:00 a.m. Non-Agricultural Pool Conference Call Meeting
Thursday, July 14, 2011 1:00 p.m. Agricultural Pool Meeting @ CBWM

Thursday, July 21, 2011 8:00 a.m. IEUA Dry Year Yield Meeting @ CBWM
Thursday, July 21, 2011 9:00 a.m. Advisory Committee Meeting @ CBWM
Thursday, July 21, 2011 10:30 a.m. Land Subsidence Committee Meeting @ CBWM
Tuesday, July 26, 2011 9:00 a.m. GRCC Meeting @ CBWM

Thursday, July 28, 2011 11:00 a.m. Watermaster Public Hearing @ CBWM
Thursday, July 28, 2011 11:00 a.m. Watermaster Board Meeting @ CBWM

Friday, September 30, 2011 10:30 a.m. Watermaster Court Hearing @ Chino Court

Meeting Adjourn



CHINO BASIN WATERMASTER
NON-AGRICULTURAL POOL CONFERENCE CALL MEETING
11:00 a.m. — July 14, 2011
WITH
Mr. Bob Bowcock, Chair
Mr. Ken Jeske, Vice-Chair

1-800-930-9525 PASS CODE: 917924
Conference call can be taken at
Chino Basin Watermaster

9641 San Bernardino Road
Rancho Cucamonga, CA 91730

AGENDA

CALL TO ORDER

ROLL CALL

AGENDA - ADDITIONS/REOCRDER

I. BUSINESS ITEMS
A. MINUTES
1. Minutes of the Non-Agricultural Pool Conference Call Meeting held June 2, 2011 (Page 7)

B. FINANCIAL REPORTS

Cash Disbursements for the month of May 2011 (Page 23)

Watermaster VISA Check Detail for the month of May 2011 (Page 35)

Combining Schedule for the Period July 1, 2010 through May 31, 2011 (Page 39)
Treasurer's Report of Financial Affairs for the Period May 1, 2011 through May 31, 2011
(Page 41)

Budget vs. Actual July through May 2011 (Page 47)
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C. WATER TRANSACTIONS

1. Consider Approval for Notice of Sale or Transfer — Fontana Water Company
(“Company™) has agreed to purchase from The Nicholson Trust annual production right in
the amount of 7.000 acre-feet to satisfy a portion of the Company’s anticipated Chino Basin

replenishment obligation for Fiscal Year 2010/2011. Date of Application: June 21, 2011,
Date of Notice: July 7, 2011 (Page 53)

D. ACQUISITION OF RIGHT OF ENTRY AGREEMENT FOR HORIZONTAL EXTENSOMETER
Consider Approval for the Proposed Easement Agreement for the Horizontal Extensometer and
Consider Approval for the Payment of $1,000 to the Land Owner for the Easement (Page 63)

E. UPDATE OF CHINO BASIN GROUNDWATER MODEL

. REPORTS/UPDATES
A. WATERMASTER GENERAL LEGAL COUNSEL REPORT
1. Paragraph 31 Appeal
2. Restated Watermaster Judgment
3. September 30, 2011 Hearing
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B. ENGINEERING REPORT
1. Progress Report on the State of the Basin Report

C. CEO/STAFF REPORT
1. Recharge Update

D. INLAND EMPIRE UTILITIES AGENCY PRESENTATION
1. GWR Update — Andy Campbell

ll. INFORMATION
1. Cash Disbursements for June 2011 (Page 69)
2. Newspaper Articles {(Page 79)

V. POOL MEMBER COMMENTS
V. OTHER BUSINESS
VI. CONFIDENTIAL SESSION - POSSIBLE ACTION
Pursuant to the Non-Agricultural Pool Rules & Regulations, a Confidential Session may be held

during the Watermaster Pool meeting for the purpose of discussion and possible action.

Vil. EUTURE MEETINGS

Thursday, July 14, 2011 9:00a.m. Appropriative Pool Meeting @ CBWM

Thursday, July 14, 2011 1100 a.m. Non-Agricultural Pool Conference Call Meeting
Thursday, July 14, 2011 1:00 p.m. Agricultural Pool Meeting @ CBWM

Thursday, July 21, 2011 8:00 a.m. IEUA Dry Year Yield Meeting @ CBWM
Thursday, July 21, 2011 9:00 a.m. Advisory Committee Meeting @ CBWM
Thursday, July 21, 2011 10:30 a.m. Land Subsidence Committee Meeting @ CBWM
Tuesday, July 26, 2011 9:00 am. GRCC Meeting @ CBWM

Thursday, July 28, 2011 11:00 a.m. Watermaster Public Hearing @ CBWM
Thursday, July 28, 2011 11:00 a.m. Watermaster Board Meeting @ CBWM

Friday, September 30, 2011 10:30 am. Watermaster Court Hearing @ Chino Court

Meeting Adjourn



CHINO BASIN WATERMASTER

AGRICULTURAL POOL MEETING

1:00 p.m. — July 14, 2011
WITH
Mr. Bob Feenstra, Chair
Mr. Jeff Pierson, Vice-Chair
At The Offices Of

Chino Basin Watermaster

9641 San Bernardino Road
Rancho Cucamonga, CA 91730

AGENDA

CALL TO ORDER

AGENDA - ADDITIONS/REORDER

CONSENT CALENDAR

Note: All matters listed under the Consent Calendar are considered to be routine and be no
separate discussion on these items prior to voting unless any members, staff, or the public
requests specific items be discussed and/or removed from the Consent Calendar for separate
action.

A. MINUTES
1. Minutes of the Agricultural Pool Meeting held June 9, 2011 (Page 13)

B. FINANCIAL REPORTS

Cash Disbursements for the month of May 2011 (Page 23)

Watermaster VISA Check Detail for the month of May 2011 (Page 35)

Combining Schedule for the Period July 1, 2010 through May 31, 2011 (Page39)
Treasurer's Report of Financial Affairs for the Period May 1, 2011 through May 31, 2011
(Page 41)

Budget vs. Actual July through May 2011 (Page 47)
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C. WATER TRANSACTIONS
1. Consider Approval for Notice of Sale or Transfer — Fontana Water Company
(“Company”) has agreed to purchase from The Nicholson Trust annual production right in
the amount of 7.000 acre-feet to satisfy a portion of the Company’s anticipated Chino Basin
replenishment obligation for Fiscal Year 2010/2011. Date of Application: June 21, 2011,
Date of Notice: July 7, 2011 (Page 53)

BUSINESS ITEMS
A.  ACQUISITION OF RIGHT OF ENTRY AGREEMENT FOR HORIZONTAL EXTENSOMETER

Consider Approval for the Proposed Right of Entry Agreement for the Horizontal Extensometer
and Payment of $1,000 to the Land Owner {Page 63)

B. UPDATE OF CHINO BASIN GROUNDWATER MODEL

C. AGRICULTURAL POOL LEGAL COUNSEL
Discussion and Possible Action for Agricultural Pool General Legal Counsel



Agenda Appropriative Pool Meeting

REPORTS/UPDATES

A.

WATERMASTER GENERAL LEGAL COUNSEL REPORT
1. Paragraph 31 Appeal

2.  Restated Watermaster Judgment

3. September 30, 2011 Hearing

ENGINEERING REPORT
1. Progress Report on the State of the Basin Report
2. Water Quality Report as Requested by the Ag Pool

CEO/STAFF REPORT
1. Recharge Update

INLAND EMPIRE UTILITIES AGENCY PRESENTATION
1.  GWR Update — Andy Campbell

IV. INFORMATION

1.
2.

Cash Disbursements for June 2011 (Page 69)
Newspaper Articles (FPage 79}

V. POOL MEMBER COMMENTS

VI

OTHER BUSINESS

Vil. CONFIDENTIAL SESSION - POSSIBLE ACTION
Pursuant to the Agricultural Pool Rules & Regulations, a Confidential Session may be held during the

Watermaster Pool meeting for the purpose of discussion and possible action.

VIIl. EUTURE MEETINGS

July 14, 2011

Thursday, July 14, 2011 9:.00 a.m. Appropriative Pool Meeting @ CBWM
Thursday, July 14, 2011 11:00 a.m. Non-Agriculfural Pool Conference Call Meeting
Thursday, July 14, 2011 1:00 p.m. Agricultural Pool Meeting @ CBWM

Thursday, July 21, 2011 8:00 a.m. IEUA Dry Year Yield Meeting @ CBWM
Thursday, July 21, 2011 9:00 a.m. Advisory Committee Meeting @ CBWM
Thursday, July 21, 2011 10:30 a.m. Land Subsidence Commitiee Meeting @ CBWM
Tuesday, July 26, 2011 9:00 am. GRCC Meeting @ CBWM

Thursday, July 28, 2011 11:00 a.m. Watermaster Public Hearing @ CBWM
Thursday, July 28, 2011 11:00 a.m. Watermaster Board Meeting @ CBWM

Friday, September 30, 2011 10:30 a.m. Watermaster Court Hearing @ Chino Court

Meeting Adjourn



CHINO BASIN WATERMASTER

. CONSENT CALENDAR

A. MINUTES

1. Appropriative Pool Meeting held on June 2,
2011




Draft Minutes .
CHINO BASIN WATERMASTER

APPROPRIATIVE POOL MEETING
June 2, 2011

The Appropriative Pool Meeting was held at the offices of Chino Basin Watermaster, 9641 San Bernardino
* Road, Ranche Cucamonga, CA, on June 2, 2011 at 1:00 p.m.

APPROPRIATIVE POOL MEMBERS PRESENT WHO SIGNED IN

John Mura, Chair
Mark Kinsey

J. Arnold Rodriguez
Geoff Kamansky
Mohamed Ei-Amamy
Marty Zvirbulis
Sheri Rojo

Josh Swift

Tom Harder
Charles Mocrrees
Dave Crosley
Anthony La

Ron Craig

Watermaster Board Member Present

Bob Kuhn

Watermaster Staff Present
Desi Alvarez

Danni Maurizio

Joe Joswiak

Ben Pak

Sherri Molino

Watermaster Consultants Present
Michael Fife
Mark Wildermuth

Others Present Who Signed In
Ryan Shaw

David DeJesus

Eunice Ulloa

Ken Jeske

Jo Lynne Russo-Pereyra

Curfis Paxton

John Schatz

City of Chino Hilis

Monte Vista Water District

Santa Ana River Water Company
Niagara Water Company

City of Ontario

Cucamonga Valley Water District
Fontana Water Company
Fontana Union Water Company
Jurupa Community Services District
San Antonio Water Company
City of Chino

City of Upland

City of Chino Hills

Three Valleys Municipal Water District

Chief Executive Officer
Senior Enginger

Chief Financial Officer
Senior Project Enginear
Recording Secretary

Brownstein, Hyatt, Farber & Schreck
Wildermuth Environmental Inc.

Infand Empire Utilities Agency

Three Valleys Municipal Water District
Chino Basin Water Conservation District
California Steel Industries

Cucamonga Valley Water District

Chino Desafter Authority

Aftorney at Law

Chair Mura called the Appropriative Pool Mesting to order at 1:00 p.m.

AGENDA - ADDITIONS/REORDER

There were no additions or reorders made to the agenda.
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Minutes Appropriative Pool Meeting June 2, 2011
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CONSENT CALENDAR
A. MINUTES

1. Minutes of the Appropriative Paol Meeting held May 5, 2011

FINANCIAL REPORTS

Cash Disbursements for the month of April 2011

Watermaster VISA Check Detail for the month of April 2011

Combining Schedule far the Period July 1, 2010 through April 30, 2011

Treasurer's Report of Financial Affairs for the Period April 1, 2011 through April 30, 2011
Budget vs. Actual July through April 2011

ok wh =

Motion by Zvirbulis second by El-Amarmy, and by unanimous vofe
Moved to approve Consent Calendar items A and B, as presented

BUSINESS ITEMS

DISCUSSION AND POSSIBLE ACTION — DATE AND TIME CHANGE FOR MEETINGS

Mr. Alvarez introduced this item and explained the cost and time savings efforts that
Watermaster staff is trying to come up with; this came up during the Watermaster budget
process. Mr. Alvarez stated this change, by having all three Pools meet on the same day would
show a significant cost savings to Watermaster. A lengthy discussion regarding this matter
ensued. It was noted Mr. La and Chair Mura would make some inquires and would then get
back with Watermaster staff as to which Thursday would work best for this change. Mr. Alvarez
stated Watermaster would like to make this change as early as July.

No mofion was made.

WATERMASTER 2011-2012 BUDGET

Mr. Alvarez stated Mr. Joswiak is going to present this item with the latest version of the budget
as it moves through the process for finalization. Mr. Joswiak noted there have been two
changes to the budget and those changes do not affect the assessments. Mr. Joswiak gave
the revised 2011-2012 Budget presentation. Mr. Joswiak reviewed the comments made at both
the 1 and the 2™ Budget Workshops in detail. Mr. Kinsey inquired about reserves.
Mr. Joswiak stated there is 30% for administration and 30% for OBMP, with approximately
$200,000 left from the funds this year. Mr. Kinsey inquired about excess reserves held.
Mr. Joswiak stated that is correct, and the number being held in reserves is $1.3 million dollars,
which is in excess of the 30/30. Mr. Joswiak continued with his presentation. Mr. Joswiak
noted the Appropriative, Non-Agricultural, and Agricultural Pools now have the actual costs of
their legal expenses. Mr. Kinsey inquired into the Agricultural Pool accounts for $358,000.
Mr. Joswiak noted the $358,000 includes the Agricultural Pool's normal legal expenses, plus the
$65,000 for Special Projects and the $100,000 for the Restated Judgment. Mr. Kinsey stated, a
few years ago the issue of how much funding the Appropriators could provide to the Agricultural
Pool annually came up. It was discussed and it was his understanding the amount was
$225,000 per year on expenses; this would then eliminate the discussions on what constitutes
as a Special Project. Counsel Fife stated he remembers those discussions; however, he did not
remember what the specific outcome was and stated he would look into that. Ms. Rojo stated
there was a Term Sheet that was agreed to. Mr. Kinsey inquired as to the amount decided.
Ms. Rojo stated the Term Shest'states “all means all’, which means the Appropriative Pool will
pick up all of the Agricultural Pool expenses. Counsel Fife stated the actual paper needs to be
reviewed first before any answers are provided. Mr. Kinsey stated he is uncomfortable
approving a budget for the Agricultural Pool for $358,000 at this time, and by approving that
amount it wilt mean approving them to spend additional monies. Mr. Crosley stated he has
heard that the Agricultural Pool has hired a second attorney specifically for the Restated
Judgment. Ms. Rojo inquired into the $100,000 additional monies for special attorney fees.
Mr. Joswiak siated that is over their original amount for attorney fees. Ms. Rojo inquired if the
Agricultural Pool still has an amount set aside for Special Projects. Mr. Joswiak stated they
have money set aside for both the Restated Judgment and for legal costs. Ms. Rojo stated she
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Minutes Appropriative Pool Meeting June 2, 2011

thought they would have enough money in their Special Projects category to cover an extra
legal cost. Mr. Kinsey inquired about the Appropriative Pool legal serves for the Restated
Judgment. Mr. Schatz stated his costs will be approximately $1,000 for reviewing the Restated
Judgment. Counsel Fife stated he found the Term Sheet and offered background on this
matter. Counsel Fife noted that this was werked out with the chairs of each of the Pools and
Mr. Willis who is the chairman for the Watermaster Board. Counsel Fife stated this came up in
the context of the monies needed for the Regional Board to do a TMDL Study. Counsel Fife
read the paragraph taken directly from the Memorandum dated April 11, 2009; there was no
specific dollar limitation set, rather, the Agricultural Pool would submit a budget annually.
Counsel Fife stated the Agricultural Pool would have to submit a budget and then live within that
budget, and only after their budget was approved through the Watermaster process. A
discussion regarding this issue ensued. Ms. Rojo inguired about meetings the Agricultural Pool
is having regarding the Restated Judgment and asked if that is with themselves or with
Watermaster staff also. Mr. Joswiak stated there were a few meetings with members of the
Agricultural Pool and Watermaster staff to discuss well owner names and such. Mr. Joswiak
noted the request for the $100,000 came out of a closed session of the Agricultural Pool
members. Mr. La inquired as fo what the $100,000 amount is for. Mr. Joswiak stated the
$100,000 is only for legal to review the Restated Judgment. Mr. Alvarez stated at the last
Agricultural Pool meeting. the members did go into closed session and, subsequent to their
closed session, the request was to include in their budget $100,000 for special legal counsel for
the Restated Judgment. Mr. Kinsey inquired if staff asked why it is such a high amount for this
review. Mr. Kinsey also noted that he asked Monte Vista Water District's legal representative
and they told him their review would be substantially lower than $100,000. Mr. Alvarez stated the
Agricultural Pool stated that is the number they are comfortable with budgeting. Mr. Zvirbulis
stated through this entire budgeting process we have asked for justificaiion from our consultants
for monies to be spent. Mr. Zvirbulis stated if there was a request for this $100,000 for legal
fees associated with the Restated Judgment, there needs to be some sort of justification
provided to those who pay those costs. Mr. Joswiak continued with the budget presentation. A
discussion regarding taking out monies for the water auction ensued. Counsel Fife offered
comment on this matter and referenced a handout presented at the Budget Workshop.
Mr. Joswiak stated staff is seeking a motion to approve the presented 2011-2012 Budget.
Mr. El-Amamy stated he would have a hard time voting for this item with the $100,000 for the
Agricultural Pool extra legal costs added without any type of justification. Mr. La inquired if this
Pool can take an acticn on the presented budget with a condition that there needs to be
clarification from the Agricultural Pool. Mr. Joswiak stated that is correct. Mr. La offered
comment on this matter. Mr. Alvarez stated the motion could be to approve the budget with a
condition that the request by the Agricultural Pool for supplemental legal services in support of

the Restated Judgment be further clarified. A discussion regarding the motion and this matter
ensued.

Motion by Kinsey second by El-Amamy, and by unanimous vote
Moved to approve the 2011-2012 Watermaster Budget, conditionally taking out the
$100,000 for the Agricultural Pool Legal Fees for the Restated Judgment, Subject to
Clarification from the Agricultural Pool, as presented

C. PURCHASE OF 50,000 ACRE-FEET WATER FRONM METROPOLITAN WATER DISTRICT
Mr. Alvarez stated this is a continuation discussion regarding the purchase of replenishment
water that became available recently when the Metropolitan Water District approved the
replenishment rate for the first time since 2007. Mr. Alvarez stated at the last Appropriative Pool
meeting, and subsequent to the Pool meeting, this iftem has been considered and a couple of
decisions have been made with this regard. One decision was to move forward with the
approval of applications for local storage agreements for the purposes of replenishment
purposes; two applications are before this Pool for approval. The second request is to approve
the 30 day notice and consider periods be waived in furtherance of moving this forward in a
timely manner. Mr. Alvarez stated water has been spread now for three weeks. Mr. Alvarez
stated staff is seeking approval for both items foday. Mr. Alvarez stated there will be a third
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Minutes Appropriative Pool Meeting June 2, 2011

item introduced after the discussion for the first two items, regarding the financing of the
purchased water. Mr. Kinsey inquired if these were local storage agreements or supplemental
storage agreements. Ms. Maurizio stated they were local storage agreements. Mr. Kinsey
inquired about space in the post-Peace Agreement storage account. Ms. Maurizio stated that
number is approximately 30,000, and the cap is 100,000. Ms. Rojo referenced the staff letter on
page 74 of the meeting package and inquired about the 85/15 Rule not being applied to this
replenishment water purchase. Mr. Alvarez stated if a party is purchasing the water
preemptively that rule does not apply. Mr. El-Amamy stated he had the same situation with the
City of Ontario, who had some stored water and then applied that stored water to their
overproduction. That was not subject to the 85/15 Rule. Ms. Rojo stated that was water from
storage that was not subject to the 85/15 Rule. Mr. Rojo offered history on the 85/15 Rule and
comment on this matter. A discussion regarding the 85/15 Rule ensued. Ms. Maurizio offered
comment on what the Judgment states and noted this situation is not the exact same as what is
described in the Judgment. Ms. Maurizio offered comment to help the parties relate to this
particular situation - the MZ1 supplemental water purchase in the past and the situation with the
recycled water recharge that is being purchased through Inland Empire Utilities Agency and put
into supplemental storage accounts; in these instances the 85/15 Rule does not apply.
Ms. Rojo offered instances of water purchases and overproduction using the 85/15 Rule and
noted the last paragraph in the staff report does not make any sense. A lengthy discussion
regarding this matter ensued. A motion was made by Mr. La and a second by Mr. El-Amamy to
approve the two staff recommendations. Ms. Rojo requested the parties reconsider this motion
and offered comment on this matter. Mr. Kinsey asked that Ms. Rojo find examples to support
her case to show that a mistake was made in the past or that a precedent was established.
Mr. Crosley stated it might be wise to re-examine how the 85/15 Rule is implemented. A
lengthy discussion regarding this matter ensued.

Motion by La second by El-Amamy, and by unanimous vote
Moved to approve as follows: 1. Approve the applications of Fontana Water Company
and Niagara Water Company for Local Storage Agreements, and 2. Request that the
Watermaster Board waive the thirty day notice period (Watermaster Rules and
Regulafions Section 10.10) and the twenty-one day consideration period
{Watermaster Rules and Regulations Section 10.11) for Applications for Local
Storage Agreements, so that the Advisory Committee and Watermaster Board may
approve the Local Storage Agreements in June. This request is sought with the
express acknowledgment that it does not create precedent for future applications, as
presented

Added ltem;

Mr. Alvarez stated the second part of the replenishment water purchase deals with the financing
aspect. Mr. Alvarez stated at the last meeting, the Pool directed staff to look at financing
alternatives; this is a work in progress. Mr. Alvarez stated when this item first came to the committee
the recommendation was to finance this endeavor through a Special Assessment. Mr. Alvarez gave
the Replenishment Water Purchase Financing presentation. Mr. Alvarez discussed the Special
Assessment, Watermaster Bank Financing, and Regional Agency Financing alternatives in detail. A
lengthy discussion regarding this item, issues related to the presented numbers, and overall
financing concerns ensued. Mr. Alvarez continued with his presentation. A lengthy discussion
regarding financing options and funds that Watermaster has on hand ensued. Chair Mura stated
Fontana brought up some good questions, and other questions continue to come up about the
reserves and what is the appropriate amount of money Watermaster should have in reserve. Chair
Mura stated the parties want to maximize as much financial clout as possible, and to only borrow
what is actually needed. Chair Mura stated staff should have a definitive answer on the reserves
question. Mr. Alvarez stated Mr. Joswiak did cover this question and Watermaster must carry in
reserves enough cash to finance the operation from the begihning of the fiscal year through the time
the assessments come in; basicaily six months of operating reserves. In addition o those operating
reserves, there are permanent reserves which are the 30/30 reserves and those are set aside for a
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rainy day. Chair Mura stated that is where the confusion lies; the 30/30 was set up to allow for those
cosis between the end of the fiscal year and when the assessments were collected. Mr. Alvarez
offered further comment on the true reserves that need to be set aside. A discussion regarding
reserves ensued. Chair Mura stated that maybe it would be a beneficial exercise to go back and
have some thought put info it, and allows all the parties to fully understand exactly what it really is
versus what parties think it is and if there are monies left over for us to use for reducing the amount
that is needed to borrow. That will benefit everybody on a going forward basis. Mr. La stated
whatever the left over reserve amount is, a hybrid version between that reserve number and
borrowing money from Intand Empire Utilities Agency would be the preferred manner from the City of
Upland rather than Watermaster going out and borrowing money.

REPORTS/UPDATES
A. WATERMASTER GENERAL LEGAL COUNSEL REPORT
1. Paragraph 31 Appeal
Counsel Fife stated there will be a closed session today regarding the Paragraph 31 appeal.
Counsel Fife stated the Watermaster Board directed counsel to file Watermaster's reply

brief by the deadline which is Tuesday, June 7, 2011. The brief has been completed and it
will be mailed to the court tomorrow.

2. Restated Watermaster Judgment
Counsel Fife stated now, that the appeal brief is complete, counsel can focus mere on the
Restated Judgment matter. There is nothing more to report on this item other than it is
going to be worked on and a more defailed report will come as progress is made.

3. July 8. 2011 Court Hearing
Counsel Fife stated, as reportted at the Watermaster Board meeting last week, the CDA is
not ready to go to court yet, and since the main reason to have the court hearing was to
present the CDA Resolution, that court date will be moved out to the September time frame.

B. CEO/STAFF REPORT
1. Recharge Update
Mr. Alvarez stated the most recent spreadsheet is available on the back table. Mr. Alvarez
reviewed the numbers in detail. Mr. Alvarez stated the recharge water that has been spread
is at 3,646 acre-feet of the Metropolitan Water District’s replenishment water.

2. Horizontal Extensometer Update
Mr. Alvarez stated this item was discussed during the budget presentation. Mr. Alvarez

offered comment regarding this ifem. This item will come back through the Watermaster
process.

V. INFORMATION

1. Cash Disbursemenis for May 2011
No comment was made regarding this item.

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

V. POOL MEMBER COMMENTS

V.

No comment was made regarding this item.

OTHER BUSINESS
No comment was made regarding this item.

The regular open Appropriative Pool meeting was convened to hold its confidential session at 2:40 p.m.
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Minutes Appropriative Pool Meeting June 2, 2011

Vil. CONFIDENTIAL SESSION - POSSIBLE ACTION
Pursuant to the Appropriative Pool Rules & Regulations, a Confidential Session may be held during
the Watermaster Pool meeting for the purpose of discussion and possible action.
1. Paragraph 31 Motion
The cenfidential session concluded at 3:04 p.m.

There was no reportable action frem the confidential session.

VI, EUTURE MEEFTINGS

Thursday, June 2, 2011 1:.00 p.m. Appropriative Pool Meeting @ CBWM

Thursday, June 2, 2011 2:30 p.m. Non-Agricultural Peol Conference Call Meeting
Thursday, June 9, 2011 9:00 a.m. Agricultural Pool Meeting @ IEUA

Thursday, Juna 16, 2011 8:00 am. IEUA Dry Year Yield Meeting @ CBWM
Thursday, June 16, 2011 9:00 a.m. Advisory Commitiee Meeting @ CBWM
Thursday, June 16, 2011 10:30 a.m. Land Subsidence Commitiee Meeting @ CBWM
Thursday, June 23, 2011 11.00 a.m. Watermaster Board Meeting @ CBWM

Friday, July 8, 2011 10:30 a.m. Woatermaster Court Hearing @ Chino Court

The Appropriative Pool Committee meeting was dismissed by Chair Mura at 3:05 p.m.

Secretary:

Minutes Approved:
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|. BUSINESS ITEM

A. MINUTES

1. Non-Agricultural Pool Meeting held on June
2,2011




Draft Minutes
CHINO BASIN WATERMASTER
NON-AGRICULTURAL POOL CONEERENCE CALL MEETING
June 2, 2011

The Non-Agricultural Pool Conference Call Meeting was held via conference call using the Chino Basin
Watermaster conference call number on June 2, 2011 at 2:30 p.m.

NON-AGRICULTURAL POOL MEMBERS PRESENT ON CALL

Beb Bowcock, Chair Vulcan Materials Company (Calmat Division)
Ken Jeske, Vice-Chair California Steel Industries

Dennis Poulsen, Alternate California Steel Industries

Brian Geye Auto Club Speedway

Curtis Stubbings Praxair, Inc.

Scott Burton City of Ontarioc Non-Agricultural Pool
Tom O’Nelll, Alternate City of Ontario Non-Agricultural Pool
Watermaster Staff Present at Watermaster

-‘Danni Maurizio Senior Engineer

Joe Joswiak Chief Financial Officer

Ben Pak Project Engineer

Janine Wilson Recording Secretary

Watermaster Board Counsel Present at Watermaster
Michael Fife Brownstein, Hyatt, Farber & Schreck

Non-Agricultural Pool Counsel Present on Call
Allen Hubsch Hogan Lovelis US LLP

Chair Bob Bowcock called the Non-Agricultural Pool Conference Call meeting to order at 2:32 p.m.

ROLL CALL
Janine Wilson called roll call.

AGENDA - ADDITIONS/REORDER
No additions or reorders were made to the agenda.

. BUSINESS ITEMS
A. MINUTES
1. Minutes of the Non-Agricultural Pocl Meeting held May 5, 2011

Motion by Jeske second by Geye, and by unahimous vote
Moved to approve May 5, 2011 minutes, as presented

B. FINANCIAL REPORTS

Cash Disbursements for the menth of April 2011

Watermaster VISA Check Detail for the month of April 2011

Combining Schedule for the Period July 1, 2010 through April 30, 2011

Treasurer's Repaort of Financial Affairs for the Period April 1, 2011 through April 30, 2011
Budget vs. Actual July through April 2011

GRwN =

Motion by Geye, second by Burton, and by unanimous vofe
Receive and file Watermaster Financial Reports without approval
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C. DISCUSSION AND POSSIBLE ACTION ~ DATE AND TIME CHANGE FOR MEETINGS
Consider Changing the Date and Time for the Non-Agricultural Pool Monthly Meeting to the
Second Thursday of the Month.

No motion was made regarding this item.

D. WATERMASTER 2011-2012 BUDGET
Staff Recommends Approval of the 2011-2012 Watermaster Budget.

Motion by Jeske, second by Burton, and by unanimous vote
Moved to direct the chairs to support at the Advisory Committee and Watermaster
Board meetings subject fo changes which they determine to be appropriate

E. PURCHASE OF 50,000 ACRE-FEET WATER FROM METROPOLITAN WATER DISTRICT

1. Recommend Approval of the applications of Fontana Water Company and Niagara Water
Company for Local Storage Agreements.

2. Request that the Watermaster Board waive the thirty day notice pericd (Watermaster Rules
and Regulations Section 10.10) and the twenty-one day consideration period (Watermaster
Rules and Regutations Section 10.11) for Applications for Local Storage Agreements, so
that the Advisory Committee and Watermaster Board may approve the Local Storage
Agreements in June. This request is sought with the express acknowledgment that it does
not create precedent for future applications.

Motion by Geye, second by Jeske, and by unanimous vote
Moved to direct the chairs to support at the Advisory Committee and Watermaster
Board meetings subject to changes which they determine to be appropriate with the
caveat that the Non-Ag Pool has and will have no obligations with respect fo
desalter replenishment

I. REPORTS/UPDATES
1. Paragraph 31 Appeal
Counsel Fife gave a report on this item.

2. Restated Watermaster Judgment
Counsel Fife gave a report on this item.

3. July 8 2011 Court Hearing
Counsel Fife gave a report on this item.

B. CEGC/STAFF REPORT
1. Recharge Update
Ms. Maurizio gave a report on this item.

2. Horizontal Extensometer Update
Ms. Maurizio gave a report on this item.

. INFORMATION
1. Cash Disbursements for May 2011
No comment was made regarding this item.

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

IV. POOL MEMBER COMMENTS
No comment was made regarding this item.
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Minutes Non-Agricultural Pool Meeting

V. OTHER BUSINESS

June 2, 2011

Mr. Schatz offered comment on the Appropriative Pool closed session.

The regular open Non-Agricuttural Pool meeting was convened to hold its confidential session at 3:10 p.m.

VI. CONFIDENTIAL SESSION - POSSIBLE ACTION

Pursuant to the Non-Agricultural Pool Rules & Regulations, a Confidential Session may be held
during the Watermaster Pool meeting for the purpose of discussion and possible action.

1. Paragraph 31 Motion

The confidential session concluded at approximately 4:00 p.m.

The Pool directed the Chair and Pool counsel to continue to engage in settlement discussions
with Bob Kuhn and other persons, with the understanding that no settlement would be binding
without approval by affected members (see attached Confidential Session Public Report)

VIl. EUTURE MEETINGS
Thursday, June 2, 2011
Thursday, June 2, 2011
Thursday, June 9, 2011
Thursday, June 16, 2011
Thursday, June 16, 2011
Thursday, June 16, 2011
Thursday, June 23, 2011
Friday, July 8, 2011

1:00 p.m.
2:30 p.m.
9:00 a.m.
8:00 a.m.
9:00 a.m.
10:30 a.m.
11:00 a.m.
10:30 a.m.

Appropriative Paol Meeting @ CBWM
Non-Agricultural Pool Conference Call Meeting
Agricultural Pool Meeting @ IEUA

IEUA Dry Year Yield Meeting @ CBWM
Advisory Committee Meeting @ CBWM

Land Subsidence Committee Meeting @ CBWM
Watermaster Board Meeting @ CBWWM
Watermaster Court Hearing @ Chino Court

The Non-Agricultural Pool Committee meeting was dismissed by Chair Bowcock at approximately 4:00

p.m.

Minutes Approved:

Secretary:
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CHINO BASIN WATERMASTER
NON-AGRICULTURAL POOL MEETING
he 2, 2011
CONFIDENTIAL SESSION
PUBLIC REPORT

A telephonic confidential session of the Non-Agricultaral (Overlying) Pool Committee was
convened on June 2, 2011 at approximately 2:15 pm. Pool Counsel recorded attendance at the
meeting,

The Pool directed the Chair and Poo! Counsel to continue to engage in settlement discussions
with Bob Kuhn and other persons, with the nnderstanding that no settlement would be binding
without approval by affected members.

The session and meeting adjourned at approximately 4:08 .
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Draft Minutes
CHINO BASIN WATERMASTER

AGRICULTURAL POOL MEETING
June 9, 2011

The Agriculturai Pool Meeting was held at the offices of the office of Intand Empire Utilities Agency,
6075 Kimbail Avenue, Ching, CA, on June 9, 2011 at 9:00 a.m.

Agricultural Pool Members Present Who Signed In

Bob Feenstra, Chair Dairy

John Huiising Dairy

Gene Koopman Milk Producers Council

Rob Vanden Heuvel Mitk Producers Council

Glen Durrington Crops

Jeff Pierson Crops

Jennifer Novak State of California, Dept. of Justice, CIM
Watermaster Board Member Present

Paul Hofer Crops

Watermaster Staff Present :

Desi Alvarez Chief Executive Officer
Danielle Maurizio Senior Engineer

Joe Joswiak Chief Financial Officer

Ben Pak Senior Project Enginger

Sherri Molino Recording Secretary
Watermaster Consultants Present

Joe LeClaire Wildermuth Environmental Inc.
Mark Wildermuth Wildermuth Environmental Inc.

Others Present Who Signed In

Dan McKinney Ag Pool Special Counsel
Craig Stewart Geomatrix

Paul Deutsch Geomatrix

John Mura City of Chino Hills

Marsha Westropp Orange County Water District
Ryan Shaw Inland Empire Utilities Agency
Gil Aldaco City of Chino

Chair Feenstra called the Agricultural Pool meeting to order at 8:09 a.m.

AGENDA - ADDITIONS/REORDER
Chair Feenstra intreduced Dan McKinney as the Agriculiural Pool's special legal counsel.

Chair Feenstra stated John Mura, the Chairman of the Appropriative Pool, is present today to provide
information regarding the pending Watermaster budget.

Chair Feenstra stated Joe LeClaire is here from Wildermuth Environmental to give a presentation on the
plume and other aspects of water quality in the area.
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L. CONSENT CALENDAR
A. MINUTES
1. Minutes of the Agricultural Pool Meeting held May 12, 2011

B. FINANCIAL REPORTS

Cash Disbursements for the month of April 2011

Watermaster VISA Check Detail for the month of April 2011

Combining Schedule for the Period July 1, 2010 through April 30, 2011

Treasurer's Report of Financial Affairs for the Period April 1, 2011 through April 30, 2011
Budget vs. Actual July through April 2011

Ol -~

Motion by Novak second by Vanden Heuvel, and by unanimous vote
Maved to approve Consent Calendar items A and B, as presented

Added Comment:

Chair Feenstra offered comment on the plumes which included concerns regarding contamination.
Chair Feenstra stated this board has made a number of recommendations and motions regarding
that plume. Chair Feenstra stated this board has also requested some sampling and tests to be
conducted, as well as information requests; many of those never were done. Chair Feenstra offered
some history on these requests and noted these concerns will be addressed today by Joe LeClaire.

Added Comment:

Chair Feenstra asked Mr. Mura to provide comments regarding the pending Watermaster 2011-2012
budget. Chair Feenstra stated Mr. Mura has taken a look at the budget numbers and also looked at
areas of concern over the past few years. Mr. Mura stated he is here today to offer comment and
answer guestions regarding the pending Watermaster budget. Mr. Mura thanked Chair Feenstra for
the introduction and for making him feel welcome at his first Agricultural Pool meeting. Mr. Mura
stated everyone is under pressure regarding their costs and demands, and costs incurred cannot
always be passed on to the customer. Mr. Mura stated parties took the lead in putting in a lot more
effort in trying to understand what the actual costs were in order to maximize every penny spent.
Mr. Mura stated an enormous process was gone through with the engineering firms to see what
actually is necessary to be done for this year due to various obligations, or to understand if the
projeci(s} are something that can be put off for another year with no consequences. Mr. Mura stated
he believes the work that was put inte this budget was at a higher level than was ever done in the
past. Mr. Mura stated the Appropriators understand their requirements for Agriculiural Pool
expenses and that is not being disputed. Mr. Mura stated drastic cuts were made to legal and
engineering costs and yet the Appropriators are seeing an added expense this year for special legal
counsel regarding the restated Judgment. Mr. Mura asked Chair Feenstra to take a hard look at
costs and determine, within your Pool, what is the real and necessary cosi. Mr. Mura stated Chair
Feenstra explained in a recent phone conversation, that this is a worthy cost and it is something the
Agricultural Pool wants to continue to do. Mr. Mura stated at the last Appropriative Pool meeting the
latest revision of the Watermaster budget was presented for adoption and at that meeting, the
Appropriative Pool was shocked to see an extra $100,000 added at the last minute to the budget for
additional Agricultural Pool legal services. Mr. Mura stated the parties went through a series of
workshops and regular Pool meetings for several months, and then, ai the eleventh hour, fo have
that dollar amount put into the budget on the day the Appropriative Pool was asked to approve it,
threw people off guard. Mr. Mura stated the Appropriative Pool did not say it was not a worthy cost;
however, the Pool did take an action to approve the budget minus that line item expense and to
request the Agricultural Pool provide some sort of justification for that cost. Mr. Mura stated the
Appropriative Pool had to go through and justify almost everything in the budget, and the parties are
asking the Agricultural Pool to perform the same fask of justification. Mr. Mura stated several
parties have looked at the restated Judgment and understand it will be a major effort; however, the
entire Appropriative Pool's legal expenses for last year totated $60,000 and we are the key players in
the Paragraph 31 Motion appeal which involved a lot of legal work and two hearings. Mr. Mura stated

P14



Minutes Agricultural Pool Meeting June 8, 2011

the Appropriative Pool budgeted $1,000 for legal to review the work done on the restated Judgment;
a guote was provided by legal counsel for 3 to 4 hours of work for review. Mr. Mura stated when a
party puts $100,000 in the budget, it may not get spent; however, the other parties get assessed on
the full amount whether or not it is spent. Mr. Mura stated the Appropriative Pool wants to try and
keep the assessments the same or less than last year and expenses must be justified. There are a
lot of projects that are being deferred this year because of that burden, and then o add an additional
$100,000 for something that may or may not be necessary was a real surprise to the Appropriators.
Chair Feenstra asked for thoughts from Mr. Pierson. Mr. Pierson stated since he made the motion to
hire special counsel, and noted we are not all attorneys we are mainly private businessmen that
operate farms and dairies within the Agricultural Pool, we don’t have the legal understanding o know
what this judicial rewrite will be. Mr. Plerson staied, through the Pocl Chairman and Desi an
appropriate amount was settled upon, and because of budgetary reasons, a budget and an allocation
of costs was created. Mr. Pierson stated we, as a group, understand that we are part of a family and
we need to make sure that whatever is rewritten in the Judgment does not jeopardize the Agricuitural
Pools’ interests. Mr. Pierson stated the dollar amount is really unknown at this time. Mr. Pierson
stated this Pool will judicially monitor dollars that are being spent, and is open to other suggestions.
Mr. Pierson stated it was the Watermaster CEO and the Agricultural Pool chairman’s best judgment
in creating that allocation of cost; special counsel will be focused on specific issues. Mr. Pierson
stated the Agricultural Pool is in the process of reviewing the role and responsibilities of general legal
counsel, which was brought up at the last Advisory Committee meeting. Mr. Koopman stated the
Agricultural Pool is very careful when it comes to spending money and offered comment on a matter
that happened a few years ago regarding having to go through the Watermaster process for a budget
amendment. He noted it was not granted when asked, and the matter was about to be taken to court
because of what is written in the Peace Agreement. Mr. Koopman stated at that time that he would
never let that happen again; that is one reason why the $100,000 is being put into the budget. A
discussion regarding what happens to monies that are not spent at the end of the fiscal year ensued.
Mr. Koopman offered history on other past financial issues that the Agricultural Pool has had to go
through. Ms. Novak offered comment on menies not spent in the budget. Ms. Novak stated she
agrees with Mr. Koopman and disapproves of having fo go through the Watermaster process to ask
for maney every time something is under-budgeted. Ms. Novak offered comment on the item.
Mr. Koopman spoke of for a budget amendment and noted it almost had to come to a Paragraph 31
Motion threat to get the needed money. Ms. Novak stated she believes the Agricuitural Pool does
not incur the expenses that could be incurred, and offered comment on the State representatives
choosing not to be paid a stipend. Ms. Novak stafed the true cost of having the expertise of the right
attorneys, is not rolled into a $60,000 a year estimate. Ms. Novak stated the Judgment is a huge
issue and that is where the Agricultural Pool rights flow from. It could take an hour to review the
restated Judgment or it could take several hours; nobody knows. Ms. Novak stated it is important for
all to pay close attention to what is being done with this regard. Ms. Novak stated this is not an
ongoing expense that is going to be incurred, rather just a one-time effort, and stated the Agricuitural
Pool can work with the Appropriative Pool to save money. Chair Feenstra stated Mr. McKinney has
been in contact with Scott Slater. Chair Feenstra stated he has personally gone over Mr. McKinney's
contract and he will work closely with this Pool. Chair Feenstra offered comment on a recent project
with Watermaster staff and explained how this saved Watermaster approximately $25,000. Chair
Feenstra stated this Pool is very careful on who should be attending meetings and who shouldr’t.
Chair Feenstra stated he can assure the Appropriative Pool and the Watermaster Board that he will
be very aware of what is being spent and done. Mr. Pierson inquired about the Appropriative Pool's
_decision to go forward with the budget minus the $100,000, and how is this going to be resolved.
Chair Feenstra stated this is going to be resolved today. Mr. Alvarez stated the action taken by the
Appropriative Pool is that the Pool has approved the budget conditionally upon receiving additional
justification of the requested legal expenses. Once that is provided their need for justification is
satisfied and the budget should be moved forward through the process. Mr. Koopman stated he
does not ever remember questioning the Appropriative or Non-Agricultural Pools budgets.
Mr. Koopman stated the budget is set, it is what it is, and the Pool will do its very best to stay within
budget, or below. Mr. Pierson spoke on the accelerated unpumped water which is being given to the
Appropriative Pool at a tremendous discouni, and is part of the Peace Agreement. Ms. Novak
offered comment on an item similar to this one in the past and noted at that titme, discretion was
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given to the Advisory Committee Agricultural Pool representatives as to how to vote at that meeting.
Chair Feenstra thanked Mr. Mura for attending and asked for closing comments from Mr. McKinney.
Mr. Mura thanked the committee for allowing him to come and present this position personally.
Mr. Mura noted there is a lot of good, and bad, history with the various Pools; however, the past is
the past and we need to move forward productively. Mr. Mura offered his closing comments.
Chair Feenstra thanked the parties for being here and offering their commenis, and inquired if the
Pool wanted to change its position. Mr. Koopman offered closing comments. Mr. McKinney stated
paragraph 5.4 in the Peace Agreement specifically confirms that Special Project expenses are to be
paid by the Watermaster. Mr. McKinney stated he went through the original Peace Agreement
negotiations and those costs were around $100,000. He believes the judicial rewrite is not going to
require that; however, in speaking with Scott Slater, even Scott does not really know what it is going
to take to complete this task. Mr. McKinney stated this could go very easy or go on and on like the
Peace Agreement; however, if it took 20 or 30 werkshops it could cost that much — that is a realistic
cost. Ms. Novak noted the official agenda item is not even up yet. Ms. Novak inquired about the
unspent monies. A discussion regarding Ms. Novak's comments on unspent money ensued.
Mr. Alvarez stated if there is money left over in the budget, it would either go into some type of
reserve or it would be used to subsidize future years’ budgets. Mr. Vanden Heuvel inquired if
Business ltems were being discussed yet, and if action is going to be taken today. Chair Feenstra
stated yes, on any action that may be considered. Mr. Vanden Heuvel stated he really appreciates
Mr. Mura coming today to discuss this matter with this Pool. Mr. Vanden Heuvel stated he recalls a
conversation to hire special counsel, and that he fully supports that decision; however, he does not
recall this committee taking any official action on a budget number. Mr. Vanden Heuvel stated,
untess he missed that discussion, this is the first time he is hearing this $100,000 special counse!
budget amount, and stated these discussions may have happened amang other members of the
Pool since the last meeting. Mr. Vanden Heuvel stated that what Mr. Mura is asking for is
justification and the best person to provide that justification is Mr. McKinney as he is the one that was
hired to perform this task. Mr. Vanden Heuvel stated, as far as he understands there may be some
workshops, but the main role of Mr. McKinney is to make sure the effort, as it moves along, is
representing any special interest of the Agricultural Pool by representing the Peace Agreement,
Peace li, and the original Judgment. We are not trying to create legislation but this is a paperwork
exercise. Mr. Vanden Heuve! stated this exercise is taking three documents and turning them into
one, and he completely understands where the Appropriative Pool is coming from in terms of their
concerns for the $100,000, they will, in turn, have to go to the rate payers to collect those monies.
Mr. Vanden Heuvel stated he was on this committee when this Pool had to go and ask for more
money and it was at first denied; however, he personally can’t vote in favor of the $100,000 budget at
this point in time unless more justification is obtained from Mr. McKinney, Chair Feenstra stated at
the last meeting he was asked by Mr. Alvarez to come forward with a number, and that nhumber was
provided. Chair Feenstra stated this Pool and counsel do not really know what is going to be
involved in this entire project, and stated he wanted to make sure they did not find themselves in the
awkward position this Pool was in the last time it needed money. Mr. Durrington stated he thinks it
will be more than $100,000 depending on the iitigation that goes on with the rewrite, and stated care
must be taken that no mistakes are made. Mr. Durrington stated he estimates the amount will be
around $150,000. Mr. Koopman stated people just have to look at past budgets, as far as legal
counsel costs are concerned. Mr. Koopman stated he questions the Appropriative Pool's $1,000
quote for approximately three hours of work. Chair Feenstra offered comment on money being
moved around the in the budget, and how unhappy he has been with that process. Chair Feenstra
stated he is pleased that Mr. Alvarez is here, and that it will be a new day and a new look. Chair
Feenstra offered final comments and stated he will get back with Mr. Mura in the near future:
however, he does not expect a change. Mr. Mura stated that in discussions within the Pool this
needs to go through the process, and asked that the Agricultural Pool take a more conservative
approach with a lower number. Then, if more money is needed, come back and ask for more money.
Mr. Mura stated he understands there is a trust factor here but he suspects the Pool will not come up
against the same barriers as in the past. Mr. Mura stated the Appropriative Pool is not just asking
about the $100,000, but focusing on the overall $220,000 as a whole. Mr. Mura thanked the
Agricuttural Pool for their time.
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Added Comment:

Chair Feenstra stated he and Mr. LeClaire have recently spoken on the phone, and the presentation
that he is giving today has been put off several times; there are some major issues with water quality
that need to be addressed. Chair Feenstra stated he wants to get through this agenda on the fast
track to allow enough time for this important presentation.

BUSINESS ITEMS

A.

DISCUSSION AND POSSIBLE ACTION -~ DATE, TIME, LOCATION CHANGE FOR
MONTHLY MEETING

Mr. Alvarez stated the first Business ltem is for the consideration of rescheduling the Pool
meetings. Mr. Alvarez offered comment on how the Pool committees, the Advisory Committee,
and Watermaster Board work. Mr. Alvarez stated one of the things that has become apparent
is that the agenda is basically the same with all three Pools. It makes sense to consider having
all of the Pool meetings on the same day, as was done in the past, and it would be a more
efficient way to conduct business. Staff recommends moving the meeting from Inland Empire
Utilities Agency to Chino Basin Watermaster, still on the second Thursday of the month, but at
1:00 p.m. Mr. Alvarez stated the Appropriative and Nen-Agricultural Poocls discussed this at
their meetings and are in consensus with this change. Chair Feenstra stated he has discussed
this matter with Mr. Alvarez, Mr. Pierson, and others on this board, and 1:00 p.m. is the
preferred time. Mr. Koopman stated this used to be the way the meetings were scheduled and
there was a specific reason for that change. Mr. Koopman offered history regarding this item.
Mr. Pierson offered comment on this matter and noted he does not care if a change is made. A
brief discussion regarding this matter ensued. Chair Feenstra stated he is required to sign
every invoice of counsel and he will do the same with the special counsel.

Motion by Novak second by Pierson, and by unanimous vofe
Moved to approve moving the Agricultural Pool meetings to the second Thursday of

the month at 1:00 p.m. and hold the meetings at Chino Basin Watermaster office, as
presented

WATERMASTER 2011-2012 BUDGET

Mr. Alvarez stated this item is on the Watermaster 2011-2012 budget, and Mr. Joswiak will give
a presentation on this item. Chair Feenstra stated the presentaticn can be given; however,
asked that only the items that were changed be focused on fo save time. Mr. Joswiak gave the
budget presentation and highlighted all the changes made since the budget process started.
Ms. Novak asked if this included the $100,000 and Mr. Joswiak noted it dogs. Ms. Novak noted
even with the $100,000 in this budget the assessments have gone down, and now that
meetings are being consolidated it should reduce costs even further. A discussion regarding
the changes and cost savings ensued. Chair Feenstra offered comment on changes at
Watermaster. Mr. Huitsing inquired about legal expenses for ithe Restated Judgment for the
Appropriative Pool; three or four hours at $1,000.00. However, in the budget it shows $62,000.
Mr. Joswiak stated the amount that Mr. Mura is talking about is for John Schatz costs, and the
$62,000 is for Brownstein costs. A discussion regarding the Restated Judgment costs ensued.
Mr. Pierson inquired as to what has been spent to date on the Restated Judgment for legal
costs. Gounsel Fife stated he does not know the hours; however, there was a handout at the
last Budget Workshop where it was broken down into each step and time. Counsel Fife stated
since some of those costs would be for this month, which is outside of this budget period, 25%
was taken off to figure for what was already done. Mr. Pierson stated it would be helpful to
receive the total costs and hours for the actual Restated Judgment from start to finish. Counsel
Fife stated the costs to date have been fairly nominal and the process has stopped and started
several times. A lengthy discussion regarding cairyover funds ensued. Mr. Alvarez stated some
items are over budget, and some are under budget, and at the end of the day you want to
balance the entire budget. If there is a surplus it goes to reserves or to offset future years’
expenditures. Ms. Novak stated Mr. Vanden Heuvel is correct, we never did discuss an actual
budget amount as part of this committee and, based on the comments received today, the chair
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fried to come up with a number that could be used for the budget through a discussion with
Mr. Alvarez and Mr. McKinney. Ms. Novak offered comment on costs savings provided to the
budget. Mr. Vanden Heuvel stated he does not think it is unreasonable to ask the attorneys to
provide some sort of reasonable estimate. Mr. Vanden Heuvel stated that this Pool is asking
Mr. McKinney to review what is already done, and if it costs $100,000 and an adequate
explanation is provided as to why it costs that much, the motion will be supported. Chair
Feenstra stated he appreciated the parties’ comments today and offered closing comments. A
lengthy discussion regarding the process taken for the Peace Agreement negectiations, and the
hours and costs for the Restated Judgment, ensued. Mr. Vanden Heuvel offered final
comments on the special counsel costs. Chair Feenstra stated he has looked at legal expenses
and noted the Agricultural Pool must cover what is needed or possibly needed for this important
assignment.

Mofion by Novak, second by Keopman, and by majority vote, Vanden Heuvel voted no
Moved to approve the Watermaster 2011-2012 Budget with the $100,000 in it, as
presented

Added Comment;

Chair Feenstra stated he is going to make a change for the presentation by Wildermuth
Environmental since there was a 45 minute discussion on one item earlier. Chair Feensira
stated he will be in contact with Joe LeClaire to fine fune the presentation, which was sent to
him last night. Chair Feenstra stated this presentation will be given next month.

C. PURCHASE OF 50,000 ACRE-FEET WATER FROM METROPOLITAN WATER DISTRICT
Mr. Alvarez stated Watermaster has been presented the opporfunity to purchase some low cost
water that Metropolitan Water District (MWD) has made available at the replenishment rate for
the first time since 2007. Mr. Alvarez stated that because this opportunity has presented itself in
a very short period of time Watermaster needs to take advantage of the water being made
available between now and the end of this year at the rate of $409 per acre-foot, plus
subsequent mark up rates. Mr. Alvarez stated this item has been discussad at several
meetings, including the Advisory Commiitee and the Watermaster Board last month.
Mr. Alvarez stated Watermaster is moving forward and developing strategies; however, the
commitment is to try and get 50,000 acre-feet of water into the ground. Mr. Alvarez stated that
water purchase will be in two parts, subject to change, as this moves through the process, with
25,000 acre-feet of water being preemptive replenishment for Desalter obligations of which will
start in 2013, and 25,000 acre-feet will also be preemptive replenishment for those agencies
which need replenishment water. Mr. Alvarez stated the Advisory Committee and Watermaster
Board previously approved faking action to expedite getiing agreements in place for the
purchase of the water by those agencies which need preemptive replenishment. Mr. Alvarez
stated Watermaster has two applications right now, and there might be mere forthcoming. The
action staff is seeking today is to approve the applications of Fontana Water Company and
Niagara Water Company for local storage agreements. Mr. Alvarez stated the second action
staff is seeking is to waive the thirty day notice period so that Watermaster can move forward
getling all the agreements executed expeditiously. Mr. Alvarez stated he has a third item to
discuss, which would be the follow up on the 25,000 acre-feet of preemptive replenishment for
the Desalter obligation. Watermaster was requested to look at various financing alternatives.
Mr. Alvarez stated he has a presentation to give on some of those aptions. Mr. Alvarez stated
Watermaster is first requesting action on the first two items. Ms. Novak stated the State of
California has the right to have a storage proegram and she believes the other parties of the
Agricultural Pool do not. Ms. Novak stated she thinks she remembers something controversial
about applications for storage that came up about a year ago. There were some committee
meetings on this, and in those meetings there were issues brought up, such as if different
producers were situated differently based on whether they paid into some of the improvements
in the basin for storage or not. Counsel Fife stated you are remembering a set of issues that
does not have anything to do with this. The City of Fontana, who is not a producer, has no water
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rights and hasn't paid into the OBMP, wanted a storage account; there were questions raised on
how that would be accomplished. Counsel Fife stated thaf issue does not relate to this; both the
parties for these applications have paid into the OBMP. Mr. Durrington inquired about the eifect
50,000 acre-feet of water being put into the ground, along with all the snow melt, is going to
have on Hydraulic Contral along the basin. Mr. Alvarez stated it should not affect Hydraulic
Control and offered comment on how Hydraulic Control works. A discussion regarding this
tmatter ensued. Mr. Alvarez restated Watermaster recommendations for approval.

Motion by Koopman second by Durrington, and by unanimous vote
Moved fo approve as follows: 1. Approve the applications of Fontana Water Company
and Niagara Water Company for Local Storage Agreements, and 2. Request that the
Watermaster Board waive the thirty day notice period {(Watermaster Rules and
Regulations Section 10.10) and the twenfy-one day consideration period
(Watermaster Rules and Regulations Section 10.11) for Applications for Local
Storage Agreements, so that the Advisory Committee and Watermaster Board may
approve the Local Storage Agreements in June. This request is sought with the
express acknowledgment that it does not create precedent for future applications, as
presented

Added Comment:

Mr. Alvarez stated the second part of the replenishment water purchase deals with the financing
aspect. Mr. Alvarez stated at the last Appropriative Pool meeting, the Pool directed staff to look at
financing alternatives; this is a work in progress. Mr. Alvarez stated when this item first came to the
committee the recommendation was to finance this endeavor through a Special Assessment:
however, in researching this option, it was made known that the Appropriative Pool parties had not
previously budgeted for this expense so that option is out. Mr. Alvarez discussed the Special
Assessment, Watermaster Bank Financing, and Regional Agency Financing alternatives in detail.

At 10:45 a.m. Chair Feenstra turned the Agricultural Pool meeting over to Vice-Chair Pierson.

Mr. Koopman spoke on Inland Empire Utilities Agency using Option “A”, and that option will go to
their Board. Mr. Koopman stated he had not heard some of the comments that Mr. Alvarez made
today and there should be a fourth option, in that Watermaster finance it themselves. Mr. Koopman
offered comment on the financial options. Mr. Alvarez stated one of the key points presented here is
that we have been presented with an opportunity and a challenge. Staff is proceeding very
judiciously, and at the same time taking advantage of the opportunity. Mr. Alvarez stated water
started being put into the ground on May 16, 2011. Watermaster was the first agency to start taking
water from MWD and that water is going in the ground as we speak. There are agreements with at
least two member agencies to purchase some of that water because they are in an overdraft
situation and they need replenishment water. Mr. Alvarez stated it is in the best interest of
Watermaster to purchase this water in the future, and for Watermaster to have water in its own
account for the benefit of everyone; however, financing mechanisms do need to be completed.
Mr. Alvarez offered comment on the State water supply. Mr. Alvarez stated Watermaster neads to
have reserves and to look at what those should be, and the policy discussions are something he is
looking forward to. Mr. Keopman inquired about this water being subject to the 2% loss factor.
Mr. Alvarez stated that it is a good question, and he prefers it not be. Mr. Koopman stated it would
make a big difference if Watermaster did not subject itself to 2% losses; that changes the numbers
quite a bit. A discussion regarding this matter and funding issues ensued.

D. SPECIAL PROJECT — TMDL STUDY (Discussion & Possihle Action)

Mr. Vanden Heuvel stated he wants to remove this item. No further comment was made
regarding this item.
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iil. REPORTS/UPDATES

A. WATERMASTER GENERAL LEGAL COUNSEL REPORT

1.

Paragraph 31 Appeal

Counsel Fife stated Watermaster filed its reply brief late last week. Counsel Fife stated the
Appropriative Pool has asked for a continuance. The court granted them a 45 day
continuance- because settlement discussions are taking place directly between the
Appropriative Pool and the Non-Agricultural Pool. Counsel Fife stated he understands
those discussions have been productive and it looks like this may get resolved before
anything else needs to be filed. Mr. Koopman inguired about the price of the water which
was previously set in Peace Il. Counsel Fife stated it wasn’t in the Peace Il Agreement itself
it was in one of the attachments, it is in the Purchase and Sale Agreement. Ms. Novak
inquired if any settlement between the Appropriative Pool and the Non-Agricultural Pool has
to go through the Watermaster approval process in order for Watermaster to withdraw its
brief and drop out of the action. Counsel Fife stated he takes direction from the Board;
however, it would probably be safe to say that if the Appropriative Pool and Non-Agricultural
Pool settled Watermaster would not hesitate to do whatever needed to be done to end this.
Counsel Fife stated since Watermaster did not file the appeal, if the Appeliants dropped the
appeal, he does not know if the appellees have anything to say about that Ms. Novak
offered comment on policy interpretations. A discussion regarding this matter ensued.

Restated Watermaster Judgment
Counsel Fife stated this item was already discussed at length.

July 8 2011 Court Hearing

Counsel Fife stated the July 8, 2011 court hearing is going to be moved 1o the September
timeframe. There are a number of things the parties were anticipating for that hearing:
however, the main one was the CDA Resolution and they are still waiting on MWD approval
for the LRP Funding. MWD has not done that yet so they are not ready to go to court. A
discussion regarding this matter ensued.

B. ENGINEERING REPORT

1.

Presentation on Plume Contaminants

Vice-Chair Pierson stated Chair Feenstra moved this item to the next Agricultural Pool
meeting in July.

C. CEO/STAFF REPORT

1.

Recharge Update

Mr. Alvarez stated the most recent spreadsheet is available on the back table. Mr. Alvarez
reviewed the numbers in detail. Mr. Alvarez stated the recharge water that has been spread
is at 4,700 acre-feet of the Metropolitan Water District's replenishment water.

Horizontal Extensometer Update
Mr. Alvarez stated the negotiations regarding this item are going on right now and as soon
as an agreement is ready it will come back through the Watermaster process.

IV. INFORMATION

1.

Cash Disbursements for May 2011

No comment was made regarding this item.

Newspaper Articles

No camment was made regarding this item.

State Water Supply Conditions

No comment was made regarding this item.
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V. POOL MEMBER COMMENTS
Mr. Durrington stated there were guest speakers here today that were net on the agenda; agendas
need to be correct as the meeting ran too long today.

A discussion regarding the new meeting schedule ensued.

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

Vil. CONFIDENTIAL SESSION - POSSIBLE ACTION
Pursuant to the Agricultural Pool Rules & Regulations, a Confidential Session may be held during the
Watermaster Pool meeting for the purpose of discussion and possible action.

No confidential session was called.

VIil. EUTURE MEETINGS

Thursday, June 9, 2011 9:00 a.m. Agricuitural Pool Meeting @ IEUA

Thursday, June 18, 2011 8:00 a.m. IEUA Dry Year Yield Meeting @ CBWM
Thursday, June 16, 2011 9:00 a.m. Advisory Committee Meeting @ CBWM
Thursday, June 18, 2011 10:30 a.m. Land Subsidence Committee Meeting @ CBWM
Thursday, June 23, 2011 11:00 a.m. Watermaster Board Meeting @ CBWM

The Agricultural Pool Committee meeting was dismissed by Vice-Chair Pierson at 11:10 p.m.

Secretary:

Minutes Approved:
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l. CONSENT CALENDAR (App & Ag Pool)

B. FINANCIAL REPORTS

1.

Cash Disbursements for the month of May 2011
Watermaster VISA Check Detail for the month of
May 2011

Combining Schedule for the Period July 1, 2011
through May 31, 2011

Treasurer’s Report of Financial Affairs for the Period
May 1, 2011 through May 31, 2011

Budget vs. Actual July 2010 through May 2011

. BUSINESS ITEM (Non-Ag Pool)

B. FINANCIAL REPORTS

L.

Cash Disbursements for the month of May 2011
Watermaster VISA Check Detail for the month of
May 2011

Combining Schedule for the Period July 1, 2011
through May 31, 2011

Treasurer’s Report of Financial Affairs for the Period
May 1, 2011 through May 31, 2011

Budget vs. Actual July 2010 through May 2011




CHINO BASIN WATERMASTER

9641 San Bemardino Road, Rancho Cucamonga, Ca 91730
Tel: 009.484.3888 Fax: 909.484.3890 www,chwm.org

DESI ALVAREZ, PE
Chief Executive Officer

STAFF REPORT

DATE: July 14, 2011
TO: Committee Members

SUBJECT: Cash Disbursement Report — Financial Report B1

SUMMARY
Issue — Record of cash disbursements for the month of May 2011.

Recommendation — Staff recommends the Cash Disbursements for May 2011 be received and
filed as presented.

Fiscal Impact — Funds disbursed were included in the FY 2010-2011 Watermaster Budgst.

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

DISCUSSION

Total cash disbursements during the month of May 2011 were $365,297.11. The most significant
expenditures during the month were Wildermuth Environmental, Inc. in the amount of $133,289.76 (check
number 15129 dated May 24, 2011), Brownstein Hyatt Farber Schreck in the amount of $55,867.69
(check number 15105 dated May 24, 2011) and payroll related charges for the period 05/15/11-05/28/11
in the amount of $33,081.86 ($19,283.90 for direct deposits, $6,235.79 for payroll checks and $7,562.17
for payroll related taxes debited from our payroll bank account on May 26, 2011).

Actions:

July 14, 2011 Appropriative Pool —
July 14, 2011 Non-Agricultural Pool —
July 14, 2011 Agricultural Pool —
July 21, 2011 Advisory Committee —
July 28, 2011 Watermaster Board —
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CHINO BASIN WATERMASTER

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

DESI ALVAREZ, PE
Chief Executive Officer

STAFF REPORT

DATE: July 14, 2011
TO: Committee Members

SUBJECT: VISA Check Detail Report — Financial Report B2

SUMMARY
Issue — Record of VISA credit card payment disbursed for the month of May 2011.

Recommendation — Staff recommends the VISA Check Detail Report for May 2011 be received
and filad as presented. -

Fiscal Impact — Funds disbursed were included in the FY 2010-2011 Watermaster Budget.

BACKGROUND

A monthly VISA Check Detail report is provided to keep all members apprised of Watermaster
expenditures charged against the CEO and/or CFQO'’s Bank of America VISA card.

DISCUSSION

Total cash disbursement during the month of May 2011 was $2,770.71. The monthly charges for May
2011 were for routine and customary expenditures and properly documented with receipts.

Actions:

July 14, 2011 Appropriative Pool —
July 14, 2011 Non-Agricultural Pool —
July 14, 2011 Agricultural Pool —
July 21, 2011 Advisory Committee —
July 28, 2011 Watermaster Board -
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CHINO BASIN WATERMASTER

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

DESI ALVAREZ, PE

Chief Executive Officer
STAFF REPORT
DATE: July 14, 2011
TO: Committee Members

SUBJECT: Combining Schedule of Revenue, Expenses and Changes in Working Capital for
the Period July 1, 2010 through May 31, 2011 - Financial Report B3

SUMMARY

Issue — Record of Revenue, Expenses and Changes in Working Capital for the Period July 1,
2010 through May 31, 2011.

Recommendation — Staff recommends the Combining Schedule of Revenue, Expenses and
Changes in Working Capital for the Period July 1, 2010 through May 31, 2011 be received and
filed as presented.

Fiscal Impact — Funds disbursed were included in the FY 2010-2011 Watermaster Budget.

BACKGROUND

A Combining Schedule of Revenue, Expenses and Changes in Working Capital for the period July 1,
2010 through May 31, 2011 is provided to keep all members apprised of the FY 2010/2011 cumulative
Watermaster revenues, expenditures and changes in working capital for the period listed.

DISCUSSION

The Combining Schedule of Revenue, Expenses and Changes in Working Capital has been created from
various financial reports and statements created from QuickBooks Enterprise Solutions 9.0, the
Watermaster accounting system. The Combining Schedule provided balances to the supporting
documentation in the Watermaster accounting system as presented.

Actions:

July 14, 2011 Appropriative Pool —
July 14, 2011 Non-Agricultural Pool —
July 14, 2011 Agricultural Pool —
July 21, 2011 Advisory Committee —
July 28, 2011 Watermaster Board —
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CHINO BASIN WATERMASTER

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

DESI ALVAREZ, PE
Chief Executive Officer

STAFF REPORT

DATE: CJuly 14, 2011
TO: Committee Members

SUBJECT: Treasurer’s Report of Financial Affairs for the Period May 1, 2011 through May 31,
2011 - Financial Report B4

SUMMARY

Issue — Record of increases or decreases in the cash position, assets and liabilities of
Watermaster for the Period of May 1, 2011 through May 31, 2011.

Recommendation — Staff recommends the Treasurer's Report of Financial Affairs for the Period
May 1, 2011 through May 31, 2011 be received and filed as presented.

Fiscal Impact — Funds disbursed were included in the FY 2010-2011 Watermaster Budget.

BACKGROUND

A Treasurer's Report of Financial Affairs for the Period May 1, 2011 through May 31, 2011 is provided to
keep all members apprised of the total cash in banks (Bank of America and LAIF) and on hand at the
Watermaster office (petty cash) at the end of the period stated. The Treasurer's Report details the change
(increase or decrease) in the overall cash position of Watermaster, as well as the changes (increase or
decrease) to the assets and liabilities section of the balance sheet. The report also provides a detailed
listing of all deposits and/or withdrawals in the California State Treasurer's Local Agency Investment Fund
(LAIF), the most current effective yield as of the last quarter, and the ending balance in LAIF as of the
reporting date.

DISCUSSION

The Treasurers Report of Financial Affairs has been created from various financial reports and
statements created from QuickBooks Enterprise Solutions 9.0, the Watermaster accounting system. The
Treasurer's Report provided, balances to the supporting documentation in the Watermaster accounting
system, as well as the supporiing bank statements.

Actions:

July 14, 2011 Appropriative Pool —
July 14, 2011 Non-Agricultural Pool —
July 14, 2011 Agricultural Pool —
July 21, 2011 Advisory Committee —
July 28, 2011 Watermaster Board —
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CHINO BASIN WATERMASTER

9641 San Bemardino Road, Rancho Cucamonga, Ca 91730
Tel: 809.484.3888 Fax: 909.484.3890 www.cbwm.org

DESI ALVAREZ, PE
Chief Executive Officer

STAFF REPORT

DATE: July 14, 2011
TO: Committee Members

SUBJECT: Budget vs. Actual Report for the Period July 1, 2010 through May 31, 2011 -
Financial Report - B5

SUMMARY

Issue — Record of revenues and expenses of Watermaster for the Period of July 1, 2010 through
May 31, 2011.

Recommendation — Staff recommends the Budget vs. Actual Report for the Period July 1, 2010
through May 31, 2011 be received and filed as presented.

Fiscal Impact — Funds disbursed were included in the FY 2010-2011 Watermaster Budget.

BACKGROUND

A Budget vs. Actual Report for the period July 1, 2010 through May 31, 2011 is provided to keep all
members apprised of the total revenues and expenses for the current fiscal year. The expense section is
categorized into four distinct sections. Those sections are: General and Administrative Expenses;
Optimal Basin Management Program Expenses; Project Expenses; and Other Income/Expenses.

DISCUSSION

The Budget vs. Actual report has been created from QuickBooks Enterprise Solutions 9.0, the
- Watermaster accounting system. The Budget vs. Actual report provided, balances to the supporting
documentation in the Watermaster accounting system, as well as the supporting bank statements.

There were no budget transfers for the month of May 2011.

Year-To-Date (YTD) for the eleven month period ending May 31, 2011 of the fiscal year, all categories
were at or below the projected budget, including category 6900 (Optimum Basin Mgmt Plan).

The overall Watermaster payroll expenses continue to be under budget as a direct result of cost savings
of the CEO’s salary during the months of March and April. If you recall, Ken Manning departed as CEO
on February 28, 2011 and Desi Alvarez started as CEO on May 3, 2011. When taking into account the
year end vacation, sick and comp time accrual adjustments to actual, it is still projected that the
Administrative payroll expense category (6010 - Salary Costs) will be under the budgeted amount of
$492 544 at fiscal year end June 30, 2011.
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Within the category 6900 (Optimum Basin Mgmt Plan) are the Watermaster's legal expenses. Within the
legal expense category, some individual line item activities were above the budget ($106,278) while the
majority of line item activities were below the budget ($155,547). Above the budget line items were the
Paragraph 31 Motion activities of $63,754, the ongoing Desalter Negotiations of $29,525 and the South
Archibald Plume (formerly known as the Ontario Airport Plume) of $12,999. The individual legal
projects/activities that were below budget for the Y-T-D period were the Peace Il (341,815), the Santa
Ana River Water Rights Application of ($6,409), Water Auction ($35,483), Regional Water Quality Control
Board of ($10,159), Recharge Master Plan ($28,248), the Santa Ana River Critical Habitat of ($3,008), the
Chino Airport Plume of ($2,257) and General Administrative Legal Costs (Pool, Advisory and Board
meetings) of ($28,170). For the eleven month period, the cumulative Y-T-D budget was $699,500 and
actual legal expenses totaled $650,231 which resulted in an (Under) budget variance of ($49,269) or
7.0%. The budgeted Y-T-D amount of $699,500 includes the entire legal contingency amount of
$145,000 which was processed in April's budget transfer.

_ Jul "10 - May 11 Budget $ Over Budget % of Budget
6900 - Optimum Basin Mgmt Plan _
6301 - W1 Staff Salaries 176,663.96 189,401 .67 -12.737.71 93.28%
6303 - OBMP SAWPA Group 25.778.00 25778.00 0.00 100.0%
6906 - OBIAP Engineering Services
6306.1 - OBMP - Watermaster llodel Update 78.410.00 90,000.00 -11,590.00 87.12%
6906 - OBMP Engineering Services - Other 289,993.53 313,141.33 -23.147 80 92 61%
Total 6306 - OBMP Engineering Services " 36840353 40314133 -34.737 80 91.38%
6307 - OBMP Legal Fees
6907.3 - W Legal Counsel , _ , _
6807.30 - Peace Il - CEQA 4,018.00 45.833.34 -41,815.34 8.77%
6907.31 - S. Archibald Plume-Formerly OIA 26,748.65 13,750.00 12,998.65 194 54%
6307.32 - Chino Airport Plume 60,492.72 62,750.00 -2.257.28 96.4%
6907.33 - Desalter Negotiations 174,524 66 145,000.00 29,524.66 120.36%.
6907.34 - Santa Ana River Water Rights 16,507.32 22,916.67 -6,409.35 72.03%
6907.35 - Paragraph 31 Motion 138,754 47 75,000.00 63,754 47 185.01%
6807.36 - Santa Ana River Habitat 14,994 31 18,000.00 -3,005.69 83.3%
6907.37 - Water Auction 1.183.50 36,666.66 -35,483.16 3.23%
6907.38 - Reg. Water Quality Cntrl Board 3,591.00 13,750.00 -10,159.00 26.12%
6907.39 - Recharge Master Plan 8,419.27 36,666.67 -28.247 40 22 98%
6907.3 - WM Legal Counsel - Other 200,997.07 229,166.66 -28,169.59 87.71%
Total 6907.3 - W Legal Counsel 650.230.97 699,500.00 -19,269.03 92.96%
Total 6507 - OBIMP Legal Fees 650,230.97 699.500.00 -49,269.03 92 96%
6309 - OBMP Other Expenses
6909.1 - OBHP Neetings 1.681.23 0.00 1,681.23 100.0%
6309.4 - Printing 1,692.00 0.00 1,692.00 100.0%
6909.5 - Ad Hoc Litigation Commitiee 21.58 0.00 2158 100.0%
6309 - OBLIP Other Expenses - Other 101,476.97 102,800.00 -1,323.03 93.?1%
Total 6909 - OBMP Other Expenses 104,871.78 102,800.00 2,071.78 102.02%
Total 6900 - Optimum Basin [lgmt Plan 1,325,948 .24 1,420.621.00 94 67276 93.34%

With the exceptions previously noted, there were no other unusual or significant transactions or events
during the month of May. Looking ahead, the month of June should provide similar financial results with
the categories being at or below budget.
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Actions:

July 14, 2011 Appropriative Pool -
July 14, 2011 Non-Agricultural Pool —
July 14, 2011 Agricultural Pool —
July 21, 2011 Advisory Committee —
July 28, 2011 Watermaster Board —
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CHINO BASIN WATERMASTER

|. CONSENT CALENDAR (App & Ag Pool)
C. WATER TRANSACTIONS

1. Consider Approval for Notice of Sale or Transfer — Fontana Water
Company (“Company”) has agreed to purchase from The Nicholson Trust
annual production right in the amount of 7.000 acre-feet to satisfy a portion
of the Company’s anticipated Chino Basin replenishment obligation for
Fiscal Year 2010/2011. Date of Application: June 21, 2011, Date of Notice:
July 7, 2011

|. BUSINESS ITEM (Non-Ag Pool)

C. WATER TRANSACTIONS

1. Consider Approval for Notice of Sale or Transfer — Fontana Water
Company (“Company”) has agreed to purchase from The Nicholson Trust
annual production right in the amount of 7.000 acre-feet to satisfy a portion
of the Company’s anticipated Chino Basin replenishment obligation for
Fiscal Year 2010/2011. Date of Application: June 21, 2011, Date of Notice:
July 7, 2011




CHINO BASIN WATERM

OF

APPLICATION(S)

RECEIVED FOR

WATER TRA

NSACTIONS — ACTIVITIES

Date of Notice:
July 7, 2011

This notice is to advise interested persons that the attached application(s) will come
before the Watermaster Board on or after 30 days from the date of this notice.
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NOTICE OF APPLICATION(S) RECEIVED

Date of Application:  June 21, 2011 Date of this notice:  July 7, 2011
Please take notice that the following Application has been received by Watermaster:

A. Notice of Sale or Transfer — Fontana Water Company (“Company™) has agreed
to purchase from The Nicholson Trust annual production right in the amount of
7.000 acre-feet to satisfy a portion of the Company’s anticipated Chino Basin
replenishment obligation for Fiscal Year 2010/2011.

This Application will first be considered by each of the respective pool committees on
the following dates:

Appropriative Pool: July 14, 2011
Non-Agricultural Pool: July 14, 2011
Agricultural Pool: - July 14, 2011

- This Application will be scheduled for consideration by the Advisory Committee xo

earlier than thirty days from the date of this notice and a minimum of tweniy-one
calendar days after the last pool committee reviews it.

After consideration by the Advisory Committee, the Application will be considered by
the Board.

Unless the Application is amended, parties to the Judgment may file Confests to the
Application with Watcrmaster within sever calendar days of when the last pool
committee considers it. Any Confest must be in writing and state the basis of the
Contest.

Watermaster address;
Chino Basin Watermaster Tel: (909) 484-3888

9641 San Bernardino Road Fax: (909) 484-3890
Rancho Cucamonga, CA 91730
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CHINO BASIN WATERM

NOTICE
OF
TRANSFER OF WATER

Notification Dated: July 7, 2011

A party to the Judgment has submitted a proposed transfer of water for Watermaster
approval. Unless contrary evidence is presented to Watermaster that overcomes the
rebuttable presumption provided in Section 5.3(b)(iii) of the Peace Agreement,
Watermaster must find that there is “no material physical injury” and approve the
transfer. Watermaster staff is not aware of any evidence to suggest that this transfer
would cause material physical injury and hereby provides this notice to advise
inferested persons that this transfer will come before the Watermaster Board on or after
30 days from the date of this notice. The attached staff report will be included in the

meeting package at the time the transfer begins the Watermaster process (comes
before Watermaster).
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CHINO BASIN WATERMASTER

9641 San Bermnardino Road, Rancho Cucamonga, Ca 91730
Tel: (909) 484.3888 Fax: (909) 484-3890 www.chwm.org

KENNETH R. MANNING
CHIEF EXECUTIVE OFFICER

DATE: July 7, 2011
TO: Watermaster Interested Parties

SUBJECT: Summary and Analysis of Application for Water Transaction

Summary —

There does not appear to be a potential material physical injury to a party or to the basin from the proposed
transaction as presented.

Issue —

e Notice of Sale or Transfer — Fontana Water Company (“Company”) has agreed to purchase from
The Nicholson Trust annual production right in the amount of 7.000 acre-feet to satisfy a portion
of the Company’s anticipated Chino Basin replenishment obligation for Fiscal Year 2010/2011.

Recommendation -

1. Continue monitoring as planned in the Optimum Basin Management Program.

2. Use all new or revised information when analyzing the hydrologic balance and report
to Watermaster if a potential for material physical injury is discovered, and

3. Approve the transaction as presented.

Fiscal Impact —
[ 1 None
[X] Reduces assessments under the 85/15 rule
[ ] Reduce desalter replenishment costs

Background

The Court approved the Peace Agreement, the Implementation Plan and the goals and objectives
identified in the OBMP Phase | Report on July 13, 2000, and ordered Watermaster to proceed in a
manner consistent with the Peace Agreement. Under the Peace Agreement, Watermaster approval is

required for applications to store, recapture, recharge or transfer water, as well as for applications for
credits or reimbursements and storage and recovery programs.

Where there is no material physical injury, Watermaster must approve the transaction. Where the request
for Watermaster approval is submitted by a party to the Judgment, there is a rebuitable presumption that
most of the transactions do not result in Material Physical Injury to a party to the Judgment or the Basin
(Storage and Recovery Programs do not have this presumption).

The following application for water transaction is attached with the notice of application.
» [Fontana Water Company (“Company”) has agreed to purchase from The Nicholson Trust annual

production right in the amount of 7.000 acre-feet to satisfy a portion of the Company’s
anticipated Chino Basin replenishment obligation for Fiscal Year 2010/2011.
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Water Transaction Summary & Analysis 710711

Notice of the water transaction identified above was mailed on July 7, 2011 along with the materials
submitted by the requestors.

DISCUSSION

Water transactions occur each year and are included as production by the respective entity (if produced)
in any relevant analyses conducted by Wildermuth Environmental pursuant to the Peace Agreement and
the Rules & Regulations. There is no indication additional analysis regarding this transaction is
necessary at this time. As part of the OBMP Implementation Plan, continued measurement of water
levels and the installation of extensometers are planned. Based on no real change in the available data,

we cannot conclude that the proposed water fransaction will cause material physical injury to a party or fo
the Basin. '
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Consolidated Forms 3,4 & 5

CONSOLIDATED WATER TRANSFER FORMS:
FORM 3: APPLICATION FOR SALE OR TRANSFER OF RIGHT TO PRODUCE WATER FROM STORAGE
FORM 4: APPLICATION OR AMENDMENT TO APPLICATION TO RECAPTURE WATER IN STORAGE
FORM 5: APPLICATION TO TRANSFER ANNUAL PRODUCTION RIGHT OR SAFE YIELD

FISCAL YEAR 2010 - 2011

DATE REQUESTED: June 21, 2011

AMOUNT REQUESTED: 7.000 Acre-Feet

TRANSFER FROM (SELLER / TRANSFEROR):

The Nicholson Trust
Name of Party

Post Office Box 6010
Street Address

Ei Monte CA 81734
City State Zip Code

(626) 443-6183

Telephone

{626) 448-5530

Facsimile

TRANSFER TO (BUYER / TRANSFEREE):

Fontana Water Company
Name of Party

Post Office Box 987
Street Address

Fontana CA 92334
City State Zip Code

(209) 822-2201

Telephone

(909) 823-5046

Facsimile

Have any other transfers been approved by Watermaster

between these parties covering the same fiscal year?

Yes O No

PURPOSE OF TRANSFER:
O Pump when other sources of supply are curtailed
Pump to meet current or future demand over and above produciion right
O Pump as necessary to stabilize future assessment amounts
a Other, explain

WATER IS TO BE TRANSFERRED FROM:

Storage

oo R

Cther, explain

Annual Production Right (Appropriative Pool} or Operating Safe Yield (Non-Agricultural Pool)

Annual Production Right / Operating Safe Yield first, then any additional from Storage

WATER IS TO BE TRANSFERRED TO:

Annual Production Right / Operating Safe Yield (common)

4 Storage (rare)
O Other, explain

July 2009
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Consolidated Forms 3, 4 & 5 cont.

IS THE 85/15 RULE EXPECTED TO APPLY? (If yes, all answers below must be “yes.”) Yes No 3
Is the Buyer an 85/15 Party? Yes No O
Is the purpose of the transfer to meet a current demand over and above production right? Yes No O3
Is the water being placed into the Buyer's Annual Account? Yes No

IF WATER IS TO BE TRANSFERRED FROM STORAGE:

Varies 2010-2011
Projected Rate of Recapture Projected Duration of Recapture

METHOD OF RECAPTURE (e.g. pumping, exchange, efc.):
Pumping
PLACE OF USE OF WATER TO BE RECAPTURED:

Chino Basin Management Zotie 3

LOCATION OF RECAPTURE FACILITIES (IF DIFFERENT FROM REGULAR PRODUCTION FACILITIES):

N/A

WATER QUALITY AND WATER LEVELS
Are the Parties aware of any water quality issues that exist in the area? Yes No O

If yes, please explain:
Of the wells routinely pumped, perchlorate levels range from non detect to 2.9 ppb and nitiate levels range
from 6.6 ppm to 32.0 ppm.

What are the existing water levels in the areas that are likely to be affected?

Static Water Levels ranging from 324 feet bgs to 665 feet bgs

MATERIAL PHYSICAL INJURY

Are any of the recapture wells located within Management Zone 1? Yes No

Is the Applicant aware of any potential Material Physical Injury to a party to the Judgment or the Basin that may be
caused by the action covered by the application? Yes {1 No

If yes, what are the proposed mitigation measures, if any, that might reasonably be imposed to ensure that the
action does not result in Material Physical Injury to a party to the Judgment or the Basin?

July 2009
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Consolidated Forms 3. 4 & 5 cont.

SAID TRANSFER SHALL BE CONDITIONED UPON:

(1) Transferee shall exercise said right on behalf of Transferor under the terms of the Judgment, the Peace
Agreement, the Peace Il Agreement, and the Management Zone 1 Subsidence Management Plan for the
period described above. The first water produced in any year shall be that produced pursuant to carry-over
rights defined in the Judgment. After production of its carry-over rights, if any, the next (or first if no carry-over
rights) water produced by Transferee from the Chino Basin shall be that produced hereunder.

Transferee shall put all waters utilized pursuant to said Transfer to reasonable beneficial use.

S

Transferee shall pay all Watermaster assessments on account of the water production hereby Transferred.

E

Any Transferee not already a party must Intervene and become a party to the Judgment.

ADDITIONAL INFORMATION ATTACHED

Seller / Transferor Representative SighAtl

Buyer / Transferee Representative Signature
\

Robert H. Nicholson, Jr., Trustee Robert K. Young, General Manager
Seller / Transferor Representative Name (Printed) Buyer / Transferee Representative Name (Printed)

TO BE COMPLETED BY WATERMASTER STAFF:

DATE OF WATERMASTER NOTICE:

DATE OF APPROVAL FROM APPROPRIATIVE POOL:

DATE OF APPROVAL FROM NON-AGRICULTURAL POOL:

DATE OF APPROVAL FROM AGRICULTURAL POOL:

HEARING DATE, IF ANY:

DATE OF ADVISORY COMMITTEE APPROVAL:

DATE OF BOARD APPROVAL:

July 2009
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CHINO BASIN WATERMASTER

Il. BUSINESS ITEM (App & Ag Pool)

A. ACQUISITION OF RIGHT OF ENTRY
AGREEMENT FOR HORIZONTAL
EXTENSOMETER

l. BUSINESS ITEM (Non-Ag Pool)

D. ACQUISITION OF RIGHT OF
ENTRY AGREEMENT FOR
HORIZONTAL EXTENSOMETER




CHINO BASIN WATERMASTER

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

DESI ALVAREZ
Chief Executive Officer

STAFF REPORT

DATE: July 14, 2011
TO: Committee Members

SUBJECT: RIGHT OF ENTRY AGREEMENT FOR HORIZONTAL EXTENSOMETER

SUMMARY

Issue — A Horizontal Extensometer facility is planned for construction in August 2011 on private property
in the City of Chino. A Right of Entry Agreement between Watermaster and the property owner is needed
so that Watermaster (1) can enter the property to install and periodically maintain/inspect the facility and
(2) has assurance that the facility will remain in place for at least 21 months.

Recommendation — Approve the Right of Entry Agreement.

Financial Impact — Watermaster's pays $1,000 to the property owner to offset any legal fees the
property owner incurs for review and acceptance of the Right of Entry Agreement.

BACKGROUND

The MZ1 Subsidence Management Plan (MZ1 Plan) was developed by the MZ1 Technical Committee
(now the Land Subsidence Committee) and approved by Watermaster in October 2007. The purpose of
the MZ1 Plan is to reduce or abate future land subsidence and ground fissuring in MZ1—specifically in an
area of the City of Chino that experienced land subsidence and ground fissuring in the early 1990s. In
November 2007, the Court approved the MZ1 Plan and ordered its implementation.
The MZ-1 Plan calls for Watermaster to perform and/or support certain activities, including:

« Monitoring of horizontal strain across the historical fissure zone.

s Conducting additional testing and monitoring to refine the Guidance Criteria.

« Developing alternative pumping plans for the MZ-1 producers that are impacted by the MZ-1
Plan.

» Conducting an ASR (aquifer injection and recovery) feasibility study at a production well
owned by the City of Chino Hills.
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Right of Entry Agreement for Horizontal Extensometer July 14, 2011

The Land Subsidence Committee has developed a plan to install a monitoring facility (Horizontal
Extensometer) across the historical fissure zone. The purpose of the Horizontal Extensometer will be to
record horizontal movement across the fissure zone as groundwater levels change in the area because of
pumping and recharge. Controlied aquifer tests are planned for 2011-13 which include pumping and
deep-aquifer injection. The hope of the Land Subsidence Committee is that the data derived from the
Horizontal Extensometer during the aquifer tests helps to refine the existing Guidance Criteria in the MZ1
Plan, and assists the MZ1 producers that are impacted by the MZ1 Plan to develop alternative
pumping/injection plans that will not cause land subsidence and ground fissuring in the future. To the
extent that the Land Subsidence Committee deems the Horizontal Extensometer useful and valuable, it
may recommend to Watermaster a long-term monitoring mission for this facility, movement of the facility
to a different location (if necessary), or installation of a similar facility(ies) elsewhere (if needed).

The Land Subsidence Committee has selected a preferred site for the Horizontal Extensometer on private
property in the City of Chino. A Right-of-Entry Agreement between Watermaster and the property owner
has been reached so that Watermaster can access the property to install, maintain, and inspect the
Horizontal Extensometer. The Right-of-Entry Agreement is aftached for review and approval by
Watermaster. The property owner has already agreed to the terms. Watermaster's payment of $1,000 to
the property owner is intended to offset any legal fees that the property owner may incur due to review
and acceptance of this Right-of-Entry Agreement.

The term of the agreement is 21 months — this is the minimum period required to accomplish the
monitoring of the fissure zone during the controlled aguifer tests that are planned for 2011-13. The
property owner has been cooperative, but is unwilling to commit to more than 21 months at this time. By
executing this agreement, Watermaster assumes the risk that the property owner may ask Watermaster
fo remove the facility at the conclusion of the 21-month term. But, as stated above, at that time
Watermaster will have the criteria to decide on whether to remove and discontinue monitoring, or find a
different location to re-install the facility. The agreement also allows Watermaster to request an extension
of the agreement with the property owner (or any subsequent property owner).

ACTIONS:

July 14, 2011 Appropriative Pool —
July 14, 2011 Non-Agricultural Pool —
July 14, 2011 Agricultural Pool —
July 21, 2011 Advisory Committee —
July 28, 2011 Watermaster Board -
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RIGHT OF ENTRY AGREEMENT

THIS RIGHT OF ENTRY AGREEMENT ("Agreement”) is made as of the day of July
2011 by and among Jim Farrand (“Landowner”) and Chino Basin Watermaster (“Watermaster”)
(collectively, the “Parties™).

A. Landowner owns certain undeveloped real property located at 5500 Daniels
Street, Chino, California, 91710 (“Property™).

B. Landowner desires to allow Watermaster to enter and use a portion of the
Property to install, maintain and inspect horizontal extensometer facilities, including protective
crash posts that will be visible above ground while the property remains undeveloped
(“Monitoring Facilities™).

C. Watermaster desires to use a portion of the Property to install, maintain and
inspect the Monitoring Facilities.

AGREEMENT

1. Right of Entry. By this Agreement, Landowner grants to Watermaster a right of entry
(“Right of Entry”) for the installation, maintenance and inspection of Monitoring Facilities
on the Property.

2. Location of Right of Entry. The Right of Entry will cover the area within 20 feet of the
northern boundary of the Property and within 200 feet of the western boundary of the
Property, as depicted in Exhibit A attached to this Agreement (“Right of Entry Area”). The
Right of Entry Area is within a setback zone that the City of Chino will potentially require to
remain undeveloped in the event the Property is developed in the future.

3. Consideration. In exchange for receiving the Right of Entry, Watermaster agrees to pay
Landowner the sum of one thousand dollars ($1,000), the receipt and sufficiency of which is
acknowledged by Landowner’s signature on this Agreement.

4. Term. This Agreement shall be effective for 21 months beginning August 1, 2011. The
duration of the Agreement may be extended by written agreement signed by Landowner and
Watermaster. :

5. Landowner Obligations. Landowner further agrees:

a. Landowner will use its best efforts to refrain from disturbing the Monitoring
Facilities in the use of the Property for his own purposes.

b. Any future landscaping or pavement installed by Landowner will not interfere
with Watermaster’s exercise of its rights under this Agreement, including its ability to install,
maintain or inspect the Monitoring Facilities in the Right of Entry Area.

008350\0001\584947.1
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C. Landowner agrees to fully disclose the existence of the Monitoring Facilities, and
all his obligations under this Agreement, to any future purchaser of the Property.

6. Watermaster Obligations. Watermaster further agrees:

a. Watermaster and its agents or representatives will lock all gates while on and
upon leaving the Property in order to protect the Property from the acts of third parties.

b. Watermaster will remove Monitoring Facilities if they are no longer in use and
will thereafter restore the Property to its original condition or a condition equivalent to that
which existed before installation of the Monitoring Facilities.

C. Watermaster will construct the Monitoring Facilities below ground, except that
protective crash posts will be installed above ground around the perimeter of the Monitoring
Facilities during the time that the Property remains undeveloped.

7. Successors and Assigns. This Agreement shall be binding upon and benefit any successors
or assigns of the Parties, including any future purchasers of the Property.

8. Inmcorporation of Exhibit. The exhibit attached to this Agreement is incorporated by this
reference.

9. Counterparts. This Agreement may be signed in counterparts, each of which shall be
deemed to be an original Agreement and which taken together shall constitute one
agreement.

Dated: July , 2011

Desi Alvarez, Chino Basin Watermaster

AP

Farrand

EXHIBIT:

A — Proposed Location of the Horizontal Extensometer

008B350\00011584947.1
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. /1IV. INFORMATION

1.  Cash Disbursements for June 2011
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Bloomberg

Orszag: Why We Care About Price of Water in China

[3v Peter Orszag - Jul 6, 2011

An American trucker barreling down Interstate 95 bemoaning the high price of diesel fuel might never imagine that
one of the things driving up his bill is the way water in China is being mispriced. But the truth is, water shortages are
indirectly causing increased use of diesel generators for electricity in China, and that, in turn, is helping raise diesel
prices in the U.S.

Smarter pricing could help China -- and the rest of the world -- avoid further problems allocating water resources,
and mitigate some of the side effects.

Coal plants generate most of China’s electricity. Hydropower is the second-biggest source. Water is clearly essential
for hydropower, but a lot of it is needed for coal power, too -- to mine the raw material, to process it and then to cool
the power plants that burn it. In 2010, coal-fired electricity in China used more than 30 trillion gallons (114 trillion
liters) of water, or about 20 percent of the country’s total consumption. And over the coming decade, roughly 40
percent of the nation’s increase in water demand will be associated with coal power, China’s Ministry of Water
Resources says.

This development is exacerbating an already severe shortage in China. The country accounts for about 15 percent of

the world’s consumption of fresh water. Yet its supplies are limited, and pollution is a significant hazard.

According to the World Bank, the amount of water per capita in China is only one-quarter of the global average.

Furthermore, about 80 percent of the total supply is south of the Yangtze River, while only about half the Chinese
population lives there. So the north is chronically short. The North China plain, which encompasses both Shanghai

and Beijing, contains more than 40 percent of the national population, but less than 15 percent of the water. In this

region, the per-capita amount is only about one-quarter the level considered the minimum for people to live on.
Pollution Hurts

Widespread pollution exacerbates the situation. About go percent of the aquifers underneath major cities in China

are polluted. More than 300 million Chinese lack access to safe drinking water, according to the World Bank.

In addition to these challenges, there is a severe drought this year, which is the worst in half a century, according to
some estimates. Rainfall is 40 percent to 60 percent lower than normal, which means less power from hydroelectric
dams and too little water to support some coal-fired plants. The Chinese have, therefore, had to lean more heavily

on diesel generators to help power the electricity grid. That, in turn, has led officials to ban exports of diesel fuel.
And that raises costs for the trucker on I-95.

P19 ; i g
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So what can be done? Broadly, three things.

The first is to reduce China’s water pollution and, globally, address the threat of climate change. Some scientists say

climate change is already increasing the pressure on China’s water supply by disrupting normal patterns of rain- and
snowtall.

The second is to increase the supply of usable water in the places in China that lack it, through desalination and by
redirecting water from south to north. In the Tianjin-Binhai development zone, on the western shore of the Bohai
Sea, China has built a 12 billion-yuan ($1.9 billion) desalination plant, using the latest Israeli technology. In
addition, the nation is embarking on the world’s largest water-diversion project, to re-route part of the Yangtze

along three channels to the north.
Raise the Price

But what is perhaps most promising is the third solution: better pricing of existing water resources. Water is Earth’s
most valuable commodity, and yet in most countries it is given away free -- as if it had no value at all.

In Oman, a Middle Eastern desert country where water is scarce, it is understood to be more valuable. There,
farmers trade water rights. As Peter Brabeck-Letmathe, the chairman of Nestle SA, has pointed out, farmers are in
the best possible position to know water’s value. Pricing it through tradable rights or other mechanisms “is an

extremely strong incentive to use water efficiently,” Brabeck-Letmathe said in an interview with the McKinsey

Quarterly.

The academic literature bears out his point. In a July 2007 study, Sheila Olmstead of Yale University and Robert

Stavins ofHarvard University concluded that using prices to manage waterdemand was more cost-effective than
conservation programs not linked to price, such as restrictions on watering the lawn and subsidies for low-flow
faucets.

Yet many critics of higher prices for water say low- and moderate-income households will be unfairly affected. So
the most promising way to price water -- in China as well as in the U.S. and elsewhere -- would be to provide, at no
cost, a base amount per day for normal activities, such as cooking and cleaning, and then charge for water used

above that threshold at rates that rise with the increased amount consumed.

The Chinese people are willing to pay more for water, theWorld Bank reports, “as long as the quality of the service is
good and the tariff level acceptable.” And yet prices in China are still much too low to ensure that the water is used
efficiently enough to sustain the supply. Higher prices would persuade people to both reduce waste and improve the
allocation of water across all its possible uses (including in the energy sector). It would also encourage more

investment in desalination and other measures to increase supply.

If China moved more aggressively to price water in a manner that reflected demand and supply, it could teach the

U.S. a lesson in using market economics to address environmental issues. As a colleague of mine at Citigroup Inc.,

P
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the analyst Deane Dray, has written, “water has never been priced efficiently.” In the U.S., water is generally heavily
subsidized, and prices aren’t adequately linked to usage levels.

Just as we need to price carbon in order to avoid a climate crisis, we need to price water to avoid a water crisis.

Market forces can work wonders for the environment, but only if we have the political courage to create them.

(Peter Orszag, vice chairman of global banking at Citigroup and a former director of the Office of Management and

Budget in the Obama administration, is a Bloomberg View columnist. The opinions expressed are his own.)

For more Bloomberg View columns.

To contact the author of this column: Peter Orszag at orszagbloomberg@gmail.com

To contact the editor responsible for this column: Mary Duenwald mduenwald@bloomberg.net

®2011 BLOOMBERG L.P. ALL RIGHTS RESERVED.
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INLAND: Water conservation outpacing gro
study finds

10:00 PM PDT on Thursday, June 23, 2011

By JANET ZIMMERMAN
The Press-Enterprise

Seventeen of the 26 Southern California water agencies served by Metrop
District used less Colorado River water in 2008 than in 1990, despite popt

None of the Inland districts served by the wholesaler were among them, wt
water officials blame on explosive population growth.

The information was included in a report released Thursday by the Oakland
Pacific Institute, a nonpartisan research institute that looked at 100 cities ar
agencies from the seven states that depend on the Colorado River, plus

Special to The Press-Enterprise
Water from the Metropolitan Water District's Colorado
River Aqueduct is released into the Whitewater River as
it makes its way to the groundwater replenishment
facility near Windy Point.

While the population of the Colorado River basin grew by about 10 million
those 18 years, water deliveries increased by only 600,000 acre-feet, less t

would have been expected had per-capita deliveries remalned constant, au
Cohen said.

One acre-foot of water serves two families for a year.

hitp://www.pe.com/localnews/ stories/PEiNewsiL%%z%ﬁDﬁrivemse%l.3fcf2aa.html 6/24/2011
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In Southern California, deliveries dropped 4 percent between 1990 and 20
population growth of 3.6 million people among the 26 water districts supplie
Metropolitan. Much of that decrease was a result of conservation measures

aggressive public education campaigns and tiered rates that penalize heav
Cohen said.

Other factors were the recession, climate and drought restrictions.

Some areas grew by more than 600 percent over the period, and many of t
cities doubled in population, he noted.

Among the three Inland municipal water districts -- Eastern in Perris, Weste
Riverside and Inland Empire Utilities Agency in Chino -- water deliveries in
during that period. They also increased among districts in the Coachella Va

Eastern spokesman Peter Odencrans said the area's rapid growth during rr
study period could have played a role in the increase.

He also said per-capita use in arid regions such as this will always be highe
coastal cities.

However, per-capita water use has declined, Odencrans and other officials
shows we're going in the right direction," he said.

Eastern has increased local water supply, rather than relying on imports fro
Colorado River and Sacramento-San Joaquin Delta.

John Rossi, general manager at Western, said population growth has outst
customers' conservation efforts.

The district is responding by moving to tiered rates based on individualized
budgets, he said.

"We're looking at twice the amount of Metropolitan water by 2025 than we t
growth projections are built out," Rossi said. "That's why we're being so ag
the water budget rates. We have to get the use down."

Reach Janet Zimmerman at 951-368-9586 or jzimmerman@PE.com

http://www.pe.com/localnews/ st0ries/PE_News_foscgl_D_riverus624.3fcf2aa.html 6/24/2011
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Water surplus generates
steep discount for city
agencies

Mediha Fejzagic DiMartino, Staff Writer

Posted: 06/19/2011 09:06:57 PM PDT

When it rains, it pours.

Now that California's drought is officially over,
area cities are scrambling to find the money to
buy part of 225,000 acre-feet of water
unexpectedly up for sale by the Metropolitan
Water District.

And this excess water is being offered to local
agencies, including one that serves Fontana, at
an 80 percent discount.

"Everyone was unaware that there is going to be
that much water available as extra from what
was allocated in the past, so no city, no agency
had any money budgeted to pay for it," said Bill
Kruger, a Chino Hills councilman.

But no one will stay thirsty.

The Chino Basin Watermaster board - which
oversees the massive underground water
reservoir stretching from Pomona to Fontana and
from the mountains to the Santa Ana River - is
locking into ways to help its cash-strapped
agencies buy 50,000 acre-feet of the water. An
acre-foot, 325,851 gallons, is enough water to
supply two typical households for a year.

The watermaster's staff report about the excess
water said that buying it now will save the
agencies from $852,500 to $4.47million by 2013,

As ane of the financing options, the watermaster

has tapped the Chino-based Inland Empire
Utilities Agency, which serves Fontana, to foot

http://www.sbsun.com/news/ci_18312678

the $21 million bill.

"(It's) a significant amount," said Thomas Love,
the |IEUA's general manager.

"Our board (of directors) is considering either
dipping into its reserve funds or to

issue a debt. Footing the bill is not exactly what
will happen. We would pay for water as it's
delivered and then sell it back to municipalities
over the next three years, to give them time to
budget for it. We have already started taking the
delivery as it takes several months to store it."

Not only is the extra water available, but at $409
per acre-foot, it's relatively cheap.

“It's one of those opportunities that it would be
almost criminal not to take advantage of it," said
Desi Alvarez, the watermaster's chief executive
officer. "$409 is very good. It's the best price
we'll see for a long time. If you asked me two
years ago I'd say we'll never see it."

The MWD charges local agencies for its imported
water on a multi-level price scale. Next year, for
example, imported water will cost between $442
and $686 per acre-foot.

In fiscal year 2012-13 the watermaster expects
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to purchase roughly 25,000 acre-feet of
replenishment water for its operations at an
estimated cost of $10.5 million.

"The availability of replenishment water provides

Chino Basin with a singular opportunity to

purchase water at a significant cost savings,"
read the watermaster's staff 