MINUTES OF THE
SPECIAL MEETING OF THE BOARD OF DIRECTORS
OTAY WATER DISTRICT
March 19, 2012

1. The meeting was called to order by Vice President Gonzalez at 3:20 p.m.
2. ROLL CALL

Directors Present: Bonilla, Croucher, Gonzalez, Robak, and Lopez (arrived at 3:21
p.m.)

Staff Present: General Manager Mark Watton, Assistant General Manager
German Alvarez, General Counsel Daniel Shinoff, Chief of
Information Technology Geoff Stevens, Chief Financial Officer
Joe Beachem, Chief of Engineering Rod Posada, Chief of
Operations Pedro Porras, Chief of Administration Rom Sarno,
District Secretary Susan Cruz and others per attached list.

3. PLEDGE OF ALLEGIANCE
4. APPROVAL OF AGENDA

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

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

to approve the agenda.

5. PUBLIC PARTICIPATION — OPPORTUNITY FOR MEMBERS OF THE PUBLIC TO
SPEAK TO THE BOARD ON ANY SUBJECT MATTER WITHIN THE BOARD'S
JURISDICTION BUT NOT AN ITEM ON TODAY'S AGENDA
No one wished to be heard.

ACTION ITEMS

6. BOARD



a) RECEIVE NOMINATIONS AND APPOINT A MEMBER AND ALTERNATE
MEMBER TO THE CITY OF CHULA VISTA REDEVELOPMENT AGENCY'S
OVERSIGHT BOARD

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

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

to nominate and appoint Director David Gonzalez to the City of Chula Vista
Redevelopment Agency’s Oversight Board.

Director Croucher nominated Director Bonilla as the Alternate Member to the City of
Chula Vista Redevelopment Agency’s Oversight Board.

Director Bonilla respectfully declined the nomination and recommended that Director
Gonzalez have the ability to select an Alternate member to the City of Chula Vista
Redevelopment Agency’s Oversight Board.

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

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

to appoint Director Gonzalez as the Primary Board Representative to the City of Chula
Vista Redevelopment Agency’s Oversight Board and authorize him to select an
Alternate Representative to the Oversight Board.

WORKSHOP

7. REVIEW AND DISCUSS WATER SALES FORECASTING
a) PRESENTATION ON GROWTH AND THE ECONOMY
Chief Financial Officer Joe Beachem introduced speakers who would be participating
in the workshop and indicated that they would be discussing factors that help

determine the District’s budget for water sales. He first introduced Mr. Alan Nevin, an
Economist from the London Group.



Mr. Nevin provided a presentation to the Board concerning meter growth and the
economy. He discussed the national and San Diego County economic factors that
included unemployment, earnings, sales tax collections, and data on real estate. Mr.
Nevin indicated that there was a big difference between the report he provided the
District last year in comparison to this year. He stated that this year is far more
positive economically. Secondly, it is more specific, in that, a number of things that
was predicted to possibly come about, did in fact, occur. This information was used in
determining projections for the future.

Mr. Nevin discussed the economic recovery and noted that in a normal recovery there
would be 200,000 to 250,000 jobs added each month, which occurred in the last
couple months. However, he felt that we should be further ahead than we are now.
He stated, when times were good (early 2000), unemployment claims (those claiming
unemployment for the first time) was below 300,000 per month. Currently, the claim
level is near 350,000 per month which makes it difficult to say that we are seeing a
real recovery in the economy. Mr. Nevin stated that gas and oil prices will likely
decrease and that vehicle sales have increased since 2009. It is estimated that
approximately 14 million cars will be sold this year, which shows confidence in the
economy. When consumers start feeling confident in the economy, the first thing they
buy is a car and the next purchase is a house. Car and home sales are a good sign
for the economy.

Mr. Nevin indicated that San Diego’s population continues to grow approximately
30,000 each year and stated that in 2011 San Diego gained about 27,000 jobs, which
is a very positive sign. It is expected the same amount of population growth will occur
in 2012.

He stated that the unemployment rate was down approximately 1.2%, but this
percentage did not include the 105,000 people who cross the border for jobs. As for
manufacturing and construction, Mr. Nevin anticipates a positive increase in those
sectors. He also stated that each month, approximately 3,000 resale homes worth
more than $200,000 are being sold and that foreclosures are on a downward path.
Mr. Nevin stated that Otay previously had 13% of foreclosures and is currently at 9%.
Foreclosures are coming to a close and that is very positive. He noted that
commercial real estate in San Diego is not doing well and that there are many
vacancies in office and industrial sectors, but he did indicate that retail was doing well.

Mr. Nevin stated that there are currently 1,200 residential units being sold in the
District’s service area and anticipates that they will all be sold in less than a year.
However, there are no new units to replace the sold residential units because lots are
not being created. Mr. Nevin said that over a six-year period, the County averaged
approximately 7,000 new units per year of which the Otay Water District receives 25%
of those new residential units. He stated in 2013 this percentage will drop because no
new residential developments are planned. However, he stated that Villages 8 and 9
in the Otay Ranch area are currently beginning development and in 2014 it is
anticipated that a large supply of condominiums and homes will be built in the Otay



Water District’s service area. With this in mind, Mr. Nevin said that the District will
continue to hold 25% of the County’s new residential units.

Chief Financial Officer Joe Beachem indicated that Mr. Nevin’s economic report is
utilized in the District’'s rate model to project meter sales and water usage, two
important aspects that significantly impact the District.

Chief Financial Officer Beachem introduced Dr. Steve Piper who has worked for the
U.S. Department of the Interior Bureau of Reclamation for 22 years. He stated that Dr.
Piper is also the Lead Economist for the Bureau of Reclamation’s, “Rate Study: The
Effectiveness of Conservation Pricing in Reducing Water Demand.” Dr. Piper provided
a presentation to the Board regarding the price elasticity of water. He discussed the
Study which included variables such as the rate of unemployment, inflation, rate tier
structure, bill layout, rainfall, temperature, income levels, Otay’s specific rate structure,
and other local community profile data.

Dr. Piper provided the names of the eleven (11) participating agencies of the Study,
which included the Otay Water District. He also provided the participants’ list of
residential data and a list of additional data obtained by the Bureau of Reclamation by
zip code or community. He indicated that from 2000 to 2010, over 600,000 total
observations were conducted for single family residences in over 150 zip codes. The
basic question to be evaluated was, “What impact does the price of water and various
pricing structures have on the amount of water used?”

Dr. Steve Piper provided an example of price elasticity of demand whereas -0.50 was
used as an estimate for residential water. He stated that a 10% increase in price
would lead to a 5% decrease in the quantity demanded for residential water. He then
went on to explain long run versus short run elasticity. With short run elasticity,
consumers are less price elastic because time is needed to make adjustments to
water price changes. Long run elasticity allows consumers to invest in water saving
devices and technology to reduce their water use.

Dr. Piper discussed variables that affect residential water demand such as price,
income, climate and macroeconomic factors. He also talked about the correct price to
include in a model for water demand, which would be the price that individuals react to
(i.e. average price, marginal price, and lagged price). Dr. Piper also discussed real
versus nominal dollars and stated that most economists would argue that real value is
more indicative of economic price value. He also touched on unemployment as a
macroeconomic variable as it is an indicator of recession impacts. Unemployment
was used to account for the effects of the recession beyond the income effect. Dr.
Piper noted that income cannot be separated from recession.

Also discussed were climate variables in which Dr. Piper stated precipitation and
temperature were the best and most consistent climate variables for modeling water
demand.



Dr. Piper provided Otay Water District’s preliminary residential results that included a
total of 17,764 observations from 2003 to 2010 (Refer to page 7 in the attached
PowerPoint presentation for the full results). The results showed the District’s lag cost
coefficient to be -0.80355 which indicates that if there was a 10% increase in its water
rate, there would be an 8% decrease in water consumption. In addition, Dr. Piper
indicated that the District’s per capita income had a positive coefficient of 0.000019;
the higher the income, the higher water use.

Dr. Piper noted that the District’s results are preliminary (modifications will be made)
and that the elasticity estimates should be interpreted as long run. He said that the
results are based on historical data that corresponds to historical actions that may not
be repeated in the future. Past programs may be one-time events, so future water use
reductions cannot happen again.

It was discussed that the next step was to modify the current model to include a
seasonality variable, separate data into pre-recession and recession time periods
(2000-2007 and 2008-2010), and estimate best individual demand model for meta-
analysis. Dr. Piper indicated that the next step is anticipated to be completed by
May/June 2012.

Director Jaime Bonilla left at 4:29pm and returned at 4:31pm.

Chief Financial Officer Beachem indicated that the District's Customer Service
Manager, Ms. Alice Mendez-Schomer, Customer Service staff, and the Information
Technology staff gathered the District’'s customer data and provided the information to
the Bureau of Reclamation. He stated that the Bureau of Reclamation’s Study is a
valuable tool that shows how variables impact water use. It was indicated that
Consultant, Ms. Karen Keese of PBS&J, was in attendance of today’s meeting, had
helped create the District's water rate model.

Director Bonilla stated that he believed the District’s water rates are appropriate and
that it is important to have a document that helps the public understand what factors
are used to help the District determine its water rates and maintain stability. He
thanked staff for conducting the research and indicated that the information provided
helps the Board make decisions on rates.

Director Croucher stated that the Bureau of Reclamation’s Study is a valuable tool that
is measurable as it can help determine how much water the District’s customers will
use to help develop the budget.

In response to a question by Director Robak, Dr. Piper stated that if the District
increased its water rates by 10%, it would result in an 8% water use decrease over the
long run (10 years) after inflation. Director Robak stated that if the District is using the
price elasticity model as a tool to help determine its budget, shouldn't the affected
price show a correlation between actual water sales and per capita water use. Dr.
Piper stated that there should be a correlation, but the affected price is only one



variable in price elasticity and that elasticity in itself does not explain other variables
that must be considered over the long run, such as, changes in prices, income, and
climate/precipitation.

Director Bonilla left at 4:40pm.

Chief Financial Officer Beachem introduced Mr. Alexander Tardy who is the Warning
Coordination Meteorologist for the National Oceanic and Atmospheric Administration
(NOAA). Mr. Tardy provided a presentation on water supply, temperature and
precipitation, historical patterns of rainfall and weather patterns of El Nifio and La Nifia,
and how forecasts are developed. He provided a background on NOAA and indicated
that there are 122 radar data collection-forecast offices across country.

Director Gary Croucher left at 4:49pm and returned at 4:53pm.

Meteorologist Tardy stated that the overall weather should be looked at globally then
reduced to a local view. He stated that weather statistics have been kept since 1937
and last year (2011) was a record wet season and that this year (2012) has been a dry
year. He indicated that rainfall is variable, as it can be somewhere between 25%-50%
of normal to 50%-75% of normal, and that it is difficult to make determinations on what
is “Normal” based on rainfall from one area. Mr. Tardy indicated that the norm for San
Diego is 56.1% and about 1 ¥2” below normal rainfall.

Director David Gonzalez left at 4:55pm and returned at 4:58pm.

Mr. Tardy discussed California’s water supply areas and provided slides that showed
San Diego’s service area, local water supply and reservoirs. He also talked about
snow pack/precipitation, seasonal forecast challenges, and the La Nifia and El Nifio
Pacific jet stream. He indicated that the La Nifia is the strongest jet stream in the
world; it is very variable and points at California. He noted that in the early 1990s
NOAA believed it had a great handle on the global weather patterns, as La Nifia meant
dry and EI Nifio meant wet, until the early 2000 when back-to-back La Nifias occurred.
Mr. Tardy stated that climate prediction forecast is difficult to determine and is highly
based on historical statistics.

Mr. Tardy stated that San Diego’s norm is 50%-70% of normal and indicated that the
city recently received up to 7” of rain. He stated that it rains in San Diego mainly in the
months of December, January and February and indicated that the City would be in
trouble if it had a significantly dry March. He stated that the normal rainfall for
Lindberg Field is 10.3” of rain and last year it received 12" of rain. He stated that
NOAA tries to forecast weather by looking at what has happened in the past, looking
at trends from as far back as records go, El Nifio and La Nifia weather patterns, status
of current conditions, and forecast conditions of the ocean’s sea surface temperatures
to get the actual values. Mr. Tardy talked about ENSO which is a combination of El
Nifio and La Nifia, and also discussed Equal Chances (EC) which is an equal
distribution of the 33% chance to be above normal, normal, and below normal.



Mr. Tardy said that, year after year, the weather has been warmer than usual, which
may be an indication of global warming. He believes that there will be higher than
normal temperatures coast to coast from July to September 2012.

Chief Financial Officer Beachem indicated that staff uses NOAA’s weather predictions
from 4-16 months as one of several factors that help determine the District’s budget.

Meteorologist Tardy discussed the value of weather predictions and indicated that
weather forecasts can be of some value if used appropriately, depending on what the
information would be used for and as long as the overall picture is being looked at.

General Manager Watton stated that he is not aware of any other agencies that
consult with meteorologists, but indicated that the District may start a trend to use
them as a consultant who provides information that would be used as a tool for the
development of the agency’s budget.

Finance Manager Rita Bell provided a presentation on the District’s historical sales.
She indicated that the District creates a baseline that starts with the most recent 12
months (i.e. April 2011 through March 2012) and includes the factors of weather,
economy, growth, conservation, and price elasticity as experienced by the District.
Ms. Bell stated that staff tracks sales by customer type, meter size and tiers and
indicated that single-family sales have dropped this past year. She also indicated that
growth factors are added to sales after a baseline is determined.

Finance Manager Bell stated that the District annually reviews weather patterns for the
past 12 months, and rainfall and temperature from the last 3 years, and also looks to
CWA to determine a “Normal” rainfall year. Ms. Bell indicated that staff used the 2010
rainfall year, as suggested by CWA, to help determined the District’s budget.

Ms. Bell provided a chart that showed the average sales per meter for single-family
residential in correlation with weather/rain, temperature, and elasticity rate for FYs
2007-2012. Another chart was shown to display the average monthly consumption in
correlation with average price/unit for FYs 2007-2012, which Ms. Bell indicated that
during that time span the consumption/units had dropped. However, Ms. Bell did
indicate that the District is back on track and is consistently moving up.

Provided was a chart that showed CWA'’s Budget vs. Actual Sales for FYs 2007-2012.
Chief Financial Officer Beachem compared it to the Otay Water District’s chart and
noted that the District has been more accurate with its budget versus actual sales.

Senior Civil Engineer Bob Kennedy presented the District's methodology to develop
EDU’s and projections for FY 2013. He talked about how the economist data is
included in the development of projected meter sales and provided a slide that showed
a correlation between historic and projected meter sales. Mr. Kennedy indicated that
meter sales are looking positive and increasing up to the 2,000 levels.



William Granger, Water Conservation Manager, discussed factors that influence indoor
and outdoor water demand now and in the future (i.e. code changes and water smart
programs and products). Mr. Granger indicated that waterwise sprinklers increase
water efficiency by 10% and can significantly impact parcel lots over 3,000 square
feet. He reviewed a chart that showed Otay’s future demand trend for FY’s 2009-2018
which included unadjusted baseline demand in correlation with baseline demand
adjusted for plumbing code. He indicated that it is a tool to project Otay service area
demand. Water Conservation Manager Granger stated that customers are purchasing
Water Smart products that use 20% less water (i.e. toilets, showerheads, faucets, and
urinals). He also discussed the survey of the District’s top water conserving
customers, such as large HOAs who plan to participate in a turf grass replacement
program, golf courses that plan to shrink the amount of irrigated area, and 50% of the
District’'s customers who are currently taking specific steps to conserve water due to
the increase of water rates.

Finance Manager Bell concluded the workshop by providing options for the District to
consider incorporating into its future water sales budgeting process to further enhance
the process. The options included budget growth by customer type, reexamine
percentages within the rate tiers, adjust future sales for weather in the upcoming year,
adjust future sales for price elasticity, and adjust future sales for continued
conservation.

Director Gonzalez thanked staff and speakers for conducting the workshop and stated
that it was nice to have documented factors that help with the District’s budget
process. He further indicated that it was nice to have the documentation on hand for
customers to review.

RECESSED TO CLOSED SESSION

8.

CLOSED SESSION
The Board recessed to closed session at 5:53 p.m. to discuss the following matters:

a) CONFERENCE WITH LEGAL COUNSEL — ANTICIPATED LITIGATION
[GOVERNMENT CODE 854956.9]

() SALT CREEK GOLF, LLC, UNITED STATES BANKRUPTCY COURT,
CASE NO. 11-13898-LA11

b) CONFERENCE WITH LEGAL COUNSEL — ANTICIPATED LITIGATION
[GOVERNMENT CODE 854956.9]

1 MATTER



RETURN TO OPEN SESSION

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

The Board reconvened at 6:23 p.m. General Counsel Dan Shinoff indicated that no
reportable actions were taken in closed session.

10. ADJOURNMENT

With no further business to come before the Board, President Lopez adjourned the
meeting at 6:23 p.m.

President

ATTEST:

District Secretary
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