MINUTES OF THE
BOARD OF DIRECTORS MEETING OF THE
OTAY SERVICE CORPORATION
April 3, 2013

The meeting was called to order by President Lopez at 3:36 p.m.

ROLL CALL

Directors Present.  Gonzalez, Lopez, Robak, and Thompson

Directors Absent: Croucher (Out-of-town on a prescheduled vacation)

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

PLEDGE OF ALLEGIANCE
APPROVAL OF AGENDA

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

Ayes:  Directors Gonzalez, Lopez, Robak, and Thompson
Noes: None

Abstain: None

Absent: Director Croucher

to approve the agenda.

SAN DIEGO COUNTY WATER AUTHORITY UPDATE (MAUREEN
STAPLETON, CWA GENERAL MANAGER, AND TOM WORNHAM, CWA
CHAIR OF THE BOARD OF DIRECTORS)

President Lopez introduced CWA'’s General Manager and Chair, Ms. Maureen
Stapleton and Mr. Tom Wornham respectively, and indicated that they would be
providing an update on CWA matters.

CWA Chair Mr. Tom Wornham provided a history of CWA stating that in 1991,
CWA made a significant decision to diversify its water resources because of a
drought that resulted in 50% of water delivery being cut from the north. A slide
was provided to show CWA'’s water diversification in 1991, 2012 and 2020 from
various agencies such as the Imperial Irrigation District and Metropolitan Water
District (MWD). Mr. Wornham noted that CWA will continue to be the largest
customer of MWD, therefore CWA believes it is important that the agency stay
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healthy. Mr. Wornham also noted that CWA is focusing on desalination for the
future.

CWA General Manager, Ms. Maureen Stapleton, discussed the investments that
CWA has made and how they have diversified its water resources. She
presented a PowerPoint presentation that included information about imported
water involving the Imperial Irrigation District (11D) transfer, the on-farm
conservation project, and the All American and the Coachella Canal Lining. Ms.
Stapleton also discussed local supply development involving conservation, which
has improved over the years from 200 GPD/per person to 150 GPD/per person.
She indicated with regard to recycled water that there are 17 active non-potable
recycling projects countywide. CWA's next supply source is the Carlsbad
Desalination Project that was approved in November 2012 and is anticipated to
be completed in 2016. It will provide approximately 7% of CWA'’s local supply.

Ms. Stapleton shared CWA's historic investments in infrastructure that included
the Olivenhain Dam and Reservoir that can independently provide approximately
2 to 6 months of water supply. She also provided information about the San
Vicente Dam Raise and related projects that produce approximately 152,000 AF
of water. As for the drivers of CWA’s 2013 rate increases, Ms. Stapleton stated
that about half of the agency’s increase was due to MWD costs; the remaining
half of the increase was due to increased IID water supplies and rates, debt
service and other factors. It was noted that CWA led an effort to challenge
MWD'’s 2013 average rate increase, which proved to be significant as MWD
decreased its rate increase from 7.5% to 5% saving San Diego ratepayers $5
million. Ms. Stapleton indicated that CWA also filed a lawsuit against MWD in
2010 to challenge MWD’s 2011-2014 rate increases and rate structure because
CWA feels that ratepayers are being overcharged. It was indicated that in 2013
alone, ratepayers were overcharged $57 million, and in a 45-year period, San
Diego ratepayers will pay an overcharge of approximately $1.3 to $2.1 billion.

Ms. Stapleton shared that the litigation includes an escrow account that will hold
disputed payments and that any escrow funds received, net of changes to
MWD'’s rates and CWA's litigation cost, will be returned to member agencies. A
trial is tentatively scheduled for November 2013, and Ms. Stapleton stated that
appeals are expected. CWA is suing MWD because it feels that CWA is
subsidizing other agencies throughout California as CWA is the only agency
paying for MWD transportation costs. CWA would like to get a third-party
objective review through the court system to consider this issue.

Ms. Stapleton discussed CWA's steps to reduce its costs and indicated that its
FY 2012/2013 total budget is 16% lower and its operating budget is 7% lower
than FY 2010/2011. She shared that CWA reduced its staffing positions to 31.3
by laying off staff, decreased its labor/benefits costs by 5%, deferred 14 CIP
projects, and refunded debt that resulted in a savings of $3 million a year. Ms.
Stapleton noted that from 2008-2014, CWA is expected to have a 16% reduction
in full-time employees (from approximately 300 to 250 employees). One of
CWA'’s goals is to improve long-term cost certainty by replacing MWD supplies
with long-term contracts, ensuring that the Colorado River Quantification
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Settlement Agreement supplies have price controls, and ensuring the Carlsbad
Seawater Desalination Water Purchase Agreement has price controls. Slides
were provided to show MWD'’s poor record of rate projections, its rate increases
from 2005-2014, untreated water supply-only cost comparison (QSA Supplies vs.
MWD Supplies), and treated water full-cost comparison (Carlsbad Seawater
Desalination vs. MWD Full-Service Treated).

CWA Chair Mr. Tom Wornham discussed CWA's plans for the future, which
includes continued implementation of the Colorado River Quantification
Settlement Agreement (QSA), Completion of the San Vicente Dam Raise and the
Emergency Storage Project, implementation of the Carlsbad Desalination Project
components, decision making process on Bay-Delta solution, and Board-driven
Fiscal Sustainability effort that involves review of a Cost of Service Study and
Member Agency Managers’ technical workgroup. Mr. Wornham noted that since
1991, CWA has seen an improvement in water conservation as water usage
decreased while an increase in population (millions), jobs (millions), and gross
domestic product (billions) has occurred over the years. Although water
conservation is increasing, the cost of water per acre-foot (full service treated
water rate) has increased from $549 to $1,259.

Director Robak stated that he understands the reasoning behind diversifying
water resources but there seems to be a pattern of water agencies striking deals
before having their questions answered, such as the cost of the Carlsbad
Desalination Project. Another example is the Imperial Irrigation District (11D),
where deals were made years ago but now the cost of the 11D resource is
increasing.

In response to Director Robak’s comment, CWA General Manager Stapleton
indicated that CWA and MWD entered into a Peace Treaty for five years because
of a dispute over MWD costs. She indicated that Mr. David Kennedy from the
Department of Water Resources projected that the true cost to transport water
was approximately $90, but MWD’s cost projection was $248. After eight years
of negotiations, MWD agreed to transport water but at $248 (MWD’s cost of
supply decreased, but its cost of transportation continues to increase). Ms.
Stapleton stated that CWA made a business decision to diversify its water
resources and ultimately filed litigation against MWD.

General Manager Mark Watton also added that the water resource from IID is
classified as the highest priority of the Colorado River and the likelihood of
getting cut-back from the River is very small. With this in mind, CWA made a
business decision to contract with IID.

Director Robak inquired about the amount of money that has been spent on the
MWD litigation. Ms. Stapleton stated that she was not certain but it is clearly
over $1 million. She stated, however, this is insignificant when considering the
fact the ratepayers are being over-charged $57 million a year.

Ms. Stapleton stated that the MWD litigation is similar to a previous one when
CWA sued MWD on the grounds of preferential rights. She indicated that this
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litigation put CWA on a course and believes that the current litigation will do the
same and will provide certainty and determine the future.

Director Thompson stated that he appreciates the comments that were made
about the desalination project and Cost of Service Study, and understands that
the study is not the most absolute scientific process. Director Thompson
indicated that he will be advocating for his constituents to ensure that they are
benefiting from CWA's plans and actions.

Director Gonzalez requested that staff post on the District’'s website the CWA
handout titled, “Water Authority Fighting for Lawful Water Rates at MWD,” so it is
available to the District’s ratepayers.

President Lopez thanked CWA'’s General Manager, Ms. Maureen Stapleton, and
President, Mr. Tom Wornham, for attending the District’'s board meeting and
providing information. He stated that he never imagined that Director Gary
Croucher and General Manager Mark Watton would be considered senior board
members at CWA. He thanked Ms. Stapleton for continuously educating the new
CWA board members over the years due to the constant change of board
members.

In response to a question from Director Robak, Mr. Wornham stated that he can
assure that no one knows what the cost of Governor Brown’s twin tunnel plan is
and that it would be speculative at this point. He stated that studies are
underway and he encouraged Director Robak to continue reading about the
Governor’s plan.

APPROVE THE MINUTES OF THE REGULAR MEETING OF MARCH 6, 2013

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

Ayes:  Directors Gonzalez, Lopez, Robak, and Thompson
Noes: None

Abstain: None

Absent: Director Croucher

to approve the minutes of the regular meeting of March 6, 2013.

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.

General Manager Watton congratulated Chief of Operations Pedro Porras for his

25 years of service to the District and presented him with 25 year service pin and
a certificate in recognition of his service to the District.
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General Manager Mark Watton also congratulated Assistant General Manager
German Alvarez for his 15 years of service to the District and presented him with
a 15 year service pin and certificate in recognition of his service to the District.

CONSENT CALENDAR

8.

ITEMS TO BE ACTED UPON WITHOUT DISCUSSION, UNLESS A REQUEST
IS MADE BY A MEMBER OF THE BOARD OR THE PUBLIC TO DISCUSS A
PARTICULAR ITEM:

Director Robak pulled Item 7a, ADOPT ORDINANCE NO. 538 AMENDING
SECTION 53.11 E, COMMERCIAL SEWER CHARGES AND USER
CLASSIFICATIONS OF THE DISTRICT’'S CODE OF ORDINANCES, for
discussion.

Director Thompson pulled Item 7c, ADOPT RESOLUTION NO. 4208 FIXING
TERMS AND CONDITIONS FOR THE ANNEXATION OF CERTAIN REAL
PROPERTY OWNED BY SLF IV McMILLIN MILLENIA JV, LLC, APNS: 643-060-
18, 23, 24, AND 25-00, TO THE OTAY WATER DISTRICT'S IMPROVEMENT
DISTRICT NOs 22 AND 27, for discussion.

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

Ayes:  Directors Gonzalez, Lopez, Robak, and Thompson
Noes: None

Abstain: None

Absent: Director Croucher

to approve the remaining consent calendar items:

b) ADOPT RESOLUTION NO. 4209 TO AUTHORIZE AN APPLICATION
FOR ENVIRONMENTAL MITIGATION LAND MANAGEMENT GRANT
FUNDS TO THE SAN DIEGO ASSOCIATION OF GOVERNMENT,
COMMITTING THE OTAY WATER DISTRICT TO PROVIDE MATCHING
FUNDS AND AUTHORIZING DISTRICT STAFF TO ACCEPT GRANT
FUNDS AND EXECUTE THE GRANT AGREEMENT FOR THE CACTUS
WREN HABITAT PROJECT AT THE DISTRICT'S HABITAT
MANAGEMENT AREA

d) APPROVE A REIMBURSEMENT AGREEMENT BETWEEN THE CITY
OF CHULA VISTA AND THE OTAY WATER DISTRICT FOR
REIMBURSEMENT TO THE CITY FOR CONSTRUCTION COSTS
ASSOCIATED WITH PHASE Il OF THE OTAY LAKES ROAD 12-INCH
RECYCLED WATER PIPELINE AND POTABLE UTILITY RELOCATION
PROJECT IN AN AMOUNT NOT-TO-EXCEED $97,350

President Lopez presented Item 7a for discussion:
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a) ADOPT ORDINANCE NO. 538 AMENDING SECTION 53.11 E,
COMMERCIAL SEWER CHARGES AND USER CLASSIFICATIONS OF
THE DISTRICT’'S CODE OF ORDINANCE

Director Robak inquired about the billing process for each business customer,
specifically where retail stores and restaurants are in the same plaza yet their
usage of water is significantly different. Ms. Alice Mendez-Schomer, Customer
Services Manager, stated that billing for business customers depends on when
the services for the buildings began. New business establishments are
encouraged to use individual meters, whereas some strip malls and larger malls
have one or two large meters that serve multiple businesses. Ms. Mendez-
Schomer stated that District staff visited each business site to identify which
establishment has large or individual meters. She stated that the visit led to
staff's recommendation to reclassify some of the District's business customers
and indicated that this action will have a low impact to them as well.

General Manager Mark Watton also noted that some business customers have
free standing pads that have their own separate meter.

Director Robak stated that he was surprised with how little the impact would be
for business customers and indicated that if the board is comfortable with staff's
analysis, he is happy to support staff's recommendation. He stated that he was
pleased that the District is advocating for business customers and glad to see
that the District can provide its services at an accurate and reasonable price.

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

Ayes:  Directors Gonzalez, Lopez, Robak, and Thompson
Noes: None

Abstain: None

Absent: Director Croucher

to approve staffs’ recommendation.
President Lopez presented Item 7d for discussion:

C) ADOPT RESOLUTION NO. 4208 FIXING TERMS AND CONDITIONS
FOR THE ANNEXATION OF CERTAIN REAL PROPERTY OWNED BY
SLF IV McMILLIN MILLENIA JV, LLC, APNs: 643-060-18, 23, 24, AND
25-00, TO THE OTAY WATER DISTRICT'S IMPROVEMENT DISTRICT
NOs 22 AND 27

Director Thompson inquired about the methodology utilized to determine the
District’'s annexation fee of $744 and stated that he believes it is a very low
figure. Public Services Manager Dan Martin stated that the annexation fee is a
standard fee that covers administrative service costs and indicated that most of
the labor for annexations are performed by customers.
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Director Thompson requested that staff provide a breakdown of the total cost for
the District’'s annexation fee.

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

Ayes:  Directors Gonzalez, Lopez, Robak, and Thompson
Noes: None

Abstain: None

Absent: Director Croucher

to approve staffs’ recommendation.

ACTION ITEMS

9.

BOARD

a) DISCUSSION OF 2013 BOARD MEETING CALENDAR

Director Robak shared that Helix Water District hired a facilitator for its board
workshop and inquired if the Otay Water District would be able to do the same.

General Manager Mark Watton stated that he would look into that.

Director Thompson indicated that he will not be able to make the December 4,
2013 board meeting.

President Lopez indicated that on May 14, 2013, there will be a Budget
Workshop.

INFORMATIONAL ITEMS

10.

THESE ITEMS ARE PROVIDED TO THE BOARD FOR INFORMATIONAL
PURPOSES ONLY. NO ACTION IS REQUIRED ON THE FOLLOWING
AGENDA ITEMS.

a) FISCAL YEAR 2013 MID-YEAR STRATEGIC PLAN AND
PERFORMANCE MEASURES UPDATE REPORT

Chief of Information Technology Geoff Stevens provided a report on the Fiscal
Year 2013 Mid-Year Strategic Plan and Performance Measures Update. Please
reference the Committee Action notes (Attachment A) attached to staff's report
for the details of his report. It was noted that board members can access the
Strategic Plan through the District’s Intranet.

Mr. Stevens indicated that the District’'s Strategic Plan was presented in detail to
the Finance, Administration and Communications and the Engineering,
Operations and Water Resources Committees, and was also presented at the
Joint Agency Meeting. He stated that the District is on track with its strategic



plan and that staff is fully engaged to continue the completion of the FY14
Strategic Plan.

Director Robak stated that it was good that the District’s Strategic Plan was
presented at the Joint Agency Meeting. He indicated that the Sweetwater
Authority started its strategic plan a year ago and noted that the Authority was
impressed with the Otay Water District’s strategic plan.

President Lopez stated that he appreciates staffs’ work and efforts with the
District’s strategic plan.

REPORTS

11.

12.

GENERAL MANAGER’S REPORT

General Manager Mark Watton provided handouts to the board which included:
SDCWA's letter to Ms. Mary D. Nichols, Chair of California Air Resources Board;
Water Education Foundation’s letter regarding the Santa Ana River Watershed
Conference; LAFCO'’s Call for Nominations for Independent Special District
Member letter; Carpe Diem West's New Visions-Smart Choices presentation;
CWA's presentations — Bay Delta Overview and Conservation Plan, A Portfolio-
Based BDCP Conceptual Alternative; Alameda County Water District’s
presentation; and Delta Vision Foundation’s letter to Secretary John Laird of the
California Natural Resources Agency.

General Manager Mark Watton presented his report which included the Spring
Garden Festival, the New Hires/Promotions that included Mr. Bob Kennedy who
was promoted from Sr. Civil Engineer to Engineering Manager, the FY 2014
Budget and Rate Model, the Billing Services RFP, and the North District/South
District Interconnection Project.

Mr. Watton also provided a PowerPoint presentation regarding the Rosarito
Desalination Pilot Plant Tour from March 22, 2013 and indicated that the same
presentation will be provided to CWA members later in the month. President
Lopez, Directors Gonzalez and Robak, General Manager Watton and District
staff toured the NSC Agua’s pilot plant at the Presidente Juarez power plant in
Rosarito Mexico.

DIRECTORS' REPORTS/REQUESTS

Director Robak stated that he enjoyed the Rosarito Desalination Pilot Plant Tour
and was pleased to hear that the project is receiving positive results. He
indicated that he also attended the Joint Agency Meeting and stated that he
would like to see, in the future, a more free-range meeting and the opportunity to
discuss the consolidation of water agencies.

Director Thompson apologized for missing the Rosarito Desalination Pilot Tour
and indicated that he attended a Bay Delta Tour on that day and that the Tour
was very informative.
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13.

Director Gonzalez stated, with regard to the Rosarito Desalination Plant Tour,
that it was very interesting to see a different side of Rosarito. He indicated that
he also attended the Joint Agency Meeting and appreciated what other agencies
are doing because it gave him a better idea of how far ahead the Otay Water
District is in terms of implementing a strategic plan.

PRESIDENT’'S REPORT

President Lopez reported on meetings he attended during the month of March
2013 (a list of meetings he attended is attached).

RECESS TO CLOSED SESSION

14.

CLOSED SESSION

The board recessed to closed session at 5:12 p.m. to discuss the following
matters:

a.  CONFERENCE WITH LEGAL COUNSEL — ANTICIPATED LITIGATION
[GOVERNMENT CODE §54956.9]

1 MATTER

RETURN TO OPEN SESSION

15.

16.

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 5:46 p.m. and Attorney Dan Shinoff indicated that no
reportable actions were taken in closed session.

ADJOURNMENT

With no further business to come before the Board, President Lopez adjourned
the meeting at 5:46 p.m.

President

ATTEST:

District Secretary



President’s Report
April 3, 2013 Board Meeting

A) Meetings attended during the Month of March 2013:
1) March 1:

a. Attended the City of Chula Vista Mayor’s First Friday
Breakfast Meeting. Mayor Cox provided an update on the
proposed University to be located in East Chula Vista.
Attendees: Director Robak, General Manager Watton and
Communications Officer Buelna.

b. Met with Congresswoman Susan Davis. Updated her on the
Rosarito Desalination Project and other Otay matters.
Attendees: General Manager Mark Watton and
Communications Officer Armando Buelna.

c. Board Agenda Briefing. Met with General Manager Watton
and General Counsel Dan Shinoff to review items that will
be presented at the March Board Meeting.

2) March 6: Attended the District’s Regular Board Meeting
3) March 7: Attended a meeting of the Metro Commission

a. The Commission reviewed their Capital Improvement Program
and Funding Sources and made appointments to Commission
Committees including my appointment to the Finance
Committee (see attached copy of agenda).

4) March 9: Met with Mexico Congressman and former Otay WD
Director Jaime Bonilla. Discussed the Rosarito
Desalination Project and introduced him to new Board
Member, Mitch Thompson, who serves on the District’s
Desalination Project Committee. Attendees: Director Mitch
Thompson and General Manager Watton.

5) March 12:

a. Met with City of Chula Vista Councilmembers Mary Salas
and Rudy Ramirez. Updated them on the Rosarito
Desalination Project and other Otay matters. Attendees:
General Manager Mark Watton and Communications Officer
Armando Buelna.

b. Attended City of Chula Vista Mayor Cox’s State of the
City Address.
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6) March 13: Attended the Water Conservation Garden Board
Meeting. The Garden board elected new officers and adopted
an amendment to the JPA-WCG Operating Agreement (copy of
agenda attached).

7) March 18: Attended the District’s Special Board Meeting for
a Workshop on the Rate Study.

8) March 19: Committee Agenda Briefing. Met with General
Manager Watton to review items that will be presented at
the March Committee meetings.

9) March 20: Attended the District’s Finance, Administration &
Communications Committee. Reviewed, discussed, and made
recommendation on items that will be presented at the April
Board Meeting.

10)March 21: Filled in for Director Croucher at the District’s
Engineering, Operations and Water Resources Committee.
Reviewed, discussed, and made recommendation on items that
will be presented at the April Board Meeting.

11)March 22: Attended a Tour of the Rosarito Desalination
Project. Attendees: Directors Gonzalez and Robak, General
Manager Watton, Chief of Engineering Posada, Engineering
Mgr. Kennedy, Utility Services Mgr. Martinez,
Communications Officer Buelna, Attorney Romero and
Consultants Mares and Villarreal.

12)March 27: Attended the Metro Commission Finance Committee.
13)March 29:

a. Board Agenda Briefing. Met with General Manager Watton
and General Counsel Dan Shinoff to review items that
will be presented at the April Board Meeting.

b. Attended the Joint Agency Board Meeting. Agencies in

attendance: Helix WD, Lakeside WD, Padre Dam MWD and
Sweetwater Authority.
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